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I. SUMMARY AND RECOMMENDATIONS

A. Project Title: Business Support and Investment

B. Project Number: 263-0159

C. Grantee: The Government of Egypt (GOE)

D. Coordinating Entity: The Ministry of Investment and
International Cocperation (MIIC)

E. Implementing Entities: The Capital Markets Authority (CMA), the
Syndicate of Commerce Professions (Syndicate), the Ministry of Investment
and International Cooperation (MIIC), the General Authority for
Investment and Free Zones (GAFI) and the International Executive Service
Corps (IESC).

F. Amouant: $9.1 million
G. Temms: Grant to the Government of Egypt (GOE)

H. Life of the Project: 3 years (subject to amendment for possible
follow-on activities)

I. Goal and Purpose: To assist the GOE achieve its policy of
encouraging private sector investment and development by supporting
private and public sector efforts to nmodernize and improve the
environment within which the private sector operates, i.e., +fhe
investment, financial, legal and administrative conditions under which
business is conducted regardless of the political and economic conditions
vhich may exist at any given time.

J. Strategy: This project will fund activities to modernize and
improve the business environment in Egypt. The activities build upon or
continue past AID efforts to help the GOE improve the private sector.
They are practical programs addressing specific constraints on private
sector investment and development which have been identified over time by
Egyptian and' foreign investors, the GOE, and consultants. The five
activities currently pTanned are:

1. Capital Markets Development ~ Mobilizing capital for
long-term investment in productive enterprises is essential to
private sector development in Egypt. This activity will provide
$4.130 million of AID assistance to the GOE's Capital Market
Authority ("CMA") for technical assistance and training needed to
implement a detailed action program. :
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Working with an AID-financed expert, the C(MA prepared an action
program based on recommendations contained in a 1980 report prepared
by the International Finance Corporation of the World Bank ("IFC").
The action program focuses on the following areas: emphasis on the
development, as opposed to the regulatory, role of the CMA; education
and promotion to demonstrate the benefits of securities markets to
both savers and users of funds; efforts to increase the supply of and
demand for securities; introduction of new types of securities and
new securities intermediaries; identification and removal of legal
impediments to capital market activity: development of new financial
legislation covering capital markets, underwriting and leasing;
training securities professionals; modernization of procedures and
facilities for trading securities in the Cairo and Alexandria Stock
Exchanges; etc.

2. Strengthening Accounting, Financial Reporting and Auditing.
Financial reports, based on reliable accounting and confirmed by
competent, independent auditors are essential to develop investor
confidence and provide a means of allocating scarce capital resources
to the most productive enterprises. This activity will provide
$2.080 million of AID financing to assist the Egyptian Syndicate of
Commerce Professions -- a professional association with legal
authority over, and responsibility for, all accountants and auditors
in Egypt -+ to achieve the following objectives: first, create a
professionas association with the capacity to provide practical
professional training to accountants and auditors, to conduct
research with respect to developing and updating accounting and
auditing standards, and to exchange views with those who are affected
by such standards; second, formulate an initial set of comprehensive
accounting. financial reporting, and auditing standards appropriite
for Egypt; and, third, develop effective means of communicating and
enforcing -:andards within the profession.

The activity will be implemented in two phases. In the first phase,
a team of experts will work with a counterpart Egyptian team to
evaluate the state of accounting, financial reporting and auditing in
Egypt and prepare a detailed plan of actiun and budget. It 1is
planned that the team will, within approximately one year, complete
work on the initial set of accounting stand~rds, with their Egyptian
counterparts. The second phase wil' consist of implementing the
detailed plan to strengthen accounting, financial reporting and
auditing.

3. Legal and Financial Infrastructure Modernization. - This
activity will continu- and build upon a program which has been funded
by AID and the Ford Foundation since 1974. It will provide $0.570
million for 30 person montns of technical assistance, to provide
professional assistance in identifying, developing and implementing
activities to modernize and adapt the Eagyptian legal and financial
structure to private gector needs. The advisor will investigate
Previously identified financial and legal obstacles to private ~netar




investment and development; assist ‘relevant GOE agencies in
implementing and coordinating existing and future projects to
modernize and improve the investment, financial and legal
infrastructure of the private sector; identify additional needs of
the private sector with respect to this infrastructure; and prepare
proposals for further donor assistance.

4. Investment Authority. Under this activity, AID will provide
$1.320 million to the General Authority for Investment and Free Zones
("GAFI") for technical assistance and training to develop and upgrade
GAFI's capability to respond to investor inquiries, promote
investment in Egypt, assist investors in the investment process, and
provide information needed to facilitate policy formulation. A key
objective is to make GAFI more action-oriented and to enable it to
solve private investor bottlenecks. Training will be directed at
middle and senior management to demonstrate what others are doing in
the field and at younger staff to teach investment fundamentals.
This activity is based upon recommendations contained in extensive
studies of GAFI undertaken by various AID-financed consulting firms.

In  addition, 1limited technical assistance and training will be
provided to the Free Zone Sector of GAFI to improve and maintain
physical infrastructure; reduce legal and administrative deterrents
to investment; and improve Free Zone sector management.

5. Technology Transfer (JESC). This activity will provide
$1.0 million to primarily private sector Egyptian businesses as cost
sharing for direct technical assistance. The International Executive
Service Corps (IESC) will obtain partial cost reimbursement from
USAID for approximately 130 clients over the FY 1983-1985 period.
This subactivity will bring the cost of IESC services within reach of
deserving firms, allow for a leveraging of USAID technical assistance
funds, and maintain the pPrivate sector's initiative to become more
competitive and knowledgeable in productive business operations.

An important element of the project strategy is the use of and
reliance upon non-governmental entities where possible. Under the
capital markets development program, CMA officials will be assisted
by teams consisting of I.-+h Egyptian and foreign private sector

experts. In the program to strengthen accounting, financial
reporting and audit’ng, the implementing organization is a
profess:onal association chartered by law. The evaluation program's

team wi'l be working directly with private sector accountants and
auditor. to develop the detailed plan and budget for establishing a
professional association. Finally, the IESC is a non-governmental
voiuntary entity.
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Because of the changing state of development of the private sector
and its supporting infrastructure, it is expected that follow-on
activities may arise out of this project, either separately or in the
form of increments to this project. The activity to modernize the
legal/financial infrastructure specifically includes an advisor to
investigate and develop assistance programs in areas of high priority
to bencfit the private sector. In addition the advisor is charged
with developing programs in newly identified areas of need as this
project continues. (Such new activities could be funded by
subsequent amendments to this project or by the new USAID Technology
Transfer and Feasibility Studies project (263-0102).)

Each sub-project will be implemented by the recipient organization,
i.e., the CMA, the Syndicate of Commerce Professions, GAFI, etc. The
projects will be coordinated by the MIIC. Subject to approval by
USAID and the coordinating GOE entity, the recipient orgenizations
will have the authority to reallocate funds among the various
activities provided that no activity shall have its funds adjusted by
more than 20% of its original budget. The MIIC and USAID will review
the performance of each of the above activities. (Evaluation plans
for the individual activities and the overall project are included in
this paper.)

Procurement will be governed by, regular AID project guidelines for
training, technical assistance and contracting. Because of special
expertise, past involvement with the subject activities, and for
reasons set out in Annex K, USAID will seek waivers to allow sole
source procurement for technical assistance and training for two of
the activities. Services of the International Finance Corporation
(IFC) will be used for the capital market development activity, and
services of the National Association of Accountants (NAR) will be
used for the activity to strengthen accounting, financial reporting
and auditing.

K. Recommendation: Approval of a dollar grant for $9.1 million.




-85 =

II. PROJECT BACKGROUND AND OVERVIEW DESCRIPTION

A. Background

Since 1973 one of the GOE's declared policy goals has been %o encourage
development of the Private sector. To a large extent, however, Egypt's
investment, financial, legal and administrative systems still reflect
former GCE policies of industrial nationalization, state socialism and
centralized planning. From the late 1950s until the early 1970s, Egypt's
once flourishing private sector atrophied as it 1lost virtually all major
enterprises to the public sector due to nationalization, active
discouragement of private initiative and neglect. Consequently, the
technical infrastructure of laws, institutions and services supporting
the private sector fell into a state of severe disrepair.

The development problem is to rebuild, modernize and revitalize this
infrastructure to enable the private sector to grow and contribute to
Egypt's economic development.

This project brings together activities developed by USAID and by
concerned Egyptian entities whose common theme is the modernjization and
improvement of the pPrivate business infrastructure in Egypt which
include: (1) development of capital markets; (2) strengthening and
modernizing accounting, financial reporting and auditing; (3) developing
and modernizing the legal and financial infrastructure of private
business; (4) improving investor services, investment information, and
Free Zcne operations at the Investment Authority; and (5) continuing
technical assistance support through the IESC. These activities
represent movement on various fronts to deal with problems identified as
serious constraints in doing business in Egypt.

Consolidating these activities into a single project comes at a
propitious time in the evolution of the GOE's policy toward the private
sector. Recent 1laws and regulations have liberalized the rules for
forming ana operating private business corporations and have reduced
‘income taxes on business profits.



This project comes at a time of opportunity for private sc-otc: expansion
posed by Egypt's present macro-economic setting (discussed in detail in
Annex G). The private sector in Egypt has grown significantly over the
past five years and now has a large share in a number of
commodity-producing subsectors: foodstuffs, printing, clothing, footwear
and leather products. The public sector, however, still domi..ates not
only heavy and "basic" industries, but a wide range of intermediate and
light engineering subsectors: beverages, tobacco, spinning andi weaving,
transport equipment, and other light and intermediate supsectors. The
longer term prospects for economic development in Egypt clearly rest in
significant measure upon improved performance and sustained growth in the
commodity producing sectors of the economy.

Since 1973 the GOE has signaled its support of private sector development
in a series of steps to remove institutional obstacles to private sector
investment and development. These include encouragement of foreign
investment, liberalization of exchange controls and slow but persistent
relaxation of price controls. Annex H contains a more detalled lic+ of
GCZ actions in support of private sector development.

USAID has responded to the needs of the private sector with programs in
four major areas: (1) provision of foreign exchange resources through
intermediate credit institutions such as the Development Industrial Bank,
the Private Investment Encouragement Fund and the CIP private sector
program; (2) provision of technical assistance and training in policy
making, institution builaing and management to government agencies
involved with private sector development such as the Investment
Authority, the Capital Markets Authority and the Central Bank; (3)
modernization of laws regarding income tax, corporations, foreign trade
and foreign investment; and (4) encouragement of joint ventures between
Egyptian and U.S. companies through support for investment promotion
efforts by the Egypt-US Joint Business Council and for feasibility
studies. (A more detailed discussion of AID-financed programs in support
of the Egyptian private sector is contained in Annex I.) In addition,
AID financing has supported numerous studies, conferences and seminars
concerning critical aspects of private sector development in Eqypt,
including those listed in Annex J.

Though recent., the AID private sector pPrograms mentioned above have made
Progress in assisting the GOE to 1liberalize the economy and to support
the private sector. The programs have perfomed successfully in some

areas and marginally in others. Generally, however, the programs have
influenced the GOE to undertake legal reforms and institution-building
assistance. In addition, several AID programs have provided credit to

the private sector when it was critically needed (DIB in 1976, and
Private Sector CIP from 1979 to the present).

Through the combined ecfforts of the GOE, the Egyptian private sector and
USAID, significant progress has been made in rebuilding and modernizing
the investment, legal, financial and administrative infrastructure of the



Egyptian private sector. Much remains to be done. A significant portion
of the progress to date has been identifying the areas where assistance
is needed. This project addresses these areas with five activities.

B. Goal and Purpose

The goal of this project is to assist the GOE in encouraging r ‘vate
sector development by supporting private and public sector efforts to
modernize and improve the investment, financial, legal and administrative
conditions under which business is conducted (regardless of the political
and economic conditions which may exist at any given time).

The overall purpose of the project is to assist the GOE in achieving
the policy of encouraging private sector investment and development by
modernization and improvement of the business environment. Each
subactivity presented herein carries its own subgoal which is more
explicitly defined and which supports the overall project goal.
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DESCRIPTION OF THE SPECIFIC ACTIVITIES

A. Capital Markets Development

1. Objectives, Background and Problem Statement

The objectives of the Capital Markets Program are to stimulate
savings, eéncourage investment in long~-term securities, Provide
industry access to capital, eéncourage the use of free market forces
to allocate capital to productive enterprises and contribute to
increased economic growth job creation.

The program is designed to accelerate development of Egypt's capital
markets through steps to: (a) strengthen the GOE's Capital Market
Authority (CMA) ang the stock exchanges to develop (as opposed to
regulate) the capital markets; (b) increase the supply of and demand

for securities; (c) encourage formation of new securities
intermediaries; (q) stimulate a broader range of securities used to
raise capital; (e) ‘improve the legal environment for securities

activities; and (f) Provide needed investor confidence in the market.

Concerted effort isg needed to reactivate the capital markets. Until
the Nasser era the markets were very active with stock exchanges in
Cairo and Alexandria. However, the markets have been dormant since
the introduction of socialist policies and nationalization, when
Private sector initiatives were sapped and skilled professionals --
brokers, underwriters, accountants, lawyers =-- left the country or
moved into other activities. Securities market activities
consequently decreased to almost nothing and needed skills virtually
disappeared.

Since 1976 the GOE has made a serious commitment to reactivate tne
capital markets. In response to recommendations of a 197¢ {FC
limited financial sector survey, in 1979 the GOE'established the CMA
with a mandate to stimulate mobilization of capital and to develop
Egypt's capital markets. It is also charged with encouraging growth
of the Cairo ang Alexandria stock exchanges, training securities
market professionals, and studying/recommending actions - needed to
Ssupport capital market development.

