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Preface

The purpose of this manual is to elucidate, step by step, the operations and procedures to be
implemented by the Technical Department (TD) of Municipal Development and Lending Fund
(MDLF) in managing and implementing the MDP4 sub-projects along its life cycle (appraisal,
design, procurement, and implementation). All necessary tools such as forms, guidelines, and
checklists that are needed to implement MDLF’s technical operations and procedures will be
incorporated herein.

This manual is designed to be used alongside with number of other documents, including
MDLF’'s Transfer Mechanism Manual on allocation of municipal funds and MDLF’s
Procurement and Financial Manuals.

As part of its purpose, this manual develops all necessary tools (forms, guidelines, and
checklists) needed to implement MDLF’s technical operations and procedures.

This manual is an updated version of MDLF’s Technical Manual that was prepared in 2006 and
updated many times during the previous series of MDP projects where the last updated been
implemented in March 2021. The updates were necessary to conform to the new changes in
MDLF’s programmatic activities. The updates were fundamental and resulted through
extensive consultation with interested stakeholders including MDLF key staff, donors, and
municipalities.

Finally, this manual is a living document and needs to be updated as conditions allow. In fact,
the manual will need modifications by the end of the first cycle of implementing capital
investment projects; by then, modifications shall be based on real piloting of the manual and
benefit from actual lessons learned.
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1 Technical Operations in support of MDLF’s Mission and Values

The Technical Operations support the mission and values of the MDLF with respect to:

. Managing Funds effectively.

° Harmonizing local development with national plans and policies.

° Enabling LGUs to provide quality services.

. Enabling LGUs to achieve sustainable development.

° Ensuring effective monitoring and evaluation techniques

° Operating with transparency, professionalism, accountability, credibility, and

scientific method

The mission of the MDLF: “A national organization that strives to empower the local
government units to implement national programs and projects that are derived from the
local government policies by managing the funds for grants and loans”.

MDLF provides municipalities® with grants? . The money is embodied into development
projects on the ground. MDLF manages, monitors, and evaluates projects funded by its
grants. MDLF directly reports the progress and the impact of these projects to stakeholders,
in particular to the public, the national government and donors.

This Technical Operations Manual (TOM) supports the MDLF mission and values in the way
illustrated in Table No. (1) below.

1 LGUs means all local government Units, but the MDLF is supporting mainly municipalities anticipating that other smaller
village councils will merge in a bigger community called municipalities, or under Innovation Window as part of a joint
service council under specific programs. Therefore, this manual will use the term municipality.

2 MDLEF at the time when municipalities are at the level of creditworthy, they may be receiving loans, the mechanism for
such practice is not yet developed, therefore, this manual deals with grants only.
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Table 1: The Technical Operations Manual supports MDLF mission and values

Contribution of the Technical Operations Manual

Adopts MDLF’s Transfer Mechanism which allocates grants to
municipalities in equitable, efficient, and accountable way; it creates
incentives for improving municipalities performance.

Encourages substantial cost sharing by municipalities.

Enables MDLF to manage, monitor and evaluate projects’ design and
implementation

MDLF Mission &
Values

Manage Funds
effectively

Harmonize local

development with
national plans and
policies

Creates incentives for municipalities to improve their performance;
hence supports national development goals for development at local
level.

Encourages the implementation of projects resulted from an
approved SDIPs.

Projects’ identification, assessment and approval procedures support
harmony with national plans and policies.

Enable municipalities
to provide quality
services and achieve
sustainable
development

Creates incentives for municipalities to improve their performance;
this improves the general capacity of municipalities to provide better
quality and sustainable service.

Requires municipalities to submit proper operation & maintenance
plan for each proposed project.

Requires municipalities to propose priority-need projects as seen by
the citizens, which are economically feasible, and do not cause any
unmitigated environmental & social risks.

Operate with
transparency,
professionalism,
accountability,
credibility, and
scientific method

MDLF’s grant allocation mechanism is documented and open for all
municipalities; it is based on scientific analysis of real data.
Municipalities identify their priority-need projects with direct
community consultations.

Municipalities themselves assess their projects against well-defined
illegibility criteria, while MDLF audits projects’ assessment.

MDLF appraises, funds, monitors, and evaluates projects’ design and
implementation using professional tools and procedures.

Evaluation reports compare achievements to commitments for both
the MDLF and the municipalities.

Applications, decisions, and records are documented and open to
stakeholders and the public.
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2 Types of Projects Supported by the MDLF

Key Points

e Municipalities are eligible to receive grants from MDLF if they comply with basic
eligibility criteria in accordance with the Grants Allocation Manual.

e The grants will cover investments or activities that are within the legal mandate of
municipalities as per the Local Authorities Law of 1997 or revision thereof.

e Rehabilitation (including goods and works), reconstruction, extension and new
construction of municipal infrastructures and facilities may receive MDLF support.

e  The municipal projects shall come out of SDIP.

e The ceiling of funds each municipality is eligible to receive from MDLF, under
municipal grant for capital investment component, is calculated using the grant
allocation formula in which allocations are based on population (10%), needs (35%)
and performance (55%) for cycle 1 while, population (10%), needs (30%) and
performance (60%) for cycle 2.

2.1 Eligible Applicants for investments in municipal infrastructure

The allocations for municipalities will be allocated for cycle 1 and cycle 2 consequently, (45%,
40%) of the total component 1 financing for the block grant and (55%, 60%) for the
performance-based grant.

All Municipalities are eligible to receive block grants if they: submit their annual budget
which is approved from the municipal council to MOLG, their SDIPs are prepared
according to the guidelines, they are actively submitting information within Ministry of
Finance net lending portal and their annual budget are disclosed.

2.2 Eligible Projects

The grants will cover investments or activities that are within the legal mandate of
municipalities as per the Local Authorities Law of 1997 or revision thereof. The eligible sectors
(including but not limited to (i) Water and waste water services if provided by the
municipalities; (ii) Solid Waste Management; (iii) Roads and sidewalks; (iv) Public
Facilities (v) Street Lighting and (vi) Electricity Services not provided by a commercial utility),
Revenue Generation projects (, car parking,...), recurrent expenditure for Gaza municipalities,
and renewable energy are those that constitute the core areas of municipal services to be
provided to the citizens or enable the municipalities to provide or develop those services.
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Municipalities are requested to show that they have coordinated with relevant national
bodies, such as Palestinian Energy Authority and Palestinian Water Authority, Ministry
of Education, Civil Defence, etc. to ensure avoidance of any duplication of investment.
The grants will not cover projects that contain significant to high environmental and social risk
impacts. These types of projects would require a full Environmental and Social Impact
Assessment (ESIA). They would also require a Resettlement Action Plan (RAP) depending on
the number of Project Affected Persons (PAPs) and resettlement impact anticipated. Further
details about the eligible projects from environmental and social point of view were provided
in the ESMF, (attached in Annex 1) which includes the project exclusion criteria where all sub-
projects will be screened against it as well as, the exclusion list of sub-projects that will be
avoided during conducting the E&S screening process.
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3 Introduction

3.1 MDP as a core program

In 2009, the Palestinian National Authority (PNA) has initiated a national Municipal
Development Program (MDP) to support local development in the country with specific focus
on improving capacities of municipalities to provide better services to the Palestinian citizens.
The Municipal Development and Lending Fund (MDLF), as the national development agency
in the local government sector, has been mandated to implement the MDP.

The MDP is a multi-phase national program that has been financed by the Palestinian
government and several financing partners (FPs), including; World Bank (WB), German
Development Bank (KFW), Danish International Development Assistance (DANIDA), Swedish
International Development Assistance (SIDA), Swiss Agency for Development Cooperation
(SDC), International Cooperation Agency of the Association of Netherlands Municipalities
(VNG), Belgian Technical Cooperation (ENABEL/BTC), French Development Agency (AFD), the
European Commission (EC), and German Technical Cooperation (GIZ).

The MDP is designed to contribute to the larger Palestinian Government objectives related to
strengthening local governments by enhancing their efficiency and effectiveness in managing
their municipal affairs by moving them towards fiscal stability over the longer-term. The first
phase of the MDP spanned over a three-year period from 2010 to 2013. The second phase of
MDP started in 2014 and was concluded in 2017. Currently, the MDLF is implementing the
third phase of the MDP which is expected to be concluded in August 2023.

The MDP was designed to address the core issues in municipal service delivery including poor
management practices that compound an already severe budgetary crisis (lack of local
budgets for capital investments and low revenue generation). To do so, the design of the MDP
included a multi-stage hierarchy of objectives, as described below:

1. Sector-Level objective: Over the long-term and drawing on the MDLF’s institutional
mandate and vision, the MDP would contribute to strengthening municipal governance
to enable municipalities to become creditworthy and thereby access resources from
the market for investments that will enhance municipal service delivery.

2. Program-Level objective: Over the medium-term and drawing on the Palestinian
national plans, the MDP was designed to support municipalities in providing better
coverage and improved quality of municipal services.

e Objective of the First Phase of the MDP was: To support municipalities in improving
their management/governance practices.

e Objective of the Second Phase of the MDP was: To improve municipal management
practices for better service delivery and municipal transparency.

Page | 7

.




Al OlirrdJl yalpdle pokli$oain
Municipal Development & Lending Fund

e Objective of the current Third Phase of the MDP is: To enhance the institutional
capacity of municipalities in the West Bank and Gaza for more accountable and
sustainable service delivery.

The three phases of the MDP have targeted all municipalities and provided municipalities with
a combination of technical assistance and annual performance-based grants for priority sub-
projects that would improve municipal service delivery. The performance-based grants
(known as the Grants Allocation Mechanism-GAM) was designed to create incentives for
municipalities to introduce management principles to enable progress towards
creditworthiness. The MDP allocation mechanism is characterized as: (Transparent, Coverage
100% of municipalities, Equity, Fair, Incentive based distribution).

3.2 MDP4 Objective & Components

The Municipal Development Program Phase Four Obijective is: To strengthen municipal
capacity to deliver accountable, sustainable, inclusive, and resilient services to the municipal
population in the West Bank and Gaza.

Municipal Development Project (MDP4)3? is structured in five components and will be
implemented in two consecutive cycles. Component 1: Performance Based Service Delivery
Grants, Component 2: Sector Policy and Institutional Development, Component 3:

Competitive Grants for Natural hazard and Climate Change Resilience, Component 4:

Implementation support and management and Component 5: Contingency Emergency

Response. Building on the success and lessons learned of the MDP series, MDP4 will continue
to support municipalities to deliver on their service delivery mandates. It will do so by
continuing to strengthen the decentralization process by allowing municipalities to depend on
more transparent and predictable grant financing to budget their service delivery to their
citizens. Going beyond previous MDP operations, this MDP will focus more on improving the
performance of municipalities and the sustainability of the intergovernmental transfer system
under component 2.

Scope: MDP4 will support 159 municipalities in West Bank and Gaza, which includes 25
municipalities in Gaza and 134 in the West Bank. The number of participating municipalities
may increase as village Councils might graduate to municipality status, based on requests and
the definition proscribed by MolG.

3.2.1 Component 1: Performance Based Service Delivery Grants

Through this component the MDP4 will provide participating municipalities with the PBG
financing needed to advance in the process of fulfilling their mandated service delivery

3 Also called “West Bank and Gaza Resilient Municipal Services Project - RMSP”
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responsibilities and will support alignment with the capacity building activities under

component 2.

Minimum Eligibility Criteria: to participate under component 1, municipalities will have to

first comply with a series of Minimum Conditions (MCs) which are the basic requirements.
Basic MCs are:

1.

The annual budget is submitted via the foreseen electronic platform and approved by
MolG.

SDIPs are prepared according to the guidelines and updated annually.

Municipalities are actively submitting information within the MoF Net lending portal
(second Cycle) to agree with development partners.

Public disclosure of annual budgets, SDIP and MDP Performance ranking.

Types of grants and utilization. Municipalities will receive two grants to finance

municipal service delivery infrastructure sub-projects including financing the design of the
sub-projects. The first of which will be based on an evaluation of municipal needs and
equity and the second will be performance based. It is a similar approach to the one taken

as part of the MDP project series. However, the proposed project will have a stronger focus

on the performance of municipalities. In the first cycle at least 55 percent of grant financing

will be assigned to the PBG for all municipalities and the second cycle will see an increase

to 60 percent. More specifically:

i)

Needs based Grant. It will be composed of two parts:

a. Block Grant. During each cycle a fixed allocation* will be transferred to all
participating municipalities in the Project.

b. Needs-Based Grant. The grant amounts will be based on a formula that considers
the size of the population and a series of proxy indicators for service delivery gaps
and poverty. 10 percent from the total gross allocation is proposed to be
distributed based on population and the remaining allocation will be distributed
according to the following indicators: a) Roads Quality (20 percent); b) Lack of
Urban Green Space (15 percent); (c) Urban density (20 percent); and (d) Poverty on
municipal level (45 percent).

Performance based Grant. Participating municipalities will receive an amount
determined based on the achievement of municipal KPIs. The grants will be substantial
enough in per capita terms to allow municipalities to undertake relatively larger capital
investments, to adequately incentivize municipalities to achieve performance targets
and make impactful service delivery improvements. These KPIs will focus on financial

4 A fixed allocation of EUR 25,000 is proposed to be allocated to each participating municipality in each investment cycle.
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sustainability, good governance, integrated planning, and inclusion of vulnerable
groups.

2. Performance Assessments. There will be 3 assessments of municipal performance
based on the KPIs. The first will be carried out during the initiation of the project to create
a Municipal Performance Assessment baseline and rank municipalities for the first grant
cycle disbursements. The second will be conducted at the project’s midterm to determine
the second grant cycle disbursements. The final assessment will be carried out at project’s
closing to measure the progress of participating municipalities through the project lifetime
but will not involve any grant disbursements. The Municipal Performance assessment will
be carried out by an independent third-party verification agency hired by the MDLF.

