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1. INTRODUCTION
The purpose of this document is to detail the rationale, objectives and delivery mechanisms for Australia’s proposed contribution ($45 million) and engagement in support of improved maternal and child health (MCH) in Ethiopia for the five years 2010-15.  
For effectiveness and sustainability reasons that are well-documented and widely accepted in international development practice, scoping for the Ethiopia partnership focused on support for implementation of the Government of Ethiopia’s fourth Health Sector Development Program (HSDP IV), which uses country systems. Once it was established that the most effective approach to programming would be through support to the national health system, three principal channels were identified as the most appropriate delivery mechanisms available: 
· the MDG Performance Fund (MDG/PF) – a multi-donor funding facility owned and managed by the Federal Ministry of Health (FMOH); and 
· The Health Pooled Fund (HPF III, July 2011 – June 2015), managed by UNICEF on behalf of the FMOH and established to support the implementation process of the HSDP IV.
· The Protection of Basic Services (PBS) fund, a World Bank managed Multi Donor Trust Fund (MDTF)
The key variables for consideration in selection of the delivery mechanism are:  risks and their management; relative effectiveness and sustainability; activities and services supported; and relative scope for achieving AusAID’s strategic objectives.  Consideration of these variables led to the development of a staged approach, in which funding will initially be channelled through HPF III followed by funding to MDG/PF. 
As the most direct and integrated, Government of Ethiopia (GOE)-owned funding mechanism, MDG/PF is the most effective and sustainable channel for longer-term Australian support.  It is also FMOH’s strongly preferred channel and provides the most comprehensive support to the core components of the HSDP IV.  It also plays a critical role in enabling effective implementation of HSDP IV. A Fiduciary Risk Assessment (FRA) of MDG/PF, conducted in March 2011, found high risks associated with FMOH’s Pharmaceutical Fund and Supply Agency (PFSA), through which a considerable proportion of MDG/PF funding is disbursed.  Nonetheless, steps to remediate the most serious risk factors (many of which are information gaps) have been taken. 

Given these factors, it has been decided to mobilise a two-stage approach to funding, with a contribution to HPF III commencing in financial year 2011-12. The allocation to HPF III will support capacity building measures to address constraints to greater donor alignment with GOE systems, which is a high priority for FMOH.  Funding through MDG/PF will commence upon satisfactory implementation by FMOH / PFSA of risk mitigation measures.  This approach is expected to result in:
· an acceptable level of exposure to key risks for the duration of the program, while facilitating timely commencement;

· channeling funds through the most effective and sustainable means practically available at all times during our timeframe for engagement;

· a high degree of AusAID influence in progressing critical reforms essential to long-term effective operation of the national health program.

The last point above – playing a strategic role in sector reform – is an important agency objective for AusAID as an actor in the health sector in Ethiopia. 
2. BACKGROUND
2.1. The Africa-Australia Maternal and Child Health Initiative
AusAID’s Africa Strategy
 identifies Maternal and Child Health (MCH) as one of its three priority sectors (the others being water and sanitation and agriculture and food security).  The strategy is further elaborated in AusAID’s recent overview Investing in Health
, aiming to scale up its official development assistance (ODA) for health.  This document provides a strong rationale for substantial increases in Australia’s contribution to the health sector.  As part of this expansion Australia is scaling-up its assistance in Africa with a particular focus on MCH and strengthening of those underlying systems that are critical to health service delivery.  Results and performance indicators will correspond broadly to the health Millennium Development Goals (MDGs).  Investing in Health outlines AusAID’s commitment to work in partnerships with governments, donors and other stakeholders in a more aligned and coordinated way under partner government leadership.
In 2009, AusAID developed a Concept Note for the Maternal and Child Health Initiative in Africa 2009-14.  The Concept Note suggested that working through Sector-Wide Approaches (SWAp) would be the most appropriate mechanism for the bilateral component of Australia’s MCH program. This document was peer reviewed on 15 December 2009 and it was agreed that:

· the concept should progress into the design phase;

· the proposed SWAp focus of the program is relevant and appropriate;

· Ethiopia should be one of the first priority countries for engagement.

In September 2010, Minister Rudd announced a five-year (2009-14) $140 million Australia-Africa Maternal and Child Health Initiative (AAMCHI or ‘the Initiative’) focused in Eastern Africa (with Ethiopia, Tanzania and Sudan identified as initial focus countries).  Assistance is expected to be delivered through (i) partnerships with governments (including contributions to pooled sector funds), (ii) collaboration with likeminded partners (UK, US and Gates Foundation) under a recently-formed Alliance for Reproductive, Maternal and Newborn Health, and (iii) grant funding to effective NGOs and multilateral agencies.

The goal of the AAMCHI is to support selected African countries to accelerate progress towards MDGs 4 and 5. The Initiative has a strategic (but not exclusive) focus on contributing to improvements in three priority areas:

· Health workforce development (particularly midwifery training) 

· Improve Basic and Comprehensive Emergency Obstetric and Newborn Care (EmONC)

· Expand access to family planning, and sexual and reproductive health services. 

The Africa program has conducted two scoping missions in the East African Region, resulting in an ‘Implementation Plan’ for AAMCHI (December 2010). The plan identified among its bilateral activities, a contribution to the MDG/PF of the Federal Ministry of Health (FMOH) in Ethiopia because results of its program ‘present sound and tangible markers of success, including demonstrated political will, commitment and existing practical steps to improving maternal and child health in the country’. 

The MCH Implementation Plan provided preliminary estimates for the entire program, out of which the Ethiopian MDG/PF and HPF III will receive AUD 45M (32%) of its contribution to the AAMCHI. 

TABLE 1 Australia Africa MCH Initiative: Indicative pipeline allocations (AUD Million) 2010/11 – 2014/15. 

[image: image1]
*the proposed funding figures for 2012/13, 2013/2014 and 2014/2015 are estimates and subject to change as the program design is developed in more detail.

The relatively large contribution of the total AAMCHI budget to the HPF and the MDG/PF is substantiated in section 3.5. 

2.2. The Health Sector
With a population of 84 million, 83% of which live in rural and often remote areas, the challenges of effective health service delivery in Ethiopia are substantial. Almost half of the population is under the age of 15 (45%) and some 25% of the population is women of reproductive age.  While the maternal mortality rate (MMR) is going down (from 673/100,000 in 2004 to 590/100,000 in 2009)
, due to the significant efforts of the Government of Ethiopia (GOE) and Development Partners (DPs), it is not yet going down fast enough to reach the goal of MDG5 (267/100,000 in 2015) and this has informed priorities for the coming period (see below).  
The GOE has implemented a series of consecutive ‘Health Sector Development Programs (HSDPs), starting in 1997/98. The current HSDP (HSDP IV, 2010/11 – 2014/15) started in July 2010. All health sector programs are based on the 1993 Health Policy of the GOE. 
The ultimate goal of all HSDP’s is ‘to improve the health status of the Ethiopian people, through the provision of adequate and optimum quality of promotive, preventive, basic curative and rehabilitative health services to all segments of the population’.  Objectives of HSDP’s are to (i) improve maternal health, (ii) reduce child mortality, (iii) combat HIV/AIDS, TB, Malaria and other diseases and (iv) strengthen the various systems required to improve the coverage and the quality of service delivery, by ensuring access to an Essential Health Care Package (EHCP), especially in rural and pastoralist areas. Since HSDP III, these objectives have been expanded, focusing also on (v) empowering communities to take responsibility for strengthening and improving their own health through the Health Extension Program / HEP. 
In May/June 2008 an independent, external Mid-Term Review (MTR) of HSDP III was conducted.
Box 1. Summary findings of the MTR 2008
	From a bird’s eye view of the health sector, the MTR team concludes that the FMOH has initiated bold and courageous steps, aimed at achieving very ambitious HSDP III targets. FMOH has shown committed leadership and impressive management practice over the last three years. Thanks to this leadership, it is likely that the first major objective of HSDP III to cover all Kebeles with the Health Extension Program to achieve universal Primary Health Care (PHC) coverage will be reached. 
The interventions undertaken by the Health Extension Workers (HEW) together with the work of the ‘vertical programs’ and with relevant support by the supervisors are likely to contribute substantially to the improvement of infant and child mortality. Achievements in the area of maternal health will need more time, as these require various systems related interventions that are more difficult to realise.



Source: Mid-Term Review of HSDP III (Vol I), 2005/06 – 2010/11; page xv.
2.3. Political Economy Overview

Ethiopia is strategically important in the Horn of Africa region.    It is populous, poor and vulnerable but stable compared with its neighbouring countries Somalia, Sudan and Eritrea.  It lies at the heart of an unstable region that has experienced almost continuous conflict and environmental shocks in recent decades.   A stable, secure and prosperous Ethiopia is critical to resolving conflict, bolstering stability, accelerating sustainable growth and development, and countering terrorism in the region.
Ethiopia has come a long way in a short time, and has achieved stability through decentralised regional government. But it has yet to successfully manage its democratic transition. The Ethiopian People’s Revolutionary Democratic Front (EPRDF) took power in 1991 and more recently won an emphatic victory in May 2010 election and is expected to remain firmly in power.  The passing of laws governing the media, civil society and political funding in recent years has reduced the space for political discourse.  The 2009 Charities and Societies Proclamation (CSP) is Ethiopia’s first comprehensive law governing the registration and regulation of NGOs and amongst other things restricts national NGOs receiving more then 10% of their financing from foreign sources from engaging in advocacy activities.  The extent to which the CSP will affect civil society in Ethiopia has yet to be seen.