In 1980, the CMA and IFC Prepared detailed recommendations of steps
to develop tue market, resulting in the USAID/UNDP financed Report
and  Recommendations on__ Capital Market Development in —Eéypt
(Report). Based on the Report and its own experience, the CMA'
worked directly with USAID and prepared a detailed Action Program of
practical steps to be taken over the next two years.* A more

The action bProgram and the Report upon which it is based are
contained in USAID/Cairo FI Files.



detailed explanation of the Action Program is set forth in Annex M.
The Action Program comprises a series of substantive tasks designed
to identify and implement improvements needed to develop the
markets. It also includes provisions for substantial training to
educate Egyptian private and public sector representatives on capital
market operations and development.

2. Action Program Approach, Outputs and Inputs

a. Action Program Approach. The Action Program is designed
to engage active private sector participation with the CMA and
representatives of other government entities. Implementing teams
of private and public sector representatives and, as needed,
Egyptian and foreign experts, will implement each task in the
Action Program described below. The Action Program also will
focus on training private and public sector Egyptians in
development and operation of capital markets through practical
courses in Egypt and abroad and, where feasible, on-the-job
training in securities firms, stock exchanges, and securities
requlatory bodies.

The PRction Program consists of interrelated steps which will be
implemented with a mix of policy development and practical market
development skills. Implementing such phased policy approaches
will require specialized knowledge of the operations of
securities markets in both developing and developed countries.
The GOE, CMA and USAID believe these dual requirements of policy
formulation and practical market development will be met through
the implementatior approach described in Section 3.

Technical assistance and training for each task will take place
according to a detailed, time-phased implementation plan and will
be conducted in a manner consistent with the stage of development
of the capital market in Egypt, the absorptive capacity of the
MA, and the participation of other GOE and private sector
organizations and individuals.

b. Action Program Outputs and Inputs. A brief description of
the tasks to be addressed in the Action Program follows. . Each
description is followed by the amount budgeted for technical
assistance and other items; these funds may be changed between
individual tasks upon mutual agreement between CMA and USAID.

1) Capital Markets Development Conference. In May 1983
the CMA will hold a major conference on capitai market
development in Egypt. This will initiate the Action Program,
signal GOE commitment to capital market dJdevelopment and
concentrate on practical steps for market development.
Experts from developing and developed countries will discuss
their experiences on means to develop capital markets.
Numerous (100+) private and government sector representatives
will participate. {The conference will be funded from
Project 263-0042 and the AID Activity Trust Fund {(+T-800) and
1s not lIncluded in the Action Program budget.)
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2) CMA  Development Role. Technical assistance is
pPlanned to assist the CMA to act as a developmental entity to
stimulate and encourage the securities markets rather than
s6imply regulate them. $70,000 and LE 30,000 are budgeted
over two years.

3) Increasing the Supply of and Demand for Securities.
Steps to increase the supply of and demand for securities are
planned including technical assistance efforts for the

following: (i) evaluation and consideration of incentives
for companies to sell securities to the public and for savers
to invest in them; (ii) promotion, encouragement and

incentives to institutional investors (such as insurance
companies, pension funds, commercial banks and investment
companies) to increase their investment in publicly traded
securities; (iii) encouragement of formation of underwriting,
brokerage and full-line securities firms; and (iv)
eéncouragement of companies to offer a broader ranae of
securities to the public. $ 455,000 and LE 54,000 are
budgeted over two years.

4) Stock Exchanges. Efforts to improve the Cairo and
Alexandria Stock Exchanges will be undertaken emphasizing the
need to develop new listings and market activities and to
Provide fair, honest und orderly markets. $140,000 and LE
18,000 are budgeted over two years.

5) New Financial Legislation. It is well recognized
that the legal system in Egypt presents great complications
and difficulties for business and financial activities
deriving from earlier adoption of laws based on differing
legal systems and from failure to progress during the period
1960~70. Extensive efforts must be taken to provide needed
revisions and legislation conducive to capital! market
development. This effor® will include: (a) a comprehensive
Capital Markets Law to d2al with the myriad of activities
that must be addressed in ¢n active capital market, including
Protection of investors, and .dentification and removal of
legal impediments to corporate and to capital market
activities; (b) a law facilitating the operation of
securities un?-rwriters; and, (c) a law facilitating leasing
and formation of leasing companies. $507,000 and LE 87,000
are budgeted over two years.

6) Company Law and Companies Department. The new 1981
companies Law and July 1982 Executive Requlations will
significantly affect the capital market. Technical
assistance in the Action Program will monitor their operation
and their effect on the markets, as well as recommend
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adjustments as appropriate.* In addition, technical
assistance efforts are planned to integrate a new Companies
Department with the capital market activities of the CMA,
$70,500 and LE 12,000 are budgeted over two years.

7) Training. Extensive training is planned for private
and public sector Egyptians involved in the capital markets.
The MA expects 20 of its personnel will be available for
training, and has identified over 40 candidates from other
interested entities outside the CMA (banks, insurance
companies, brokers, institutional investors). Training will
occur both in Egypt and abroad, principally through the
services of the New York Institute of Finance and, to the
extent feasible, through on-the-job training with securities
firms and other entities engaged in capital market
activities. Subjects will include: (i) development of
capital markets, (ii) incentives and inducements to
securities activities, (iii) underwriting, (iv) new types of
securities, (v) securities brokerage and selling, (vi) stock
exchange activities, (vii) corporate finance, (viii)
securities regulatory bodies, and (ix) securities-related
accounting. $1,255,000 and LE 175,000 are budgeted over two
years. .

8) The program provides funding for up to 12 person months
of a technical advisor to coordinate and substantively
contribute to the action program. $210,300 has been budgeted
over two years. ‘

9) Possible Follow on Steps. During implementation a
significant number of new activities are expected to be
identified leading to further development efforts in Egypt's
capital markets.

3. Implementation and Evaluation Plan

a. Institut’cnal Responsibilities. The Action Program will
be implemented by—zﬂe CMA with rZéular monitoring by USAID. CMA
and AID believe the implementation method will permit both pdlicy
analysis and practical market operations to be addressed in a
development format.

1) The Capital Markets Authority. The CMA will serve as
the main administrative organization for implementation of
the Action Program. Created by Presidential Decree 520 in
1979, the CMA is an autonomous body affiliated with the
Ministry of Economy with the broad mandate to stimulate
mobilization of capital for economic development, develop
Egypt's markets and regulate them as needed.

*Specialized accounting, financial rcpdrting and auditing requicoments
appropriate to publicly traded securities will be developed in the
separate activity under this project discussed in Part III. B.
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Appointed by the President, the CMA Chairman holds cabinet
rank (i.e., is the equivalent of a Minister) and presides
over a Board of Directors comprised of five GOE and four
private sector representatives. The Board is supplemented by
a Consultative Committee of 14 high level representatives of
GOE and private entities concerned with capital market
development. The Committee provides policy guidance, advice
and liaison with GOE and private organizations. (Annex N
contains an organizational chart of the CMA.)

In June 1982, the CMA's personnel totaled 127, including 40
professional staff recruited from other GOE organizations.
Salaries, bonuses and benefits are higher than the GOE norm.
Several of the professional staff have been trained in
various aspects of securities markets in both the U.S. and
Europe. The CMA budget for FY 1982 (7/1/81 - 6/30/82) was LE
1.0 million. The FY 1983 budget is LE 1.2 million; the
estimated budget for FY 1984 is LE 2 million and for FY 1985,
LE 2.5 million. Assuming escalation of capital market
development, CMA management has indicated that it can secure
additional LE funding from the GOE.

To administer the Action Program, the CMA has formed an
Executive Committee comprised of department chiefs and
supervised by the CMA Vice Chairman, who is also the CMA
Training Coordinator, USAID worked with this committee to
develop the Action Program and has maintained st.eady contact
with CMA top management and professional staff. The CMA will
provide counterparts, office space, secretarial support and
transportation services.

2) International Finance Corporation. IFC will act as
the executing agent to implement the Action Program with the
MA and the Coordinator/Advisor discussed below. (Annex K
describes IFC's unique capability in capital market
development). As executing agent, IFC will undertake a
substantive role in providing or arranging for the policy
analysis, technical assistance and training requirements of
the Action Program. It will be responsible for contracting
and monitoring Performance of advisors, handling
administrative requirements of disbursement, records, and
accounts, and maintaining communication with the CMA and
USAID on implementation. IFC will obtain technical and
“training services' based on good commercial Pr-ctice and with
the waiver authority requested in Annex X. $297,000 and
approximately LE 52,000 has been budgeted to fund the
estimated costs of the executing agency contract.
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3) Action Program Coordinator/Advisor. An experienced
Coordinator/Advisor, in coordination with the IFC, will
Provide on-the-spot assistance/guidance in implementing the
Action Program. The duties of the advisor will include: (a)
follow-up on the Capital Markets Conference, (b) coordinating
the Action Program, (c) 1liaison between UIAID, CMA and IFC,
(a) participation in policy formulation, and (e)
participation in evaluation. The advisor will work directly
with the @iA's Executive Commitee, the IFC and the USAID
Project officer.

4) UsAID. USAID will provide the |usual Project
monitoring and management functions through the 0ffice of
Finance and Investment (IT/FI). The USAID project manager
will monitor the executing agency contract and maintain
frequent contact with the CMA and IFC through its
representactive stationed in Cairo. AID/W will provide the
Customary backstop support and provide liaison with IFC in
Washingtcn. )

b. Evaluation and Mid-Course Corrections. Throughout
implementation of the Action Program, short evaluations will be
made to determine the Progress .in each task area, emphasizing
important actions that can bring the quickest development
results. Evaluations will be conducted by the IFC and the
Coordinator/Advisor based on review of required periodic
Implementing Team reports and recommendations, and periodic,
organized evaluation sessions with appropriate personnel.
Results will be reviewed by the CMA Executive Committee, IFC and
USAID to determine wiiether design changes are necessary .in the
Action Program, to address significant implementation issues, and
to provide data for larger, formal evaluations.

. Periodically during the 2-year implementation period,' the CMA,
IFC and USAID will consult and review bPast activities, note
brogress or its absence, identify problems, suggest solutions,
and if necessary, re-program the phasing of implementation
actions. The first mid-course appraisal will occur between 6 and
12 months after the signing of the executing agency contract and
thereafter as agreed upon by all parties.

4. Financial Plan

The - Capital Market Action Program broposes total funding of
US$ 3,410,000 and IE 599,000 over a two~year implementation Period.
Total AID financing will amount to $4.130 million equivalent of which
$3.410 million will be supplied in US dollars with US $720,00¢C used
to purchase Egyptian Pounds for local currency costs. :
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The proposal in the Project Identification Document (PID) requested
approximately this amount but did not include an inflation factor,
certain administrative costs, or sufficient per diem allowances.
Additionally, certain proposed activities have been eliminated, some
expended and some reduced. Annex N contains a detailed program
budget. Table 1 displays the Summary Cost Estimate and Financial
Plan for the Program. Table 2 provides a Projection of Expenditures
by fiscal year.
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TABLE 1
CAPITAL MARKETS PROGRAM
Summary Cost Estimate and Financial Plan

$(000)
Project Input FX {LE*) GOE
l. Technical (Total Project Life
Advisors 1,452 GOE Estimated Budget
Contribution of US$
2,727.4, or LE 3,100)
2. Egyptian Technical 241.7 -
Advisors
3. Training
a. CMA Participants 300 66.1 -
b. Non-CMA Participants 700 108.2 -
c. Training Advisors 175 36.1 -
d. Field studies 80
4. Administrative Support
for Technical Advisors 120.0 -
. 6. E:zecuting Agency Contract 297 62.9 -
’ ﬁ, Contingency 406 85.0 -
TOTALS 3410.0 720.0 3,727.4
2/
Total AID $4,130.0 <
Total GOE $3,727.40 (equivalent)
PROJECT TOTAL - $7,857.4 (equivalent)

*Equivalent U.S. Dollars; For purposes of this project $Us 1.00 =
0.83168 Egyptian Pound.

TABLE 2
CAPITAL MARKETS PROGRAM
Expenditure Projections

($000) _
Program Year AID Grant + GOE = Project Total
First $1825.0 + 1,623 = 3448.0
Second $2305.0 + 2,104 = . $4409.0
$4130.0 3,727 $7857 (rounded)

-

7/ Represents total aggregate CMA budget over 1life of the Action
Program, appropriated for the first year and estimated for the second

year, in equivalent U.S. Dollars.

2/ a11 r1p supplied funds will be obligated in FY 1982. Egyptian pound
costs will be financed as required.
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B. Strengthening Accounting, Financial Reporting and Auditing

l. Backgrcund and Problem Statement

Egypt has a shortage of trained accountants and auvditors capable of
servicing the private sector. There 1s no system to provide
accountants and auditors with needed practical training. There are
no comprehensive modern s.andards for accounting, financial reporting
or auditing which are generally recognized and followed in Egypt's
private sector.

These deficiencies arise from the atrophy of private enterprise
accounting and auditing in Eqgypt caused by the nationalization of
private business in the early 1960's. With the disappearance of the
private companies they had serviced, most accountants and auditors
ceased private practice. Although this %trend was reversed following
Egypt's Open Door Policy and increased private business activity, few
newcomers have been trained or have acquired professional experience
outside the government. Universities in Egypt cannot fill this gap.
With thousands of students per faculty member, needed practical
training cannot be provided. Instead, junior accountants leave the
university with only theoretical knowledge.

Also as a result of nationalization, the practice and theory of
profit and cost accounting in Egypt failed to develop. To meet the
socialist goals of the 1960's, the government introduced accounting
principles and theories not applicable to private enicrprise
accounting. Accordingly, Egypt lacks comprehensive modern uniform
standards for private enterprise accounting, financial reporting and
auditing.