Grant Utilization: Grants under component 1 will be used to finance infrastructure sub-
projects, except in Gaza Strip where municipalities will be able to use up to 20 percent to
finance recurrent expenditures to reflect the special circumstances they face. The specific
infrastructure subprojects will be identified and prioritized as part of the preparation
process of the SDIPs. These will be limited to the sectors outlined in the LGUs law # 1 for
1997, taking into consideration a negative list which considers high social and
environmental risk projects, in accordance with project Environmental and Social
Management Framework (ESMF) requirements.

MDP4 subprojects fall within but not limited to the following sectors:

- Road Rehabilitation and Maintenance Services: Goods and works for construction,

maintenance, rehabilitation, and reconstruction of new/existing internal roads,
including traffic signs, road line demarcations, safety rails, traffic signals, street lighting,
sidewalks, road maintenance tools and equipment; fuel and vehicle insurance. Large
scale sub-projects with high risk will be excluded such as regional highways, railways,
underground stations, etc. Comprehensive road projects covering main items such as
underground infrastructure, street lighting, sidewalks, planting trees and road
furniture will be implemented. This as applicable and where is needed.

-  Water and Wastewater Services: Installation, maintenance, extension and

rehabilitation of municipal water and sewerage networks (if only served by wastewater
treatment plant), rehabilitation of wells and reservoirs; provision of chemicals for
water purification; repair and maintenance of equipment, such as pumps, generators,
vacuum tanks, and vehicles; purchase of spare parts (based on an existing maintenance
plan), and fuel; the extensions of networks and purchase of new equipment and
vehicles only for projects being part of the priorities of a municipal development plan.
Storm water drainage networks, and flood management. Large scale sub-projects with
high risk will be excluded such as wastewater trunk lines, and wastewater collection

Page | 10



Al OlirrdJl yalpdle pokli$oain
Municipal Development & Lending Fund

networks that are connected to an operating treatment plant, large water desalination
plants, large wastewater plants, dams, large scale drainage systems, etc.

- Public Facilities: Establishment/construction, rehabilitation and equipment of parks,

kindergartens, youth centers, cultural centers, small public market infrastructure,
municipal buildings and facilities, green interventions, retrofitting and bus stations.
Large scale sub-projects with high risk will be excluded such as large/mega markets
with large infrastructure, etc.

- Electricity and Energy Projects: Electricity and energy projects, including goods and

works for rehabilitation of distribution networks, street lighting, energy efficiency and
renewable energy related projects for the benefit of municipalities. Large scale sub-
projects like waste to energy, with high risk will be excluded such as large power plants,
etc.

- Solid Waste Management: Solid waste containers, tools, trucks, and compactors used

for solid waste collection and disposal, spare parts for solid waste trucks, equipment
and materials based on a solid waste management concept; in addition, service
contracts for solid waste collection, as well as labor, dumping fees, fuel, vehicle
lubricants, insurance, and other related direct running costs for municipal service
provision. Large scale sub-projects with high risk will be excluded such as construction
of landfills, etc.

Recurrent expenditure for Gaza municipalities:

Considering the circumstances Gaza municipalities face, they will be allowed to use up to
20 percent of each municipality to finance recurrent expenditures excluding paying wages
of public servants, such recurrent expenditures finance is considered crucial as direct
inputs for sustaining essential municipal services in Gaza. The provisions will include the
expenditures as listed in Table No.2 below on the account for the cost of cleaning and
maintaining public land, facilities, and assets including road maintenance; water and
electricity utilities related to the provision of municipal services; collecting and dumping
solid waste in legally permissible areas; carrying out laboratory tests; the cost of
maintaining and operating municipal service vehicles; equipment spare parts; vehicle
insurance; maintaining electromechanical and IT equipment; carrying out advertisements
under the Procurement Plan, regarding the procurement of goods and works; office
supplies; public awareness related to increasing municipal revenues; the cost of
communications; renting service vehicles; provision of equipment and supplies to combat
the spread of the COVID-19 virus, all directly related to the provision of essential municipal
services.
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Table 2: Item Categories — 20% in Gaza Municipalities

.

# Item Category Details Comments
1. Oil for service vehicles including
. . . the administration’s vehicles
1. ;)elln::art(\)/::shlcles and electricity 2. Oil for Water and Wastewater
Facilities and the Administration (to
operate the Stade by Generators)
1. Items for service vehicles (all
Vehicles and Electricity | sectors)
) Generators spare parts | 2. Items for Service Electricity
' including tires and Batteries as | Generators (all Sectors)
well. 3. Items for electricity Generators
for the administration
Electromechanical Maintenance
3 contracts for Water and
' Wastewater Facilities Spare
parts
4 Primary solid waste collection | Hiring  labor  using  donkey
' cost (hiring of labor) carts/using hand carts
Secondary solid waste collection | Contracting private companies to
5 through private sector (from | transfer solid waste from the
' transfer stations to the main | transfer stations to the main land
landfill) fill
Solid waste councils' fees/ Solid | Payments against the solid waste
6. Waste fees for the use of the | service provided by the public
Land fill entity on a regular basis.
Payments against municipal
7. | Joint Service councils' fees servicses prov.ided by the service
councils (using wheel loaders,
trucks, wastewater vehicles.... etc.).
. L Small to medium size tools for
Materials  for  municipality . } .
8. municipal services maintenance
workshop .
regular activities
9 Maintenance of solid waste
containers
10. | Materials and tools for safety Example clothes and shoes for
workers (PPE)
provision of equipment,
11, materials, and supplies to

combat the spread of the
COVID-19 virus,
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# Item Category Details Comments

all directly related to the
12. | provision of essential municipal
services

Fuel for service vehicles and
generators

13.

Water& Wastewater, street
14. | lighting and Electricity Utilities
related to municipal services

15. | Vehicles and labor insurance

16. | Office supplies

Public awareness related to

17. |. . .
Increasing mun|C|paI revenues

18. | Renting service vehicles

Economic and Financial Analysis

Economic and financial analysis to be considered based on sub-project’s nature and type. This
will provide a guidance to MDLF during appraisal stage. Annex 8 includes methodology of
conducting economic and financial analysis to be used by municipalities.

Natural hazard and climate change Risk informed SDIPs and across sub-projects.

Under component one climate change responsiveness will be part of the sub-project life cycle
where applicable including screening, technical design, implementation (ESMPs) and
operation. For example, for roads sub-projects plantation will be considered as improvement
to the sub-project climate change responsiveness, moreover, using water saving plant types
and using water saving irrigation (Dripping) systems creating a more climate change
responsive investments. Table No. 3 below provide criteria that may be considered where
applicable to assess sub-projects climate change responsiveness.

Table 3: sub-projects climate change responsiveness Criteria

Project Type Climate Change Responsive Criteria

Road Rehabilitation and | - Drainage for storm control and water collection

Maintenance Services - Roadside lighting and signs powered by captured
energy.

- Applying compensation principle, for each 10meter
square asphalting, a tree should be planted in the
rehabilitated road itself if applicable otherwise in
another place.
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- More walkability and less car mobility
- Permeable surfaces

Public Facilities - Efficient design for thermal regulation and comfort,
building site and orientation, building layout and
configuration, among others.

- Rooftop solar panels

- Use of green roofs and facades

- Selection of construction materials

- Greywater reuse, collection of rooftop water

- Open green spaces such as green corridors

Water and Wastewater | - Sewer collection system to be served by wastewater

Services treatment plant.

- Design of storm water system and its structures
considering flood management.

- Storm water system to be drained away of residential
houses and goes naturally.

Electricity and Energy | - Materials, equipment, and systems that considered

Projects Eenergy efficiency.

- Renewable energy projects (rooftop solar panels, small
— medium scale renewable energy plant)

- Disposal of different types of wastes as per solid waste
management plan considering end of life for the
electrical equipment.

Solid Waste Management - Disposal of wastes to sanitary landfill
- Existing of legal transfer station

- Presence of solid waste management plan

In addition, as part of the second cycle, the project will pilot the introduction of the natural
hazard and climate change risk informed subprojects, delivered under the planned 60
resilience plans, into the municipal SDIPs. By design, the project does not have a list of
activities to be financed until the next round of SDIPs is prepared. However, based on the most
recent set of investments under the MDP3, this will result in the identification, design and
construction of climate resilient roads, street lighting, solar panels for buildings and water
distribution, flood risk mitigation works, etc.> Other expected activities, could include as part
of mitigation activities, energy efficient building rehabilitation, rooftop solar energy, solid
waste management, urban nature-based solutions like green roofs, green corridors, urban

> For MDP3, SDIPs mostly consisted of roads, piped water supply, solid waste collection, and sanitation works and parks rehabilitation.
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farming, urban parks and forests. These investments can also support climate adaptation
helping cities to combat the urban heat island effect.

Unexploded Ordnance (UXO) — Gaza Strip Municipalities

To mitigate health risk related to the chance of finding unexploded ordnance (UXO) during
excavation at previously shelled sites in Gaza Strip, MDLF and following the previous practice
in MDP3 will approach the UNMAS to carry out the UXO assessment wherever needed.
Financed subprojects will be subject during screening and appraisal to UXO assessment by
MDLF specialists to assess whether UNMASS involvement is needed or not. Subprojects that
will be implemented within sites that directly shelled will be considered relevant to involve
UNMAS for detailed specialized assessment which will be financed from municipality own
budget or other institutions who are working in this field.

3.2.2 Component 2: Sector Policy and Institutional Development

This component, implemented by MDLF, is designed to reinforce, and complement
Components 1 and 3 with targeted technical assistance (TA), policy guidance, and capacity
building training for various public agencies at the national and local level. Its primary aim will
be to strengthen intergovernmental systems by improving regulatory oversight of the sector;
increase transparency and accountability in administering the intergovernmental fiscal
system; develop ways and means of improving local government revenues (including fiscal
transfers and own-source revenues); and provide on-demand technical support to
participating municipalities seeking to meet performance criteria or improve their resilience
and climate change related planning and implementation efforts.

Sub-component 2.a: On-demand Capacity Development Support for Municipalities.

As participants in the performance grant financing scheme municipalities will be eligible to
receive support under this component to strengthen their budget preparation, financial
management, procurement, spatial planning, operations and maintenance programming,
social accountability, credit worthiness and e-governance. This Component will also fund pre-
investment studies for civil works capacity and sustain results achieved.

Sub-component 2.b: Policy and Institutional Development Support for PA institutions.

This sub-component will support the Ministry of Local Government (MOLG) in its capacity as
policy maker and regulator of the local government sector, specifically through the reform
and policy agenda for the local government development. In addition, it will support MDLF in
its evolving role as a financial intermediary for municipalities, including strategy development,
market analysis and other relevant studies to strengthen Local Government Unit (LGU) access
to private and concessional financing.
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3.2.3 Component 3. Competitive Grants for Natural hazard and Climate Change
Resilience

In alignment with National Policy 31 “Ensuring a Sustainable Environment” of the National
Development Plan 2021-2023, the component will support municipalities to reduce natural
hazard related risks in support of the efforts of the Palestinian Authority (PA) to alleviate
climate change impacts and reduce all forms of environmental pollution. The component will
cover TA as well as offer financing of small-medium scale physical works. More specifically this
component will cover:

Subcomponent 3.1. Natural hazard and climate change risk assessments. Building on the
recent urban hydrological, climatological and climate change risk research carried out by the
World Bank, as well as the resilience plans developed for 20 large municipalities under the
Third Municipal Development Project (MDP3), the subcomponent will support the
development of primary and secondary level Urban Risk Assessments (URA) for natural hazard
risks for 60 municipalities.

Secondary URA will be conducted for the 20 municipalities who developed their resilience plan
under MDP3. The proposed risk reduction interventions will address municipal governance
and behavioural issues for hazards as well as risk mitigation works which will be implemented
under the competitive window. MDLF will hire a consultant who will conduct the assessment
and support the municipalities in selecting resilience projects to be implemented in
accordance with international best practices.

In addition, this sub-component supports conducting primary URA to additional 40
municipalities which will be selected by MDLF in coordination with MOLG. based on specific
criteria such as municipalities with rank C+ and more, its geographic distribution, its size and
need in West Bank and Gaza, among others. The assessment will lead to further 40 resilience
plans, which will be integrated in the SDIPs and will be given a priority to be financed by the
second cycle grants. MDLF will hire a consultant to conduct the assessment and to prepare
the resilience plans which will lead to resilience projects that will be implemented in
accordance with international best practice.

Sub-component 3.2. Natural hazard and climate change adaptation investments.

The subproject will support the identification, design and construction of natural hazard risk
mitigation works from the 20 municipalities that have developed resilience plans under MDP3.
Prior submitting the proposals, MDLF will set selection criteria, define the process of selection
the activities and set the accepted ceiling budget for the activities to be financed considering
the available budget for this sub-component. MDLF will publish transparently the criteria and
the list of activities to be financed to all municipalities who are expected to submit their
proposals in the first 6 months of project implementation. All proposals will be screened
against the criteria and will be evaluated and have a score as presented in this section. The
proposal with the highest score will be implemented.
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The screening will be implemented in accordance with the step presented hereafter, MDLF
will form a technical committee to be responsible to evaluate the proposals and select the
winning project. The committee will include the following members (Operation Manager,
Technical Manager, Strategic Planning Manager and E&S Specialists). Evaluation report will be
prepared by the committee and will be submitted to the General Manager for approval.

The table below provides guidance to determine the scoring of the project.

Table 4: Criteria and its Score to Assess the Submitted Projects

Criteria Total Score
Risk of Climate Change 50
Number of Beneficiaries (N) 15
Sector 35

Table 5: Guidance to Evaluate the Submitted Projects

.