Strong macroeconomic leadership and the stable political situation has helped Ethiopia achieve annual growth of over 7 per cent for the last decade.  This attractive investment climate has meant a steady increase in Foreign Direct Investment.  GoE’s new Growth and Transformation Plan (GTP) targets a doubling of the economy and achievement of the MDGs by 2015, and an increased (if still limited) role for the private sector and accelerated industrialisation.   

Ethiopia has a capable government that is demonstrably committed to addressing poverty, with an impressive record of pro-poor spending, sound financial management and relatively little corruption. Prime Minister Meles and others in GoE play a role on global issues, including climate change, reform of the international financial architecture, and global health.  The FMOH in Ethiopia continues to prioritise cost effective and rural service focused on the needs of rural populations, as opposed to giving priority to investment in health infrastructure most visible to elites.   Additionally, GoE plans for service delivery include an increasing focus on community involvement, scaling up efforts on local level accountability and, in health strengthening Community Health Boards.  Increased resources will allow them to do even more. These strong pro-poor priorities merit Australian support for the Health Sector Development Program to be provided through the MDG/PF funding modality.
2.4. Poverty Overview

The 2010 Human Development Index ranked Ethiopia 157 out of 169 countries surveyed.
 Its overall development, whilst having improved since 1970 (the first year of HDI data), is still slow and it lags far behind the world average on the majority of basic development indicators.  See Table 1 for an overview of the gap between Ethiopia and the world average on basic development indicators. 
TABLE 2: Comparing Ethiopia with the World

	Development Indicators
	Ethiopia
	Australia
	World Average
	Sub-Saharan Africa

	Infant mortality rate (out of 1,000 births) (2010)
	59
	4.6
	42
	80

	Under 5 mortality rate (out of 1,000 births) (2010)
	88
	5
	60
	127

	Maternal mortality ratio (2008) 
	470

(270-790)
	7,4
	140
	620

(460-910)

	Life expectancy average men and women
	53 / 56
	81
	69
	52 / 56

	% of population below international poverty line of US$1.25 per day, (2008)
	39
	-
	26
	52

	GNI per capita (US$) (2011) Atlas Method
	330
	43,770
	8,732
	NA

	Total adult literacy rate % (2008)
	36
	99
	81
	63

	Total population (thousands) (2009)
	82,825
	21,766
	6,813,327
	824,401


Data Sources: UNICEF, CIA, World Bank, DHS 2005 and 2010, WHO 2011 (Statistics and equity)
Poverty is a major issue for Ethiopia with nearly half its population living under the international poverty line.  Poor people are more likely to experience food insecurity, malnutrition and undernourishment, high maternal and child mortality, and overall lower life expectancy.  The United Nations Development Programme (UNDP) 2010 Human Development Report does, however, show some cause for optimism for the future.  The progress that Ethiopia made in education, health and basic living standards between 2000-2010 saw it ranked as second in the list of countries that had made the most dramatic development progress.  Ethiopia made even more progress between 2005-2010 with GNI (330) and life expectancy (56) both increasing significantly.
  
Similarly, the recent results of the Ethiopian Demographic and Health Survey (EDHS) show impressive declines in mortality and fertility indicators over the last 10 year. 
3. RATIONALE FOR APPROACH AND TYPE OF AID
3.1. Summary of Approach
AusAID will support a Program-Based Approach (PBA) in the health sector in Ethiopia focused on the GoE Federal Ministry of Health’s (FMOH) health sector program, outlined in the fourth Health Sector Development Plan (HSDP IV).  A PBA is defined as a ‘way of engaging in development cooperation on the principles of coordinated support for a locally-owned program of development, such as a national development strategy, a sector program, a thematic program or a program of a specific organisation’.  Importantly, a PBA is not a type of aid but ‘a way of working in partnership’.

Over the life of this planned engagement in the health sector, AusAID aims to transition from one funding mechanism to another to enable increasing use of government systems and greater management of aid funds by the partner government.  

As outlined below, a PBA provides AusAID with substantial opportunities for policy dialogue and influence.  Policy engagement, coupled with financial incentives and capacity building measures will enable AusAID to work collaboratively with the FMOH and other development partners to achieve both greater alignment with GOE systems and improved health outcomes. 

3.2. Rationale for Program-Based Approach (PBA)
The potential benefits of PBAs/SWAps are well covered elsewhere.  AusAID’s Guideline “Choosing approaches and types of aid for working in partner systems”
 summarises these potential benefits as including:
a. increased partner government ownership and leadership 

b. closer alignment of donor activities with partner government sector policies and budgets 

c. opportunities to link sector support to national policies and poverty reduction plans 

d. holistic focus on sector-wide issues affecting performance

e. enhanced transparency and predictability of aid flows

f. enhanced donor harmonisation and reduced transaction costs

g. Opportunities for civil society engagement in sector policy and planning.
It is important however, not to assume that these benefits will automatically be realised.  This will largely be dependent on the specific context and extent to which necessary pre-conditions for effective PBAs are in place.  The rationale for AusAID adopting a PBA for supporting the health sector in Ethiopia has been informed by an assessment of context and preconditions as outlined below.
The Government has demonstrated significant leadership and progress

Over the period of the last two sector development programs, Ethiopia has made significant progress in addressing major health challenges and improving health service delivery.  It has also demonstrated leadership and a strong commitment to ensuring improved health outcomes.
· Major health targets and strategic directions are not just well articulated in the health sector plan but also in the GoE’s national development plan – the Growth and Transformation Plan (GTP 2010/11 – 2014/15, pp 55-56).  The GTP outlines the medium-term strategic development framework for the coming five years.  It builds on an impressive GDP growth rate and reductions in poverty levels (the head count poverty indices declined from 45.5 % in 1995/96 to 38.7 percent in 2004/05). 

· GoE commitment to improved health is also demonstrated by increases in the National Health Expenditure (NHE) from US$522m in 2004/05 to over US$1.2bn in 2007/08.  Per capita NHE also grew substantially, more than doubling from US$7.14 per capita per annum in 2004/05 to US$16.09 in 2007/08.  This figure is well above the revised HSDP III per capita spending target of US$12. 

· Most service delivery indicators are improving with the exception of visits to Out Patient Departments (OPD) and TB Case Detection Rates. While according to HSDP IV, the Maternal Mortality Rate is going down (from 673/100,000 in 2004 to 590/100,000 in 2009), it is not yet going down fast enough to reach the goal of MDG5 (267/100,000 in 2015) and this has informed priorities for the coming period (see below).  
· The GoE/FMOH has initiated, and successfully implemented, a number of ambitious programs aimed at addressing critical health issues.  These programs have resulted in tangible markers of success including:
· A Health Extension Program (see Box 2) that trained 34,000 female health extension workers (HEW) in a very short time-span;
· Substantial infrastructure expansion in rural areas (at Kebele and Woreda levels); 
· Provision of EmOC equipment all over the country, 
· Expansion of teaching facilities (especially for midwives and Health Officers) and the accelerated training of tutors. 
Box 2. The Health Extension Program (HEP), flagship of the FMOH

	The HEP is considered as the most important institutional mechanism to achieve the major goals of the HSDP III at community level. The objective of the HEP is: To cover all rural Kebeles with the HEP to achieve universal primary health coverage by the year 2015. The overall aim is to improve access and equity through the provision of essential health interventions at Kebele and household levels with a focus on sustained preventive health actions and increased awareness. 
HEP targets are:
· The construction of 13,625 health posts. A total number of 15,000 health posts will have to be in place by the end of 2015.    

· The training of sufficient Health Extension Workers (HEWs) to ensure two HEWs per health post, being a ratio of 1 HEW per 2,500 people (as 34,000 HEWs have already been mobilised it is likely that this target has been achieved). 

· Building a strong collaboration with existing Volunteer Community Health Workers.


· A health care financing strategy has introduced various reforms, such as retention and utilisation of revenues (now operational in 73 out of 195 hospitals (37%) and 823 out of 1362 HCs (60%), a fee waiver system, and the establishment of functioning facility governance bodies. An external review of the health care financing strategy will be initiated shortly. 
· Leadership of the health sector is strong and enjoys substantial continuity over the last six years. The Minister, Dr. Tedros Adhanom Ghebreyesus, enjoys a high level of respect and support among the donor community for his commitment, engagement and leadership. His credentials are reflected in his selection as Chair of the Board of the Global Fund to Fight AIDS, TB and Malaria (July 2009) and Chair of the Conference of Ministers of Health of the African Union (May 2009). In addition, he recently received the Jimmy and Rosalynn Carter Humanitarian Award for his efforts to improve health in the country. Dr Tedros’ tenure as Minister was renewed following a recent reshuffle. 

· The recently published preliminary EDHS (September 2011, Graph 1 and 2) shows impressive improvements in key impact and outcome indicators, some of which are expected to achieve the MDG targets. (Note, the MMR figures will become available at the end of the year)
Graph 1 and 2. Outcome and Impact indicators 2000 – 2015.
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There are donor coordination and harmonization processes in place

Since the introduction of the IHP+ Compact (August 2008) and the signing of a JFA (March 2009), the FMOH has emphasised consistently its priority to achieve full harmonisation and alignment through an effective planning system that makes decisions about how all resources are to be used and that monitors overall implementation through one regular reporting system. FMOH captures this goal under the term: “One Plan, One Budget and One Report”.