Because of these defiriencies in standards and training, there are
widespread doubts a'bout the reliabilitv and comparability of
financial reporting in Egypt. Trustworthy, cowprehensive financial
reporting based upon reliable accounting and confirmed by competent
independent auditors is vital to making informed investment decisions
and to overseeing investments. Accuru.e, dependable financial
reporting also facilitates the smooth flow of credit. Creditors with
confidence in financial reports and underlying accounts will be more
willing to lend to private business.

Reliable financial reporting, accounting and auditing are essential
tools for managers to measure overall efficiency and performance of
the enterprise, determine output pricing policy, construct effective
budgets and pinpoint capital and financial needs. Where cost records
are poorly maintained, firms often do not know the real costs of
their products or whether various activities or departments are
profitable.
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Enforcement of the 1981 Egyptian Companies Law depends, to any
extent, upon reliable accounting, financial reporting and auditing.
Otherwise, provisions requiring annual financial reports to protect
creditors and investors, to cite only one of several important
examples, are meaningless. The most essential ingredient in assuring
accurate, reliable financial reporting and competent auditing lies in
well-trained professional accountants and auditors.

Comprehensive uniform accounting ard financial reporting standards
are necessary to enable investors to compare the financial reports of
different entities, as well as the same entity over time; evaluate
enterprise performance and prospecis; within the accounting
profession, ease the transfer of skills and know-how from one firm to
arcther; and facilitate, on a national level, the collection of
national income data.

Recognizing the above needs in training and standards, a 1980
Conference on Accounting and Auditing, hosted by the Syndicate of
Commerce Professions and its Accounting and Auditing Division (the
"Syndicate"), recommended: (a) creation of a professional institute
under the auspices of the Syndicate to provide practical professional
training to practicirg accountants and auditors; and (b) formulation
of modern uniform accounting and auditing standards.

2. Objectives

This program will strengthen accounting, financial reporting and
auditing in Egypt by assisting the Syndicate to implement the
recommendations of the above-mentioned conference. A professional

association will be created which will: (a) provide practical
proiessional training; (b) examine and certify practicing accountants
and auditors at all levels; (c) conduct the resear~h necessary to

design and update standards; (d) exchange views with those affected
by accounting and auditing standards to incorporate chang.ing needs;
and (e) operate on a self-sustaining financial basis. The program
also will assist the Syndicate in the formulation of an initial set
of basic accounting, financial reporting and auditing standarde and
in the development of effective means to communicate and enforce
standards within the profession.

* It should be stressed that the association will not provide

university level education; rather, it will offer short, practical
courses only to accountants and auditors, both senior and junior, already
in practice.
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3. Outguts

a. A written repert, prepared by the US-Egyptian team of
experts described below, will be submitted to the Syndicate and
USAID within six months of I'rogram commencement and will: i)
evaluate the state of the Egyptian accounting profession with
respect to Egyptian needs, modern international standards and the
above objectives; and .i) set forth a detailed plan and budget on
how to achieve program objectives in the most timely,
cost-effective manner.

b. A report will be submitted within one yYear and will
provide a preliminary set of basic accounting, financial
reporting and auditing standards -- as comprehensive as
reasonably possible and appropriate for Egypt -- together with a
plan for communicating such standards to those affected.

c. A professionzl association of accountants and auditors
will be established by the end of the project.

d. US and Egyptian experts will provide association staff as
well as practicing accountants and auditors with 50 person months
of classes (by the end of the project) in practical professional
training.

e. The association will have substantial Yinancial
independence, by the end of the project, through user fees,
membership dues or other means.

4. Inputs

a. AID will provide funding to assist the Syndicate to
obtain: i) short- and long~term expert advisory services; ii)
equipment and materials, including an initial library of books,
periodicals, and educational/training aids; iii) overseas
training consisting of short-term observation study field trips
and long-term training for institute and Syndicate staff; iv)
in-country training for accountants and aAssociation staff; v)
translation of standards and key materials; wvi) international
travel and per diem for Egyptian counterparts who contribute to
pProgram ovtputs.

.b. The ' Syndicate will provide: Egyptian counterparts,
secretarial services for short-term US consultants working in
Egypt and office space for long term US consultants.
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Implementation and Administrative Analysis

1. Recipient: ' Tha Syndicate of Commerce Professions

The implementing and disbursing authority for this activity will
be the Egyptian Syndicate of Commerce Professions ("Syndicate").
An organization established by Law 40/1972, the Syndicate has
power to enact rules governing the accounting and auditing
professions Jin Egypt and, concomiteatly, the authority to
discipline accountants and auditors whe violate these rules. By
law all accountants and auditors ialong with all graduates of the
faculties of commerce in Egypt) must belong to the Syndicate.
The Syndicate's official powers and responsibilities for
maintaining professional ethics and standards are similar to
tnose of a state bar association or a state society of certified
public accountants in the United States.

Currently membership in the Syndicate totals approximately
150,000, of which some 65,000 are members of the Accounting and
Auditing Division. Of these, only about 1,000 are "public"
(i.e., in private practice) accountants involved in compiling and
auditing financial statements for companies. Members pay annual
dues to the Syndicate ranging from LE 8 to LE 12. In addition,
the GOE contributes about LE 250,000 annually to the Syndicate.
Additional revenues are obtained from sales of required revenue
stamps for certain documents. About two-thirds of these revenues
go into a Syndicate-managed pension fund or into social welfare
assistance.

In addition to its Cairo headquarters, the Syndicate has 20
active branches throughout the country. In the headquarters
office the Syndicate has a permanent paid administrative staff of
about 45. Tt is governed by a board of directors, a president
and other officers who are elected by the membership. Each
branch also elects a board and officers.

Affiliated with and supported by the Syndicate is the Association
for Costing, a specialized organization of accountants concerned
with "management" accounting problems such as costing, budgeting
and internal financial control systems. Also affiliated with the
Syndicate is the Association of Auditors and Accountants, whose
members are concerned with "public” accounting, i.e., the
preparation and auditing of financial statements presented to
investors, shareholders and creditors. These associations
conduct modest continuing education programs and hold annual or
semi-annual conferences. The Syndicate conducts one or two major



conferences a year. (In 1980 it organized the Cairo Conference
on Accounting and Auditing which involved foreign participants
and which adopted the recommendations underlying this program).

In summary, the Syndicate is fully capable of administering the
Program with: i) the support of the profession to seiL up a
research and training association and formulate standards; ii)
office and classroom space for such a group iii) suthority wunder
law to promulgate and enforce standards by disciplining
violaters; iv) a complete administrative staff; and v) an
expressed commitment to act in this area.

b. Implementation Plan

(1) Summary and Introduction. Following signing of the
Grant Agreement, the Syndicate wi.l enter into a host country
contract for the technical assistance and training services
necessary to implement the program.

Implementation will take pPlace in two phases. Piase One will
entail an evaluation of curreat standards and options, a
detailed action plan and a preliminary set of accounting
standards. Phase Two will consist of implementation of the
detailed plan.

(2) Phase One. A team of approximately five US experts
will ke chosen to work with a counterpart team of Egyptians.
"~ The US team is expected to consist of a university professor
specializing in management accounting; a university professor
specializing in public accounting and auditing; a Practicing
management accountant with hands-on experience in developing
and operating management information systems; a practiciné
CPA auditor; and a specialist with solid experience in
organizing the operations of a professional accounting
association or institute. Preferably one or more of the
members of the team will be fluent in Arabic. The Syndicate
will nominate the Egyptian counterpart team to work with the
US team and will coordinate any necessary discussions with
ministries and other entities.

After assessing the current state and needs of the Egyptian
accounting profession, the teams will work together to set
forth a detailed plan for achieving program objectives in the
most cost-effective manner. The plan may include: a) time
phasing and coordination needed with other entities; b) a
proposal for the creation of the professional training and
research association; c) a preliminary budget including the
nature and amounts of external assistance required and the
contributions to be made by the Syndicate; and 4)
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recommendations for putting the Syndicate program (with
respect to accounting standards, research and training) on a
self-sustaining basis through user fees or other means.

In addition the teams will prepare a preliminary set of basic
comprehensive accounting and auditing standards for review by
the Syndicate, along with a plan for communicating such
standards to accountants and auditors, the business community
and relevant government agencies.

It is expected that the US team will first come to Egypt to
work on these matters with their Egyrtian counterparts for up
to a two month period. Thereafter the teams will travel to
other countries, including the United States, for an
observation study of how comparable institutions carry out
the functions described above. (Suggested countries are
France and Scotland: France's Plan Comptable Generale is one
of the most world's comprehensive uniform accounting systems;
Scotland's Institute of Chartered Accountants provides
standardized training of accountants and auditors, ' whereas
individual accounting firms provide company-specific training
in the US and England.)

By the end of six months, the results of Phase One will be
incorporated into a final evaluation of current standards and
a detailed plan and budget for Phase Two. At the same time
the US and Egyptian teams will work on the preliminary set of
basic accounting and auditing standards for completion within
one year.

(3) Phase Two. Phase Two will implement the Phase One
plan and budget—;s approved by the Syndicate and USAID. A
detailed description of Phase Two must therefore await the
completion of Phase One. The Syndicate will require the
following assistance in Phase Two:

a) Expert consultant services.

b) Training will include (i) overseas training of
Egyptian auditors, accountants and institute or Syndicate
staff. This training will consist of: short-term
observation study tours by senlor members of the
profession; and 1long-term training (1/2-2 years) for
persons who will 1later structure &nd implement the
training and research program; (ii) in=~country training
of Egyptian accountants, auditors, and association or
Syndicate staff.
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¢) Equipment and materials will include (i) an
initial library of books and pPeriodicals plus assistance
to keep publications current until the overall Program
becomes self-sustaining; (ii) educational and training
aids such as overhead projectors, cassettes and
equipment, etc.

d) Translation into Arabic of key training and other
materials (including an initial manual setting forth
accounting, auditing and financial reporting standards);
translation into English of key documents concerning the
accounting and auditing profession in Egypt.

C. Consultants for the Activity: The National Association
of Accountants

The Jational Association of Accountants (NAA) is a uo
non-profit association of accountants with branches in a number
of countries. In June 1982, the NAA approved the Syndicate's
application to form an Egyptian chapter. Prior to that, the NAA
furnished the Syndicate with recommendations for implementing a
bprogram to strengthen accounting, financial reporting and
auditing in Egypt. Using those recommendations, the Syndicate,
with the help of a USAID-financed consultant, formulated the
proposals for AID assistance incorporated in this Program.

The NAA will provide the team of uUs experts mentioned above,
including at least one professional fluent in Arabic. The NAA
already has achieved the capabilities which the Syndicate wishes
to attain under this program in operating its own research and
training institute. With its extensive research capability and
international experience it can easily provide the materials
necessary to generate a Preliminary set of accounting and
auditing standards. Because it is’ non-profit, the WNAA has
indicated a willingness to consider 2 modest or at-cost fee
arrangement to cover its overhead.

Because of the foregoing, and for the additional reasons set
forth in Annex K, it is proposed that the NAA act as the
executing agent to implement the activity with the Syndicate. As
executing agent, the NAA will undertake a substantive role in
providing or arranging for the analysis, technical assistance and
training activities called for under this program and will be
responsible to contract and menitor performance of advisors. It
will also handle the administrative requirements of
disbursements, records and accounts, as well asg communicate with
the Syndicate and USAID on implementation of the program. In
addition, the NAA will assist the Syndicate to arrange for neeced
training programg in the US. The NAA will procure technical and
training services based on Jood professional and commercial
practice, and according to the provisions of the wajver of
competitive procurement. (See Annex X.)
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d. Implementation Schedule

Date Major Action

03/1983 Project Agreement executed

05/1983 Consultant Contract signed; Phase One
Activities start

10/1983 Phase One investigation and evaluation
report and Phase Two plan completed

11/1983 Phase Two final plan approved and begun

03/1984 Preliminary accounting/auditing standards
submitted by consultant

09/1985 Phase Two completed

10/1985 PACD

©. Monlitoring, Reporting and Evaluation

Primary responsibility for monitoring program performance will lie with
the USAID IT/FI office. The corsultant, however, will be expected to make
all necessary administrative support arrangements with the Syndicate.
USAID will not be responsible for contract execution; this will be the
responsibility of the Syndicate.

Every three months the consultant will submit a progress report to USAID
indicating the status of all activities, identifying any constraints on
progress, recommending corrective actions and setting forth future plans.
Evaluations of the program will occur upon submission of the Phase One
Report and on a yearly basis and will be undertaken by the Syndicate and
USAID to allow for any needed mid-course corrections. A final evaluation
will be scheduled prior to the departure of the consultant.