Criteria Evaluation Score

Risk of Climate Change (X) | Low risk: low exposure, low | X< 15
potential impact, GHG
emissions
Medium risk: moderate | 15<X <35
exposure, moderate potential
impacts, GHG emissions
High risk: high exposure, high | 35 < X< 50
potential  impacts®,  GHG
emissions

Number of Beneficiaries | N < 10,000 capita 5

(N) 10,000< N < 20,000 capita 10
N > 20,000 capita 15

Sector (S) Public spaces & gardens S<10
Solid waste management 10<S<15
Renewable Energy & energy | 15<S<20
efficiency
Wastewater management 20<S<25
Public & green buildings, 25<5<30
Water and flood management | 30<S<35

Note: these criteria and guidance may be modified based on further assessment of the resilience plans of the 20
municipalities by the specialized consultant.

6 Exposure refers to assess the current and future exposure of the project location to relevant climate and geophysical
hazards, and impacts refer to assesses the current and future impacts of identified climate and geophysical hazards on the
project’s physical components as currently designed under relevant sectors.
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The winning project will be deduced from summation of the scoring for the above-mentioned
criteria as follows:
Winning project Score=X+ N +S

In case two projects have same score; the committee will have the right to carry out additional
evaluation based on the geographic location of the project as well as the municipality rank
(higher rank will have the right to win the project). The selected municipalities will be
responsible for implementing the infrastructure projects identified, under the MDLF’s
oversight and supervision. MDLF will hire local technical consultants who will support
municipalities in submission the projects and compete as per the above-mentioned criteria to
win. In addition, to coordinate with the related authority to ensure smooth implementation
of the project.

The following are some types of activities to be financed under this sub-component:

- Flood management projects such as water harvesting, construction of flood
management structures, surface drainage system.

- Sewer collection system to be served by wastewater treatment plant.

- Construction of small wastewater treatment plant.

- Renewable energy projects (rooftop solar panels, small — medium scale renewable
energy plants).

- Energy efficiency projects.

- Green building and public spaces where interventions can be taken inconsideration
to encourage the use of these places for women and youth.

- Solid waste management projects such as the cartoons and paper from the
markets and where the municipalities will arrange with the private sector to gather
these materials with light compaction and take them instead of sending them to
landfills to remanufacture and reuse these materials.

- Composting projects.

- Encouraging the use of marketing of hand manufacturing material and food in
public spaces through different types of events.

- Emergency response equipment.

Subcomponent 3.3. Promotion of Green Services and Climate Change Initiatives in Local
Governance

To tackle climate negative impacts in Palestine, including increased draughts, flooding, and
heat islands effects as well as environmental degradation, such as soil and air pollution and
biodiversity losses, investing in resilient and low carbon infrastructures are essential to take
the path of a green transition and cope with the effects of climate change. Enable in
coordination with MOLG and other line ministries such as PENRA and EQA set climate change
initiatives aiming at piloting innovative approaches to the Palestinian context and scaling up
interesting existing solutions in 4 sectors: including:
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- Green Buildings: Support retrofitting of at least two public buildings by applying green
building models and practices.

- Green Public Spaces: Facilitate the development of public spaces in at least two urban
areas of the selected Governorates through integrating the green concepts.

- Other Green Services:

- RE and EE: promote rooftops on the Municipality Buildings among the selected
Clusters, and potential Mid-Size solar panels on a territorial Level.

- SWM: provide Solid waste Equipment’s, tools, and Vehicles for the benefit of the
JSC among the selected Clusters.

The aforementioned initiatives will target specific clusters across the West Bank as agreed
with steering committee (MDLF, Enabel and MoLG).

Potential interventions to be identified after appraisal of project in coordination with Enabel,
MOLG and MDLF. A Local technical consultant will be contracted to complement the initial
studies through conducting in-depth analysis and developing detailed competitive selection
criteria to support MDLF, MOLG and Enabel to better identify the potential interventions and
projects in the targeted clusters.

3.2.4 Component 4: Implementation support and management

This component will finance the functioning of the teams that are part of the MDLF supporting
the implementation of the project. It will finance the management costs of the MDLF as well
as the required goods, consultant services (local technical infrastructure supervision) and non-
consulting services needed for the effective monitoring and evaluation, ESF management,
procurement, outreach, and communications for the project.

3.2.5 Component 5: Contingency Emergency Response

Providing immediate response to an Eligible Crisis of Emergency, as needed. The objective
of this Component is to support the response capacity in the event of an emergency by
reallocating funds from other project Components or serving as a conduit to process
additional financing from other funding sources for eligible emergencies to mitigate, respond
to and recover from the potential harmful consequences arising from the emergency.
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3.3 MDP4 Environmental and Social Management Instruments

3.3.1 Environmental and Social Management Framework (ESMF)

MDLF prepared the Environmental and Social Management Framework (ESMF) to facilitate
the planning and implementation of MDP4 and to establish procedures and methodologies
for environmental and social assessments as well as to review, approve and implement
investments to be financed under the project as the nature, scope, and locations of activities
become known during the implementation of the project. The ESMF has been developed as
the E&S instrument for assessing, managing, and monitoring E&S risks and impacts of the
project given that the full nature, scope, and geographical locations were not known at the
time of preparing the ESMF. The ESMF establishes the screening processes and tools to be
directly implemented by the benefiting municipalities and contractors in assessing the risks
and impacts of the sub-projects. This will facilitate the recommendation of appropriate
mitigation and monitoring measures for each subcomponent and/or activity.

The ESMF describes the policy and legal framework in which the E&S Standards are
embedded, including national and international laws and regulations, and supporting
instruments. It further lays out an environmental and socio-economic baseline; classifies the
E&S risks and mitigation measures. The document then explains the institutional and
implementation arrangements for the project and for the ESMF and lays out the Monitoring
Plan for the ESMF. It also lists the Project Grievance Mechanisms (GM) and explains
anticipated training and capacity development initiatives.

Environmental and Social Screening Process

Screening Process MDLF will provide oversight of all E&S screening processes. The
participating municipality will be responsible for the screening of all its respective activities.
The screening will be based on the sub-project-specific E&S Screening Form.

v All proposed sub-projects will be subjected to a screening process to be carried out by
MDLF supported by E&S consultants at MDLF. The outcome of the screening will
determine whether:

v The activity is high-risk and will be excluded.

v’ Site-specific ESIAs/ESMPs or other E&S instruments (e.g., LALP) is required for
substantial or moderate sub-projects under components 1 and 3 (covering all project
activities). ESIAs/ESMPs are to be prepared by municipalities supported by the MDLF
E&S consultants, the instruments selection will depend on the complexity of the
subproject and proportionate E&S assessment of the subproject,
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v Sub-projects of low to moderate Risk, in this case, incorporate potential mitigation
measures into the design of the subprojects and the Environmental and Social Checklist
would be prepared based on the sectorial E&S checklists.

v The screening report will further help to determine which ESF standards are applicable
and which steps need to be taken and which provisions or procedures apply, as laid
out in the ESMF. The process will also identify critical issues that might be relevant to
the respective sub-project.

ESMF Document is attached in Annex 1.

3.3.2 Labor Management Procedures (LMP)

The Labor Management Procedures (LMP) is developed by MDLF to help MDP4 manage the
risks under the Advancing Sustainability in Performance. The LMP sets out the Project’s
approach to meet national requirements as well as the World Bank’s Environmental and Social
Framework, Labor and working conditions, ESS2 and Community Health and Safety (ESS4). The
LMP identified key risks and impacts associated with Project implementation, associated with
workers as well as community health and safety, and the risk associated with labor impact for
different subcomponents of MDP4. It addresses the labor-related risks and provides
mitigation measures to minimize those risks, assists in identifying labor requirements and
compliance with the environmental and social standards.

LMP full document is attached in Annex 2.

3.3.3 Land Acquisition and Livelihood Framework (LALF)

MDLF has developed a Land Acquisition and Livelihood Framework (LALF) in accordance with
the Palestinian Laws and the international standards. LALF comes to ensure that the MDP4-
funded development and infrastructure projects will take into consideration the social and
economic circumstances of the local communities. Moreover, it provides procedures that will
ensure economic stability and fair compensation to the individuals who are affected by the
projects (PAPs), particularly the marginalized groups. LALF has further developed to ensure
compliance with environmental and social standards, particularly ESS 5, the methodology of
developing the framework was based on reviewing relevant Palestinian laws and regulations
and international standards such as the World Bank’s Standards, meetings with the Ministry
of Local Government (MoLG), meetings and interviews with MDLF staff, meetings with legal
and development experts, and a consultation workshop with stakeholders.

Equally important, LALF outlines a group of major principles which include the respect of
private property and only expropriating it for the public interest, the communities’ right to
development, minimizing the negative impacts of the implemented subprojects, and
preventing the demolition of structures or the relocation of its residents. Furthermore, the
LALF clearly states that subprojects must not be implemented where legal disputes exist,

Page | 21

.




Al OlirrdJl yalpdle pokli$oain
Municipal Development & Lending Fund

emphasizes the importance of participatory planning and implementation of projects, and
ensures the compensation of individuals who are affected by the subprojects in accordance
with the legal procedures. For further details about the LALF, please refer to Annex 3

3.3.4 Stakeholder Engagement and Information Disclosure (SEP)

The objective of the Stakeholder Engagement Plan (SEP) is to define a program for stakeholder
engagement, including public information disclosure and consultation, throughout the project
cycle. The SEP outlines the ways in which the project team will communicate with
stakeholders and includes a mechanism by which people can raise concerns, provide
feedback, or make complaints about the project and any activities related to the project. The
involvement of the local population is essential to the success of the project and to ensure
smooth collaboration between project staff and local communities and to minimize and
mitigate environmental and social risks related to the proposed project activities. In the
context of infectious diseases, broad, culturally appropriate, and adapted awareness-raising
activities are particularly important to properly sensitize the communities to the risks related
to infectious diseases. During the implementation of the project, the project’s affected parties
shall be consulted about the sub-project activities and components (including information on
the LALF), and the types of methods that will be used to communicate the project’s
information to each of the stakeholder groups and the timetables).

SEP document is attached in Annex 4.

3.3.5 Environment and Social Commitment Plan (ESCP)

ESCP is a part of grant agreement and project agreement signed with donors. It sets out
material measures and actions that the MDLF shall carry out or cause to be carried out,
including, as applicable, the timeframes of the actions and measures, institutional, staffing,
training, monitoring, and reporting arrangements, and grievance management. The ESCP also
sets out the environmental and social (E&S) instruments that shall be adopted and
implemented under the Project, all of which shall be subject to prior consultation and
disclosure, consistent with the ESS, and in form and substance, and in a manner acceptable to
the donors. Once adopted, said E&S instruments may be revised from time to time with prior
written agreement by the donors.

The ESCP will be revised from time to time if necessary, during Project implementation, to
reflect adaptive management of Project changes and unforeseen circumstances or in response
to Project performance. In such circumstances, MDLF and the donors agree to update the
ESCP to reflect these changes. MDLF will promptly disclose the updated ESCP.

Annex 5 includes the ESCP of the project.
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3.4 ESF Implementation and Arrangement

3.4.1 MDLF Environmental and Social Team

MDLF has its Environmental and Social Specialists in West Bank and Gaza Strip. The team is
fully responsible for managing and implementing environmental and social instruments during
MDP4. MDLF will recruit consultants to support in managing and implementing the ESSs,
through the recruitment of:

= |ndividual consultants (Environment and Social Individual Consultants).

=  Local Technical Consultant LTC.

The main roles and responsibilities of the environmental and social staff and the consultants
are to:

- Ensure compliance with the environmental and social compliance requirements of
MDP4 (the ESCP), support the municipalities to prepare, and monitor the
implementation of E&S tools and procedures during the MDP4 components and
phases.

- Supervise implementing the E&S tools during the implementation phase (ESMP/ES
Checklist/ESIA, LMP, LALF, SEP, and LMP

- Reporting to donors (semi-annual and annual)

- Notify the donors about the accident in 48 hrs and provides a detailed report in 15 days
about the roots and the corrections measures to be taken.

3.4.2 Review and Approval

MDLF E&S Specialist, supported by E&S consultants will prepare the E&S screening for each
sub-project and will advise on the recommended E&S instruments to be prepared by the
participating municipality. For low to moderate sub-projects, the ESMP/ESMP Checklist
prepared by municipality supported by E&S consultants will be reviewed and cleared by MDLF
and disclosed by MDLF and on Municipality website/Facebook. On the other hand, for
subprojects that are screened of substantial E&S risk, the ESIA/ESMP will be prepared by
municipalities, reviewed by MDLF who will communicate with the related donor to have an
approval on the ESIA/ESMP prior disclosing on the MDLF, municipality website.

3.4.3 Environmental and Social Auditing and Post Review

MDLF will hire a specialised E&S consultants who will conduct an annual environmental and
social audit for a representative sample of sub-projects, will cover the sub-projects of low and
moderate risk classification, of various sectors, and implemented by municipalities of different
capacities and sizes.
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MDLF will prepare TOR and share it with all donors for review and clearance. The audit report
will be submitted from MDLF to doners.

3.4.4 Project Worker Grievance Mechanism

A grievance mechanism shall be provided for project workers for each sub-project (and, where
relevant, their organizations) to raise workplace concerns. Such workers will be informed of
the grievance mechanism at the time of recruitment and the measures put in place to protect
them against reprisal for its use. Measures will be put in place to make the grievance
mechanism easily accessible to all such project workers. MDLF has its internal grievance
mechanism which is considered part of its manual. The grievance mechanism allows the
employees to raise their complaints through a specific channel.

