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SECTION | - NARRATIVE

PART I: SITUATION ANALYSIS
Country proﬁie

Following a quarter century of Indonesian occupation and a three-year fransitional period under
UN administration, Timor-Leste became independent in 2002. The country has a rapidly
growing population of approximately 1 million people, of whom some 76% live in rural areas.

Timor-Leste is the poorest country in South-East Asia, with an annual per capita income of only
$370. Other human development indicators are also much lower than those in other countries of
the region: life expectancy is short, infant and maternal mortality rates are high, literacy rates
are low, and approximately 40% of the population live on less than $0.55 per day, the officially
recognised poverty line. Although endowed with significant offshore ol and gas reserves, Timor-
Leste faces an uphill struggle to reduce poverty.

The country has recently gone through a period of protracted political crisis and internal conflict,
during which the relative fragility of young state institutions was made all too apparent. Although
the renewed intervention of an international peacekeeping and police force has restored a
degree of calm, the political situation remains tense. in addition, there are still approximately
135,000 internally displaced people, many of whom fled Dili and other towns in the wake of the
recent violence and unrest.

UNDP strategic orientations in Timor-Leste
LGSP-TL fits into the 2003-2006 UNDAF in a number of areas:

(i} Good governance, with a particular emphasis upon decentralisation, seen as “.. a
particularly effective means of delivering services to the people and improving
government responsiveness” (UNDAF: 11).

(i) Capacilty development, by providing “.. continuing support to the development in
government of general management capabilities at different levels.” (UNDAF: 20).

(iii) Infrastructure development, by contributing to the delivery and/or rehabilitation “.. of
infrastructure that [has] the greatest impact on sustainable development and poverty
reduction...” (UNDAF: 22).

LGSP-TL is also clearly articulated with UNDP’s existing Country Results Framework (CRF)
insofar as it will contribute tfowards achieving two intended cuicomes:

(i) Policy and planning framework of the country incorporates a comprehensive approach to
and targets for reduction of human and income poverty.
i} Increased sustainable livelihood opportunities in communities.

Finally, LGSP-TL combines a blend of upstream and downsitream strategies that is clearly in
accordance with UNDP’s current CRF.



Programme background
LGSP will be the successor programme to two separate, but inter-related and ongoing projects.

The Local Development Programme (LDP)

Since 2004, UNDP and UNCDF have jointly funded and implemented a pilot Local Development
Programme (LDP), which has proved highly innovative and effective. The LDP is now fully
operational in fwo (Bobonaro and Lautem) of Timor-Leste’s thirteen Districts. in FY 2008-2007,
“two further Districts (Manatuto and Aileu) will be incorporated into the LDP.

In the Districts where it has operated, the LDP has piloted a range of processes and
procedures, providing a “real-time” simulation of local government. Piloting has included:

- establishing local “legislative” assemblies (at both District and Sub-District levels) that are
made up of Suco Council representatives (themselves directly elected in official elections);

- getting local administrative officials and sector staff to act as the “executive” branch of local
assemblies; C

- providing such local assemblies with access to regular and predictable annual block grants,
the use of which is largely discretionary but nonetheless limited mainly to capital
expenditure;

- developing inclusive, participatory and technically sound planning guidelines for the
identification and implemeniation of locally pricritised public investments;

. - developing sub-national level procurement procedures;

- establishing financial management procedures for the local level.

All of this institutional development (which has been officially endorsed by MSA through a
Ministerial Decree and a range of Directives) has been accompanied by capacity building in the
form of training, “learning by doing” and mentoring.

The LDP has informed and continues to inform GoTL policy with regard to decentralisation and

local government. Inset 1 (on the following page) provides a brief summary of some of the
policy-relevant lessons that have emerged from LDP implementation.