7. Financial Analysis

The proposed subp.oject's total is $2,560,000, of which approximately
$480,000 will be provided by the Syndicate in the form of office space,
facilities, employee and counterpart time. USAID will provide $2,080,000,
of which the dollar amount will be approximately $1,415,000 and the

equivalent 1local currency amount $665,000. Of the USAID amount,
$1,105,000 will provide for 70 person months of advisory services at
approximately $15,000 per month. These person months include five

individuals during the first 6-12 months of the project working
approximately 4 months each or a total of 20-22 months, and two
individuals who will be long-term resident advisors for 24 months each.
$660,000 will fund 100 person months of long- and short-term professional
training overseas, primarily for Syndicate and association permanant
staff, and 3,000 perscn months of in-country training, primarily for
practicing accountants and auditors. $200,000 will fund training aids,
equipment and printed materials. $115,000 is funded for translation and
miscellaneous local professional services.
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AID

FX
LC

TOTAL
Syndicate
FX

Lc
TOTALS

MAID

—

Technical Assistance

1. ST

LT

2. Training

Overseas
in=country

3. Books
materials
equipment

4. Translation

Syndicate

Office Space/

Secretarial

TOTALS

Phase
Phase
Phase
TOTALS

Onec

Two

Table 3
Summary Cost Estimate and Financial Plan
($000)
FY 83 FY 84 FY 85 TOTALS
$230 $ 635 $ 550 $1, 415
85 280 300 665
$315 $ 915 $ 850 $2,n80
120 180 180 480
435 $1,0095 $1,030 2,560
Table 4
Disbursements by Fiscal Year
($000)
FY 83 FY 84 FY 85 TOTALS
o e B e e orx Le
$200 $70 $50 $25 - - $250 $95
- 260 120 260 120 520 240
20 5 175 30 750 60 445 3
- - 35 85 120
10 - 150 - 40 - 200 -
- 10 - 70 - 35 - 115
- 120 - 180 - 180 - 480
$230  $205 $635 $460  $550  $480 $1415 $1145
Table 5
Costs by Phase
($000)
AID Syndicate :
FX Le FX Lc TOTALS
280 115 - 150 545
1,135 550 - 330 2,015
$1,415 $665 - $480 $2,560
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Table 6
Costing of Outputs
($000)
AID Syndicate TOTALS
23 Lc Lo 2. S 7

Institute  $1220 $600 $360 1,220 960
Standards 145 60 30 145 145
Upgrading
Syndicate
Capability 50 12 30 50 40
TOTALS $1415 $665 $480 $1415 $1145

C. Legal and Financial Infrastructure Modernization

1. Backgfound and Problem Statement.

This prugram will provide assistance in identifying, developing and
implementing activities to modernize the Egyptian legal and financial
infrastructure related to private sector development. This
subcomponent continues and builds wupon a3 program originally
~established by the Ford Foundation with significant AID assistance
and later continued with AID funding through July 1982.

The Egyptian legal and financial infrastructure relevant to the
private sector fell into serious disrepair as a result of neglect or
active discouragement in the 1960s. RAlthough progress has been made
(e+g., in the liberalization of foreign investment, foreign exchange,
tax and companies laws), private sector development policies continu:
to be hamstrung by outmoded laws, practices and administration.
Accordingly, Egypt's laws and financial practices do not accommodate
modern, western private business practices which encourage private
sector investment and development. (For example, the current legal
structure does not adequately include modern leasing practices which
clearly protect the 1lessor from the claims of -a third party who
purchases equipment in good faith from the lessee.)

Concentrated, objective professional attention and analysis is
required to identify problems and recommend practical solutions. At
present, however, the GOE does not have professional staff which can
devote proper attention to the problem. This is primarily because
the decades of decline of the private sector have been accompanied by
a decline in the '‘number of lawyers and financial consultants skilled
in matters of private business. Technical assistance in these areas
is vital to F ry/pt at this time. :
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A policy to encourage and facilitate private Bector investment calls
for a legal and financial system which permits investors, consumers
and suppliers to arrange economic transactionsg through mutual
agreement and to contract in response to free market forces. A
favorable investment climate needs a legal order which permits,
protects and encourages rights and duties arising out of private
contracts, but which also keeps the market free of unwarranted
economic dominance by either public or private entities. Certainty,
predictability, visibility, and enforceability are requisite
components of the rules governing commercial and business
transactions. In addition, a well-developed, efficient banking
system cffering a wide range of financial services to public and
private enterprises in response to market forces 1is required to
éncourage trade and investment and to mobilize savings. Finally, the
legal and financial infrastructure must facilitate a free flow of
reliable financial and economic informaticn to and from those
operating within the marketplace. This subproject will assist Egypt
to repair and build this essential infrasiructure.

From 1974 through early 1981, Ford Foundation advisors, often with
USAID assistance, identified problems and solutions regarding certain
aspects of the financial and legal systems. Topics included the
Investment Law (Law 43/1974), Project evaluation procedures in the
Investment Authority, laws affecting exports, income tax . law
modernization and laws relating to the formation and regulation of
Private sector companies. USAID continued the program through July
1982 by funding a 1legal consultant to the Economic and Financial
Affairs Sector of the GOE's MIIC. These efforts identified the
following matters, among others, which should be addressed to
facilitate and éncourage private investment:

a. Development of a Well—organized system for finding,
classifying and indexing business-related statutes, regqulations
and precedents;

b. Translation into English of important laws and
requlations relating to private sector investment and business;

€. Modernization of the Commercial Register;

d. Improvement of the banking system to increase efficiency

and encourage greater use of the banks by businesses and by the
public;

e. Development of financing facilities and credit mechanisms
for private investment;

f. Modernization of the Egyptian Commercial Code (which was
passed in 1883 and has never been substantially amended), baqﬁing
law patent and trademark law and land title index and law.
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2. OL';axctives

This program will assist in modernizing the legal and financial
system in Egypt by providing for professional technical assistance
to: (a) investigate, among others, the above matters, identify
solutions, and propose assistance where needed and appropriate; (b)
assist relevant GOE agencies in implementing, monitoring and
coordinating projects to modernize and improve the private sector's
financial, legal and administrative environment; and (c) identify
additional improvements in the legal and financial system needed to
encourage private investment; and (d4) to prepare proposals for
further AID and other donor assistance.

3. Outputs

The consultant(s) for this program will identify, investigate and
report on means to address the above-mentioned objectives and
matters. Methods may include the following: {(a) interviews with
relevant government officials and legal advisors, as well as private
sector lawyers, accountants, bankers and businessmen and USAID; (b)
surveys and studies; (c) workshops or conferences with relevant
government officials, private sector businessmen, bankers, lawyers or
other professionals and international experts as participants; (d)
short-term expert advisory assistance; and (e) observation-study
abroad by host country nationals.

In addition, the program will assist in the compilation of statutes,
requlations, rules and court decisions affecting private investment
and doing business in Egypt; translations of important laws,
regulations and rules with respect to business finance and investment
in Egypt:; and written reports, with respect to existing AID-financed
projects to improve the financial, legal and administrative
environment.

4. Inputs

AID will fund US dollar and Egyptian pound costs of: (a) 30 person
months of technical assistance in the business law/financial field;
and (b) logistical support for such assistance including office space
and equipment, secretarial support, travel and per diem,
communications, research assistance and materials, and translation
services as necessary.

The GOE will provide appropriate counterparts and may provide office
space and facilitier * ‘

*While the GOE should provide office space and counterparts for the
advisor, given the crowded conditions of Egyptian government offices,
this may not be possible and the USAID may therefore have to provide
office space.



- 28 -

5. Implementation

The advisor will assist any relevant GOE oxr private sector
agency. Relevant agencies may include the Ministry of Investment and
International Cooperation, the Ministry of Economy, the Ministry of
Finance, the Ministry of 1Industry, the Ministry of Commerce, the
Ministry of Foreign Trade, the General Authority for Investment and
Free Zones, the Capital Markets Authority, the General Organization
for Industrialization, the Council of State, the Central Bank, public
or private sector banks, organizations of businessmen, professional
persons or university faculties. The advisor will report to USAID as
well as to the GOE.

After signature of the Grant Agreement, USAID will contract for the
services outlined in this sub-project. Services of long-term,
short-term or part-time advisors may be contracted. The basic
intention, however, is to seek a long-iarm technical advisor to
provide most of the required advisory services. USAID will then work
with the GOE to obtain the necessary office space and counterparts
for the consultants. )

The advisor will work with GOE and Private sector personnel to
identify and investigate specific problems, as well as existing local
resources available to meet such problems. The advisor will then
submit reports which analyze the problem(s) identified including: (a)

description; (b) an analysis of how failure to solve the problem
impedes, hampers and discourages private sector development arnd
investment; (c) existing resources available from current related

programs financed by the GOEZ and donors; (d) why such resources are
not adequate or responsive to meet the need(s) identified; and (e)
those government, private or mixed institutions concerned with the
subject area, and an analysis of the nature and function of each such
institution with respect to the subject area.

The advisor will make recommendations for each identified need,
including: (a) an analysis of how the recommendation will either meet

the need or provide facilities for finding a solution; (b) a
description of the Egyptian Government public sector or private
institution best suited to implement the recommendation: (¢) a

description of inputs needed to implement the recommendation from the
GOE, USAID or other institutions; (d) estimated timing and costs for
each proposed input; (e) proposed responsibility for provision of
inputs; and (f) any coordination required. Following approval by all
concerned parties for each implementation "plan, the advisor will
assist in its impleéementation as appropriate.
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In auw.tion to the problem-specific reports mentioned above, the
advisor will submit monthly reports of activities to the USAID's
Office of Finance and Investment, to whom he will report, and to
other GOE or other Egyptian institutions as appropriate. Generally,
it is expected that in addition to the regular reports, the
contractor will submit a review and recommendations report every
three months, or more frequently, depending on project needs.

6. Implementation Schedule

Dates Major Action

06/1982 Consultant contract signed

07/1983 Activities Commence

10/1983 First Quarterly Report (and
thereafter)

12/1983 Gemi-Annual Review of Consultant
activities (and thereafter)

09/1984 Interim Evaluation

06/1985 Final Evaluation

09/1985 PACD

7. Financial Analysis

The project component total costs amount to $643,000 (equivalent).
Approximately $73,000 equivalent will be provided by the GOE in the
form of counterpart support and office space. $570,000 will be
provided by AID of which §$485,000 will be for dollar costs and
$85,000 equivalent for 1local currency costs. 0f the AID
contribution, $435,000 will provide approximately 30 person months of
ccnsultant services (estimated at $14,500 per person month) and
$135,000 for office support, equipment and supplies, communications,
research, translations, books, materials and international travel.

The above is an illustrative budget and major changes can be expected
given the innovative and non static nature of this activity.

Table 7
Disbursements by Fiscal Year
($000)
AID GOE
X T e EX e Total
95.0 25 - 22 142.0
195.0 . 35 - 29 259.0
195.0 25 - 22 242.0

TOTALS 485.0 >g5 - 73 ' 643.0
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D. Investment Authority

1. Background and Problem Statement

Encouragement of foreign investment is a cornerstone of official
Egyptian economic policy as expressed in Law 43 and its amendments.
The principal govermment agency responsible for carrying out this
policy is the General Authority for Investment and Free Zores ("GAFI"
or the "Authority”;. (See Annex P.) It is generally agreed by the
GCE, AID, consultants, and potential investors that the Authority
needs to be more effect.ve. Its investment review and approval
process has proven time-consuming and minimally effective and its
development role stagnant.

There are a number of reasons for the limited level of foreign
investment in Egypt. GAFI's performance is a contributing factor.
The Authority has failed tc meet its original objectives due to the
following:

a) GAFI's Primary focus is regulatory rather than
facilitative;

b) Efforts to attract fore‘gn investors are passive and
dispersed;

c) GAFI 1lacks functional integration and coordination of
acvivities. Seen from the investor's viewpoint, the investment
process is complicated, unpredictable, and discouraging;

d) GAFI's limited capacity hinders provision of adequate
data, information and analysis;

e) The size and location of GAFI (a 1500 person organization
with a promotion office 45 minutes from downtown Cairo) 1limits
investor access to the Authority; and

f) Limited development and ineffective management of
industrial free =zones preveuts full realization of free =zone
potential. :

USAID assistance to GAFI has included free zone planning studies,
Investment Information Center design, priority sector studies,
training funds (allocated annually for intensive English training and
for studies or project evaluation and investment negotiation),
short-term consultants, and a proposed $6.0 million of public sector
CIP funds for free zone infrastructure equipment (pending approval by
the MIIC).
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2. Objectives

The objective of AID assistance is to upgrade both the "inland"
(non-free zone) and free zone capacity of GAFI and to organize GAFI
more effectively. The objective is based on the premise that there
is significant potential for foreign investment , that the GOE
remains interested in attracting such investment, and that technical
assistance and training are central to developing institutional
capabilities.

The training and TA provided to the Investment Authority will
concentrate on the provision of investor services such as inquiry and
promotion facilities, data collection, policy study and analysis and
library services. The training and TA provided to the Free Zone
Sector will assist the Sector to use and maintain existing and
Proposed equipment, establish preventive maintenance programs at each
Free Zone, implement environmental controls, and develop a consistent
and valuable information, reporting and management system. (see
Annexes Q and R for more detailed description of these activities.)

3. Outguts

Most of GAFI's eleven administrative units and the GAFI public Free
Zones will be directly or indirectly involved in the project. Goals
are to:

a. Strengthen GAFI's institutional capacity to serve
investors. GAFI will apply more effective public administration
processes and will improve its capacity to plan, analyze,
implement and manage activities to attract and sustain foreign
investment.

b. Provide a cadre of trained personn-l. About 35-40
individuals will receive formal training in management operations
related to investor services. Approximately 20 individuals will
be trained in the concept and care of infrastructure, equipment
maintenance, and management. Other professionals will gain
skills and knowledge as the formally trained group transfers
techniques and concepts through on-the-job training exercises.

4. Inputs

a. Technical nMssistance and Training. AID will enter into
IQC and " host country contracts for technical assistance and
training, ($1.2 million). Annexes Q and R set forth proposed
topics, scheuules, and objectives. The major functional
counterparts will }re the GAFI Deputy Chairman's Office, office
heads, and Free Zone Sector officials.
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b. Evaluation. Institution building is the major purpose of
this project activity. Because the activity envisages the
possible creation of new GAFI departments and the improvement of
management capability in others, the evaluation Process can be a
useful management tool. Therefore, AID will enter into a
Saparate IQC contract, independent of the TA and Training
contractors, to regularly evaluate this component.

5. Implementation and Administrative Analysis

4. Recipient. GAFT will nominate a staff to coordinate the
grant assistance components for the Investment Authority elements
and the Free Zone Sector elements. GAFI's Deputy Chairman's
Office will channel te-hnical assistance and training brograms.
GAFIT also will assume responsibility for 1local support funding
including the necessary office space.