All the new hired employees will be oriented about the system and the process of submitting,
handling, and closing the complaints. The MDLF will require contractors/municipalities to
conduct an orientation session for their workforce on the grievance mechanism prior to the
start of civil works / activities. Information about the existence of the grievance mechanism
will be available to all project workers through using the existing municipal complaining
system, and using new complaining channels where needed such as complaints box at the site
to be checked regularly by supervision teams (Municipality, Consultant, MDLF) or direct
mobile number to be published and responded by supervision team. Supervision Engineers
and Social Consultants will monitor the contractors’/municipalities recording and resolution
of grievances, and report these in the progress reports.

Municipalities will manage complaints according to the complaints manual that was shared by
MDLF. MDLF social consultants shall provide continuous on-job training to municipalities on
the grievance procedures and ensure that municipalities have assigned a GM focal point.
MDLF will monitor whether these complaints are dealt with properly and in accordance with
the GM manual. Further detail about the grievance mechanism is presented in the ESMF
attached in Annex 1 and GM manual attached in Annex 6.

3.4.4.1 Orientation Workshops and Trainings

MDLF will organize environmental and social capacity-building activities at the early stage of
project implementation to build the capacity of MDLF E&S staff, consultants and technical
teams, and the municipalities so that sub-projects are implemented in compliance with ESF
requirements. Also, MDLF will continue engaging their E&S staff and consultants to support
municipalities during sub-project preparation and implementation. Further details about the
training plan that was prepared based on assessing the existing capacity of MDLF and different
parties/stakeholders been presented in the ESMF.
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3.4.4.2 Information Disclosure Strategy

MDLF and the municipalities will disclose the E&S instruments that will be prepared for each

subproject on the web pages. Shared information will be provided in an understandable and
accessible format and the mechanism of information dissemination will be simple and
accessible to all stakeholders.

The following two means are possible to be followed for dissemination including briefing
material and organization of community consultation sessions.

- Posts on municipalities’ websites (including project information, details of
entitlements including grievance mechanism).

- Leaflets (including project information, details of entitlements including grievance
mechanism) to be distributed in the project area.
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4 Mobilization Stage

This phase is a preparatory phase for project cycle to start; in this phase MDLF ranks
municipalities, allocates municipal grants, prepares package of necessary documents to be
distributed to municipalities, and trains municipalities and raise their awareness regarding
MDLF’s support program, its conditions, and requirements.

4.1 Allocating Municipal Funds

This step consists of two main activities; in the first MDLF ranks municipalities, and in the
second MDLF calculates allocations for each municipality. Both steps are executed based on
MDLF’s Transfer Mechanism.

4.1.1 Ranking Municipalities

This activity is executed every cycle by MDLF Strategic Planning Department (SPD); it starts at
the beginning of each cycle. Basically, at the preparation phase of each cycle, the MDLF SPD
distributes “data collection forms (DCF) on performance indicators” to all municipalities and
gives them two weeks’ time to fill in the forms and send them back to MDLF with all supporting
documents. SPD then verifies and validates the information submitted by the municipalities.
This process takes three weeks. Based on validated information, SPD identifies the
corresponding rank of each municipality. Results are then submitted to Operations Manager
(OM). OM reviews and validates the results and forwards his recommendations for the
MDLF'S General Director (GD) for final approval of results. GD informs municipalities officially
about their corresponding ranks, municipalities are given two weeks to appeal. MDLF discloses
the ranks of municipalities on its website and in the LGUs capacity building activities.

4.1.2 Identifying Allocations for each Municipality

SPD computes the allocation for each municipality in the following sequence:

Determine the allocation for population, needs, and performance.

- Compute the allocations per municipality based on population.

- Compute the allocations per municipality based on need.

- Determine average per capita allocations and the per capita allocation for each rank.
- Compute the total allocation for each rank.

- Compute the allocation per municipality based on performance.

- GD will approve the result of allocations.
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The TD is informed with the results of evaluation / ranking process and the funds allocated for
each municipality.

4.2 Self-Environmental and Social Management for Municipalities

In the first cycle of the project, MDLF will continue managing the E&S aspects of the project
and providing municipalities with support through MDLF E&S Specialists and consultants.
MDLF will not delegate the E&S management for any municipality in the first cycle. While, in
the second cycle and based on the capacity assessment that will be conducted for the
municipalities at the end of first cycle, MDLF may delegate fully and partially E&S management
for the capable municipalities based on their performance and other criteria. For further
details in this regard, please refer to the ESMF, Annex (1).

4.3 Preparing all Necessary Documents

This step consists of two main activities; these are preparing necessary documents to be given
to municipalities. Preparing for orientation workshops proper material to be delivered to
participating municipalities, explaining MDLF’s support program conditions and requirements.

4.3.1 Preparing Package of Documents to be distributed to Municipalities

This activity is executed biannually. In this activity the technical department (TD) prepares a
package of documents to be available online (at the MDLF website) to all municipalities.

The package includes basically the following documents:

Environmental and Social Management Framework (ESMF) (Annex 1).
- Labor Management Procedure (Annex 2).

- Land Acquisition and Livelihood Framework (Annex 3).

- Stakeholder Engagement Plan (Annex 4).

- Environmental and Social Commitment Plan (Annex 5)

- Grievance Redress Manual (Annex 6)

- Project Application Form (Annex 7-F2)

- Operation and Maintenance (O&M) plan form (Annex 7-F02)

- Procurement Planning Milestone (PPM) Form (Annex 7-F03)

- Grant Implementation Agreement (GIA) form (Annex 7-F04)

- Cost benefit analysis Guidelines (Annex 8)
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Any other necessary document including reports forms, bidding document forms,
ESMP’s/E&S checklists.

TD submits the prepared package to OM for revision.

OM reviews the package send his notes to the GD for final approval before issuance on MDLF’S

website and notifying the municipalities (e.g. via fax, E-mail, etc.).

4.3.2 Preparing Material for Orientation Workshops

This activity must be completed before implementation of each cycle; TD staff conducts the

orientation workshops and might request local technical consultant (LTC) support for the any

project cycle to prepare a proper training material.

The training material should basically focus on the following issues:

Raising awareness of municipalities regarding MDLF’S municipal support program, its
schedule, conditions, and requirements including the fund allocation formula.

Natural Hazards and Climate Change mitigation and adaptation.
Component 3 content and the competitive approach to select wining proposal.
Completion of the application form and provision of supporting documents

Conducting project environmental and social impact (preliminary) assessments, the
eligible standards, how to use the environmental and social management Framework
(ESMF), and other E&S instruments such as the LMP, the SEP, the content of ESCP,
amended version of LALF, how to properly manage subproject environmentally and
socially, how to implement health and safety measures during construction and
operation, how to receive and solve complaints, and how to report cases.

Roles and responsibilities will be fulfilled under the Local Technical Consultant support
during project stages.

Preparing PPM and O&M for projects.
Details of the GIA.

Procurement Instructions.

Project cost-benefit analysis guidelines.

Financial Instructions.

TD submits copy of the training material to OM for comments and feedback.
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4.3.3 Conducting Orientation workshops for the LGUs

In this step MDLF splits municipalities into groups and then invites them to participate in
scheduled orientation workshops. This activity is executed each cycle during the first month
after disseminating the allocations, the TD splits the 159 municipality into groups in both West
Bank and Gaza Strip. TD schedules the orientation to be conducted in one identical orientation
workshop for each group. TD submits the orientation schedule to OM and DG for feedback
and final approval.

5 Identification Stage

At the beginning of each cycle the MDLF will issue a Request for Application (and invites
eligible municipalities to propose projects and seek financial support. This RFA should be
issued after the GD approval of the municipal allocations.

5.1 Projects Identification, Preparation, and Submission for approval

The filled application from municipality will include detailed project description, the
preliminary design or full design, required professional certificates, cost-benefit analysis,
priced BOQ, stakeholder engagement report (such as the focus group report which is formed
from the citizens and institutions affected by the project), and any other supporting
document, etc.). After that MDLF will designate engineers from the technical department to
follow up and work closely with the municipalities. The responsibilities of the engineers will
be divided geographically among the governorates to cover all the work of the MDLF. Each
area engineer will be responsible to assist the municipalities in his or her area throughout
the project lifecycle.

The area engineer provides municipalities with information, guidelines, and explanations
to complete their applications. This assistance may be provided in one of two ways, subject
in all cases to limitations of the MDLF budget and the approval of the engineer's
supervisor:

a. The engineer may provide technical assistance.

b. The technical department manager of the MDLF may request a local technical
consultant (LTC) support.

The municipality should select its project(s) (Component 1) from the Strategic
Development and Investment Plan (SDIP). The municipality must provide a stamped copy
of this plan with the application form.
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The municipality must assess the selected project according to the eligibility assessment
criteria summarized in table No. (6) below. Each project must be evaluated against:

Social/Environmental standards (exclusion list of projects). Subproject should cover the
natural hazard and climate change risk as applicable.

Ceiling of budget requested from MDLF.

Environmental Impact and Proper Mitigation Measures.
Social Impact and Proper Mitigation Measures.

Cost — Benefit Soundness.

Availability of Adequate PPM.

Availability of Adequate O&M.

For Equipment projects, simplified feasibility studies for the equipment sub-projects including
reliable data regarding the use, efficiency, operation, and maintenance cost for the purchased
equipment.

Project Budget Exceeds 500,000 Euro, or Income Generation Project (in such case, each
project should be attached with a feasibility study).
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Table 6: Summary of Project Eligibility Assessment Criteria

.

Project Application Evaluation Form

. ) . . Evaluation of Indicators Results
No. Project Appropriateness Indicators MDLF Conclusions Approved (A) Revision (R) Rejection (Re) (A/R/Re)
1. Environmental Standards [ Positive list [ ] Negative List Positive list N/A Negative list Mn
2. Social/Environmental Standards : Positive list : LALP Positive list N/A Negative list {,L
3. Climate change adaptation [ ] Positive list [ ] Negative List Positive list N/A Negative list
4. Vulnerability issues [ ] positive list [ 1 Negative List Positive list N/A Negative list
5. below allocated Ceilin . .
Budget requested from MDLF E above with commitmegnt letter from municipality Be'low celll'ng/ or Above N/A Above' with no
. . with Commitment Letter commitment letter
] above with no commitment letter
6. Environmental Impact [] Adequate [ ] Needs Revision [ ] Inadequate Adequate Revision Inadequate
7. Social Impact [] Adequate [ ] Needs Revision [ ] Inadequate Adequate Revision Inadequate
8. Risk Assessment [ ] un-Risky [ ] Risky Un-Risky N/A Risky
9. Availability of adequate PPM [ ] Adequate [ ] Needs Revision Adequate Revision N/A
10. Availability of adequate O&M Plan [ ] Adequate [ ] Needs Revision Adequate Revision N/A
11. 'PrOJect budget r.nore than 500,000 EURO or [ vYes [ No Yes N/A No
income generation
12. Social Accountability [] Adequate [ ] Needs Revision [ | Inadequate Adequate Revision Inadequate
13. f::/(:;LoZZfeAi:;)r:s;Ia:\and acquisition and [] Accepted [] rejected Payment to PAP N/A RAP not implemented
14. Basis of Design [ ] Adequate [ ] Needs Revision [ ]| Inadequate Adequate Revision Inadequate
15. | Integrated project (Roads only). [ Jves [ ] Needs Revision [ | No Yes Revision No
16. UXO (Gaza)
gne[::li.sion [] Approval [] Needs Revision/ Modification Etaill)ers-gzz:::al L B TS AL [] Rejection
—>

Page | 33




Al OlirrdJl yalydle pekli$gain
Municipal Development & Lending Fund
The municipality may apply for more than one project under the following condition:

The total amount of money (for all projects) requested from MDLF will not exceed the ceiling
of fund allocated for the municipality for that cycle.

Municipalities may contribute to the cost of the project from their own sources or from
sources other than the MDLF fund. Contributions must either be in design, cash or in physical
assets, typically land in condition of abiding to LALF. Staff time or other in-kind contributions
can’t be counted.

Completing Application Form

The application form reinforces sound principles of development, while being
appropriately easy to complete. Without using technical terminology, it calls for a conceptual
design of the project, along with the cause-and-effect relationships tying project
activities to developmental outcomes. It lays the groundwork for later monitoring and
evaluation. The application form can be used for both works and goods projects.

The completed application dossier shall consist of the following:
a. Complete application form and a signed copy by the mayor.
b. Stamped Strategic Development and Investment Plan (SDIP).

c. Municipality Master Plan and an indication of the project location on that plan
(only for projects involves construction of works).

d. Land ownership documents, and in case the municipality are to acquire land for the
sub-project, procedures in LALF are to be followed.

e. Procurement Plan Milestone (PPM) for each project using PPM. Operating and
maintenance plan explaining the expected sources of funds to be used to operate
and maintain the project (O&M plan).

f.  Environmental and Social impact Assessments that identify project impacts and
illustrate how negative impacts have been avoided or will be adequately mitigated.

g. Initial assessment of the sub-project standards eligibility

h. For municipalities with fully environmental and social management to submit detailed
environmental and social screening for the sub-project following ESMF and LALF.

i.  Preliminary or full Design (only for projects involves construction of works).
j-  In case the design is not available, the municipality could pay from its own budget or

request part of its allocation for the consultancy services to do the required full design.
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k. Preliminary priced Bill of Quantities (BOQ).
I.  Any Relevant Certificate or licensee needed for the project.
m. Any other documents that may be requested by the MDLF.

Completed application dossier shall be submitted to the MDLF offices. For each project one
hard copy and one soft copy (one CD or by E-mail) must be submitted. The administrative
assistant of TD will register the receipt of the AF (after checking the availability of hard and
soft copies) and provide the municipality representative with Acknowledgment of Application
Receipt Notice.