There has been significant work within the health sector in Ethiopia to improve harmonisation and alignment.  A range of documented mechanisms are in place (and being used) to guide implementation including a Code of Conduct (CoC, October 2005), a HSDP implementation manual (HHM, April 2007), the Ethiopian IHP+ roadmap (February 2008), the Ethiopian Compact (August 2008), and the Joint Financing Arrangement (JFA, August 2009), which outlines the terms and procedures for contributing to the MDG/PF.  The IHP Compact outlines agreed structures for sector planning and donor coordination that are well-defined and offer an example of best-practice in terms of ownership, alignment and harmonization.  These documents provide the framework for FMOH-donor coordination and discussions on increased efforts to harmonise and align donor financing.

The MDG/PF has contributed significantly to improve harmonisation and discussions continue to take place on how to further improve harmonisation and alignment. While some 8 DPs have signed the JFA
, only 6 (italicised in footnote below) have brought (part of) their funds into the MDG/PF.  Other DPs such as the Global Health Initiatives (GHI), UN Partners, USAID / PEPFAR and various bilateral agencies use a variety of other funding channels.  Recently, 4 DPs (GAVI, Royal Netherland Embassy, AusAID and the World Bank
) have indicated interest to seriously consider channelling their funds through the MDG/PF and therefore commissioned a full Fiduciary Risk Assessment (FRA), including an assessment of its financial management, audit, procurement and supply chain management.  USAID and GFATM also participated as observers to the FRA, with a view to contribute to MDG/PF funding in the longer term (Section 3.4 provides details on the outcomes of the FRA). 

Strengthening the Health System will be critical to achieving improved MCH

Improvements in the area of maternal health are difficult to achieve, as they depend to a large extent on improvements in various support systems (staff, planning and finance, M&E). Changing these support systems effectively is complex and time-consuming, as results depend on many different variables and actors.  Improvements in MNCH therefore require long-term actions in the area of (i) human resource development; (ii) planning and monitoring; (iii) infrastructure and logistics and (iv) ensuring adequate referral and supervision systems.  These system-related interventions are currently underfunded (compared to disease specific funding by GFATM and other vertical funds), but are essential to realise the MNCH outcomes.  AusAID funding to MDG/PF will contribute to improve MCH outcomes within this broader ‘system’ orientation.
There are sound (upstream) planning and budgeting processes

The FMOH has recently developed its HSDP IV (2010/11-2014/15).  HSDP IV builds on lessons learnt from its HSDP III (and its mid-term review). It addresses the entire health sector in Ethiopia and aims to provide full access to quality care for the Ethiopian population. HSDP IV was developed through significant discussion with Regional representatives and development partners.  A Joint Assessment of the National Strategy (JANS) was completed in July 2010 and reviewed the HSDP IV favourably.  A final version of the document was endorsed in October 2010 at the Annual Review Meeting (ARM) that included all stakeholders – GoE, FMOH, Regions, Woredas, Donors, NGOs and the private sector.

In addition to this national planning process, important achievements have been made through a mixture of bottom-up and top-down planning, with some 800 Woredas now having detailed plans and targets (endorsed by the Woreda Councils) on what to achieve in the coming year. A Health Management Information System (HMIS) and the Monitoring and Evaluation (M&E) mechanisms for implementation of the HSDP IV have been redesigned and scaled up to ensure coverage in all Regions. Tools, manuals and systems requirements are in place and further extension (to ensure coverage of all 800 Woredas) is underway.
Costing of the HSDP IV has been undertaken, based on a ‘needs-based’ approach, as used in the Marginal Budgeting for Bottlenecks methodology (MBB).  Depending on the choice between three costing scenarios
, the five year HSDP IV program has a projected budget of US$10.5 billion (scenario 1) up to US$ 13.8 billion (scenario 3), corresponding with an annual per capita Government expenditure on health of US$14-22 respectively.  These figures include the expected contributions over the coming five years from GoE (US$1.4 billion) and from DPs (US$3 billion), highlighting a financing gap of US$ 6 billion up to US$ 9.3 billion respectively.

While the ‘needs-based’ approach to costing has the advantage of showing the resources needed to achieve the MDGs, it does not take into account the resources actually available to the sector.  Therefore, FMOH is currently preparing a ‘comprehensive sector plan’ that will use a ‘resource-based’ methodology, allowing more realistic priority setting, based on what resources are in fact available.  Recent indications from MOFED indicate that Government will increase its contribution to the health sector, but this information still needs to be confirmed.

Overall disbursement of GOE funds was high (86%) with variations among the various regions. Donors committed US$ 413.1m in 2009/10 out of which US$ 368.4m was disbursed (89%), being a much higher disbursement rate than the previous year (55%). Regarding the MDG/PF, the total contribution by five DPs of US$ 34.5m was disbursed (100%). 

FMoH has consistently identified MCH (MDGs 4 and 5) as its first priority

The FMOH has identified maternal and child health, and achievement of MDGs 4 and 5 in particular, as one of its highest priorities.  At a recent high-level meeting between FMOH and Donors
, the Minister of Health once more confirmed the following key priorities for the health sector, which were then agreed between FMOH and development partners.

 Maternal Health: 

· Substantially increase Contraceptive Prevalence Rate and the proportion of long-acting permanent Family Planning users through the use of Implanon insertion by Health Extension Workers (HEW) in rural and IUCD insertion in(peri) urban settings;

· Address the ‘three delays’ contributing to maternal mortality by (a) building an ‘empowered army of women’ who will influence each other; (b) improving access to ambulance services and (c) improving the supply side (accelerate midwifery training, expanding EmONC, upgrading HCs and starting maternal death audits at facility levels).

 Newborn and Child Health: 

· Strengthen continuum of care for newborns through (a) training HEW on asphyxia management; (b) expand newborn corners to all PHC Centres and (c) establish neonatal ICU in tertiary hospitals; 

· Achieve universal immunisation coverage through (a) improving cold chain and (b) introducing new vaccines.

 Additional priorities and interventions: 

· Mobilise additional funding by inviting new partners to join the MDG/PF.

· Stimulate DPs to increase their funding through the MDG/PFs; 

· Accelerate the IHP+ Compact implementation; 

· Scale up the training of midwives, start accelerated training of Nurse-Midwives, anesthesia professionals and Integrated Emergency Surgical Officers (IESO) to provide emergency care.

3.3. Rationale for Type of Aid (and shift in type of aid)
As outlined above, there are 3 primary multi-donor funding mechanisms that finance the HSDP IV:  

· The Millennium Development Goal Performance Fund (MDG/PF); 

· The Health Pooled Fund (HPF); and 
· The Protection of Basic Services fund (PBS).
I. The MDG Performance Fund (MDG/PF)
The MDG/PF is a pooled funding arrangement, in which currently five DPs participate:  DFID, WHO, UNFPA, Irish Aid and the Spanish Agency for International Development Co-operation.  It uses GOE administrative procedures and is managed by the FMOH (the Directorate General of Policy, Planning and Finance / DG/PPF).  It is included as a budget line in the GOE Chart of Accounts.  For that reason it cannot allow the possibility of earmarking.  It’s important to note that the MDG/PF is not a formal fund with a legal standing but is simply the name given to the mechanism through which a group of donors can pool funds and support the FMOH to implement its HSDP IV in a flexible manner.  Some have raised concerns that the MDG/PF needs a decree or legal basis. However, that would be contrary to the purpose and “on budget” principle.  In fact this informal arrangement is preferred to a formal fund as it brings the DPs together to support the FMOH and remain ‘on budget’ and ‘on plan’.
  
The MDG/PF is the preferred mode of financing of the GOE, as it allows the FMOH to target resources to underfunded priority areas (due to the ‘double devolution system’, FMOH has very limited scope to influence the priority setting of the government budget by the Regional and Woreda Councils).  HSDP IV states as one of its targets to ‘increase the proportion of DPs providing funds through the MDG/PF from 9% in 2009 to 75% in 2014/15.’

The priority areas (pillars) of the HSDP IV to be funded by the MDG/PF at national level are:

· The Health Extension Program (HEP)

· Service Delivery, in particular Mother and Child Health (MCH)

· Commodity Procurement (to be used in health facilities for MCH, Immunisation, FP etc))

· Health Systems Strengthening.
Details of the various elements included in these 4 priority areas are provided below:

Figure 1. Priority areas for MDG/PF funding
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The Joint Financing Arrangement (JFA, 2009) provides details for the reporting and monitoring formats of the MDG/PF. It defines the interaction between the FMOH and the pooling donors, including the provision for regular joint meetings and reviews.  The JFA is currently being revised / updated, partly based on findings of the recent Fiduciary Risk Assessment (FRA) and comments coming from the HPN. The outcome of these revisions is being incorporated in the various sections of this document, notably the sections with the risk analysis and matrix (Annex B).
Eight DPs have signed the JFA and six provide funds through the MDG/PF (see footnote p. 8).  Australia is not yet represented in the JCCC.  Once funding is assured, it is expected it will become a member of the JCCC.  The AusAID Africa MCH advisor will provide technical support during missions and reviews.  AusAID has been active during the appraisal of HSDP IV in the JANS and in the ARM 2010. It participated actively in the FRA (March 2011), through the development of the TOR and providing two consultants (in procurement and supply chain management) as its contribution to the team.