GAFI responsibilities will be to implement pProject concepts,
especially those regarding reorganization; monitor  the
performance of consultancs' activities; review and act on policy
recommendations; and revise operating guidelines for project
appraisal.

the Investment Authority and Free Zone Sector programs.
Contractors will work Primarily with the GAFI counterparts.

Core contractor staffs will be small, For assistance to the
Investment Authority organizational units, training and technical
assistance may be provided from a Code 899 country entity such as
the Irish Development Authority which has extensive African and
Egyptiar experience in applying training programs. Free Zone
Sector assistance will use US contractors with Previously
demonstrated experience and capability in physical infrastructure
emplacement and resolution of managerial problems.

The contractor will implement the Project within the context of
upgrading skills; will conduct annual reviews to asses: needs and
progress; and work with GAFI and AID on evaluations.

C. Monitoring and Reporting. USAID's Division for Industry
and Trade (IT) will have overall AID management responsibility.
Day-to-day activities will be assigned to an IT officer who will
consult officers from other divisions as needed and who will
coordinate annual evaluations of the Project. Periodic
consultations will be scheduled with GAFI to assess progress,
Reports will be prepared by the Investment Authority, Free Zone
Sector and by the consultant,




d. Implementation Schedule

Major Action Dates

05/1983 GAFI CP's met

05/1983 Consultant Contracted
07/1983 Annual workplans approved
05/1984 First Evaluation

05/1985 Second Evaluation

09/1985 PACD

6. Financial Analysis

Financial plans for both AID and GOE contributions to the project are
Presented in Tables 8 through 1C. The tables present the cumulative
cost of the Investment Authority and Free Zone assistance at
$1,680,000 by adding the GOE local currency and in kind contributions
to the AID dollar equivalent project contribution of $1,320,000.

The AID contribution will be disbursed over FY 1983 - FY 1985, with
funds authorized in FY 1982. US dollar funds cover (1) technical
assistance and evaluation services to be carried out by US, Code 899
and Egyptian consultants; and (2) training costs. The total Egyptian
contribution to the project is estimated at $360,000 equivalent.
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Table 8
Summary Cost Estimate and Financial Plan
($000)
AID GOE TOTAL
X £ I 0w 7
Technical Assistance
GAFI $300 $ 90 $120 $300 $210
Free Zones 100 90 120 100 210
Training
GrFI 150 120 60 150 180
Free Zones 250 60 60 250 120
Evaluation 100 60 - 10C 60
TOTALS $900 $420 $360 $900 $780
TABLE 9
Costing of Outputs ($000)
AID GOE TOTAL
FX Lc e FX i
GAFI
Organizational Analysis $ 40 $ 12 - $ 40 $ 12
Inquiry Services 150 66 60 150 126
Promotion 250 120 60 250 180
Library/Data Services 10 12 60 10 72
Sub-Total 450 $210 $180 $450 $390
Free Zones
Advisory/Training Pgm $ 50 $ 30 - $ 50 $ 30
Infrastructural Mgt. 150 60 90 150 150
Management Imprvmt. 150 60 90 150 150
Sub-Total $350 $150 180 $350 $330
Evaluation 100 60 - 100 60
TOTALS $900  $420 $360 $900 $780
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Table 10
SUMMARY OF DISBURSEMENTS BY FISCAL YEAR

($000 equivalent)

1983 1984 1985 TOTAL

AID
l. Advisory Services - FX 3150 $150 $100 $400
- LC $ 50 $ 70 $ 60 $180
2. Training - FX $100 $200 $100 $400
- LC $ 60 $ 60 $ 60 $180
3. Evaluation - FX - - 100 100
- LC - 30 30 60

GOE
l. Advisory Services - LC 70 80 90 240
2. Training - LC 30 60 30 120

TOTAL

FX $250 $350 $300 $900
ILC (equivalent) $210 $300 $270 $780

E. Business Support - Technology Transfer (IESC):

l. Problem Statement

Targeted, quick-response technical assistance, based on practical
experience and which addresses direct tusiness needs, is a valuable
resource for improving both the skills and the productivity of
Egyptian industry. Too often the capital equipment, organizational
structure, and manageient skills of Egyptian industry have proven to
be woefully antiquated and incapable of meeting minimum quality
standards of international competition. This subactivity is designed
to assist those businessmen demonstrating the desire to improve
operations by sharing the <ost of direct techuaical assistance. The
International Executive Service Corps (IESC), a private voluntary
organization, is ideally suited to provide this assistance.

2. Background

In February, 1982, the USAID developed a cost reimbursement approach
for IESC assistance which could bring the IESC program more in line
with an Egyptian client's ability to pay for services. This USAID
intervention was experimental in nature and was designed to provide
selected short-term services "which would facilitate productivity
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improvements. The USAID found the unique services offered by the
IESC, a voluntary cadre of retired businessmen who devote their
experience to businesses in the developing world, to be well suited
to local business needs.

The selection of the IESC to perform services was based on: (a) their
PVO status (VFA-187) ang (b) their ability to find experienced
professional personral of high calibre to address operational
problems restricting productivity improvements and the reasonable
cost of these services compared to private consul:.ants. $250,000
covering the February 1982~January 1983 time period was reserved for
project services. The $250,000 represented approximately 20
reimbursable Projects at an assistance level of approximately $12,500
per project.

* With USAID assistance, the IESC completed 33 Projects in CY 1982 as
opposed to 10 projects in 1981. As of February, 1983, the IESC had a
Pipeline of 34 ‘Projects which led USAID to request an additional
$400,000 from the MIIC. The MIIC has approved $100,000 of the amount
requested as a stop-gap measure. A further request nos been made for
an additional $300,000 to provide funding until irnlementation of
this project commences. While USAID funds are assisting in bringing
the cost of IESC services to a broader clientele, the IESC has begqun
a marketing program based upon a refunds from the local banking
community. Use of this mechanism is also assisting IESC growth.

USAID assistance, capped at $12,500 ber project, represented 50
percent of IESC cost for & typical three-month effort. Additionally,
IESC assistance to small-scale enterprises ang recipients of USAID
funding through the Development Industrial Bank could, by exception.
utilize the $12,500 for 75 percent of Project costs. The items
financed by the $250,000 were limited to per diem expenses, economy
air fare and travel costs. All expense reimbursement was limited to
levels authorized by AID for U.s. "Direct Hire" employees. USAID
Proposes to reduce thisg bper project funding leval each year, so that.
the IESC can demonstrate institutional vitality and direct its
efforts to the most needy.

Requiring client Participation for the IESC services (a) represented
an innovative effort to leverage USAID technical assistarce which
usually is freely provided; (b) required a continuing need for IESC
to market its product in order to provide services; and (c) placed
the cost of 1IESC services within reach of local private sector
companies, The continuation of assistance to IESC ig based upon
performance, accessibility to the priva*e ‘sector, and demonstrated
attempts by the IESC to increase the client contribution.
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3. Objective

The objective of this activity is to provide short-term, client
specific technical services to solve a broad range of industrial,
technical and managerial problems, e.g. quality control, materials
handling, organizational structure, marketing etc. The activity will
provide quick response to client needs, establish a meaningful
one—-to-one relationship and demonstrate client sincerity by obtaining
increasing cost contributions from the clients. The USAID assistance
to the IESC clientele will be targeted for activities which increase
productive capacity, increase company efficiency and improve product

quality.

4. Outguts

Approximately 130 individual project subactivities will be carried
out under the activity. For appraisal purposes, the IESC will
provide USAID a follow-up report on client progress six months after
service 1is completed. These reports will serve to assist in a
determination of the benefits derived by businessmen from IESC
expertise.

5. Inputs

USAID will fund approximately 130 IESC project shortfalls in
accordance with the funding levels listed in Table 11 below. Total
USAID funding is 1limited to $1,000,000. Based upon typical IESC
project costs, Egyntian businesses are anticipated to contribute
approximately $1,500,000 for services designed to improve
operations. The IESC will reallocate approximately $750,000 from

external contributions to cover 1its indirect costs. Based on an
average 90 day assignment, over twelve thousand person-days of
technical assis*ance will be provided. USAID assistance, at
$80/person-day, ° .11 significantly leverage the transfer of ideas and

technology to indigenous business and amount to less than one-third
of average project assistance cost over the three-year funding period.

6. Implementation

It is intended that USAID enter into a direct grant agreement with
the IESC for the subactivity. It is anticipated that the final
Project Agreement approved and agreed to by the GOE will allow for
the direct grant mechanism to provide the necessary flexibility for
the IESC to implement the activity, subject to the operating controls
described below.

The IESC will target projects which are focused on needs particular
to, and consistent with, Egypt's aspirations for a stronger
industrial base. The IESC will review prospective client needs,
evaluate them, determine viability, recruit a volunteer, establish a
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project plan between the client and volunteer, monitor progress, and
conduct the project inclusive of client/IESC final evaluation. The
USAID- involvement will be wmwinimal despite the fact that technical
transfer projects are usually lakor intensive. Every effort will be
made by the IESC to secure full contributory fees from the businesses
being served. Requests for USAID support will be applied only where
necessary. When the IESC requires USAID assistance, it will submit a
letter of request to the USAID for funding approval.

USAID will review funding assistance requests from the IESC.
Requests which favor large, profitable concerns, or those concerns
with a clear ability to repay, will be discouraged. Requests for
assistance to intermediate trading firms will also be discouraged.
USAID funds may be utilized to fund 75 percent of the cost of IESC
assistance to small firms (those with a capital base of less than
LE 100,000) and 50 percent of the cost of IESC assistance to larger
firms. However, the total amount of USAID assistance to any one
project shall not exceed $10,000 during the first year of assistance,
$8,000 during the second year, and $6,000 during the third year. The
USAID will also monitor the subactivity te¢ assure the clear majority
of financing is utilized for private secter firms.

Disbursement of funds under this subactivity will be on a cost
reimbursement basis. Documentation for reimbursement will include a
copy of the IESC final report and reasonab.. support for the costs
incurred. The USAID O0ffice of Finance and Investment, the
responsible project office, will review the submissions and
administratively approve payment. Examples of eligible costs for
USAID support are economy air travel on a U.S. carrier, international
and Egypt per diem at standard AID rates, and support costs for the
local IESC office prorated on a preject hasis. The IESC will agree
to maintain adequate books and records and allow USAID the right of
audit.

The implementation schedule for this activity is as fol .ows:

Major Action " Date

Grant Signed with IESC 05/83
First Year Activity Review 01/84
Second Year Activity Review 01/85
PACD 01/86
TDD 09/86

Each activity review will appraise the quality of services offered,
review the client follow-up documentation, assess the program design
concerning meeting objectives and outputs, and focus on the adecquacy
of budgetary resources to meet the objectives and outputs for IESC
assistance to 1local businessmen. The activity reviews will be
coordinated by the responsible project offirce and include a committee
composed of the 0ffice of Industrial Resources, the Program Office
and the Controller's 0ffice.
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7. Post Project

The activity reviews should assist the USAID in determining if, and
how, further assistance to the IESC should be continued. Prior to
that determination, it is assumed that the IESC subactivity will have
achieved a self-supporting position.
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TABLE 11
IESC BUDGET PROJECTION

No. of projects 30 50
Reimbursement Ceiling $10,000 48,000
Total AID Reimbursement ($C00) $ 300.0 400.0

% of Project Cost-USAID 40% 32%

% of Project Cost-Client 30% 45%

% of Project Cost - IESC 30% 23%
TOTAL PROJECT COST ($000) $750.0 $1,250.0

TABLE 12

SUMMARY COST ESTIMATE
($000 Equivalent)

50 130
46,000 -
300.0 $1,000.0
24% 31%
60% 47%
16% 22%
$1,250.0 $3,250.0
Total
FX LC

1,715.0 1,535.0

AID Irsc Client
X = Ic
Technical Assistance 1,000.0 715.0 1,535.0
TOTAL 1,000.0 715.0 1,535.0
TABLE 13

1,715.0 1,535.0

SUMMARY OF DISBURSEMENTS BY FISCAL YEAR

($000 Equivalent)

FY 1983 FY 1984 FY 1985 FY 1986 Total
AID
Technical Assistaﬂce - FX 200.0 420.0 320.0 60.0 1,000.0
IESC
40.0 715.0

Technical Assistance - FX 150.0 330.0 195.0

Client Cost

Technical Assistance - LC 150.0 500.0 735.0
TOTAL - FX $350.0 750.0 515.0
- LC $150.0 500.0 735.0

150.0 1,535.0

100.0 1,715.0
150.0 1,535.0
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V. SOCIAL AND ENVIRONMENTAL CONSIDERATIONS

A. Social Considerations

A key element of the AID program 1in Egypt is the provision of capital and
technical assistance to expand the private sector and to enable it to
contribute to broadly-based economic development. nhe results of private
sector expansion are expected to include greater mobilization of domestic
and foreign financial resources: jncreased productivity, additional
employment opportunities, higher wages and standards of living and an
improved foreign exchange position.

The BSI project aims to develop A healthy domestic environment Dby
improving specific aspects of the business inf rastructure which affect
private sector activities. Given the nature of the project we have not
sought to quantify benef’ts, but gains will accrue to both Egyptian and
US entrepreneurs, as well as to their employees. Strengthening
accounting, financial reporting and auditing standards applicable to the
private sector will improve the framework used by enterprises to evaluate
past performance and plan future activities, and will 1lend to more
widespread investor confidence in private enturprises. Revitalization of
the capital market will generate new sources of capital availlable to
private sector operations and will benefit both savers and users of
funds, including institutions, houscholds and individuals. An improved
Investment Authority will serve both domestic and foreign investors, in
directing investment into areas of high development priority, providing
improved information to potential investors, and accelerating the time

frame for investment appraisal and approval. Providing technical
assistance to the Free Zones Sector of GAFI will facilitate the
. initiation of private sector projects in the Free Zones. Other

activities contemplated for financing, such as modernization of the legal
and financial infrastructure and investor facilitation gervices will
assist in achieving general social and economic development objectives.