5.2 Applications Evaluation and Revision by MDLF

MDLF Technical Department TD screens the subproject environmentally and socially, reviews,
and evaluates projects application according to the project’s eligibility assessment criteria. TD
should review the application dossier and prepare their recommendations in the form of
report (Project Application Evaluation Report). MDLF teams conduct site visits to all sub-
projects sites to verify information, assess the situation on ground and consult with
municipality staff. For specific sub-projects which require implementing the scope in more
than one stage, MDLF will consider the readiness of the design and studies of the next project's
stages before approval of the project selection for the proposed stage. Initial screening will be
done using environmental screening and social screening forms to verify if the sub-project falls
under exclusion list presented in the ESMF. Where the sub-project doesn’t fall under Category
(High) of environmental assessment, environmental screening and social screening will be
conducted.

Note: in the second cycle of the project, Municipalities self-managing their sub-projects
environmentally and socially starting at screening stage are to abide to the following where
solely environmental and social related conditions could be fully managed by the municipality
unless LALP is required, for more details please read the procedures depicted in the
Environmental Capacity Assessment Procedures (Annex 3).

Four cases may result:
Case 1: Rejection of the project: if the assessment process produces the following:
a) The project is not within the strategic plan of the municipality.
b) If the project is not complying to environmental and social standards and ESMF.

c) if the sub-project requires Land acquisition and Livelihood Plan is not satisfactory, or
when municipality are not willing to compensate the project affected people.
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d) The project budget exceeds the ceiling of the allocated fund for the municipality and
there is no commitment letter from the municipality to cover the exceeded budget.

e) Even if sub-project falls under eligible list; if environmental and social impact
assessments produce negative impacts that are hard to mitigate within the subproject
resources or require costly mitigation measures.

f) If the project will be executed in phases and the municipality plan to execute the other
phases is not clear.

In this case the technical department prepare notes and recommendations documenting
them on the AF revision report. An Application Status Notice must be sent to the municipality
informing them with the rejection and its causes and giving them one more opportunity to
submit new application.

Case 2: Request further details or modifications or processes:
a) if the costing is not convincing.
b) if the sub-project requires Land acquisition and Livelihood Plan.

c) uncertainty on impacts on people or environment or the negative impact mitigation
strategy is inadequate for the identified impacts.

d) documents are missing.
e) Modifying the PPM or O&M plan is requested.
f) Social accountability measures not adequately reflected.

In these cases, the technical department prepares notes and recommendations documenting
them on the AF revision report. An Application Status Notice must be sent to the municipality
asking them to re-prepare and submit the requested information and documents or a revised
project application form and dossier according to MDLF notes. For LALP, the municipality to
follow procedures depicted in the LALF and thoroughly coordinate with MDLF in LALP
implementation.

Case 3: Give Pre-Approval and request detailed studies:

a) environmental impacts assessment that are provided for as in the form of ESMF) and
environmental review showed that certain environmental, social, safety requirements
to be included in the design.

b) where LALP was prepared and approved and in final process of approval
c) Social accountability measures are adequately illustrated,

d) full design and required licenses or permit are required.
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e) for goods, energy efficiency technical assessment /design is required.

f) orthe project is income generating (financial viability study), in these cases, and if the
application passes all the assessment steps, the TD prepares notes and
recommendations documenting them on the AF evaluation report.

An Application Status Notice must be sent to the municipality asking them to prepare and
submit a detailed feasibility study according to the feasibility study preparation guidelines,
requested information and documents or a revised.

Case 4: Approving the project:
a) if the costing is reasonable and within the municipal allocation,

b) the project has conducted a comprehensive impact assessment on people and the
environment and designed an adequate negative impact mitigation strategy, social
accountability measures are adequately illustrated, and passes successfully all the
assessment steps.

c) Full design and required licences and permits are submitted.

d) Thesub-project LALP is approved and disclosed, the compensation contracts are signed
and LALP is implemented.

Note: If the cost estimate of the project is higher than the municipality allocation and the
municipality cannot contribute giving that the type of project is to be implemented in two
phases, the municipality can ask MDLF to approve the continues execution of subproject
between two cycles despite that the project will not be functional in the first cycle. An example
of those projects is public facility subprojects where the structural work can be executed in
the first cycle and the finishing works and external works during the second cycle. If this is
approved a condition for that will be inserted in the GIA to be ensure that the municipality
should select that project in the second cycle.

The TD recommend the projects for approval. An Application Status Notice must be sent to
the municipality informing them with the official approval and asking them to sign the Grant
Implementation Agreement GIA (Annex 7-F5). MDLF shall document approved and rejected
projects, MDLF will inform the corresponding donor with the approved projects applications
if requested.
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.

Technical Department

Project - . Technical MDLF MDLF
) Activity Area Environment . MDLF GD
Type . . Supervisor Department oM board
Engineer al and Social
Manager
Revision - Final Notes
o Notes and | Notes and Notes and
Application notes and and
. Recommenda | Recommenda Recommen
Revision recommenda | _. . recommendat .
. tions tions . dations
tions ions
Notes and Notes and | Revision, . -
Projects Request  Further sending  official
. Recommenda Recommenda | Recommen
under Details . . . letter
500.000 tions tions dations
! Rejection, and Notes and Notes and | Revision, Rejection &
Euro . .. . —
sending official Recommenda Recommenda | Recommen | sending official
letter tions tions dations letter
Approval, and Notes and Notes and | Revision, Approval &
sending official Recommenda Recommenda | Recommen | sending official
letter tions tions dations letter
Preliminary
o Revision — | Notes and | Notes and | Notes and
Application
Revision Notes and | Recommenda | recommendat | Recommenda
Projects Recommend | tions ions tions
more ations
than Notes and Notes and | Revision
Request  Further ! Sendin official
500,000 9 . Recommenda Recommenda | Recommen g
Details . . . letter
Euro, or tions tions dations
Income di i
. Recommendatio Iscussing
Generatin GD
. Pre-approval and Notes and Notes and | Recommen | ns and follow up
g projects . ; . - recommend
request  detailed Recommenda Recommenda | dations and | — Sending official .
. . . ations — Pre
studies tions tions follow up letter after Board
apbroval approval
PP and
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.

Project
Type

Technical Department

- . Technical MDLF MDLF
Activity Area Environment . chnic MDLF GD
. . Supervisor Department oM board
Engineer al and Social
Manager
requesting
detailed
studies
Recommendatio | discussing
Rejection, and Notes and Notes and | Revision, ns and follow up | GD
sending official Recommenda Recommenda | Recommen | — Sending official | recommend
letter tions tions dations letter after Board | ations -
rejection Rejection
Recommendatio glécussmg
Approval, and Notes and Notes and | Revision, ns and follow up
. . . - recommend
sending official Recommenda Recommenda | Recommen | — Sending official ations _
letter tions tions dations letter after Board final
approval
PP approval

Note: all official correspondence must be sent through the GD.
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The MDLF rejection decisions are open to appeal by the municipalities. In such a case, the
municipality shall submit whatever arguments that it has through an official letter to the
General Director. In his or her turn, he will follow up their request with the technical
department manager and the OM. Appeals are settled by the executive management and/or
Technical Committee (TC), with no further right of appeal. The GD will send an official letter
to the municipality informing them with the result of their appeal and any other consequence
may result from the revision process.

The Approval or disapproval letter (rejection letter) signed by the MDLF will be sent to the
municipalities by fax, e-mail or through the area engineer within one week of the decision
date informing them regarding the approval or disapproval of their application. The appraisal
and approval period shall not exceed twelve weeks from the date the MDLF receives a
completed application unless LALP is required for the sub-project.

A summary sheet of all applications environmental and social screening outputs is prepared
by MDLF and may annexed to MDLF reports, including those submitted by municipalities that
fully manage their sub-projects environmentally and socially.

5.3 Signing Grant Implementation Agreements
Area Engineers must assist municipality in preparing the GIA documents as the following:

- the GIA form, this will be done in coordination with the related MDLF departments. In
the second cycle of the project, in case the municipality is partially or fully
environmentally self-managing their sub-project or/ and will handle their allocation
themselves, this will be reflected in the GIA.

- The GIA will include commitments from municipalities side in term of ESHS
requirements incorporated in the ESCP.

- Two copies of the GIA must be prepared and signed. One copy for MDLF and the other
copy for the municipality

- The GIA must be accompanied with cost sharing plan if requested.
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6 Procurement Stage

6.1 Preparation of bidding documents

Upon signing the GIA of the project, the municipality shall prepare a bid package that
includes all the technical documents, specifications, bills of quantities (BOQ), design
drawings (only for works projects), assessments, environmental and social management
instruments, and estimated project costs. The municipality shall take into consideration
all the variables and risks of the contracting method to be followed (according to MDLF
procurement manual either for works or goods). The completed draft of the detailed
technical documentation shall be endorsed by the municipality (Related department /
procurement department) and submitted to MDLF.

The TD shall perform a review, considering the following issues’:
- Consistency with the approved application

- Proper preparation and documentation, including engineering or other professional
certifications as appropriate, ESMP’s/E&S checklists are proper.

- For municipalities fully and partially managing their sub-projects in the second cycle of
project. Municipalities shall provide letter stating that ESMP follows the E&S
instruments of the program and municipality is responsible on inclusion of all site-
specific impacts/measures. Further to their responsibility of inclusion of the ESMP/E&S
checklists into the bidding document

- Technical soundness
Two cases may Arise:

Case 1 The technical documentation is incomplete and/or differs materially from the
approved application:

The municipality must provide a written justification. The area engineer will review the
justification and make a recommendation to the technical Department manager (through
the supervisor) as whether to allow the differences. "Materiality" in this contest includes
the following:

- Any increase in the amount of funds sought from the MDLF.

- Anincrease in total project cost of greater than 10%

7 The first 3 bids from each area engineer and any bid above $100,000 have to be first reviewed and approved by the PD
before getting final approval from MDLF management.
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- Reduction in the project cost sharing or change in the form or timing of the cost sharing.
- Any reduction in the deliverables

- Any other change that reduces the value of the project in a significant way

- Generally, the MDLF will look favourably on changes arising from the following reasons:
- Better project estimates and more accurate details

- Improvement in project impact and negative impact mitigation or cost-effectiveness
discovered in the preparation of the technical documentation.

- Generally, the MDLF will not look favourably on the following types of changes:
- Change in project scope, type, and location.

- Change in costs that are not subject to competitive bidding, e.g., personal services,
consultancy, and sole source.

Case 2 if project cost increases and exceeds the ceiling of the allocation, in this case the
municipality will be requested to cover the difference in the cost whether this increase is
due to additional work or currency differences. An official commitment letter from the
municipality should be attached prior to the bidding documents. The following steps
should be followed:

- The municipality must provide the MDLF with a commitment letter to cover the
exceeded budget.

- The first payment /s for the bidder should be from this account and the total share of
the municipality must be paid before the final payment from the MDLF.

MDLF shall send a Bidding Documents Status Note to the municipality requesting
modifications.

Following the MDLF's review of technical documentation, the municipality shall make any
necessary modifications and resubmit.

Upon the fulfilment of the municipality’s obligations, MDLF will issue a Bidding document
Status Note for the municipality informing with the approval and asking to start bidding
process.

The technical documentation complies with the approved application:
The TD recommends GD through official channels to issue Bidding documents Status Note

The GD will issue a Bidding document Status Note for the municipality informing with the
approval and asking to start bidding process.

Page | 42



Al OlirrdJl yalydle pekli$gain ;
Municipal Development & Lending Fund

Table No. (8) Below summarizes the bidding documents approval responsibility matrix.
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Table 8: Bidding Documents Approval Responsibility Matrix

.

for goods

Procurement Technical
# Activity Types of Projects Area Engineer Supervisor | Department MDLF GD
Department
Manager
. Revision — Notes
Project less than ($200000 for and
works, $100000 for goods) Recommendations
Bidding documents revision The first 3 bids from each area | Preliminary
engineer and also any bid above | Revision — Notes | Notes and Follow u Notes and
(5200,000 for works, $100000 | and recommends P recommends
for goods) Recommendations
Project less than ($200000 for Revision — Notes Notes and Issue  Bidding
and Documents
works, $100000 for goods) . recommends
If complying with application form — Issue Recommendations Status Note
o plying PP The first 3 bids from each area -
bidding process start letter . . Issue  Bidding
engineer and also any bid above Notes and Notes and Documents
(5200,000 for works, $100000 recommends recommends
Status Note
1 for goods
The difference is Iarge.ar.1d Project less than (6200000 for Revision — Notes Notes and Issue  Bidding
exceeds the limits works, $100000 for goods) and recommen | Follow up Documents
permitted — Issue letter to ’ g Recommendations ds Status Note
reject the bidding | The first 3 bids from each area -
. . . Notes and Issue  Bidding
- documents and asking to | engineer and also any bid above Notes and
If the bidding . . recommen | Follow up Documents
resubmit new  project | ($200,000 for works, $100000 recommends
documents - ds Status Note
. application for goods
differs from the Revision — Notes Issue  Biddin
approved Project less than ($200000 for Notes and &
L and Documents
application form works, $100000 for goods) . recommends
. . Recommendations Status Note
The difference s is small - -
e . The first 3 bids from each area i
and within limits permitted . . Issue  Bidding
engineer and also any bid above Notes and Notes and Documents
($200,000 for works, $100000 recommends recommends

Status Note

Note: all official correspondence must be sent through the GD or a copy of it must be sent him.
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6.2 Bidding Process

The municipality should follow the bidding process as explained in MDLF Procurement
Manual. MDLF has established a sound control and audit system of procurement activities
that will be carried out by municipalities for some of window 1 sub-projects as stipulated
in the procurement manual. The system requires municipalities to seek MDLF's no
objection prior to proceeding with key steps of the procurement process as stipulated in
the procurement manual. For this purpose, MDLF has set thresholds for prior review for
Works and Goods contracts as detailed in the procurement manual. The sub-project
procurement plan, to be prepared by each municipality and approved by the MDLF, will
specify the contracts of each procurement method that will be subject to prior/post review
by the MDLF. The MDLF does not finance expenditures under a contract if MDLF concludes
that such contract has been mis-procured according to MDLF procurement manual.