The Local Government Options Study (LGOS)

Since 2003, UNDP (with funding from Irish Aid and technical assistance from UNCDF) has
supported GoTL in thinking through local government issues within the framework of LGOS.
Key activities and events associated with LGOS have been:

- the establishment of an Inter-Ministerial Technical Working Group (ITWG), which has met on
a regular basis to discuss local governance issues and formulate draft proposals;

- the provision of technical assistance in the drafting and publication of a Local Government

. Options Study, providing GoTL with a range of policy options;

- fielding periodic technical support missions;

- funding a fiscal decentralisation training course for GoTl. officials;

- assisting in drawing appropriate policy-relevant lessons from the LDP;

- providing support fo the ITWG for the drafting of a Policy Proposal, to be submitted to the
Council of Ministers by MSA for approval.




LGOS has been instrumental in helping the Ministry of State Administration to decide on a
general direction for decentralisation in Timor-Leste.

!nset 1 Some iessons learned from LDP rmpleme atlon

'Afew iessons of cautlon ' o
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Policy context, opportunities and challenges

Policy context

Although Timor-Leste does not yet have a fully-fledged local government system in the sense of
elected local bodies, there is a constitutional commitment’ to decentralisation in one form or
another, and a genuine political commitment to establish local government as soon as this is
feasible. In addition, and as mentioned above, both LGOS and the LDP have helped the
Government to decide on a local government system based on Municipalities, the size of which
will be mid-way between the current Districts and Sub-Districts. There is now official recognition
of the Government's preferred option for local governance {see inset below).

' Enshrined in Articles 5, 71, 72 and 137 of the Constitution of the Democratic Republic of Timor-Leste.







local government and for putting that framework into place. The Road Map will clearly
specify tasks, responsibilities, phasing and timelines, the resources required and outcomes;

supporting consultation processes at local and national levels (Ministry Technical Working -

Groups, District-level consultations: on territorial units, efc.). The key here is to ensure
consultation but to avoid “over’-consultation and excessive transaction costs.

factoring in the lessons learned from the LDP and QOuiput 1 of LGSP. The experience gained
from pilot activities will be of considerable value in shedding light on “grey” areas and in
informing the content of the institutional framework for decentralisation. By combining the
LDP and LGOS into a single instrument, LGSP will be in a stronger position to ensure that
“real-time” policy lessons emerging from Local Development Fund (Output 1) activities are
absorbed. Both components will be managed out of a single Decentralisation Secretariat in
MGSA,

supporting IEC campaigns to ensure that (1) lessons from the LDP and Qutput 1 of LGSP
are broadly disseminated and that (2) the general public and wider political community are
kept abreast of policy developments ;

supporting any reviews of existing legal frameworks and defining the need to adapt them in
the light of decentralisation (electoral laws, law on Suco Councils, sector laws, finance law,
civil service law, eic); .

providing technical support for preparing the content of draft legislation, to be seen as
detailed policy documents;

providing legal assistance for preparation of a Law on Local Government and other legal
instruments on the basis of detailed policy documents;

provide gender screening of legislative proposals in order to ensure that new legislation is
gender sensitive;

assisting MSA in adapting to its new role and in restructuring so as to ensure adequate
monitoring, supervision and mentoring of local government;

providing technical assistance for defining appropriate fiscal frameworks, financing
arrangements, and local public financial management systems.

QOutput 3: Support is provided to GoTL for the implementation of local government reforms.

The third LGSP output® that will be delivered by LGSP concerns the actual putting into place of
Municipalities and the institutional/legal framework that will have been established with
programme support (as specified under ouiput 2). How LGSP will provide the government with
support for implementation of local government reforms “will very much depend on final
decisions about the phasing of this process. Experience from elsewhere indicates that
implementation is often complex and needs o be supported.