II. The Health Pooled Fund (HPF)

The Health Pooled Fund (HPF) was established in November 2005 to support the implementation process of HSDP and achievement of the MDGs in Ethiopia through support for capacity building, monitoring and evaluation and operational research.  While managed separately through UNICEF procedures, the HPF is considered part of the MDG/PF in that its objectives, internal regulations, funding and disbursement are fully controlled by the FMOH. The rationale for its separate management are (i) limited capacity within FMOH to procure services in relation to technical support and international travel essential for global level advocacy and (ii) the need for a swift and flexible response to requests for funding HSDP IV by FMOH, avoiding cumbersome administrative procedures.

The first phase of the HPF was implemented between 1 November 2005 and 31 March 2007 with joint funding from the governments of Ireland, The Netherlands and The United Kingdom as well as from UNICEF. An independent evaluation of HPF I, conducted in March/April 2007, concluded that funds had been used for the purposes intended and that both FMOH and Development Partners had benefited from reduced transaction costs. Based on these positive experiences and taking into account the recommendations of the evaluation, a number of HPN Partners agreed to support the extension of the Fund into a new phase of 3 years (HPF II). 

The overall objective of the HPF II was to contribute to the fulfillment of the goals of the HSDP III, by supporting its implementation process through flexible, time-sensitive and less cumbersome funding mechanisms, in line with the Harmonisation Action Plan of HSDP III. DPs’ contributions to HPF II amounted to a total of US$ 4.69 million. 
The independent evaluation of HPF II (conducted in August 2010) concluded that it was an effective, timely, responsive and demand-driven fund, responding to the most urgent and critical needs of HSDP III by strengthening its planning, coordination and implementation process.  Under ideal circumstances, the HPF should be integrated into the MDG/PF. However, due to limited government administrative capacity to manage swift disbursements of funds (especially in foreign currencies), this will take more time. HPF II will therefore be extended into a new phase – HPF III.
HPF III will have the same objective as HPF II, but will broaden its funding to the following areas in response to the pertinent observations made in the second evaluation report:
1. System Strengthening: in areas like planning, monitoring and evaluation (M&E) and capacity building /staff training at national (FMOH), regional (RHB) and Woreda levels;

2. Provision of Technical Assistance (TA): recruitment of international and/or national consultants to assist the FMOH in (i) sector reviews and evaluations and (ii) in areas where specific needs for technical support have been identified (such as IT, Audit, Procurement and others).

3. Service Delivery: in particular funding relevant (operational) research on key health sector issues and to conduct policy related reviews and meetings;

HPF III will cover the period till the end of HSDP IV (June 2015), covering a total of 4 years.
The development of the annual utilization plan and decisions on the utilization of funds is the responsibility of the Joint core Coordinating Committee (JCCC) of the Federal Ministry of Health and Health, Population and Nutrition (HPN) partners which meets every two weeks.  The Policy, Planning and Finance Department (PPFD) of the FMOH are responsible for developing the draft Annual Activity and Expenditure Plans and finalizing them with JCCC.  The PPFD is responsible for receiving, processing and approving requests for funding.  UNICEF will act as the funds manager, and will provide the FMOH and the JCCC with (i) quarterly financial reports, (ii) an overall annual progress report and (iii) certified financial statements of all its financial transactions.
III. The Protection of Basic Services fund, phase II (PBS II)
PBS I was established in 2005.  Its aim is to protect and promote basic services for the poor.  The fund is managed by the World Bank (through a Multi-Donor Trust Fund) in consultation with the FMOH.  Other international DPs (DFID, CIDA, RNE) have contributed to PBS.  Its most important activity is the procurement of goods and commodities.  

PBS II (April 2009 – February 2013) in essence supports a parallel procurement channel, alongside procurement by the Pharmaceutical Fund and Supply Agency (PFSA). PBS II implements procurement, while FMOH / PFSA is tasked with distribution of supplies procured with PBS funds.  While collaboration is said to be good, the FMOH strongly advocates merging the PBS into the MDG/PF. From the outset, PBS II was conceived as a transitional arrangement, expected to be handed over to FMOH on completion. Financial management and funds disbursement follow World Bank regulations; FMOH has the view that Bank procedures have been cumbersome and burdensome to deal with, resulting in delays. FMOH is also concerned that the level of national ownership is diminished under PBS, relative to MDG/PF. For these reasons, PBS is not a preferred funding channel for the FMOH.
Choice of Type of Aid / Funding mechanism
The three funding modalities involve a range of shared and contrasting features, as highlighted in the table below.

Table 2. Features of MDG/PF, HPF III and PBS II
	
	MDG/PF
	HPF III
	PBS II

	Management
	FMOH decides exclusively on its use based on JFA 
	UNICEF under authority of FMOH/PPFD and JCCC
	WB in coordination with FMOH

	Budget
	On-Budget
	Off-Budget
	Off-Budget

	Amounts provided
	USD 40.4.5M  in 2009/10
USD 94.9M in 2010/11
	USD 4.6M in HPF II
	USD 7.7M  
(July-Dec 2010)

	Areas of funding
	Priorities of MDG/PF to be decided annually by FMOH / JCCC
	Service Delivery, Systems 

and TA, to be decided annually 
by FMOH/JCCC 
	Procurement, based on PFSA annual plans 

	Use of the funds
	Flexible
	Flexible
	Stringent (WB procedures)


While all three disbursement mechanisms support the HSDP IV, being the ‘One Plan’ for the Ethiopian health sector, the management of these funds differs in particular in the important area of “who is in control / who has the authority to decide on their use”. 
The MDG/PF is the preferred funding modality of the FMOH as it provides flexible funding to meet its priority areas (respond to emerging gaps), to be decided, managed and reported on by the FMOH, based on the various clauses mentioned in the JFA (and its annexes). This flexibility to address priority areas is particularly valuable in the context of the ‘double devolution system’, under which FMOH has relatively limited scope to implement priority initiatives at national level.  
The HPF shares the flexibility to access and disburse funds with the MDG/PF, but here the FMOH has asked UNICEF to administer this pooled fund for them, given (i) its limited capacity to procure services in relation to technical support and international travel and (ii) the need for a swift and flexible response to requests for funding, avoiding cumbersome government administrative procedures. Therefore, the direction of the HPF remains under the authority of the FMOH. 

In comparison the PBS is more narrowly focused on procurement of commodities and – ultimately – is managed by World Bank procedures and conditions.  While it is aligned to the HSDP it does not utilize ‘downstream’ government systems, remaining a “vertical’ funding modality in coordination with the FMOH, but not managed by them.
Given the pros and cons of these three funding modalities, the benefits associated with funding through the MDG/PF, the need for capacity building support to address identified weaknesses to enable better alignment, and the strongly expressed preference of the FMOH for AusAID to select the MDG/PF and/or the HPF, AusAID has agreed to fund both modalities.  It will commence funding through the UNICEF managed HPF III fund enabling AusAID to signal strong support for HSDP IV without undue exposure to fiduciary risks identified in the MDG/PF FRA.  It also shows commitment to provide capacity building assistance to the FMOH in order to address system weaknesses.  
Provision of support through GoE systems was articulated as a high AAMCHI funding priority by Minister Rudd, at an Addis Ababa press conference with the Ethiopian Health Minister in January 2011.  Mr Rudd noted that Australia’s aid program has a strong policy orientation towards working within recipient government systems, emphasised that Australia is committed to channeling support through the Government of Ethiopia’s health system.  Funding through the MDG/PF and the HPF delivers on this commitment and has significant potential developmental and ownership benefits.  
The fiduciary risks identified in the FRA (outlined below) potentially represent important risks to health sector outcomes and working to mitigate these risks can therefore contribute to improvements in the health system and the quality of health services.

4. AUSAID OBJECTIVES AND CONTRIBUTION
As articulated above, there is a combination of factors that present a strong rationale for a PBA orientation to Australia’s Ethiopia MCH partnership.  In addition to these development policy and practice drivers, the AusAID Africa program has a set of agency objectives – as an actor in the health sector in Ethiopia – that are well supported through a PBA partnership with HSDP IV. These objectives are set out below. 
Some stakeholders have commented that one of Australia’s greatest comparative advantages as a new donor is the agility of our financial contribution (as compared to those donors which have a full pipeline shaped by historical decisions and political relationships).  This approach plays to that advantage and can assist us to play an important role in the wider donor community.

Objective 1:  AusAID to leverage its influence to improve MCH outcomes in Ethiopia by creating incentives and support for strengthening systems critical to health service delivery

Although the MCH program for Ethiopia will be the largest Australian bilateral health program in Africa, we will still be a mid-sized health sector donor.  However, an immediate opportunity exists for Australia to leverage its influence in progressing critical reforms essential to long-term effective operation of the national health program.  Other such opportunities will arise during the course of this partnership – the scenario outlined below is an example of how we will achieve this agency objective.  In this case, we will use our selection of sector financing mechanisms as a tool to support policy dialogue and objectives.
Currently five donor agencies including GAVI, World Bank, USAID and GFATM are examining the prospects for funding through MDG/PF.  These agencies – with potential combined future MDG/PF funding of up to $1 billion – are therefore following closely the outcome of the MDG/PF FRA.  In this context, AusAID’s decision to initially fund through HPF (we’ll make it clear that our mid-term intention is to support FMOH’s objectives by funding through MDG/PF) will be highly visible and is expected to act as a driver of reform at PFSA, which will be motivated to clear the way for substantially expanded future MDG/PF funding prospects from multiple sources.
Alongside these financial incentives AusAID will work with other partners to support FMOH efforts to address these institutional deficiencies through both capacity building assistance and policy engagement through HPF III.  Importantly, this will signal AusAID’s commitment to a partnership with FMOH, effective implementation of HSDP IV and enabling greater alignment with the GOE systems.
Objective 2: AusAID to act as a practical driver for increased development effectiveness in MCH through improved harmonisation and alignment

While sound sector coordination and harmonisation arrangements are in place (as documented in Section 3.2), the effectiveness of these arrangements is contingent on the level of stakeholder engagement through them.  Where there exists a high level of good quality input from donor agencies, it is reasonable to judge that there may be limited value in adding another agency voice around the table, when AusAID begins engagement in a new sector.  However donor engagement in Ethiopia health sector forums is not currently at optimal levels, and this provides an opportunity for AusAID to support the harmonisation and alignment agenda.  Opportunities for increased effectiveness through better harmonisation also exist outside formal sector mechanisms. There is a number of ways in which AusAID can add value by capitalising on these opportunities – three examples are provided below.