The municipality will open and evaluate the bidding offers and then request the no
objection to award from MDLF as detailed in the procurement manual.

In case the contract amount will exceed the project allocation and a municipality
contribution is needed, the municipality must open an Escrow Account, and deposit its
sharing in this account, and provide the MDLF with the details of the account. This is
conditional where bid evaluation approval will be suspended until receiving the account
details.

7 The Surplus of Municipality Allocation

After signing the contracts between the municipality and the contractors and if there is surplus
from the municipality allocation, three cases may be dealt with:

A. Case One:

The type of project allows the variation orders and there is a need for such variation, the
municipality may proceed with the process of variation orders following the process
mentioned in MDLF manuals.

B. Case Two:

The surplus amount and the time frame of the existing cycle allow for new projects, the
municipality may submit new application form for new project and follow the process of
identification, procurement, and implementation stages.

C. Case Three:

The municipality can ask MDLF approval for transferring the surplus from the allocation of
the first to the second cycle of MDP.
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8 Implementation Stage

8.1 Implementation Arrangements

Notification: in the second cycle of the project, municipalities delegated the environmental
and social management fully or partially are to abide to the following procedures concerning
environmental and social management in addition to conditions depicted in the Capacity
Assessment procedures, ESMF and LALF. In case of works project, the municipality will
issue a project start order and send it to the contractor. A copy of this order must be
sent to MDLF.The Contractor shall start implementing the project on the schedule
provided in the bid documents.

The municipality throughout the implementation phase shall ensure the following are
done:

a. Supervision of all quality control, technical, and financial provisions in accordance with
the contract agreement, the technical specification and MDP guidelines

b. Ensuring the implementation of environmental and social mitigation measures that was
determined from the stakeholder engagement tool such as focus group discussion during
the identification stage in addition to occupational health and safety. Supervise the
contractor’s compliance and implementation of the environmental management plan
satisfactorily. The Municipality Engineer shall follow contractor compliance to
environmental considerations according to the ESMP, E&S checklist, ESMF and LALF and
will gain support from MDLF area engineers and officers to ensure compliance of the
municipalities with the ESMF?.

c. Furthermore, the bidding documents will depict in detail the procedure of environmental
noncompliance penalties following to ESMF guidelines.

Complaint mechanism must be available at the municipality as referred to in section 9.3 of
the ESMF. Considering that prior to the implementation of the project, the municipality
will announce its willingness to accept the local community complaints through different
ways, such as:

- Distribution of leaflets to the public places
- Notice Boards

- The Municipality Website

8 Contractor Compliance is depicted in ESMF and reflected in the procurement documents.
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- Telecommunication tools (SMS and phone line)
- Public Meetings

The municipality will record complaints including detailed information about the social and/or
environmental issue (key issues, date complaint received, compliant addressed, how resolved,
date etc.). This complaint should be archived in the project profile and be solved or mitigated
within two weeks maximum. The municipality should inform the MDLF of all the complaints
through continuous recording in the reports and/ or through site visits, so that the MDLF and/
or the LTC will intervene to solve the issue if the municipality was not able to solve or mitigate
it.

Supervision is mandatory for the sub-projects, municipality shall keep in the project document
copies of all daily supervision reports, weekly reports milestone reports, and final reports.
These reports are to cover progress of the work against the original working schedule,
technical and managerial constraints facing the project and the solutions adopted to
overcome these constraints, divergence from MDP guidelines and justification, contractor
performance, environmental and social management, environmental notes and penalties,
health and safety measures, complaints, etc. Furthermore, municipality is required to submit
periodical reports for environmental and social management, occupational health and safety
following MDLF reports forms.

d. Verification and approval of payments requested by the contractor.

e. Preparation of milestones progress reports (connected to contractor payment requests)
which will be forwarded to the MDLF no later than 15 days. Such reports shall include
progress of the work against the original working schedule, technical and managerial
constraints facing the project and the solutions adopted to overcome these constraints,
divergence from MDP guidelines and justification, Contractor performance, environmental
and social management, and payments request submitted by the Contractor approved by
the municipality.

Either for works or goods project, MDLF will process the payment requests according
to the contract administration guidelines documented in the procurement manual. For
selected municipalities in the West Bank who are proven to have strong performance based
on the performance assessment (ranked B++ and above) and meet standards and fiduciary
requirements, MDLF will cease to make direct payments to contractors and suppliers on their
behalf. Instead, the component 1 fund will be transferred in tranches directly to the municipal
bank accounts for them to handle associated payment and reconciliation on their own. The
continued disbursement from the second tranche onward, however, will be subject to the
municipalities’ demonstrated ability to conduct proper financial management, procurement,
and supervise works by contractors to ensure satisfactory sub-project quality.
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When laboratory tests are needed (for quality assurance purposes), the municipality
shall request these tests and pay it off directly. These payments shall be reimbursed by
the contractor to the municipality based on original invoices. The Financial offer of the
bidder/ supplier should include the cost of these tests. It is the right of the municipality
to choose the best technical laboratory to conduct the tests and this should be clear to
the bidder/ supplier in the bidding documents.

8.2 Variation Orders

- The municipality should submit a variation order request in any case that requires
variation in the contractual timeframe, deliverables, quantities, cost, specifications, etc.

- The municipality should submit the Variation Order Request (Annex 10) to the area
engineer.

- The MDLF will process the Variation Orders according to the level of authorities
explained in the Variation Order Request form and as follows:

a. the variation order will not exceed 15% of the total contract, the process will
be reviewed through area engineer, supervisors, technical department manager
and the final decision will from the general director.

b. the variation order exceeds 15% of the total contract, the process will be
reviewed through area engineer, supervisor, technical manager, procurement
department and the final decision will be from the general director.

- MDLF will send official response letter to the municipality regarding their
variation order request.

In case of work projects, MDLF throughout the implementation phase shall monitor the
work process and verify the output and the progress of the work to ensure compliance
with MDP guidelines and quality control. The Area Engineer (and based on the progress
reports submitted by municipalities and his visits, and the output monitoring indicators
which were defined in the project log-frame developed in the design phase of the
support program) will update electronically the monitoring process to document the
physical achievement of the projects and the percentages of disbursements.

The environmental and social specialists would monitor the sub-projects
environmentally and socially, will support municipalities and area engineers to provide
sound construction management environmentally and socially, in addition to following
other requirements as per ESMF, LMP and LALF. The specialists will prepare reports
following requirements in ESMF.
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At the completion of the project activities, the municipality will issue a handover
certificate for the Contractor. Before issuing such a certificate the municipality shall:

a. Invite the area engineer and/or local technical consultant to participate in the
preliminary handing over to ensure that the project is completed at satisfactory
standards (compared to project objectives / targeted outputs) and the handover
certificate could be issued.

b. Verify that the maintenance bond is secured and maintenance of the work during the
maintenance period will be guaranteed.

In case of Goods projects, once goods delivery is completed, the municipality will issue
a handover certificate for the supplier. Before issuing such a certificate the municipality
shall:

a. Invite the area engineer and/or local technical consultant to participate in the
preliminary handing over to ensure that the project is completed at satisfactory
standards (compared to project objectives / targeted outputs) and the handover
certificate could be issued.

b. If applicable, the area engineer verifies that the maintenance bond is secured and
maintenance of the supplied goods during the maintenance period will be guaranteed.

c. Regarding materials import for Gaza strip projects, in case some pending are faced,
MDLF will communicate with donors to specify the issue and handle it as possible.

Within thirty days, starting the day the municipality issues the handover certificate, the
municipality shall prepare and submit the project final report to the area engineer. Such a
report will include and verify the following:

a. All deliverables of the project

b. Contract price and contract Bill of Quantities (BOQ) in comparison to actual cost and
BOQ

c. Approved variation orders

d. Actual time schedule vs. contract time schedule

e. Approved time extension

f. Actual dates of payments to the contractor

g. Documentation for all quality control measures such as laboratory tests

h. Special problems encountered during the implementation of the project.

Page | 49



Al OlirrdJl yalydle pekli$gain
Municipal Development & Lending Fund

i. The report to include environmental and social issues and complaints, copies of
environmental notes and penalties, list and copies of complaints.
j.  The report shall include output achievements and outcome indictors.
k. Rating of the project in terms of usability and usage.
The municipality shall submit one copy and one soft copy of the final report.

At least, MDLF will summarize the progress of the program semi-annually and annually
and post them on the web, include them in its communication campaign material, and
disclose them at exiting one-stop-shops and upon specific requests.
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9 Financial management arrangements

The financial management arrangements under MDPIIl will continue to be followed
under MDP4, except for the FM arrangements for the eligible municipalities that will
pay contractors directly. The MDP4 will be implemented by MDLF in close partnership
with Municipalities. The MDLF will be responsible for the implementation of all project
components.

There will be two types of financial management arrangements:

Type 1, a number of selected West Bank (excluding Gaza) municipalities that are proven
to have strong financial management arrangements, sound control environment, based
on the performance assessment criteria would be responsible for financial
management for their sub-projects financed under component 1. Hence, MDLF will not
transfer direct payments to contractors and suppliers on behalf of such municipalities
and instead transfer the component 1 project fund directly to these municipalities’
bank accounts for them to handle associated payment and reconciliation on their own.
Type 2, for the rest of municipalities in West Bank and Gaza under Window 1, MDLF
will be responsible for making payments to contractors and suppliers on their behalf.
Municipalities which lack the capacity to prepare and implement sub-projects
(including sub-project application, tendering documents, environmental and social
impacts, safeguard policies, procurement, and supervision of works) would receive
assistance from Local Technical Consultants. Below is a detailed description for each
type of the FM arrangements.

9.1 For municipalities receiving funds directly

FM arrangements for municipalities that will receive funds directly to their bank
accounts will have increased FM responsibilities. As part of project preparation, an
assessment of the FM capacities of municipalities was carried out using a
representative sample of municipalities. Based on the assessment, it was determined
that while some municipalities are well capacitated in terms of their FM systems and
procedures, there are still weaknesses in the FM capacities of other municipalities. The
Performance Assessment of municipalities carried out by MDLF includes several
indicators relating to FM capacity, and thus, provides a good indicator of the FM
capacities of municipalities. Accordingly, municipalities with a high-performance
ranking (B++ and above) will be granted greater responsibility for managing funds for
their sub-projects under component 1. MDLF will verify that the municipality is eligible
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to receive funds based on the following criteria: (i) Specified Performance Ranking (B++
and above), (ii) that the municipality have secured MolLG approval on its previous year
budget, and (iii) that the municipality’s external auditor did not express an adverse or
disclaimer audit opinion on its previous year financial statement.

This arrangement is applicable for certain Financing Partners (FPs) who agree to use
their funds to increase FM responsibilities to eligible municipalities. For the other FPs,
MDLF will have the sole responsibility to disburse on behalf of municipalities directly
to contractors.

Following are the FM arrangements required to control program funds and mitigate
the risk at eligible municipalities that will receive funds to their bank accounts:

i. A subsidiary agreement will be signed between MDLF and each fund receiving
municipality. The subsidiary agreement will explicitly state such fund flow
arrangements.

ii.  MDLF will open a separate general ledger in its accounting system to account for funds
advanced and expenditure incurred by each selected municipality. In turn, each
selected municipality will open a separate general ledger in its accounting system.

iii.  Each selected municipality will open a separate bank account to receive and disburse
funds for its allocation.

iv.  Payment of direct grants to eligible municipalities will be semimanual instalments for
their pertinent allocation over the two-year grant cycle. Municipalities will submit
evidence of eligible expenditures. Payments for the sub-grant will be against
documentation of eligible expenditures. Ineligible expenditures will remain as advance
to the municipalities until providing eligible expenditures in lieu or refund the grant
account. This payment method will be confirmed with the MDLF by appraisal.

v.  Each municipality will submit to MDLF within 15 days of the end of each semester the
following simplified Interim Unaudited Financial Reports (IFRs): i) Statement of Cash
Receipts and Expenditures, for the period and cumulatively from project inception, (ii)
Statement of Designated Accounts reconciling period-opening and end balances.

vi.  Recurrent expenditure scheme to Gaza municipalities: Under this scheme, no funds
will be channelled to Gaza municipalities. Recurrent expenditure payments will be
made by MDLF to suppliers against invoices of recurrent expenditure on behalf of Gaza
municipalities, and in accordance with the MDLF FM policies and procedures manual.
Recurrent expenditures should be verifiable, traceable, and reportable. The list of
eligible expenditures and ceiling is defined in this operation manual.
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9.2 For municipalities not receiving funds directly

The FM arrangements for the rest of West Bank and Gaza municipalities that will not receive
funds directly to their bank accounts will be as follows: Funds will not be channeled to
municipalities under this category; MDLF will have the sole responsibility to disburse on behalf
of municipalities to contractors. Payments will be reviewed and approved by the MDLF
according to MDLF policies and procedures manual.

10 Project Operations and Maintenance

The Municipality shall operate the project in a conscientious manner and will use all
possible means to ensure that:

a. The project meets its objectives.
b. The funds and skills necessary for the project operation and maintenance is provided.

c. The municipality operates and maintains the project according to the operation and
maintenance plan.

d. The Municipality shall submit to MDLF annual report for the first operational year
clarifying the following:

- Compatibility with the O&M
- Problems and Solutions
- Recommendation for future

e. Area Engineer audits the Operation and Maintenance Reports.