These project-supported improvements in the businuss environment should
facilitate the continued growth of a competitive and dynamic private
pbusiness sector. The key beneficiary of the project will be the private
sector businass community, including domestic entrepreneursy
international firms, and Jjoint ventures. As a result of project
activities, foreign and domestic enterprises should enjoy easier entry
jnto Egyptian markets, smoother day-to-day operations, greater stability
and predictability in commercial transactions, and consequently, more
rapid growth. Private sector operations :should gain from an improved
position vis-a-vis their public sector counterparts, GOE support of
private sector initiative and a less requlated environment. Investors
will benefit from increasaed availability of husiness capital, as well as
improved average rates of returns on that capital. Egyptian workers
should gain more enployment opportunities and higher incomes through
increased wages resulting from increasced demand for their services.
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B. Environmental Considerations

Because the Project is based on the provision of technical assistance,
there is no reason to expect any environmental impact resulting from its
implementation. Therefore, in accordance with the provisions of 22 CFR
216{c) dealing with exemption of technical assistance projects from
environmental analysis, the project is exempt from environmental analysis
requirements.

VI. EVALUATICON

This project consists of five component activities, all of which are
intended to work toward the achievement of the purpose and goal levels of
the overall activity which are to encourage private sector investment and
development. Each component has a separate logical framework, outlining
the specific activities to be implemented and the means by which
achievement of those activities can be verified. The prooress of all of
these component projects can be checked by routine prorect monitoring and
regqular assessment of the monitoring records by the rroject manager --
i.e., no special evaluation activities are anticipated during the life of
each component activity, unless problems in implementation should arise
such that a separate evaluation effort is deemed necessary at the time.

A monitoring and review system will be required for each project
component. Records, documents, reports, and other status indicators will
be routinely gathered and maintained and regularly reviewed and assessed
for progress and problems.

At the end of project, an overall evaluation will be held in which the
combined impacts of all project components are assessed for their overall
impact on the Egyptian private sector and its ability to function in the
local economy. This evaluation will be performed immediately following
completion of the project by an external team, composed of
representatives of Egyptian private business and experts on legal,
financial and administrative systems involving public/private sector
interaction and activities. This final evaluation will use the various
components' monitoring records as the means of quantifying changes
resulting from the project, but it will also rely heavily on interviews
and discussions with both public and private sector representatives as a
means of qualifying important project impacts, e.g. changes in the
business and 1legal infrastructure such that it is easier for private
"sector entrepreneurs and investors to function in the Egyptian business
environment.
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CONDITIONS, COVENANTS AND NEGOTIATING STATUS

A. Conditions Precedent to Disbursement

Prior to disbursement or issuance of documentation pursuant to which
disbursement will be made under the Business Support and Investment
project, the Grantee shall have completed the following in form and
substance satisfactory to AID:

l. General: A statement of the name(s) of the person(s)
authorized to represent the grantee and a specimen signature of each.

2. Capital Markets Development:

ae Prior to initial disbursement, execution of an agency
contract with the International Finance Corporation (To be
completed within 120 days of grant agreement signature):

b. Prior to additional disbursement, execution of contract
with program coordinator/advisor.

3. Accounting, Financial Reporting and Auditing:

a. Prior to disbursement of Phase One funds, execution of
contract between the Syndicate and consultant fcr the provision
of technical assistance and other services for Phase One.

b. Prior to disbursement of Phase Two funds, (1) approval of
Phase Two Plan and Budget by the Syndicate; and (2) execution of

contract between the Syndicate and consultant for the provision
of technical assistance, training, and other services for Phase

TwO.

4. Investment Authority:

a. Prior to initial disbursement, execution of contracts for
project advisory services.

b. Evidence that adequate GAFI staff will be assigned to the
project.

c. Prior to disbursements for the Free Zone subactivity,
evidence that appropriate public sector CIP proceeds will be made
available to GAFI for priority equipment.



B. Covenants

The following covenants shall be applied to GAFI and the
Investment Authority activity:

1. Establishment of a cusvoms/security/Free Zone Sector Task

Force to improve free zones/customs coordination and to develop
uniform procedures.

2. Development of satisfactory environmental criteria to apply
to the investor application/approval process and subsequently to the
implementation phases of investor projects.



BUSINESS SUPEORT AND INVESTMENT

(263-0159)
ANNEXES
A, GOE Grant Application
B. Statutory Checklist
c. . - Grant Authorization
S ook 11 te—Certifi .
E. Logical Framewwork
- Overall Project
- Capital Markets Development
- Strengthening Accounting, Financial Repo:ting and Auditing
- Legal and Financial Infrastructure Modernization
- Investment Authority
- Training and Technical A551stance
F. NEAC Project Paper Guidance Cable
G. Macro Economic Setting for Egypt's Private Sector
H. GOE Actions to Support Private Sector Investment and Development
I. USAID Assistance Programs for the Egyptian Private Sector
J. AID-Financed Studies, Conferences and Seminars in Respect to the
Egyptian Private Sector
K. Pre-Authorization Waivers
1) Internaticnal Finance Corporation (IFC)
2) National Association for Accountants (NAA)
L. PART I: Capital Markets Action Program
PART II: Comprehensive Capital Markets Law
M. Capital Markets Authority Organizational Chart
N. Budget: Capital Market Action Program
0. Presidential Decree Establishing the General Authority for
Financial Markets
P. Functions of the General Authority for Investment and Free Zones
Q. Investment Authority Project Description
R. Free Zone Project Description



ANNEX A
BUSINESS SUPPORT AND INVESTMENT PROGRAM

DRAFT APPLICATION

Dear Mr. Stone:

The Government of Egypt (GOE) wishes to encourage and facilitate private
investment in productive enterprise. To accomplish this objective, it will
be necessary to modernize and improve the investment, financial, legal and
administrative environment in which business operates and to remove
obstacles to prlvate investment. For this purpose, the GOE requests AID
grant assistance in the amount of $9.1 million for an initial three-year

program.

The Business Support and Investment PFroject consists of five specific
activities which are described below. Each addresses areas of need where
constraints on productive investment have been identified by Egyptian and
foreign investors, experts and the GOE. All build upon or continue
activities jointly undertaken in the past by the GOE, on one hand, and AID,
the World Bank or the Ford Foundatlon on the other. The activities are as
follows:

' 1. Capital Market Development. ($4.130 million). Mobilization of
capltal for long term investment in productive enterprise is essential to
Egypt's economic development. Accordingly, the OE is committed to
revitalizing the capital market to provide companies with access to long
term capital and to allocate capital to productive enterprise. AID funds
will finance technical assistance and training, to be provided by Egyptian
and foreign experts.. The program will be administered by the Capital
Markets Authority (CMA). It will implement a detailed Action Program
prepared by the CMA and USAID, based on recommendations from a 1981
investigation and report by CMA and International Flnance Corporation (IFC)

axperts.

Both the private and the public sectors will be inbolved in
reactivating the capital market, by engaging representatives of both
sectors in addressing the following Action Program topics:

a. Enhancing the market development role of the CMA;

b. Education and promotion to demonstrate the benefifs and
potential of securities markets;

_ c. Improving the capability of the stock exchanges in Cairo and
Alexandria;

d. Encouraging formation of new firms; and

e. Training securities professionals.
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2. Strengthening Accounting, Financial Reporting and Auditing,
($2.080 million). Reliable, comprehensive financial reporting based upon
sound accounting and confirmed by competent independent auditors, is vital
to widespread long term investment in prod ictive enterprises. Reliability
depends upon well trained accountants and auditors using uniform ang
comprehensive high standards. Uniformity is necessary to enable investors
and creditors to compare financial reports and to help ensure that
companies have been audited pursuant to certain minimum standards and
pProcedures. This activity arises out of proposals by the Egyptian
Syndicate of Commerce Professions and will assist it to:

a. Create a professional institute with the capacity to provide
practical professional training; examine and certify accountants and
auditors at al] levels; conduct the research necessary to design and update
standards; exchange views with those affected by accounting and auditing
standards; and operate on a self-sustaining financial basis;

b.  Form an initial set of basic accounting, financial reporting
and auditing standards for Egypt; and

C. Develop effective means of exercising its authority to
communicate and enforce standards within the profession.

3. Legal and Financial infrastructure Modernization, ($0.570
million). A number of obstacles to private productive investment in the
financial and legal infrastructure have been identified by Egyptian and
international organizations, both governmental and non-governmental .
Specific programs, however, have not been developed because scarce human
resources and skills are already fully employed on other matters and
therefore are not available to undertake this development task. Programs
which may be includeg would:

@. Establish an organized system for finding and classifying
statutes ang requlations affecting investment and business;

b.  Modernize ang Possibly computerigze the commercial register to
xrovide information about business in Egypt to Creditors, suppliers,
investors and the government; and -

C.  Modernize the 1883 Commercial Code.

This activity will finance 30 person months of technical assisteice and
Support services in the business law/financial field. It will provide the
GOE  with professional assistance in identifying, developing and
inplementing activities to modernize the financial and legal infrastructure
and to encourage productive private investment.

4.  Investment Authority. ($1.320 million). AID funds will finance
technical assistance and training for the General Authority for Investment
and Free Zones (GAFI) to develop and upgrade GAFI's ability to respond to
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inquiries, provide investor information, promote investment in Egypt, and
improve free zone operations. Training will be directed at middle and
senior management to demonstrate what others are doing in the field, and at
younger staff to teach investment fundamentals. Training and technical
assistance in the Free Zone Sector will help it improve and maintain
physical infrastructure, reduce administrative and 1legal deterrents to
investment, and improve the productivity of employees and managers through
training, advice and establishment of a management information system.

5. Training and Technical Assistance ($1.0 million). This activity
will assist Egyptian businesses by sharing the cost of direct technical
assistance. The International Executive Service Corps (IESC) will obtain
partial cost reimbursement for approximately 130 clients. This activity
will bring the cost of IESC services within the reach of deserving firms.

Each activity will be implemented. by the orgahization' which receives
assistance. Overall coordination will be provided by the Ministry of
Investment and International Cooperation.

Procurement will be in accordance with the regular operating procedures of
AID except where otherwise indicated in connection with a specific
activity. Follow-up activities may be required in which case this Grant
may be amended accordingly. In addition, the parties to this Grant shall
have the authority to agree to reallocate funds among the various
activities provided that, as a general rule, no activity shall have its
funds increased or reduced by more than 20% of its original budget.

On behalf of the Government of Egypt, I would appreciate your favorable
consideration of this grant assistance request based on the design criteria
set forth above.

Sincerely yours,

Ahmed Abdel Salam Zaki
Administrator of the Department
for Economic Cooperation with U.S.A.



5C(2) PROJECT CHECKLIST

Listed below are statutory criteria
applicable to projects. This section
is divided into two parts. Part A.
includes criteria applicable to all
projects. Part B. applies to projects
funded from specific sources only:
B. 1. applies to all projects funded
with Development Assistance Funds,
B. 2. applies to projects funded with
Development Assistance Loans, and
B. 3. applies to projects funded from
ESF.

CROSS REFERENCES: IS COUNTRY
CHECKLIST UP 1O
DATE? HAS STANDARD
ITEM CHECKLIST BEEN
REVIEWED FOR THIS
PROJECT?

A. GENE} ., CRITERIA FOR PROJECT:

l. FY 1982 Appropriate Act Sec.

523; FAA  Sec. 630A; Sec.

653(b).

(a) Describe how authorizing
and apppropriations

committees of Senate and
House have been or will be

notified concerning the
project;

(b) is. assistance within
(Operational  Year  Budget)
country or international
organization allocation

reported to Congress (or not
more than $1 million over
that amount)?

2. FAA Sec. 611(a)(1). Prior to
obligation 1n excess of

$100,000 will there be:

ANNEX B

Yes

Yes

(a) Congress shall be
notified in accordance with

regular agency procedurez.

(b) The intended obligation
is within the level of funds

appropriated for.Egypt.



(a) engineering, financial or
other plans necessary to

carry out the assistance and
(b) a reasonably firm

estimate of the cost to the
U.S. of the assistance?

FAA  Sec. 611(a)(2). If

turther legislative action is

required within recipient
country, what 1is basis for

reasonable expectation that
such action will be completed

in time to permit orderly
accomplishment of purpose of

the assistance?

FAA Sec. 611(b); FY 1982

Appropriation Act  Sec. 501.

If for water or water-related
land resource construction,
has project met the standards
and criteria as set forth in
the Principles and Standards
for Planning Water and
Related Land Resources, dated
October 25, 19737 (See AID
Handbook 3 for new
guidelines.)

FAA Sec. 6ll(e). 1If project

is capital assistance (e.g.,

construction), and all U.S.
assistance for it will exceed

$1  million, has Mission
Director certified and
Regional Assistance

Administrator taken into
consideration the country's
capability effectively to
maintain and utilize the
project?

(a) Yes
(b) Yes

None required.

N.A.

N.A.



FAA Sec. 209. Is project
susceptible to execution as
part of regional or
multilateral project? If so,
why is project not so
executed? Information and
conclusion whether assistance
will encourage regional
development programs.

FAA Sec. 601(a). Information
and conclusions whether
project will encourage
efforts of the country to:
(a) increase the flow of
international trade; (L)
foster private initiative and

(c)

competition; and
encourage development and use
of cooperatives, credit

unions, and savings and loan

associations; (d) discourage
monopolistic practices; (e)

improve technical efficiency
of industry, agriculture and

commerce; and (f) strengthen
free labor unions.

FAA Sec. 601(b). Information

and conclusions on how
project will encourage U.S.
private trade and investmr.t
abroad and- encourage private
U.S. participation in foreign
assistance programs
(including use of private
trade channels and the
services of U.S. private
enterprise.)