Firstly, AusAID can generate higher effectiveness returns from specific strategic actions targeting improved outcomes from increased harmonisation and alignment. For example:

USAID deploys substantial PEPFAR resources through PFSA, in the form of technical assistance, commodity procurement, and distribution.  As these activities operate mainly through vertical and segmented arrangements, their capacity building and institutional development impact is not maximised. USAID is positively oriented towards broadening the impact of these activities but this sentiment hasn’t yet been fully realised in actions to that end. AusAID has recently commenced discussions with USAID, with a view to increasing the horizontal impact of USAID inputs. Prospects exist to redirect some USAID resources in order to target specific deficiencies identified in the FRA report.  By acting as an agent to better harness existing resources, AusAID will improve the effectiveness and sustainability of USAID programs, leveraging improved outcomes and impact that are the goal of all sector stakeholders.
.  

Secondly, AusAID can bring renewed energy to existing sector harmonisation forums.  A key means to achieving this is through participation in the Health, Population and Nutrition Sector Working Group (HPN) and the Joint Core Coordinating Committee (JCCC).  HPN is the donor-only forum; in early 2012 (once AusAID has an ongoing Africa MCH Adviser), there will be an opportunity for election as HPN co-chair, and discussions with HPN members indicate that there are good prospects for AusAID to play this sector leadership role.  With or without this position, AusAID can act through the HPN to drive increased donor engagement in harmonisation issues, including using this forum as a vehicle to identify further prospects for active and tangible initiatives such as described in the paragraph above.  Through the JCCC – the sector technical working forum, with FMOH and donor membership – AusAID can add value by bringing an added dimension of expertise to technical sector policy and program deliberations. 

Thirdly, AusAID can act as a catalyst for transfer of national MCH policy into practice.  As articulated in Section 3.2, MCH-related goals and targets are firmly at the centre of FMOH policy.  However this positioning is not a guarantee that MCH programs will be equally reflected in HSDP IV implementation. AusAID will scrutinise these links and through active participation in sector forums, focus attention on deficit areas.
5. IMPLEMENTATION ARRANGEMENTS: GOVERNANCE AND REPORTING
A revision of the existing HSDP joint governance and coordination structures was undertaken recently, as the existing three structures showed overlap and inefficiency. The two new structures endorsed at the Annual Review Meeting (ARM, November 2010) are the Joint Consultative Forum (JCF) and the Joint Core Coordinating Committee (JCCC).  The first has oversight and decision-making authority over the sector, while the second is a more operational body, taking decisions on the allocation of the MDG/PF, the HPF and other operational day-to-day issues.  Both include representatives of the FMOH (DG/PPF), the DPs (representing the Health, Population and Nutrition / HPN donor group) and two umbrella NGO organisations.  In addition there is a Code of Conduct (2005), which provides a common framework for all contributors to health in Ethiopia, including all Development Partners, FMOH departments and NGOs operating in the health sector.  
6. MONITORING ARRANGEMENTS
As specified in the JFA (and detailed in the HHM), reviews and evaluations will be the same for all DPs and will be aligned with FMOH planning and budgeting processes (summarised in Annex 4 of HSDP IV, the Planning and Budgeting Calendar).  
Annually, a Joint Review Mission (JRM) will be conducted under the responsibility of the JCCC, which will draft TOR and select consultants (to be funded by the HPF III). Other contributors to the program (NGOs, private sector) will take part in the reviews. Results of the JRM together with the consolidated HSDP Annual Performance Report (APR) - to be prepared by FMOH - are submitted for discussion and endorsement to the Annual Review Meeting (ARM), taking place around October each year. The ARM for which all Regions, the various FMOH departments, all DPs, NGOs and the private sector are invited, discusses overall progress and constraints over the previous year and suggest solutions and priorities for the next year, including a review of the MDG/PF performance. 

The basis for these reviews and evaluations is provided by the indicators, set out in the HSDP Results Framework (RFW). Monitoring of HSDP relies to a large extent on the FMOH Health Management Information System (HMIS), in particular from the annually produced ‘Health and Health Related Indicators’. Its data are partly generated from the various health facilities and Woreda Health Offices, upwards to the RHB and being consolidated at Federal level. Other non-service delivery related data, such as information on health infrastructure, human resources and budget allocation / expenditure are provided by central FMOH departments.
Data is also generated from population-based studies, such as the Ethiopia Household study and the Ethiopian Demographic and Health Survey (EDHS), and various specific studies such as the recently concluded National Health Account (NHA, 2010) and the Mid Term Review (MTR 2008). These studies are used to provide (i) trends over time for a variety of indicators and (ii) check the completeness and reliability of the existing HMIS. 
The recently published Preliminary EDHS (September 2011) allows an analysis on impact and MNCH related outcome indicators over a ten-year period (Table 3, graph 1 and 2). The figures show impressive improvements in key health performance indicators, some of which will achieve the MDG targets set in 1990.
Table 3. Key performance indicators and targets for MNCH/FP (RFW of HSDP IV). 
	Priority Areas
	Indicators
	HSDP I

Baseline
	HSDP II

Baseline
	HSDP III

Baseline
	HSDP IV

Baseline
	HSDP IV / MDG

Targets

	Gregorian C
	
	1996/97
	2001/02
	2004/05
	2010/11
	2014/15

	Ethiopian C
	
	1989
	1994
	1997
	2002
	2007

	Population
	
	57.2M
	67.2M
	73.0M
	80M
	

	Maternal Health
	Maternal Mortality Ratio 
	1400
	871
	673
	NA
	267

	
	Deliveries attended by SBA
	
	5.0
	5.7
	10
	62

	
	ANC coverage (1+)
	
	26.7
	27.6
	34
	90%

	
	HEW
	Deliveries
	
	No HEW
	No HEW
	0.9
	38

	
	
	ANC
	
	No HEW
	No HEW
	10.1
	NA

	
	HCs with B-EmONC (2008)
	
	NA
	NA
	5%
	100%

	Child Health
	U5MR 
	204
	187
	123
	88
	87

	
	IMR 
	122
	113
	77
	59
	31

	
	Neonatal Mortality Rate
	NA
	58
	39
	37
	15

	
	Fully Immunised / Measles
	NA
	12 / 20
	16.7 / 35
	24.3 /55.7
	86 / 86

	
	Under weight / Stunting
	
	47 / 51
	38.4 / 46.5
	28.7 / 44.4
	27 / 37

	Family Planning
	CPR (modern methods)
	NA
	6
	15
	29
	66

	
	Unmet need for FP (%)
	
	36
	34
	25
	10


Source: DHS 2000, 2005 and 2010; WHO 2011 (statistics and equity) and HSDP IV targets.
Note: Indicators in Italics are also included in the AusAID MCH Implementation Plan (Dec. 2010).
While there will be sufficient data produced by the HMIS to meet AusAID’s internal monitoring requirements against the health programming objectives, AusAID Africa team will also report on progress against the AusAID specific objectives outlined in Section 4 above when completing the annual Quality at Implementation (QAI) report.  In line with guidance on QAIs AusAID will use this opportunity to initiate dialogue on performance with partners but will use the QAI assessment as an internal process for reporting on AusAID’s perspective on progress.

7. RISK MANAGEMENT
Neither HSDP IV nor the JANS (2010) identified any risk factors in implementing the HSDP IV.  Therefore, no overall risk assessment was available to guide the decision on the AusAID contribution to the MDG/PF.  To update the financial management situation (compared to an earlier assessment done in 2008), four agencies (GAVI, AusAID, WB and RNE) undertook a joint Fiduciary Risk Assessment (FRA)
, based on a detailed Terms of Reference agreed by FMOH.  
The team assessed the financial management and PSM systems, processes, practices, and capacities related to financial management of MDG Fund resources, made available to the various levels (central, regional, woreda and/or kebele) in the health sector. The team assessed strengths and weaknesses and measured risks in the following areas: 

a)
Systems, capacity, procedures and practices are in place to ensure that resources are well managed and used for intended purposes (reach the intended beneficiaries); 

b)
Systems and capacities are in place to ensure that inflows and sources, as well as uses, of funds and balances are accounted for and reported on a timely manner; 

c)
Arrangements are in place to ensure that independent reasonable assurance is provided by independent external auditors; and, 

d)
PSM systems and processes are efficient, transparent and effective and aim to provide commodities at the facility level in a timely and cost efficient manner. 
Observations from the AusAID post in Addis Ababa together with a selection of the main findings and recommended actions of the FRA for MDG/PF are included in this section. The risks identified by the FRA have been mapped into a matrix (attached in Annex A) including risk mitigation measures and their respective assumptions. The overall risk rating for MDG/PF is medium.  Similarly the risks associated with AusAIDs contribution to HPFIII has been summarised in Annex B. 
7.1. Visibility and Attribution

Visibility:  AusAID’s MCH Initiative, while representing a significant scale-up in its health support to Africa, will remain a modest contribution to overall donor efforts in support of MDGs 4 and 5.  Health is a crowded sector in East Africa with several likeminded donors maintaining longstanding assistance programs on both a bilateral and sub-regional basis, many involving sector-wide approaches and supported by significant in-country representation.  Therefore, there is a risk that Australia’s assistance will be subsumed / diluted within the other larger donor inputs. This risk will be mitigated through:
· Maximising partnerships with existing donors, leveraging their resources and expertise wherever possible.  In addition, a strong communication strategy will be established to highlight positive experiences and results in joint projects and initiatives (e.g. Hamlin, Alliance for RMNH, AusAID-funded NGO projects through AACES, AVI Volunteer programs).