11 Termination of the Grant Implementation Agreement (GIA)

This Agreement can be terminated by MDLF only through a written notice that will come into
effect five (5) working days after ensuring that the recipient has received this notice. In this
case, the balance of grant funds recorded in the Agreement, and not disbursed, will stay in
the MDLF account, and all other obligations and liabilities stated in this Agreement by MDLF
and/or the Recipient will cease by termination of this Agreement.

The Agreement can be terminated under the following conditions:
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In case a municipality fails to comply with its commitments in the GIA, MDLF has the
right to end the signed agreement with the municipality (GIA) and its allocation or
part of its allocation will be retrieved to MDLF. Consequently, the municipality has
no right to get any of this allocation in the future such cases is noncompliance with
the deadlines mentioned in the allocation letter (the submission of the application
form, the bidding process and signing the contracts and finally completing the
implementation of projects).

If the municipality(s) is dissolved, and thus lose any recognized legal status.

If internal disputes or problems arise within the municipality(s), that may block the
implementation of the project.

Any corruption or fraudulent management of project funds in any stage of the project
implementation.

If the municipality(s) is taken to court by any other party or donor and
mismanagement or misallocation of fund is established by court.

In case of ESHS requirements was triggered without notifying the MDLF, or court case
is being raised against the municipality regarding sub-project related triggering of the
ESHS requirements.

In case the municipality submit E&S assessments with not accurate information or
documents. And the municipality is not complying to her responsibilities in term of
preparing and implementing the ESHS requirements as per the ESMF and other E&S
instruments.

The savings resulted from municipalities allocations after completion of the projects and/or

the retrieved allocations resulted from the termination of the GIA(s) of some municipalities

will be put in MDLF pool of funds and will be re-allocated and utilized in the following cycle.

The following milestones should be applied by municipalities within each cycle which consists

of two years:

1.

2.

The application forms should be filled and submitted to MDLF by maximum three
months after receiving the allocation letter. The appraisal process will be within three
months i.e., it will not exceed 6 months from distributing the allocations without
acceptable justification to MDLF.

The required design, licenses and permits from other authorities and line ministries
if needed and then preparing bidding documents for the approved projects should
be submitted to MDLF by maximum 5 months from receiving the pre-approval.
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3. The procurement process including the tendering, evaluation and signing the
contract should not exceed 4 months from getting the MDLF no objection for
tendering without acceptable justification.

4. The implementation period will not exceed 7 months from signing the contracts.

5. The duration from filling the application form and the completion of implementation
for the projects should not exceed 20 months except for large projects and for
reasonable and justified reasons can be extended to 22 months. The municipalities
that will not or could not meet the defined milestones should be presented to BOD
to take the required decision which may reach to cancellation of their allocation.

The sequence will be as follows:
1. The delay of submission of application form:

a. MDLF will send a warning letter for the municipality and ask them to submit the
filled application form within two weeks. If the municipality response is positive or
ask for not more than another week with acceptable justification, MDLF can accept
and wait.

b. If the municipality did not respond within the two weeks or within the extended
week then MDLF will raise the issue to the board.

c. The MDLF board will review the case and take the decision either to extend for
another period and not to exceed two weeks, or/ transfer their allocation to the
following cycle or cutting off part of their allocation which is not exceeding 20% of
the total allocation.

2. The delay of submission of the required documents, such as the designs and licenses
or the bidding documents, evaluation of bidding documents or during the
procurement process. MDLF will send a warning letter and ask the municipality to
send the required documents within a month otherwise MDLF raise the issue to the
Board then the Board decisions can be as above.

3. The delay of implementation with weakness or lack of supervision from
municipalities side. If the municipality appears to have weak supervision, and
approval of unacceptable works that causes delays, MDLF will prepare a report about
the municipality’s performance during implementation of projects in the
municipalities that causes delay and in this case the allocation can’'t be cancelled as
there is a contract but the Board can study the case and decide accordingly.
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Annexes
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Annexes

(Annexes 1-6 have been sent and approved by donors)

Annex .1: Environmental and Social Management Framework (ESMF)

Annex 2: Labor Management Procedure (LMP)

Annex 3: Land Acquisition and Livelihood Framework (LALF)

Annex 4: Stakeholder Engagement Plan

Annex 5: Environmental and Social Commitment Plan (ESCP)

Annex 6: Grievance Redress Manual

Annex 7: Forms

TOM-F-01 Grant Application Form.

TOM-F-02 Operation & Maintenance Plan — Template.
TOM-F-03 Procurement Plan Milestone.

TOM-F-04 Grant Implementation Agreement.

TOM-F-05 Acknowledgment of Application Receipt Letter.
TOM-F-06 Project Application Evaluation Report.
TOM-F-07 Project Progress Report.

TOM-F-08 Field Visit Report.

TOM-F-09 Project Final Report.

Annex 8: Economic and financial analysis of sub-projects
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Annex 7: Forms

TOM-F-01 Grant Application Form.
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Annex 7: Forms: TOM-F-02 Operation & Maintenance Plan — Template
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Annex 7: Forms : TOM-F-03 Procurement Plan Milestone
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Annex 7: Forms. TOM-F-04 Grant Implementation Agreement.
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Annex 7: Forms: TOM-F-06 Project Application Evaluation Report

Project Application Evaluation Report

MDP 4

Municipality Code
Project Application NO.
Project Title

Date Received

Name
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—

Project Application Evaluationform |

No. Project Appropriateness Indicators

17. = Environmental Standards

18. | Social/Environmental Standards
19. | Climate change adaptation

20. | Vulnerability issues

21. | Budget requested from MDLF

22. | Environmental Impact

23.  Social Impact

24. | Risk Assessment

25. | Availability of adequate PPM

26. | Availability of adequate O&M Plan

27. | Project budget more than 500,000
EURO or income generation

28. | Social Accountability

29. | Social Safeguards: land acquisition
and Livelihood Action Plan

30.  Basis of Design

31.  Integrated project (Roads only).

32. | UXO (Gaza)

MDLF [ ] Approval

Decision

—>

MDLF Conclusions

] Positive list ] Negative List
] Positive list ] LALP

[] Positive list [] Negative List
[] positive list [] Negative List

[] below allocated Ceiling

Evaluation of Indicators

Approved (A)

Positive list
Positive list
Positive list
Positive list
Below ceiling/ or

] above with commitment letter from municipality Above with

[] above with no commitment letter Commitment Letter

[] Adequate [_] Needs Revision [ ] Inadequate Adequate

[ ] Adequate [ ] Needs Revision [_] Inadequate Adequate

[] un-Risky ] Risky Un-Risky

[] Adequate [] Needs Revision Adequate

[] Adequate [] Needs Revision Adequate

|:| Yes |:| No Yes

[] Adequate [_] Needs Revision [ ] Inadequate Adequate

[] Accepted [] rejected Payment to PAP

[] Adequate [_] Needs Revision [_] Inadequate Adequate

|:| Yes |:| Needs Revision |:| No Yes
] Needs Revision/ [ | Pre-Approval and requires
Modification further detailed studies

Revision
(R)

N/A

N/A

N/A

N/A

N/A

Revision
Revision
N/A
Revision
Revision
N/A

Revision
N/A

Revision
Revision

[ ] Rejection

Rejection (Re)

Negative list
Negative list
Negative list
Negative list
Above

with

Results
(A/R/Re)

no

commitment letter

Inadequate
Inadequate
Risky

N/A

N/A

No

Inadequate
RAP
implemented
Inadequate
No

not
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MDLF Detailed Notes/ Recommendations / Requirements

Social Officer
Signature:
Date:

Environmental
Officer
Signature:
Date:

Area Engineer

Signature:

Date:
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Supervisor
Signature:

Date:

Evaluator

I

TD Manager

Signature:

Date:

oM
Signature:
Date:

DG
Signature:
Date:
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[] [ ]Needs Revision/ Modification
Recommendation
Approval

[_]Pre-Approval and
requires further
detailed studies

Technical Department Manager Revision/ Recommendations

OM Revision/ Recommendations:

DG Final Approval/ Recommendations:

[]Rejection
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Annex 8: Economic and Financial Analysis of sub-projectss
Overview

e The program proposes to finance municipal sub-projects through the
Municipal Development and Lending Fund (MDLF). MDLF will allocate
funds to municipalities to finance their priority investment projects
according to the conditions and processes laid out in this Manual.

e Municipal priorities are defined through a public consultation process. As
part of municipal projects’ appraisal process, MDLF engineers check
whether the public consultation was held, whether the proposed program
corresponds to one of the priorities identified, and whether program costs
fall into the municipal allocation. However, even if the public consultation
process leads to identifying priority problems to be solved, the chosen
program approach does not necessarily solve the problems in the most cost
effective way.

e Economic and financial analysis to be considered based on sub-project’s
nature and type. This will provide a guidance to MDLF during appraisal
stage.

e MDP Phase | cycle 2 was a testing phase for an improved and simplified
methodology to assess cost efficiency of the MDP subprojects, which was
rolled out in MDP Phase Il and applied in MDPIII and will be also applied in
MDPIIICI for projects < 500,000 EUR which fall into the following main
categories: road rehabilitation, construction equipment, street lighting,
public buildings, public parks, water networks or sewers (excel templates
have been developed for these project types) and for projects > 500,000
EUR. For smaller projects in other sectors, the approval of the relevant
technical authority is sufficient.. The roll out of the economic and financial
assessment of projects will include a training of municipal staff on the
concept of economic and financial analysis and on how to use the simplified
methodology described in the present guideline.

e The MDLF’s technical department trained to evaluate projects > 500,000
EUR using the simplified methodology and relying on further orientation
given in the World Bank “Handbook on Economic Analysis of Investment
Operations”. For larger projects, the analysis will comprise in addition to
the simplified methodology the following elements:
a. the evaluation will estimate to a reasonable extent the full financial and economic
costs and benefits of the sub-project, including if necessary project specific items not
foreseen in the standard excel templates;
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b. will compare life time financial and - if relevant - economic net costs and benefits for
different options and techniques in order to opt for the least cost and the most
effective option and

c. will include a sensitivity analysis of main assumptions.

Projects with the following characteristics shall require a separate justification of the applicant
and can be rejected by MDLF:

e high costs per beneficiary expressed in a Financial Net Present Value
(FNPV) above EUR 100°. This applies to all projects except those without
clearly identifiable beneficiaries, such as construction equipment, municipal
workshops or similar, roads projects that include investments of other types
of infrastructure such as water or wastewater lines or culverts...in the same
road ;

¢ a Financial Rate of Return below 15% for all projects conceived as revenue
generating projects, such as market stalls and shops;

e revenues below Operation and Maintenance Costs for public services such
as Water Supply or Solid Waste Management; or

e Own costs higher than 90% of comparable rental costs for public buildings
and construction equipment;

For such projects, MDLEF’s technical department and LTCs (if there are) shall advise on
different technical alternatives or a different project altogether that is more likely to yield higher
benefits for the community.

The Economic and Financial Analysis in the Sub-Projects approval process

The sub-projects approval process is shown in Figure 1. The Economic and Financial Analysis
will be done by the municipalities and screened by MDLF technical staff. When the project is
over 500,000 EUR, the municipality should submit a separate detailed economic and financial
analysis to MDLF.

For smaller projects (<500,000 EUR ) and roads rehabilitation projects (over 500,000 EUR)
that consist of several internal segments of roads , the municipality may rely on the excel
templates and the present guidelines for its Economic and Financial Analysis and has to submit
the filled template as part of the application. If the project requires a separate justification (see

9 Justification of the threshold: Palestinian Municipalities manage investment budgets of
approx. 20 EUR per capita and year. Single projects should not support excessively certain
beneficiary groups with investments that would not be replicable for other beneficiaries.
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above), the municipality shall request MDLF or LTC (if there is) support to examine technical
alternatives or alternative projects.

Simplified Methodology for Sub-projects’ Economic and Financial Screening

The methodology promotes basic techniques to analyze the projects qualitatively and then
estimate basic indicators to monitor economic outcomes and cost effectiveness. The
methodology includes a set of questions in the application form and excel templates that deliver
the basic indicators if nurtured with adequate data. The methodology proposes to compare sub-
projects’ costs to their benefits or to the costs of alternative options (e.g. rental of similar
premises or equipment) using simple indicators.

The simplified economic and financial analysis takes into account direct costs, revenues and

the project beneficiaries. For larger projects (> 500,000 EUR) the analysis shall contain also a
qualitative description of further benefits: social, environmental, or health related.
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Figure 1 Sub-Projects Approval Process

[Informs municipalities about their allocation and the negative list |

Selection a project from municipality SDIP

A

[MDLF

Municipality

Y
Screens the projects according to the priorities from the SDIP for

The project is not technically
feasible or is too expensive for
the municipality

Municipal technical staff (with

technical feasibility and first cost estimation

The project is technically feasible and its cost
is within the municipal allocation 3

Fills the application form which includes an assessment of the
economic benefits and financial impact of the projects (including excel
templates), as well as the screening for environmental and social

issues that might trigger WB safeguards —_—

A

[Studies the application and might |

Reject the projects if: it is on the negative list, its impact on people
or the environment is unacceptable, or it is financially or

LTCs support if needed)

Municipal technical staff (with
LTCs support if needed)

[MDLF

economically not reasonable

Request further details if: the costing is not convincing, cost to
benefit indicators outside the range for similar projects, uncertain |
impact on people or the environment, or documents are missing

Give pre-approval and request detailed studies if: the project cost
is higher than 500,000 EUR (economic and financial analysis, i
environmental impacts are provided for in the ESMP)

Or approve the project if: the costing is reasonable and within the
municipal allocation, economic benefits and financial viability are
satisfactory to MDLF and the project has no harmful impact on
people or the environment

MDLF may reject if
minimum requirements are
not met
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Short theoretical background on financial mathematics used in the simplified methodology

The excel templates are based on financial mathematics used commonly to assess projects that
generate costs and benefits (monetary expenditures and revenues and possibly also non-
monetary costs and benefits such as environmental costs or social benefits) over lifetime.