No.

(a) Project will increase
level and flow of trade by
provision of credit for

imports and domestic
production.

(b) Project will foster
private initiative through

improvements in the domestic
business environment.

(c) N.A.

(d) See (b) above.

(e) N.A.
(f) N.A.

Project will encourage U.S.
trade and investment abroad
through the improvement of
the private sector business
environment in Egypt.



10.

11.

12.

13.

FAA Sec. 612(b), 636(h); FY

1982 appropriation Act Sec.

507. Describe steps taken to
assure that, to the maximum
extent possible, the country
is contributing local
currencies to meet the cost
of contractual and other
services, and foreign
currencies owned by the U.S.
are utilized in 1lieu of
dollars.

FAA Sec. 612(d). Does the
U.S. OWn  excess foreign

currency of the country and,
if so, what arrangements have
been made for its release?

FAA Sec. 601(e). Will the
project utilize competitive
selection procedures for the
awarding of contracts, except

where applicable procurement
rules allow otherwise?

FY 1982 Appropriation Act
Sec. 521. If assistance 1is
for the producticn of any
commodity for export, is the

commodity 1likely to be in
surplus on world markets at

the *  time the resulting
productive capacity hecomes
operative, and is such
assistance likely Lo cause
substantial injury to U.S.
procedures of  the same,
similar or competing
commodity?

FAA 118(c) and (d) 'Does the

project comply with the
environmental procedures set

forth in AID Regulation 167

GOE will provide such
necessary support in 1local
currency as agreed upon in
the grent agreement and
USAID will provide 1local
currency through a 612(b)
determination.

The projected availability
of excess currency pounds is
fully programmed for other
activities and is not
available for this project.

Yes.

N.A'

N.A. See Environmental
Analysis in Section V.



14.

Does the project or program
take into consideration the

problem of the destruction of
tropical forests?

FAA  121(d). If a Sahel

Project, has a determination
been made that the host
government has an adequate
system for accounting for and
controlling receipt and
expenditure of project funds
(dollars or 1local currency
generated therefrom)?

B. FUNDING CRITERIA FOR PROJECT

1.

Development Assistance

Prcject Criteria

a. FAA Sec. 102(b), 111, 113,

281(a). Extent to which
activity will (a) effectively
involve the poor in
development, by extending
access to economy at local
level, increasing labor-
intensive production and the
use + of appropriate
technology, spreading
investment out from cities to
small towns and rural areas,
and insuring wide
participation of the poor in
the benefits of development
on a sustained basis, using

the appropriate U.S.
institutions; (b) help
develop cooperatives,

especially by technical
assistance, to assist rural
and urban poor to . help
themselves toward better
life, and otherwise encourage
democratic private and local
governmental institutions;

N.A.

N.A.

N.A.



(c) support the self-help
efforts of developing

countries; (d) promote the
participation of women in the

national economies of
developing countries and the
improvement of women's
status; and (e) utilize and
encourage regional

cooperation by developing
countries?

b. FAA Sec. 103, 1034, 104
105, 106. Does the project

fit the criteria for the type
of funds (functional account )

being used?

c. FAA Sec. 107. 1Is emphasis
on use of appropriate
technology (relatively
smaller, cost-saving,
labor-using technologies that
are generally most
appropriate for the small
farms, small businesses, and
small incomes of the poor)?

d. FAA Sec. 110(a). Wwill
the recipient country provide
at least 25% of the costs of
the  program, project, or
activity with respect to
which the assistance ic 'to be

furnished (or is the latter
cost-sharing requirement

being waived for a
"relatively least developed"

country)?




e. FAA Sec. 110(b). Will
grant capital assistance be
disbursed for project over
more than 3 years? If so, has
Justification satisfactory to
Congress been  made, and
efforts for other financing,
or is the recipient country
"relatively least developed"?
(M.O. 1232.1) defined a
capital project as "the

construction, expansiorn,
equipping or alteration of a
physical facility or

facilities financed by AID
dollar assistance of not 1less
than $100,000, including
related advisory, managerial
and training services, and
not undertaken as part of a
project of a predominantly
technical assistance
character."

f. FAA Sec. 122(b). Does
the activity give reasonable
promise of contributing to
the development of economic
resources, or to the increase
of productive capacities and
self-sustaining economic
growth?

‘g FAA Sec. 281(b).
Describe  extent to which
program recognizes - the
particular needs, desires,
and capacitie. of the people
of the country; utilize the

country's intellectual
resources to encourage
institutional development;

and supports civil education
and training in skills



required for effective
participation in governmental
processes essential to

self-government.

Development Assistance
Project Criteria (Loans
Onlx).

a. FAA Sec. 122(b).

Information and conclusion on
capacity of the country to
repay the loan, at a
reasonable rate of interest.

b. FAA Sec. 620(d). If
assistance 1s for any
productive enterprise which
will compete with U.S.
enterprises, is there an
agreement by the recipient
country to prevent export  to
the U.S. of more than 20% of
the enterprise's annual
production during the life of
the loan?

Cc. ISDCA of 1981, Sec. 72U

(e) Tand _ (dy. I~ for
Nicaragua, does the 1loan
agreement require that the
funds be used to the maximum
extent possible for the
private sector? Does the
project provide for
monitoring under FAA Sec.
624(g)?

N.A.



Economic Support Fund Project

Criteria.
a.FAA Sec. 531(a). Will this
assistance promote economic

or political stability? To
the extent possible, does it
reflect the policy directions
of FAA Section 1027

b. FAA Sec. 531(c). Will
assistance under this chapter
be wused for military, or
paramilitary activities?

c. FAA Sec. 534. Will ESF
funds  be used to finance the
construction of the operation
or maintenance of, or the
supplying of fuel for, a
nuclear facility? If so, has
the President certified that
such use of funds is
indispensable to
nonproliferation objectives?

d. FAA  Sec. 609. If
commodities are to be granted
so that sale proceeds will
accrue  to  the recipient
country, have Special Account
(counterpart) arrangements
been made?

Project will contribute to

economic and polit.ical
stability and reflects
Section 102 policy
directions by improving

economic infrastructure.

No.

No.

N.A.
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~ 5C(3) - STANDARD ITEM CHECKLIST

Listed below are the statutory items
which normally will be covered
routinely in those provisions of an
assistance agreement dealing with its
implementation, or covered in the
agreement by imposing limits on
certain uses of funds.

These items are arranged under the
general headings of (A) Procurement,
(B) Construction, and (C) Other
Restrictions.

A.  PROCUREMENT

l. FAA Sec. 602. Are there
arrangements to permit U.S.
small business to participate
equitably .in the furnishing
of commodities and services
financed?

2. FAA Sec. 604(a). Will all
procurement be from the U.S.
except as otherwise
determined by the President
or under delegation from him?

3. FAA Sec. 604(d). If the

cooperating country
discriminates against rnarine
insurance: companies

authorized to do business in
the U.S., will commodities be
insured in the United States
against. marine risk with such
a cornipany?

b, FAA Sec. 60U(e), ISDCA of
1980 Sec. 705(a). I
offshore procurement of
agricultural commodity or
product is tc “e financed, is

Yes, as per AID standar
procedures.

Yes.

N.A.

N.A.



there provision against such
procurement when the
domestice price of such
commodity is less than
parity? (Exception where
commodity financed could not
reasonably be procured in
U.S.).

FAA Sec. 60U(g) . Will

construction or engineering
services be procured from
firms of countries otherwise
eligible under Code 941, but
which have attained a
competitive capability in
international markets in one
of these areas?

FAA  Sec. 602. Is the

shipping excluded from
compliance with requirement
in section 901(b) of the
Merchant Mezrine Act of 1936,
as amended, that at least 50
per centum of the gross

tonnage of commodities
(computed separately for dry
bulk  carriers, dry cargo

liners, and tankers) financed

shall be transported on
privately owned U.S. flag

commercial vessels to the
extent that such vessels are

available at fair and
reasonable rates?

FAA Sec. 621. If technical

assistance is financed, will
such assistance be furnished
by private enterprise on a
coriract basis to the fullest
extent practicable? If the
facilities of other Federal
agencies will be utilized,

N.AI

N.A.

Yes.
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are they particularly
suitable, not competitive

with private enterprise, and
made available without undue

interference Wwith domestic
programs?

International Air Transport.

Fair Competitive  Practices

Act, 1974, If air

transportation of persons or

property is financed on grant
basis, will U.S. carriers be

used to the extent such
services is available?

FY 1982 Appropriation Act

>ec. 500, It the TU.5,

Government is a party to a
contract for procurement,
does the contract contain a
provision authorizing
termination of such contract
for thz convenience of the
United States?

CONSTRUCTION

ll

FAA Sec. 601(d). 1If capital

(e.g., construction) project,

will ,U.S. engineering and
professional services be used?

FAA Sec. 611(c). If

contracts for  construction
are to be financed, will they
be let on a competitive basis

to maximum extent practicable?.

Yes

Yes.

N.AC

NtAo'



FAA Sec. 620(k). If for
construction of  productive
enterprise, will aggregate
value of assistance to be
furnished by the U.S. not
exceed $100 million (except
for productive enterprise in
Egypt that were described in
the CP)7

C. OTHER RESTRICTIONS

l.

FAA Sec. 122(b). If
development Toans, is

interest rate at least 2% per
annum during grace period and
at least 3% per annum
thereafter?

FAA Sec. 301(d). If fund is
established solely by U.S.

contributions and
administered by an
international organization,

does Comptroller General hav
audit rights? '

FAA Sec. 620(h). Do arrange-

ments exist to insure that
United States foreign aid is
not used in 1 manner which,
contrary to the best interest
of the United States,
promotes or assists the
foreign aid projects or
activities of the Communist-
bloc countries?

Will arrangements  preclude
use of financing:

d.  FAA Sec. 104(f); FY 1982
Appropriation Act Seec. 525:
(1) To pay Tor performance of
abortions as a method of

N.A.

N.AI

Yes.

Yes

Yes



family planning or tc
motivate or coerce persons tc
practice abortions; (2) tc
pay for performance of
involuntary sterilization as
method of family planning, or

to coerce or provide
financial incentive to any
person to undergo

sterlization; (3) to pay for
any biomedical research which
relates, in whole or part, to
methods or the performance of
abortion or involurtary
sterilization as a means of
family planning; (4) tc lobby
fcr abortion?

b. FAA  Sec. 620(g). To

compensate owners for
expropriated nationalized
property?

c. FAA Sec. 660. To provide
training or advice or provide

any financial support for
police, prisons, or other law
enforcement  forces, except
for narcotics programs?

d. FAA Sec. 662. For CIA
activiti ;7

e. FAA Sec. 636(i). For
purchase, sale, long-term
lease, exchange or guarantee
of the sale of motor vehicles

manufactured outside U.S.,
unle<c na waiver is obtained?

f. FY 1982 Appropriation
Act, “Tee. 504, To pay
pensions, annuities,
retirement pay, or adjusted

Yes

Yes

Yes

Yes

Yes



service compensation for
military personnel?

g. FY 1982 Appropriation
Act, Sec. 505. To pay U.S.
arrearages or dues?

h. FY 1982 Appropriation Act
Sec. 506. To carry out
provisions of FAA section
209(d) (Transfer of FAA funds
to multilateral organizations
"for lending)?

i. FY 1982 Appropriation
Act, Sec. 510. To finance
the export of nuclear
equipment, fuel, or technlogy
or to train foreign nationals
in nuclear fields?

Je FY 1982 Appropriation
Act, Sec. 511. Will
assistance be provided for
the purpose of aiding the
efforts of the government of
such country to repress the
legitimate rights of the
population of such country

contrary to the Universal
Declaration of Human Rights?

K. FY 1982 Appropriation
Act, Sec. 515.To be used for
publicity or propaganda
purposes within U.S. not
authorized by Congress?

Yes

Yes

Yes

No

Yes



PROJECT AUTHORIZATION HN NEX C

Name of Country: Arab Republic of Name of Project: Business Support
Egypt and Investment
Number of Project: 263-0159

1. Pursuant to Section 531 of the Foreign Assistance Act of 1961, as
amended (the "Act"), I hereby authorize the Business Support ard
Investment Project (the "Project") for the Arab Republic of Egypt
("Cooperating Country") involving planned obligations not to exceed Nine
Million Cne Hundred Thousand United States Dollars ($9,100,000) in grant
funds over one year from the date of authorization, subject to
availability of funds in accordance with the A.I.D. OYB/allotment
process, to help in financing the foreign-exchange and local-currency
costs of the Project. The planned life of the Project is three years
from the date of initial obligation.

2. The Project will assist the GOE to achieve its policy of encouraging
private sector investment and development by supporting private «nd
public sector efforts to modernize and improve the financial, legal and
administrative environment in which the private sector operates.

3. The Project Agreement, which may be negotiated and executed by the
officer to wrhom such authority is delegated in accordance with A.I.D.
regulations and delegations of authority, shall be subject to the
following essential terms and covenants and major conditions, together
with each other terms and coditions as A.I.D. may deem appropriate,

a. Source and Origin of Goods and Services

Goods and services, except for ocean shipping, financed by
A.I.D. under the Project shall have their source and origin in the
Coperating Country or in the United States, except as A.I.D. may
otherwise agree in writing. Ocean shipping financed by A.I.D. under the
Project shall, except as A.I.D. may otherwise agree in writing, be
financed on flag vessels of the United States.

b. Conditions Precedent to Disbursement

(1) First Disburcemoent

Prior to any disbursement or to the issuance of any
_comnitment documents under the Grant, the Cooperating Country shall,
except as the Partios may otherwise agree in writing, furnish to A,I.D,
in form and substance satisfactory to A.I.D,:



(a) A statement of the names and titles of the persons who will act the
representatives of the Cooperating Country, together with a specimen signature
of each person specified in such statement;

(b) Such other information and do~umentation as A.I.D. may reasonably request.