Indicative activities under this output will include:

providing preparatory assistance, aimed at developing local capacities. This may include, for
example, backstopping for the establishment of increasingly deconcentrated Treasury
functions in Districts and for providing District Administration’s with more discretionary
powers over their own District budget programmes;

® Clarification on the descriptioh of the Output: while LGSP can provide various kinds of support fo
implementation, the decisions and the responsibility regarding implementation are the sole domain of
GoTL authorities.
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assisting in the preparation of gender responsive information, education and communication
(IEC) campaigns, aimed at providing the general public with basic information about local
government reforms and new institutional arrangements;

assisting in the actual installation/election of Municipal Assemblies;

ensuring support to women candidates in establishing Municipal Assembiies;

assisting in the development of core capacity building modules for Municipal Assembiies,
Suco Councils, Administrations, Treasuries and other local-level institutions;

providing support for the establishment of sustainable and permanent local government
capacity building arrangements. As far as possible, this will be done through INAP (which
itself will require substantial support) — with considerable emphasis being placed on INAP’s
coordination, quality control and supervisory functions, rather than as a direct provider of
capacity building services;

training of new Municipal Assemblies, Mayors, Administrations and others;

backstopping and supporting DNAT/MSA in its supervisory and monitoring functions;
supporting GoTL in its efforts to align (and if necessary to obtain) assistance from the wider

donor community with the local government system.

Delivery of output 3 will be the responsibility of both DNAT and its Decentralisation Secretariat,
with the latter eventually being phased out and integrated into core DNAT functions as
Municipalities are established nation-wide.

Risks and risk mitigation

There are a number of risks associated with LGSP implementation. These are summarised in

the following table.

Table 1: Risks, assessment of their likelihood/potential impact, and risk mitigation measures

Prolonged political instability
and unrest

“Possible

e Security Council of the UN has approved a new UN
Mission for Timor-Leste, of which a significant
component will be the presence of a large international
police force. In addition, a bilaterally negotiated miiitary
force will also be stationed in Timor-Leste for purposes
of peace-keeping. In the event that political instability
persists, LGSP may need to be re-oriented — and the
recommendations of the scheduled external evaluation
in December 2007 will be of great imporiance in this
regard

Possible

officials to devolve powers and
responsibilities to Municipalities

Backiracking on existing policy High Lessons learned from the LDP will be used to re-assure
intentions and proposals with policy makers and GoTL officials; study tours and
regard to decentralisation and capacity building will enable GoTL officials fo better
local government (perhaps as a understand decentralisation and local government. In
result of a change in the event of a change in Government, LGSP will
Government following the intensify its efforts to inform any new policy initiatives
elections in 2007) through lessons learned from pilot, LDP activities
Reluctance on the part of GoTL | Possible | Medium The decentralisation policy will be endorsed at the

highest politicat levels {National Assembly, Council of
Ministers) and should therefore receive solid backing.
The programme will also seek o re-assure civil servants
through engaging in a dialogue with them and by using
the lessons learned from the LDP pilot (which has been
well received by GoTL officials at the local level) to
address their concems
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Weak local capacities o ‘ Unlikely Medium LGSP will be investing in substantial local-level capacity

provide effective service building. In addition, phased implementation of reforms
delivery will enable capacities to be gradually strengthened
Corruption at the local level Possible | Medium LGSP will establish robust public financial management

systems at the local level, and build in significant
safeguards — through regular audits, high levels of
transparency and enhanced downward, horizontal and
upward accountability mechanisms,

Weak downward accountability | Possible | Medium LGSP will ensure that robust institutional mechanisms
by representative bodies to are established for ensuring downward accountability. In
local citizens addition, implementation of reforms will he accompanied

by IEC campaigns aimed at providing the public with
information about local government arrangements

l.ow participation of women in Possible | Medium LGSP will ensure that special CB activities are

local assemblies established for ensuring increased women participation
in local decision-making processes to empower women
to participate af the same level as men, The programme
will also support the provision for opening up the political
arena at the local level for women participation.

PART Hi: MANAGEMENT & FINANCING ARRANGEMENTS

The Timor-Leste LGSP will be institutionally housed in the National Directorate for Territorial
Administration (DNAT) in Dili, an integral division of the Ministry of State Administration.

A Programme Management Unit (PMU), consisting of seven professional staff (one international
technical adviser and six national technical staff — see Annex 1 for the Terms of Reference for
these positions) and including the Directors of DNAT and DNAF, will be responsible for overall
programme implementation. The PMU will benefit from technical backstopping by UNCDF
regional advisers and consultants, as well as regular support from MSA staff and advisers, as
well as support from UNDP through a designated Programme Officer. '

LGSP's PMU will effectively constitute the core technical personnel of the Decentralisation
Secretariat in DNAT and, as such, will operate in accordance with the Terms of Reference for
the Deceniralisation Secretariat (see Annex 1).