· AusAID will actively participate in both the JCCC and the JCF, contributing its experience to the solution of relevant implementation and policy related problems and issues.

· Participation in harmonised sector programs led by recipient governments limits the branding opportunities for individual donors.  However it typically (and in the case of Ethiopia, emphatically) offer much more substantial and targeted profile, recognition and political capital with the partner government.  The value of these benefits is likely to significantly exceed the less quantifiable benefits of DP profile raised through a project-based modality.  

Attribution: The proposed pooled funding arrangement of the HPF and MDG/PF present a challenge for all donor agencies to attribute their contribution to specific deliverables and outputs.  Earmarking has specifically been excluded by the FMOH as being against the spirit and the content of the JFA. However, in the current development context, various DPs have expressed a need to link their financial support to relevant outputs.

· AusAID support to the HPF and MDG/PF can claim its contribution to the attainment of the overall results, as provided in the MCH/FP indicators of the Results Framework (Table 3).

· In its final chapter the FRA suggests the FMOH and the DPs to consider the introduction of a Performance Based Fund (PBS) that will complement the MDG/PF by being more output / outcome oriented, using the Results Framework of HSDP IV.

7.2. Planning and Budgeting: 

The sector is being guided by the development and implementation of four interrelated plans: (i) The HSDP IV, being a five year strategic plan, using a ‘needs-based’ budget; (ii) a bottom-up plan developed by the Woredas; (iii) a ‘core plan’ that outlines the responsibilities of the FMOH; and (iv) a comprehensive Plan: that is ‘resource-based’, showing all available resources from GOE, DPs and NGOs (if information is available). Planning complies with the national rules and guidelines and balances bottom-up (from Woredas) with top-down planning and budgeting approaches, responding to the double devoluted governance structure (to Regions and Districts). The MDG fund is intricately linked to HSDP IV and follows the JFA provisions in its approval and priority setting.

However, this complex planning process has limited the FMOH to provide timely financial and activity reports to the participating DPs, as required in the JFA.  In addition, - together with partial information provided by the DPs - it has delayed the process to arrive at One Plan, One Budget and One Report.  In addition, the position of the MDG/PF within the wider sector context needs to improve and become part of the policy dialogue during the planning and budgeting process, based on the available resources. While this chapter in the FRA does mention several issues, these are not considered to be significant enough to prohibit a move to the MDG/PF funding mechanism when balanced against the development benefits.
7.3. Financial Management (FM)

A major strength of the MDG Fund is that it uses existing government and FMoH systems of budget preparation and execution and is supposed to rely on the audit and oversight arrangements of the federal government. MDG Fund budgets are included in the budget documentation prepared for MoFED, budgets and expenditures are recorded in the governments general budgeting and reporting system and the Office of Federal Auditor General (OFAG) of Ethiopia has overall responsibility for ensuring that annual external audit is completed. 
However, while there is a strong culture of control and segregation of responsibilities at federal level, the FRA highlighted several remaining challenges: (i) internal audit functions need to be formalised and shared with the JCCC; (ii) the FMOH finance department is not fully involved to allow overview of the various financial contributions (most of the work done by Planning Department)’ (iii) financial statements provided by the Planning Department are not consistent with the reporting requirements of the JFA agreed with the DPs; (iv) automation (IT) of the accounting PFM process is being rolled out, but its merging into the national IFMIS is likely to take long to finalise; (v) PFSA does not have a credible IT strategy to initiate the required automation of its accounts; and (vi) the external audit  for 2008/09 of PFSA has not yet been completed, while the TORs for the external audit of MDG/PF are not clear on the scope of the operations to be audited.  

7.4. Procurement: 

The Pharmaceutical Fund and Supply Agency (PFSA) has been in existence for 3 years (2007). It has produced internal procurement guidelines to accommodate the intricacies of medicine and medical equipment procurements. In addition, the new Ethiopian Food, Medicine and Health Care Administration and Control Authority (FMHACA) has been created to register medicines and medicine manufacturers and to ensure medicine quality. PFSA operates under the FMOH, while FMHACA has an independent status. Procurement under the MDG/FP is done through (i) the PFSA, for pharmaceuticals; (ii) the Project Management Unit (PMU), for construction of HC and HPs, while (iii) quality control of pharmaceuticals and their licensing is done by FMHACA. 
The FRA raised various concerns relating to the governance, oversight and day-to-day operations of PFSA, notably: (i) the Board of PFSA has not yet been appointed, its management is currently in the hands of the Minister of Health and the heads of 7 RHBs; (ii) there are differences between the procurement directives as defined at Federal level by the Public Procurement Agency (PPA) and the (internal) PFSA procurement guidelines (posing fiduciary risks, as the choice to use ICB, LCB or IRB procedures
 is subject to the decision by PFSA itself and not based on Federal guidelines, issued by the PPA); (iii) oversight and control by PPA through procurement audits has not taken place since the establishment of PFSA; (iv) planning of infrastructure does not include the provision of human resources, equipment, water and electricity, risking non-functional buildings once construction is finished (no staff, no water, no electricity).  Finally, (v), due to infrequent control checks by FMHACA, the risk of procuring low quality medicines or at a lower standard than the registered ones is high.  The FMOH has mobilized a technical working group to address these concerns and key initiatives include: the employment of two auditors dedicated to MDG PF and additional staff for the Finance Directorate; the establishment of a functioning Board to govern PFSA; the development of enhanced reporting arrangements for MDG PF and HSDP IV; and completion of the PFSA 2008-09 audit report (yet to be translated and circulated to donors).
7.5. Supply Chain Management (SCM) 

According to the FRA, the overall performance of PFSA in managing its warehouse and distribution functions is satisfactory. Risks are possible in (i) clearing its financial operations (paper trail without accounting software); (ii) warehouse operations (no ‘blind count’ being done); (iii) stock take procedures (again no ‘blind count’ or independent verification) and (iv) not well established IT systems, using various software packages that are not integrated and without checks and balances). 

To ensure further strengthening of PFSA in supply chain management, the FRA made recommendations to ensure physical sampling and inspection of merchandise by the quality department of PFSA, to ensure the presence of external auditors at stock take, improvement in stock take procedures, development of a strategic plan for the automation and IT infrastructure development and continued efforts aimed at procuring a comprehensive ERP package. 

7.6. Quality and reliability of reporting: 

The roll-out of the HMIS has been delayed and coverage has not yet reached all the 800 Woredas. According to the MTR (2008) there is too much emphasis on ‘achieving very ambitious annual targets’, which possibly could influence the quality and reliability of the data that are submitted to higher levels. For these reasons the reliability of the data might be compromised.
This risk will be mitigated through the regular meetings of the JCF and the JCCC, where the roll-out of the HMIS and the reliability of the data are well known and are regularly discussed among the partners; The MDG/PF could provide some of its resources to speed-up the roll-out of the HMIS;
7.7. Human Resource Capacity: 

Human Resource Capacity, both in the health facilities and in the training institutions is limited, in quantity and in quality. Compounding factors are the low salaries, especially of the mid-level workforce. While the recently developed Human Resource Strategic Plan pays attention to these issues, decisions still need to be taken, some of which are outside the realm of FMOH.
· This issue will need an adequate response by the GOE / FMOH. One of the options mentioned in the FRA is the introduction of Performance Based Financing (PBF) that will relate the service outputs and outcomes of the various institutions (from RHB to Health Centres and HPs) to additional financial rewards. This option is still in its infancy.

· FMOH has already started an ‘Accelerated Nurse-Midwife training’ with an annual enrollment of 1400 students. This will improve within 2-3 years the number of nurses with midwifery skills to be posted in the various health Centres in the country.
7.8. Transition to funding the MDG/PF 

AusAID has committed to 4 years of funding to HPF III. In parallel, it will draw on the FRA and work with GOE and other donors to identify those system weaknesses that represent the highest fiduciary risks. These risks and required actions will be communicated to the GoE as ‘triggers’ for an AusAID decision to initiate the transfer of funds to the MDG/PF. A decision not to channel funds through the MDG/PF for the moment will send a strong message to the FMOH and beyond that improvements are needed in order to achieve their objective of increased donor funds. 

From the FRA report, AusAID had identified several ‘triggers’ for the disbursement of the funds (43M in 4 years) into MDG/PF. These were:

MDG/PF related

· MDG/PF external audit conducted with the HPN;  TOR of next year MDG/PF audit includes PFSA
· MDG/PF financial report over the period Jan-July 2011 submitted to HPN (old format)

PFSA related

· HPN is informed about composition of PFSA Board

· 2008-2009 and 2009-2010 external audit of PFSA shared with HPN or process for completion agreed.

