BACKGROUND INFORMATION
The year is 2012. South Kedan has just become an independent state after many years of war with its now northern neighbour Kedan. The new Government has recently produced a national development plan. But with a large number of priorities and limited financing, it is clear that it is not possible for everything in the national development plan to be funded at present.  The Government has been unable to agree on a shorter list of priorities.  

In parallel, the United Nations have produced a coordinated humanitarian programme through a Consolidated Appeals Process (CAP). However some of the activities included in the CAP could equally well be funded from development budget lines given the chronic lack of basic services in much of the country.  
The Government would like to see a maximum of funds go through its own systems, accompanied by capacity building where needed.
Development partners are concerned about lack of implementation capacity in the country (especially in rural areas) and poor financial management by Government, linked to allegations of corruption.

The Government is a key player in the G7+ Group and is fully signed up to the New Deal. In light of the need to focus on real priorities and to improve aid effectiveness, the new Government and the key members of the International Community have got together to discuss preparation of a Transition Compact.  The Government hopes that agreement on a Compact will see a rational use of donor resources in support of its own priorities, and funding of a maximum of activities from its own plan, leaving funding for the CAP only for genuine humanitarian emergencies. 
Whilst being sympathetic to the Government's wish to see its priorities funded, through its own systems, the development partners are keen to balance the need to implement quickly as well as build capacity.
The risks of a return to war (either overtly with Kedan or internal conflict) are real and the Government is conscious of the urgent and continuing need to concentrate on peace-building activities internally and to maintain a national defence force as a deterrent against external aggression.  Some development partners emphasise the need to reduce the military budget in order to fund an expansion of basic services and hence make progress towards the MDGs.

Key points to note from the country's socio-economic and political situation are as follows:

· After many years of war, infrastructure is devastated and social sector indicators are amongst the lowest in the world.

· Most of the Government's revenues are from oil.  However, oil reserves are expected to last only for around five/six more years with revenue declining after year four. Economic diversification leading to alternative sources of revenues is therefore a top priority for the Government.

· For political reasons, many former members of various militia groups have been integrated into the national defence force. These mainly young men are largely untrained and uneducated.  The burden on the Government budget is high.  As soon as circumstances permit, many of these young men need to be demobilised from the national defence force and re-integrated into society.
· People across the country have made sacrifices for the war effort and now expect some form of peace dividend.
· South Kedan has huge agricultural potential. However there are significant constraints to developing the sector including very poor roads and limited access to relevant expertise, improved varieties of crops and methods of pest control.

· During the war, human rights abuses were widespread. NGOs are calling for and end to impunity and a top priority for respect for human rights.  Yet understanding of human rights is limited and the formal judicial system nascent.

· Being a new Government, the capacity of the civil service is very low, at all levels of Government. A top priority for Government is to increase capacity at all levels to enable it to take greater leadership for national development.

Priorities from the National Development Plan 2013-2017.
All the following priorities are urgent and the Government would like to start all of them immediately. These are on top of planned and budgeted Government expenditure on salaries and related administrative expenditure. A big proportion of the Government's budget is already allocated to salaries.  Financial projections show that 45m Kedan Pounds (KP) can be available for implementing Compact priorities during the five year period, with 10m KP available for the first 4 years and 5m  KP for the fifth year as oil revenues decline.

	PRIORITY ACTIVITY
	EXPECTED BUDGET 2013-2017 (KP)

	Peace-building and security promotion
	

	Demobilisation and re-integration completed for 30,000 ex-combatants
	20

	Legal framework: 60 legal documents to be submitted to the Council of Ministers
	1

	Access to justice and respect for human rights: Establish 79 new legal affairs offices at county level
	10

	Secure communities and reduce threat from small arms: Implement community security approach in all ten states
	10

	Increase capacity of legislative assembly
	1

	Economic diversification: Rural development and expanding employment opportunities
	

	Increase crop production: increase cereal production by 1Mt over the 5 year period
	20

	Improve interstate, trunk and feeder roads and maintain them: 1000 km each of  trunk roads completed and 4000 km of feeder roads
	40

	Improve access to veterinary services:
	5

	Ensuring supportive environment for private sector development
	1

	Improved and expanded social services
	

	Reduce maternal, infant and child mortality: Provide access to basic health care to an extra 5 million people over 5 years
	30

	Primary education: Increase gross enrolment by 3 million over 5 years
	30

	WASH: Provide access to safe drinking water for an extra 6 million people over 5 years
	20

	Improving governance
	

	Civil service development: Revise recruitment system and introduce performance management system
	1

	Financial management: Prepare and implement new laws, conduct a PEFA, roll out financial management system
	10

	Inter-government coordination
	1

	Total:
	200


Development partner funding and priorities
The World Bank
The World Bank doesn't have resources immediately available because the issue of debt-sharing with Kedan has yet to be resolved. It however plans to have 20m KP available from 2016.  These funds can't be used to support security sector expenditure and the Bank has also ruled out supporting DDR.

The European Union
The Commission has focussed in the past on agriculture and basic services and has programmes already running in these areas. The Commission has allocated an additional 15m KP to South Kedan. However these funds will not be available for implementation until 2015.  The Commissioner has expressed a strong preference for funding economic and social type activities, building on existing work.  The EEAS has stressed the importance of DDR and rule of law.
The United Nations

All agencies together plan to raise a total of 60m KP over the five year period (including own funds).  As well as funding the Compact, the agencies plan to use these funds for the CAP (CAP total expected to be around 20m KP a year for the five year period).
Aid instruments

Different aid instruments available are as follows
Budget Support: For the Commission this would involve a State Building Contract in support of specific state building objectives. Funds would be paid into a central South Kedan Treasury account and implemented through Government systems, with technical assistance as required. Duration can be one year or several years. The World Bank can also provide budget support. The UN system can't.

Programmatic Support: This type of support involves implementation of a Government programme usually through some form of pooled funding mechanism, managed by Government or by an external actor.  Government systems and procedures are often used, although development partners often insist on using World Bank or UN tendering procedures where government systems are weak.

Project Support: Projects are stand-alone interventions usually implemented by non-government actors, whether private contractors or NGOs. All development partners can provide project support.  Funds are usually paid directly to implementing partners who use their own systems for financial management and implementation.