The LGSP PMU will report on a regular basis to DNAT and on a six-monthly and annual basis to
the Council of Directors of MSA. Annual narrative and financial reports will also be provided to
Irish Aid, UNDP and UNCDF. '

In addition, a Programme Steering Committee will be established to oversee overall programme
activities. The Programme Steering Committee will meet twice a year to discuss LGSP progress
and endorse LGSP orientations. This Committee will consist of:

- senior MSA (and, if deemed necessary, other GoTL) officials;
- a UNCDF representative;

- an lrish Aid representative,;

- a UNDP representative.

With the exception of GoTL’s financial confribution to the programme, all LGSP funding will be

managed by UNDP/UNCDF through a Joint Programme agreement (MoU) where the detailed
arrangement will be outlined.
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With regard to financial management, all UNDP and UNCDF-funded expenditures will be
managed and audited in accordance with standard UNDP and UNCDF procedures.

Any grants made to Local Assemblies and Municipalities (within the framework of LGSP) will be
an integral part of the budget of GoTL, and will be classified as “grants” in the budget
nomenclature. Expenditures from these grants will be undertaken within the framework of
government procedures for procurement and financial management.

The programme will be regularly audited in accordance with standard UNDP and UNCDF
procedures.
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PART iV: MONITORING & EVALUATION

Monitoring and evaluation of programme activities

The LGSP’'s M&E framework will:

e provide stakeholders (GoTL, Irish Aid, UNDP, UNCDF, etc.) with information on project
progress against assigned outputs and activities. This aspect of the M&E framework will be
relatively simpie, based largely on ensuring that annual work plans are being implemented
according to schedule and within budget;

+ ensure that there are adequate “process” indicators, which will frack the quality of the
processes and procedures being piloted and supported by the programme. This aspect of
the M&E framework will require the identification and use of more qualitative indicators,
many of which are likely to require periodic surveys and the use of participatory
methodologies; _

¢ ensure that the assumptions made by the programme remain valid. This effectively means
that the programme will track the potential risks identified in Table 1 (see Part lll) and ensure
that they are not compromising the ability of the programme to deliver its outputs;.

» ensure that 6 monthly and annual progress and finance reporting requirements are met;

» ensure that other necessary corporate reporting requirements are adequately met.

Evaluations/reviews

At the end of the first year of the programme (December 2007), an externally-assisted
evaluation will be conducted, the principal objectives of which would be to evaluate LGSP
progress and design. This somewhat unusual provision takes into account the fact that neither
the LDP has been subject to an external evaluation. This will serve as a Mid-Term Evaluation
for the programme. In particular, this evaluation will assess the extent to which GoTL remains
politically committed to decentralisation and local government reforms and their implementation
— and make recommendations for adjusting the programme in the light of this assessment.

In the last year of the programme, an independent final evaluation will be carried out — in
accordance with UNCDF/UNDP policy.

PART V: LEGAL CONTEXT

This project document shall be the instrument referred to as such in Article 1 of the Standard
Basic Assistance Agreement between the Government of the Democratic Republic of Timor
Leste and the United Nations Development Programme, signed between the two parties on 20"
May 2002. The host country’s implementing agency shall, for the purposes of the Standard
Basic Agreement, refer to the Government co-operating agency described in the Agreement.

The following types of revisions may be made to this project document under the signature of

the UNDP Resident Representative only, provided assurance is given that the other signatories
of the project document have no objection to the proposed changes:

15



« revisions in, or addition of, any of the annexes of the project document;

« revisions which do not involve significant changes in the outcomes, outputs or activities
of the project, but are caused by the rearrangement of inputs already agreed to or by
cost increases due to inflation; and

« mandatory annual revisions that rephrase the delivery of agreed project inputs or
increased expert or other costs due to inflation or taken into account agency expenditure
flexibility.

16
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