· PFSA procurement guidelines are translated and shared with DPs, and verified to be consistent with national PPA directives

Since the submission of the FRA report (June 2011), the FMOH has taken several initiatives to address these issues, in particular the Minister announced during the last JCF meeting (15.09):

· The formal appointment of the Board (and Chair) of the PFSA 

· The completion of the MDG/PF external audit

· The translation of the JFSA procurement guidelines

· The hiring of international qualified staff for the Internal Audit Department

· The establishment of a technical working group under the JCCC that has made suggestions for the revision of the JFA and the financial reporting format. These have been discussed and amended by the DPs and will – hopefully – be finalised before the end of the month of October.
· Quarterly meetings between MDG/PF donors and the Minister to assess overall fund performance will be initiated at the initiative of the Minister himself.
In addition, the Minister made commitments to keep progress on the performance of the MDG/PF against the FRA recommendations on the quarterly JCF agenda. It is clear that the FMOH has bought into the FRA report and its recommendations. The Minister promised to send the various audit reports and the results of the deliberations on the new version of the JFA as soon as they are ready.

7.9. Political Governance in Ethiopia 
There is the potential that Australia will be criticized for providing funds to Ethiopia due to perceptions concerning Ethiopia’s approach to political governance.  The human rights situation is regularly monitored by the Development Assistance Group (DAG), the forum for heads of donor agencies (including AusAID Addis Ababa).  The DAG is a dynamic and focused forum where donors coordinate efforts to monitor and respond to these risks.  After a 2010 Human Rights Watch alleging politicisation of humanitarian and food aid, the DAG responded quickly with an investigation. A study conducted by the Overseas Development Institute stated it could not find ‘significant evidence’ to support the HRW report and that the issues appeared to be locally specific rather than pervasive or systemic.  Additional Human Rights Watch reporting on Ethiopia was released in early 2012 highlighting concerns over forced displacement and ‘villagization’ in Ethiopia’s Gambella Region.  AusAID Addis Ababa will closely monitor the human rights situation (including through the DAG) and associated reporting by interest groups, in order to manage and mitigate reputational risks to AusAID.
After the contested May 2005 elections, opposition parties refused to accept the announced results and called for civil disobedience, which resulted in widespread riots and excessive use of force by the police and military.  This resulted in donors shifting from general budget support to sector level funding via World Bank trust funds.  Targeted discussion with other donors (WB, DFID and USAID) has indicated that other agencies no longer view Ethiopia as a high risk operating environment as evidenced by their increasing levels of support to GoE.  Ethiopia is DFID and USAID’s largest bilateral program in Sub-Saharan Africa; the UK launched a major (GBP 275 million) increase in its contribution to the MDG PF in late 2011.  AusAID post will monitor the situation closely and work with partners to enable joint responses and actions if the civil situation deteriorates.
8. CROSS-CUTTING ISSUES
8.1. Sustainability

GOE funding of HSDP IV is expected to cover 32% of the overall budget, the remaining coming from the DPs and Out Of Pocket (OOP) expenditure from the population. According to the recent NHA, National Health Expenditure (NHE) increased by 128% between 2004/05 and 2007/08 from USD 522M to USD 1.2B. GOE contributions grew less by 71% in the same period.
The health sector receives the second highest allocation of the national budget, and funding is fully provided through national government mechanisms under the responsibility of MOFED.  
As part of its GTP priorities, the GOE plans to increase its allocation for health from the current USD 249M in 2009/10 to USD 298M in 2014/15. Many of the activities funded by the MDG/PF are developmental in nature and respond to national priorities. They are expected to be maintained by the national budget after the initial investments have been made. A good example is the salaries for the HEW, paid by the GOE. Once the recruitment and training costs for these 32.000 HEW have been met, their monthly operational costs will have become less (although still substantial).
8.2. Gender and Social Inclusion

Gender has remained a crucial concern that has prompted the setting of clear objectives for gender mainstreaming at all levels of the health system. In this regard, the government has completed (i) the preparation of a training manual on physical violence, (ii) an analytical framework on gender and health, (iii) the compilation and analysis of data on female workers to be used for advocacy purposes. There has also been conducted a rapid assessment aimed at the prevention of physical abuse on women and on the provision of adequate health services for the victims of abuse. Based on the results of these assessments and the identified gaps, a draft training manual has been developed for use by health workers. 

The new version of the HMIS that is currently being rolled out to all health facilities in the country includes a full set of gender disaggregated data that will inform in much more detail any gender related inequalities that affect women when using health services. This will be one of the main opportunities to address existing gender inequalities.
Specific efforts are being undertaken as part of HSDP IV to address disadvantaged populations, such the nomads and pastoralist populations in Afar and Somalia regions, constituting some 10% of the population. Specific pastoralist health services have been established to increase coverage and utilisation of services in these areas. In addition, a tailor-made Health Extension Program has been developed and is being implemented for these disadvantaged populations. A special Pastoralist Health Promotion and Disease Prevention Directorate within the FMOH has been established to address their concerns and needs. It is tasked to develop specific interventions.
The four emerging regions
 are underserved and behind in most health indicators. Their needs are addressed by a multi-sectoral Board, with representation from six ministries. These Regions receive special attention and resources to kick start and support their development efforts. Substantial resources are being planned for these four Regions as part of a new DFID five year program.
8.3. Disability

Apart from all the women who die during pregnancy and childbirth, globally another 10-15 million suffer severe or long-lasting illnesses or disabilities caused by complications during delivery
. The program will address disability in a broad sense by contributing to the reduction of maternal morbidity during pregnancy and delivery and - more specifically - by linking the experiences of the Hamlin Hospital in supporting the treatment and prevention of obstetric fistula with the efforts of the FMOH in addressing these terrible complications. 
8.4. HIV/AIDS

While the program does not specifically target HIV/AIDS, it will be imperative to ensure that proposed activities complement ongoing efforts in sexual and reproductive health programs. It is clear that there are very high levels of funding available through other partners (particularly PEPFAR) for HIV-related work. Therefore, there is not much value added by Australia contributing to this pool. The levels of HIV prevalence in Ethiopia are also relatively low, being 2.3% (1.8% males and 2.8% females; urban 7.7% and rural 1%). Nevertheless, AusAID will pay particular attention to ensuring that all MNCH interventions are complementary to HIV-related activities, particularly in relation to the Prevention of Mother-to-Child Transmission (PMTCT).

8.5. Environment

There is no expected negative impact on the environment through this program; potential environmental risks include an increase in clinical and other waste products from increased utilisation of health services. The construction of incinerators and other means of medical waste disposal is part of the infrastructure the FMOH is putting in place. The need to link the site selection of health facilities with the adequate provision of good water sources remains an important issue before the actual construction is started. Construction of new health facilities would require a full environmental impact assessment, but this is not foreseen in AusAID’s support to the sector.

8.6. Participation

Broad participation of the population in improving their health status is ensured through a variety of policy and practical interventions. While at the end of HSDP III, the HEP had trained some 4M ‘model households’, it envisages to train during HSDP IV a total of 15.8M ‘model households’ that in turn will motivate and support the remaining households to introduce a variety of hygienic and preventive measures. At Health Facility level, management committees with representatives of the community and the services providers are being put in place with the intention to improve ownership and give the communities a say in the performance of their facilities. At Woreda level, formalised consultation exists (or is being started) through the Woreda Health Office, where planning, budgeting and implementation issues can be raised and discussed. A more formal ‘rights-based approach’ to health service delivery is being contemplated within MOFED and the FMOH through the drafting of a ‘Health Charter’ and the formalisation of the responsibilities of the relevant bodies, being the population as the ‘claim holders’ and the service providers as the ‘duty bearers’.
8.7. Child Protection

The program will support Australia’s child protection policy and work with all engaged partners to ensure compliance.
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ANNEX A: MDG/PF Risk Matrix

	Risk Identification
	ANALYSIS OF RISK
	TREATMENT OF RISK

	
	LIKELIHOOD OF RISK (1-5)
	Consequence of risk (1-5)
	OVERALL RISK

RATING
	RISK MITIGATION MEASURES
	Person responsible for mitigation
	assumptions

	Development Risks
	
	
	
	
	
	

	Political governance situation deteriorates 
	2
	4
	H
	Dialogue with Government/other donors on human rights issues.  Identify alternate funding mechanisms if situation deteriorates markedly. 
	Australian Ambassador, DAG / Heads of Agency
	Situation will not deteriorate significantly.

	A major environmental or humanitarian catastrophe may derail GOE spending commitments to Health Sector.
	3
	2
	M
	Provision of humanitarian relief from AusAID humanitarian budget could supplement this eventuality.
	AusAID (Post)
	Together with other donors AusAID will be able to mitigate the emergency

	Loss of current FMOH leadership could see impaired leadership and commitment to the health sector.
	2
	2
	L
	Encourage strong institutions to support HSDP and surrounding processes. Use of HPF III TA to work on existing weaknesses 
	AusAID (Post) and / or JCCC
	Departure of senior FMOH management is always possible

	Visibility and Attribution Risks
	
	
	
	
	
	

	Impact of our contribution will not be visible.