The first principle is to abstract from inflation, which simplifies the assessment. However, it
has to be kept in mind that the fees (e.g. water fees, parking fees, rental charges, etc.) necessary
to cover operation and maintenance costs will have to be adjusted to inflation during the
operation period of the project.

The second principle is to use negative values for costs (expenditures) and positive values for
revenues.

The main underlying assumption of financial mathematics is that people give higher value to a
benefit / revenue in the current year compared to a benefit / revenue in coming years. This
assumption is called the time preference. It is reflected by an interest rate used to discount costs
and benefits and expenditures and revenues in future years. With a discount rate of 5%, the
revenue of 100 EUR in the coming year would correspond to 95 EUR of revenue today.

Another way to look at this discount rate is to say, that public investment should generate at
least such a return on investment per year (developed countries often apply discount rates
between 3 and 6%, some developing countries up to 15%). Under the particular conditions of
the Palestinian Territories a very high return on public investment is difficult, therefore the
excel templates are based on a discount rate of 5% per year, net of inflation.

Most non-monetary benefits are difficult to value. For all projects that are not revenue
generating, the cost per beneficiary is therefore an important element of the economic analysis.
In order to compare projects with different lifetime and with different operation and
maintenance costs, the excel templates use the Financial Net Present Value (FNPV) per
beneficiary as a core indicator. The FNPV consists of the total discounted monetary costs and
revenues over the lifetime of the project. Therefore it is called “financial” NPV, because it does
not include non monetary costs and benefits. If projects are not revenue generating (monetary
costs are higher than revenues), the FNPV is negative.

Revenue generating projects should provide a higher return on investment than the discount

rate used for public investments. The Financial Internal Rate of Return (FIRR) provided in the
excel templates expresses the annual return on the invested capital. Mathematically, the
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underlying calculation is an approximation. Therefore, the excel template needs an estimated
interest rate to facilitate this approximation. In some very special cases, there may be no result.

Getting to know the investment

To carry out the analysis, municipal technical staff have to answer the following questions
(included in the application form):

What is the objective of the program? What will the program finance?

What will happen if the program is undertaken? What if not?

What is the problem that the program is trying to address?

What other solutions can solve the problem?

Are other technical alternatives envisaged?

What are the investment costs of the program?

What is the average maintenance cost for the program over its life expectancy?
What is the life expectancy of the program?

What are the direct revenues of the program? Does the program result in savings?
What are the other expected benefits? Do they have a monetary value?

How many people directly benefit from the program? Are there secondary
beneficiaries?

N S@ oo o0 o

Assessing the project’s’s effectiveness

The municipality will assess whether there is a real need for the planned investment project. To
do so, it will first determine the level of existing service (e.g. % of paved roads, % coverage of
waste collection, green areas per capita, existence of youth club, kindergarten, sports area,
library) and then assess the needs for increased service (e.g. priorities of local development
plans established in a participatory process; improved service coverage). The proposed project
should fill the gap in services in the most efficient way.

Carrying out the financial analyses

Financial costs of the project include: investment costs and operation and maintenance costs
over the life cycle of the program. Operation and maintenance costs should be estimated for
each project, even if another legal entity is supposed to cover these costs.

Important note: all costs have to be inserted as negative values in the excel templates.

Financial revenues (benefits) of the project include: rent, user fees, single payments of
beneficiaries (connection fees, initial payment to acquire the right to rent a shop) etc.

Financial benefits in form of savings: If the use of projects is free of charge while similar

investments or services are also provided by the private sector (e.g. buildings, construction
equipment), the financial costs have to be compared to financial benefits in form of savings,
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e.g. the rent of private premises or the rent of construction equipment. The financial costs should
not exceed 90% of financial savings.

The financial costs and benefits do not incur at the same time. In order to allow an assessment
at the time of investment, the costs and benefits of coming years are discounted. The simplified
methodology suggests to use real prices at the time analysis (year of project application) without
considering future price escalation as well as a discount rate of 5%1°.

The present value of the net financial costs and benefits of the program (FNPV) is the sum of
the discounted benefits and costs of the program over its life period.

The Financial Internal Rate of Return (FIRR) is the discount factor that generates an FNPV
equal to zero. Revenue generating projects have to show a positive FIRR of at least 15%.

When different alternatives with the same effect are considered, the FNPV of each alternative
will be estimated and compared to each other. The alternative resulting in a higher FNPV is the
preferred option.

Comparing economic costs to benefits

Some projects have indirect costs and benefits: those paid or saved by other stake holders. These
are not taken into account in the financial analysis, and might include health costs or benefits
that affect people living in the program vicinity, or protection of the environment, or social
effects. The analysis of larger projects (> 500,000 EUR) shall describe these costs and benefits
in qualitative manner and if possible also quantify the economic costs and benefits.

The present value of the net economic benefits of the project (ENPV) is the sum of the
discounted, direct and indirect benefits and costs of the project over its life period.

The Economic Internal Rate of Return (EIRR) is the discount factor that generates an ENPV
equal to zero. The higher this value is, the better economically the program is.

When different alternatives with similar effects are considered, the alternative with a higher
ENPV may be chosen, even if the FNPV is lower.

Because not all the effects of the project are easy to quantify, an additional indicator (the FNPV
per Beneficiary) will be used. It allows getting a sense of the costs of the project related to the
beneficiaries.

Projects with a negative FNPV of -100 EUR or less require a separate justification. As
Palestinian municipalities provide presently only around 20 EUR investments per capita and

10 This is the discount rate suggested by KfW. World Bank may use a discount rate below 10%
if it is justified in the country assistance strategy. March 2012, 10 years Israeli Government
Bonds yield 3.66% and Israeli Central Bank expects 2012 inflation of 2.5%. The low real interest
for NIS justifies a discount rate clearly below 10%.
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year to their citizens, very costly projects for few beneficiaries need additional justification (e.g.
facility for handicapped children).

Illustrations

1. Rehabilitation / repaving / paving of internal roads

These sub-projects benefit mainly the local vehicular traffic and facilitate access to solid
waste collection equipment. The viable approach is a least cost analysis, i.e. to invest the
minimum road width pavement and pavement design suitable for the wheel loads the
pavement will be subjected to. This aims at maximizing the useful life before the pavement
will require replacement or restoration. Most of the existing Master Plans in the Palestinian
Territories often do not follow this approach. Existing media (water, electricity, sewers,
rainwater drainage) in internal roads which are defect or worn out may be included in the
investment. However, if the road rehabilitation is accompanied by an extension of the water
supply network or the sewer system, the economic and financial assessment for the new water
supply network or the new sewers component should follow the criteria for water supply or
sewerage networks (see below).

The MDP funds the rehabilitation, repaving or paving of internal roads with traffic of <400
vehicles / peak hour only up to a maximum road width of 7m including two sidewalks (4.5 —
5 m road, 2 — 2.5 m sidewalks); maximum width of 8 m (3 — 3.5 m sidewalks) if the
pedestrian traffic is > 100 / peak hour (e.g. schools). The municipality has to attach a traffic
count at peak hour (clearly indicating date and time of traffic count with signature of
surveyors and municipality). If the municipality intends to rehabilitate or newly pave a larger
width (e.g. to provide parking space or because the paving of the full width between houses
bordering the road is technically more viable) i.e the municipality should submit a reasonable
justification.

Ratios:
Investment cost / running meter of internal road (including sidewalks)

FNPV per beneficiary

2. Rehabilitation / upgrading major inner urban roads and outer connection roads

Major roads are part of the main arteries connecting municipalities to the north and south or
east and west or a combination of routes. A more comprehensive analysis should comprise a
traffic count over at least 1 weak and indicating (i) traffic in peak hours and (ii) importance of
medium and heavy weight traffic (> 7.5 tons; maximum wheel loads). The traffic count
results should be used for the pavement design calculations. The projection for future traffic
increase should be based on a 10 years horizon with a maximum factor of 2 compared to the
actual traffic count.
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Furthermore, the design should include safe pedestrian crossings (e.g. including speed bumps,
warning signs and marked pedestrian crossings) and general pedestrian safety (e.g. hand
railing for retention walls exposing pedestrians to a high risk of fatal accidents).

The MDLF funds rehabilitation or upgrading of major inner urban roads with traffic

- between 400 and 1000 vehicles / peak hour up to a maximum width of 10 m (6.5 — 7
m road, 3 — 3.5 m for two sidewalks);

- between 1000 and 1800 vehicles / peak hour up to maximum width of 15 m (10 m
road, 5 m for two sidewalks), possibly in addition a greened middle strip (up to 2.5 m
width);

- > 1800 vehicles / peak hour four lane roads up to a maximum width of 18 m (6 m
road in each direction, 6 m for two sidewalks), plus a greened middle strip (up to 2.5
m width);

If the municipality intends to rehabilitate or newly pave a larger width (e.g. to provide parking
space) i.e the municipality should submit a reasonable justification.

The MDLF shall fund rehabilitation or upgrading of outer connection roads with traffic
- <400 vehicles / peak hour up to a maximum width of 6 m (no sidewalk)
- Between 400 and 1000 vehicles / peak hour up to 6.5 m (no sidewalk)
- >1000 vehicles / peak hour up to 7.5 m (no sidewalk).

Ratios:
Investment cost / running meter of internal road (including sidewalks)

FNPV per beneficiary

It is worth mentioning that MDLF has prepared a new Road-Transportation Manual to be
used in planning of roads and transportation in urban areas. The manual includes such
guidelines and thresholds to be taken in the process of identifying the width of roads and the
type of works to be implemented in these roads. In the appraisal process the MDLF should
consider these guidelines in addition to the previous thresholds for cost-benefit analysis.

3. Purchase of road construction equipment

Subprojects consisting of purchase of road construction equipment are subject to a critical
financial justification as such services can better be outsourced in lieu of purchasing. Many
municipalities will not be able to maintain the equipment adequately and the useful life will
be compromised. The financial justification should include the downtime for maintenance and
repairs, the liability insurance, O&M costs (including salaries of municipal staff), etc.
compared to the cost of hiring such equipment.

Ratio:
FNPV / discounted number of working hours < 90% of market rate for hiring such

equipment.
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4. Rehabilitation / extension of street lighting

Subprojects consisting of extending street lighting should be cost-efficient with regard to
investment and operation and maintenance and respect the guidelines developed for energy
efficiency. If the project consists only in the replacement of bulbs with more energy efficient
bulbs, the FIRR shall be at least 15%.

Ratios:

FNPV / km of lightened street

FNPV / beneficiary

FIRR > 15% (only for replacement with energy efficient bulbs)

5. Rehabilitation / extension of water supply and/or installation of water meters

The rehabilitation or replacement of a section of an existing network which may be damaged
causing environmental or health hazards and the installation of new water pipes and house
connections under streets prior to paving require a least cost analysis based on standard
designs. A minimum requirement is that the current water revenues in the water enterprise
budget are covering at least the operation and maintenance costs of the water enterprise. The
cost-efficiency ratio shall be based for simplicity on the FNPV per beneficiary. If the
investment consists mainly in the installation of water meters, the expected increase in billing
and collection efficiency shall result in a FIRR of at least 15%.

Ratios:

Current revenues > operation and maintenance costs
FNPV / beneficiary

FIRR > 15% (only for installation of water meters)

6. Rehabilitation / extension of sewerage network

The rehabilitation or replacement of a section of an existing network which may be damaged
causing environmental or health hazards and the installation of new sewerage house
connections under streets prior to paving require a least cost analysis based on standard
designs. However, the minimum requirement is that the sewers are connecting to an operating
waste water treatment plant. In addition the current water revenues in the water enterprise
budget shall cover at least the operation and maintenance costs of the water and sewerage
services. The cost-efficiency ratio shall be based for simplicity on the FNPV per beneficiary.

Ratios:
Current revenues > operation and maintenance costs
FNPV / beneficiary

7. Rehabilitation / extension / new construction of public buildings
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Generally such investments are justified if the existing buildings are insufficient for municipal
services and costs are below the local rental prices (max. 90% of local rental prices). If the
municipality intends to erect buildings as revenue generating projects (e.g. markets), the FIRR
should be at least 15%. For new construction of buildings the effective area (Aeff) shall be at
least 60%.

Ratios:

Investment cost / m? (m3 in case of abnormal hights)
Aeff = Effective Area (m?)/ Gross Area (m?)

FNPV / m? and month compared to local rental prices
FNPV / beneficiary

FIRR > 15% (for revenue generating projects)

8. Rehabilitation / new development of public parks or playgrounds

Such investments are very important for social coherence and well being, especially for
densely urbanized areas. However, the maintenance of such public spaces presents a major
challenge and MDP gives priority to projects that respond to a demand and can cover the
operation costs (watering, gardening, solid waste management) from site specific revenues
(e.g. parking tickets, rent of small shops or restaurants). For existing facilities, the assessment
should include a visitor count preferably for different periods in the year and an evaluation
which share of the population uses the facility. For new facilities, the applicant should gain
information on visitor numbers and share of population using the facility from a reference
facility in a comparable setting.

Ratios:
Investment cost / m? of building

Expected rent / m? of building and month

Total investment / m? of park

FNPV / beneficiary;

FNPV / visitor;
Projected operation and maintenance cost < projected direct revenue from the site

(exception: special social benefit and the municipality has a reliable revenue source to

cover projected O&M deficit).

End.
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