	3
	2
	M
	Preparation of a communications plan to highlight significant achievements of the Ethiopian Health Sector(underway)
	Canberra and Post – briefing materials, policy dialogue with GoE, publications.
	Quality data and reporting on the improvement of health available

	Difficulty in attributing Australia’s contribution to specific deliverables and outputs.
	3
	3
	H
	AusAID and other donors will continue to monitor and support the quality of FMOH reporting.
	Canberra and Post – briefing materials, policy dialogue with GoE, publications.
	Quality data and reporting on the improvement of health is available

	Planning, Budgeting and Reporting Risks
	
	
	
	
	
	

	The HMIS data collection system is unable to provide accurate and thorough statistics to support reporting to donors.
	3
	3
	H
	AusAID will work with USAID, Italian Cooperation and other DPs to revitalize the National Advisory Committee for HMIS
	AusAID (Post)
	FMOH able to take decisions that will improve the HMIS

	Financial Management risks
	
	
	
	
	
	

	Annual MDG/PF audit does not meet standards (drafting TOR, agree with DP, submit timely report etc)
	2
	4
	M
	AusAID will work with FMOH, JCCC and HPN to ensure an adequate and transparent process. AusAID will use the quarterly meeting with the Minister and MDG-donors to raise concerns on overall implementation of the MDG/PF
	AusAID (Post)
	DPs able to insert quality comments into the TORs and verify results

	MDG/PF financial reports are delayed and do not respect JFA reporting requirements
	2
	3
	M
	AusAID and other DPs assist FMOH to prepare financial statements as required by the JFA.
	AusAID (Post)
	FMOH capacity to provide timely reports is strengthened.

	Internal Audit Department and finance department is understaffed and does not have adequate resources
	2
	2
	L
	Recruitment for qualified staff in both Departments has been completed. AusAID to monitor adequacy of resources for IA
	FMOH / Finance Department
	FMOH provides the necessary resources.

	Fiduciary and other system improvements that enable AusAID to proceed with funding of MDG/PF are delayed.
	2
	4
	M
	AusAID to communicate and agree with FMOH realistic timelines for disbursement to MDG/PF.
	AusAID (Post)
	Governance in the sector is able to speed this up

	Procurement Risks
	
	
	
	
	
	

	PFSA guidelines are not aligned with the Federal procurement directives
	3
	2
	M
	AusAID works with PFSA, FMOH and DPs to align guidelines and/or agree on modifications
	Minister of Health and HPN
	PFSA will share guidelines timely

	The 2008/09 and 2009/10 external audits of PFSA by OFAG / PPA raise serious concerns 
	1
	3
	M
	AusAID to consult with other DPs about the course of action to take 
	FMOH to take the lead. Post to follow-up
	External audits will be shared before

	Supply Chain Management Risks
	
	
	
	
	
	

	PFSA has a weak IT support system for financial accounting / procurement. 
	2
	2
	L
	DPs to support PFSA to develop a strategic plan for the IT development in PFSA. 
	PFSA Mgmt
	PFSA takes the recommendation to heart

	Fiduciary Risks
	
	
	
	
	
	

	Funds not used for intended purposes (inadvertently misused or corruptly misappropriated) and not properly accounted for.
	2
	5
	H
	Participation in oversight JCCC. Ensure regular reporting cycle to DPs to monitor flow of funds.  Established audit procedures.
	FMOH, PPA, AusAID (Post)
	Reports are sent to JCCC regularly and on time.


ANNEX B: UNICEF Health Pooled Fund III (HPF III) Risk Matrix

	Risk Identification
	ANALYSIS OF RISK


	TREATMENT OF RISK

	
	LIKELIHOOD OF RISK (1-5)
	Consequence of risk (1-5)
	OVERALL RISK

RATING
	RISK MITIGATION MEASURES
	Person responsible for mitigation
	assumptions

	Lower than planned utilisation of the fund.
	2
	2
	L
	UNICEF will submit to the JCCC and to all DPs regular reports on the implementation of activities and constraints.

FMOH to encourage the participation of Regional Health Bureaus.
	AusAID (Post)
	AusAID can join and effectively participate in JCCC or be represented by another donor.

	Inadequate monitoring of fund utilisation.
	2
	3
	M
	UNICEF’s MOU with DPs commits to regular reporting – quarterly financial reports.

JCCC will coordinate a final independent evaluation of the fund.
	AusAID (Post)
	UNICEF adheres to reporting schedule set out in MOU. 

	Funds not used for intended purposes due to misuse or funded activities do not achieve value for money.   
	3
	5
	H
	Regular discussion of joint monitoring and evaluation through the JCCC.
	AusAID (Post)
	JCCC will take an active role in ensuring that Annual Plans match Woreda-level needs

	Low visibility of Australia’s contribution to the fund.
	2
	2
	L
	AusAID will sign joint MOU with UNICEF and other donors; engagement with the JCCC will increase Australia’s visibility in the health sector in Ethiopia; AusAID will explore opportunities to leverage resources and expertise.  
	Canberra and Post – briefing materials, policy dialogue with GoE, publications.
	That UNICEF will publicise donor participation in the fund.

	Difficulty in attributing Australia’s contribution to specific deliverables and outputs.
	2
	3
	M
	AusAID will claim a percentage contribution to the overall results achieved by the HPF III.  

.
	Canberra and Post – briefing materials, policy dialogue with GoE, publications.
	That UNICEF’s reporting is results-based.


AusAID Risk Matrix Calculator

[image: image3.png]STEP 1 IDENTIFY THE RISKS

Approaches used to identify risks Include > checklists > judgements based on experience and records
> brainstorming > systems analysis and > scenario analysis.

STEP 2 — CONSIDER THE LIKELIHOOD OF THE RISK OCCURRING

RATING  LIKELIHOOD DESCRIPTION
5 Almost certain Expected to occur in most circumstances

4 Likely Will probably occur in most circumstances

3 Possible Could occur at some time

2 Unlikely Not expected to ocour

1 Rare May occur only in exceptional circumstances

STEP 3 — CONSIDER THE CONSEQUENCES OF THE RISK

RATING  CONSEQUENCE(S)  DESCRIPTION

5 Severe Would stop achievement of functional objectives
4 Major Would threaten functional objectives

3 Moderate Necessitates adjustment to overall function

2 Minor Would threaten an element of function

1 Negligible Lower consequence

STEP 4 — CALCULATE YOUR RISK LEVEL
Measure the risk level by combining Likelihood and Consequence(s) ratings.

CONSEQUENCES
LIKELIHO0D Negligible — 1 Minor - 2 Moderate -3 Major -4 Severe -5

Rating risk level
(VH) Very High risk - requires close Executive attention and detalled action/plan
(H) High risk - needs close management attention
— specify management responsibility and monitor conditions closely
(L) Low risk ~ manage by routine procedures

For more information contact Cath Fettell (xtn 4897) or Matthew Bentley (xtn 4027)
from the Performance Review and Audit Section.
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� Looking West: Australia’s strategic approach to aid in Africa, 2010-2015, December 2010.


� Investing in Health: strategic choices and priorities in scaling up the Australian Aid program to 2015/16 (Zero draft, Jan 2011).


� Various MMR figures are given in different reports. While HSDP IV mentions 590/100,000, the UN Stats database < �HYPERLINK "http://unstats.un.org/unsd/mdg/Data.aspx"��http://unstats.un.org/unsd/mdg/Data.aspx� > mentions 470/100,000 (2008).  Up-to-date reliable figures can be expected in the upcoming Demographic and Health Survey (DHS), expected to be finalised in the beginning of 2012.


� United Nations Development Programme, Human Development Reports, �HYPERLINK "http://hdr.undp.org/en/statistics/"��http://hdr.undp.org/en/statistics/�, accessed 7 May 2011





� Ibid.


� 23 February 2011


� DFID, Irish Aid, Spanish Agency for International Development Co-operation, UNFPA, UNICEF, WHO, World Bank and Italian Co-operation. GAVI uses the MDG/PF, but did not sign the JFA.


� USAID and the GFATM participated in the FRA as ‘observers’.


� Scenario I: continues all major activities with commitment to achieve the MDGs in 2015. Scenario II: adds the provision of quality of care, while Scenario III also includes universal access to clinical care at all levels.


� The Joint Consultative Forum (JCF) meeting that took place on 2nd of February 2011.


�  Minutes of JCF Meeting, February 2011


� Joint Assessment of National Health Strategies, IPH+ Scoping Mission to Ethiopia, 4-8 February 2010 – Team Overview Note for the Record.


� MDG/PF annual report (July 2009 – June 2010), shows where funds were disbursed (Millions USD) 0n HEP USD 6.5< (training and refresher courses in safe deliveries); MNCH USD 2.4M (Essential drugs, Implanon for FP); Procurement USD 23.1M (vaccines, cold chain material and ITN); Construction HCs USD 15.6M, being a Total of USD 48.2M.





� The recently-convened Alliance For Reproductive, Maternal and Neonatal Health – a 10-country donor coalition of AusAID, DFID, USAID and Gates Foundation – provides an ideal platform for this initiative, which will also attract strong participation from DFID. 


� Financial Management, Procurement and Supply Chain Management Assessment (FMA = FRA) of Ethiopia’s MDG Fund (first draft report for comments), June 2011.


� ICB = International Competitive Bidding; LCB = limited Competitive Bidding; and IRB = International Restrictive Bidding.


� These are: Afar, Beninshangul-Gumuz, Gambella and Somalia.


� � HYPERLINK "http://www.womendeliver.org/" ��http://www.womendeliver.org/� 
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