N s T, gL—M

- Director, USAID/Cairo

?-2. 83

Date

Clearances:
IT/FI:SMeyer Sﬁ%;qL,,
IT/F1:JSuma M G (S (rer omigimal
AD/IT:VMcCutcheon WA~ ©
AD/DPPE:NSweet £F <

LEG:DLPressley “yoei—
AD/FM. TMacMahonA,
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SUBJECT: BUSINESS® SUPPORT AND INVESTMENT PROJECT: AID
PROJECT NO. 2€63-2134; PID NEAC

REF: STATE 927953

1, THE SUEJECT PID WAS REVIEWEDBY THE NEAC ON APRIﬂ 14,
1682, TET MEAC CONSFYSUS IS TF4T THIS REVISED PID
PROVIDES THE NFAC WITH A BETTER PERSPECTIVE QF THE
DEVELOPMENT PROELEM TO BF ADLRESSED. WHILE RAISING NEW
ISSUES, TFE NFAC IS SATISFIED WITH THE MISSION’S RESPONSE
TG THE ISSUTS/CUESTICMS RAISED IN REFTEL. THE NEAC
APPROVES THE PID AND RECOMMENDS PP DEVELOPMENT TAKXING
INTO CCNSIDERATION TEEL ISSUES RAISED AND
RECOMMENDATICMNS/SUGGESTIONS OFFRRFD AT THE MEAC MEETING.
2. NEAC ISSUZS, SUGGESTIONS AND RECOMMENDCATIONS FOLLOW:

(A) GOF POLICY LELINFATION T
PAGE 24, PARAGRAPE 4 0¥ THE PID SAYS IN ESSENCF THFAT THE
RECOMMENTED LOLS #/ MILLICN LIYE-CF-PROJECT FUNDING LEVZIL
IS NECESSARY TO CONVINCY THE GOE AND EGYPTIAN PRIVATE
SECTOR CF THEE SEZRIOUSNESS OF AID’S COMMITMENT TO THE
UNCLASS 2

PRIVATE SZCTOR. TFZT MEIAC TAVES ISSUW WITH TEIS
POSITION. WITH ALMOST DOLS 4¢¢ MILLIGN IN ON-GOING
PRIVATE STCTOR ACTIVITY (INCLUDING TFF), THE NFAC’S
PCSITION IS THAT AID HAS DEMONSTRATED ITS COMMITMENT TO
THE GOE’S "OPEN DOOR POLICY™ AND STATED PRIVATE SECTOR
INITIATIVE., IT IS NOW TIME FOP THE GOE TO DFLINEATE ITS
PCLICIES AMD OBJECTIVES ¥QOR PRIVATE SECTOR DFVELOPMENT
OVER THE NFYXT FFEW YEARS AND TAPGET THOSE SFECTOPRS IN
WHICH THZ PRIVATE SECTO® CAN OPERATE. THE NEAC FEELS
THAT THE MISSTON SPOULD VIGOUROUSLY PURSUFE A POLICY
DIALOGUE WITH THE GOF AT THIS TIME IN AN ATTEMPT TO
ASCFRTAIN TEIS TELINFATION. A CLEAR STATFEMENT FROM THE
GOE IS ESSENTIAL TO THE MORE EFFICIFENT AND FFFECTIVE
UTILIZATICN GF FXISTING AND FUTUEE ATD RESOURCFS
DIRECTFED TO TW¥ EGYPTIAN PRIVATE SECTOR.

(F) QUANTIFICATIONS C¥ PROJECT OUTPUTS

WHILE THE MISSION EAS IHCLUDED A LOGFRAME FCR THE
PROPOSED PROJECT, THE NEAC FEELS THEAT IT DOES NOT

UNCLASSIFIED STATF 116780 1/2



. UNCLASSIPIED © STATE 11978g. 478"

THOVIDE AN ADEQUATR QUANTInypypE DAST: YEASUin N
PROJECT SUCCESS. THE MEASUHLS PROVIﬁEhFEEE'TgO"t'“
QUALITATIVE TO BE OF SIGNIFICANT VALUR IN MFASURING GOAL
ACHIEVEMENT. THE NEAC SUGGESTS TRAT TEE PP PROVIDE, IN
ADDITION TO THE QUALITATIVE DISCUSSION, OUANTITATIVE
MEASURES WEICH WILL PROVIDE QUANTITATIVE ILLUSTRATIONS
OF PROJECT PROGRESS AND SUCCESS. TFE MISSION SROULD
CONSIDER DFVELOPIMG & LCGFRAME FCR EACH SUBR-ACTIVITY
PLANNED IN THE FIRST YFARS STAGE OF TEE PROJECT AS A
MEANS CF DEVELOPING THESE MEASURFES.

(CY IMPLEMENTING ENTITY

THE MINISTRY CF INVESTMENT AND INTERNATIONAL COOPERATION
(MITC) HAS TENTATIVELY BEEN IDENTIFIED AS TFF
CCUNTERPART ORCANIZATION FOR PROJECT IMPLEMENTATION.

THE NEAC QUESTICNS «TFE WISDOM CF THIS CHOICE GIVEN
MIIC’S CURRENT STAFF.RFSPOMSIBILITIES AS OPPOSED TO LINE
OR PROJECT ORIENTED TYPE RESPONSIBILITIES.-IT IS FELT
TEAT MIIC’S STAFF BESPONSIBILITIES ARE NOT CONDPUCIVE TO
THE IMPLEMENTATION OF ACTIVITIRS NECESSARY FOR PROJECT
SUCCYES (T.T., FROMOTION, COMTRACTING, FTC.) 1IN
ADDITION, THE NTAC IS COMCFRMNED ABOUT TRT QUALITY OF THE
MIIC STAFF, PARTICULAPLY SIVEN THE PROBLEMS GURRFNTLY
BEING ENCOUNTTFREID ZY TEF MISSION IMN GETTING MIIC TO
INSTITUTICNALIZY &4 MINISTRY WHERE NONF ACTUALLY FXISTS
TODAY. THEZI NEAC RETCOMMENDS THAT THE MISSION CONSIDER IN
ITS PP DXSIGN OTHFP COF ORGANIZATIONS OF ZQUAL OR FIZHER
STATURE AND AUTHORITY WITY CPEPATIGNAL AND/OR PROJECT
LEVFLCPMENT/IMPLEMENTATION EXPERIENCE (I.E., MINISTRY OF
ECONOMY) TEAT MAY BE BEITER SUITFD TO ASSUMF TEIS
RESPOMSTEILITY. W LOING 50 THE !'EAC SUGGESTS TO TEE
MISSION TRAT IT PURSUF TEIS MATTER WITHIN THT FRAMEWORK
Cr THZE SUGGESTED PCLICY DISCUSHICNS WITH THF GCE
DISCUSSED IV PAPAGRAPH 2. AFCVS., RFLATEL TO TH1S ISSUE,
TEE NEAC SUPPCPRTS THE 2ID"S CONCFPT OF A MIYED
PUBLIC/PRIVATE SECTOR ADVISCEY PAd®L OR POLICY TOARD FOR
PROJEZCT GUIDANCE SULSESTED GN PG 21 OF THF PID ANT THAY
THIS APPROACY 25X ACTIVELY DPIVFLOFTD AS AN LLTMENT OF THE
PP DESIGN TC ENSURE PRIVATY SECTOR INPUT FOR ALL
SUE-PROJZCT ACTIVITI®S, NOT ONLY THOSF AREAS TO PE
IDENTIFIED IN TEX FUTURF.

(D, CONTRACTING APPROACH

TRE NEAC AGCREES THAT AN UMIRFLLA TYPE GCOMSHULTING
CCNTRACT INCORPORATING A TASY ORDPFR CONTFACTING MCDE,
UTILIZING PRACTITICMERS RATEFR TUAM COMSULTING F1’3MS TO
PROVIDE CONSULTING AUSISTANCE, WOULD BE A YEY FACTOR IN
ENSURTING FLFXTIPILITY IN RESPONLING TO LEVELCFMENTS IN
TEE PRIVATE SECTOR AND TFE TIMPLY IMPLEMENTATION OF TEW®
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UNCLASSIFIED STATE 11c789

VARIOUS PROJECT TLFMPNTS, -Rbwry#R, GElyry pHE WELY, xnNQWN
PIFFICULTIES CF WORKING IN EGYPD, IS If AFASONARLZ 70
FYPECT THAT 3 CCMSORTINM OF PRACTITIONYNS (AN B
CRGANIZFL AND THAT ONF OF THISE.FIRMS WILL BF WILLING 70
TAYE THE LEAD IN ASSUMING TFE ADMINISTRATIVE
RESPONSIBILITIES IN MANAGING THE CONSORTIUMS
ACTIVITIFS? THE NEAC SUSGFSTS THAT THF PRACTICALITY OF
TEIS APPROACH BY ASCFRTAINED EARLY ON IN TFF PROJECT
CESIGN PROCESS TO ALLOW FOR ALTERNATIVE DESIGNS IF TEIS
APPROACH IS NOT VIABLE. THY NTAC RECCMMFNDS THAT THIS
CONCFEPT 3F DISCUSSED DIRECTLY WITE A REPRESENTATIVE
CRCSS—-SECTION CF THE TYPES OF FIRMS RECUIRTE.
ASSOCIATED WITE TFIS T5S5UE IS TFF MATTER QOF THF
PARTICIPATICN, OF MINORITY AND WOMEN FIRMS IN TEE
CONTRACTING EFFCRT FOP THIS PROJECT., AL ARES GF CONCERY
TO THE NFT BURFAU. THF NEAC REGOMMENDS TEAT A CONCFRTED
EFFORT RBE MADE TO INCLUD® MINORITIES AND WOMEN IN THE
PROJECT DESIGN FOR THE CONTRACTING FOR TECHNICAL

SERVI CES. T

(E) FUNDING I VEL
THE PID HAS LUNE AN EXCELLENT JOR OF DELIMNEATING THE

nyMENTs OF TUE "FIRST YZARS STAGE" OF THE PROJECT.
HOVEVEE, TRE IDENTIFICATICYM OF DEFINAPLE AND DEF:ENSIBLE
ACTIVITIES FOR THE "STCCND YFAPS STAGE” WHICE WOULD
JUSTITY DOLS 28 MILLINN ©% THE DOLS 44 MILLION
LIYFE-OF-PRCJECT FUNDING HAS MOT ZFEN MADF T0 THE NFAC’S
SATISFACTION. ACCORBINGLY, TPE LEVEL OF PROJECT
AUTHORIZATICN WILL BE CCHSIDEPED AT THE PP REVISW STAGE
AND THE LEVEL OF FUNDING AUTFORIZATION WILL DEPENL UPON
THE DFETAIL PROVID¥N, 45 WrELL a5, YR SUCCESS IN
OBTAINING RFLEVANT PCLICY AGREEMENT

(F) EGYPT-U.S. BUSINESS COUNCIL

THE MEAC SUGGFSTS THFAT I PP DESIAN, THE MISSICH GIVE
CAREFUL CONSID*RATION TO WHAT EOLE THY EGYPT-U.S.
BUSINESS COUNCIL CAN PIAY IN IMPACTING THE PUSINESS
ENVIROKMENT AND IN MAXING INPUTS TO THE PROJECT FLEMENTS.

(G) PRCJECT RUDGET

THE PRELIMI“AEY AID . RUDGET PROJECTICN DOES NOT ATTEMPT
TO RECCHCILY ICCAL CURDFNCY PROJSECTICHS WITH THAT
ESTIMATFD oN THE PID YACFSFFET. MOR TORS 1T ADDRFSS
YEETHER AND IN WHAT ARFAS AID WILL FUND # PCRTION OF
LOCAL CUHBLNCY COU7TGS. IF AID IS TO FINANCT TOCAL COSTS,
REASONS SFOULD ®wE SFD TORTE W THY PP,

(H) SOCIAL/RENEFICARY AMALYOLS

PAGE 227, PARAGUADPW 3. (') JUNCREA™S PP CONTENT AND AN
EXPLANATION CF WHY THIS Proedio o=l PP CANNCT CONFCRM TD
AID EDBT IT1 CUIDILINFS. THE NVAC SUGGESTS TUAT THE
MISSION MAY BY ARLY TO brVFLOP THEH TYPE C¥ pUALYSIS ON

UHCLASST®IED STATE 11078Q
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TRE PRIVATE SECTCP/RUSIYRSS Ci.os AS Thy 2eNEFI18}ARY,
THE ANPLYSIS SHOULD COVFR AN EXAMINATION 6F PURLIL VE
PRIVATE SECTOR ATTITUDFS REGARDING PRIVATE SECYOR GROWTH
AND DEVELOPMENT AND THE CURRENT RELATIONSKIP BETWEEN THE
GCE AND THE PRIVATE SECTOR. THT NFAC SUGRESTS THAT THE
MISSION CONTIKUE TFE DI4LOGUF' INITIATED AT THE NEAC
BETWEEN NE/TECY/SARL W. FOX AND AD/IT VAN MCCUTGHEON,

(I) INVESTOR FACILITATION AND INFORMATION
THIS ONE ACTIVITY TN THF "FIBRST YFARS STAGE" OF THE

PROPOSFD PROJECT CONSTITUTES ALMOST 3@ PRRCENT OF THY
FOREIGN TXCHANGE PUDSET P20JFCTICOHS *ND IS OBVIOUSLY A
VERY IMPCRTAMT FELEMENT OF THE PONJEFT. TWTFORE TRFE
MISSION BESINS [0 DESIGN TWIS PROJECT ELEMENT THE NEAC
SUGGESTS TFAT AID PAST EXPFRIENCE IN PROVIDING TECHNICAL
ASSTSTANC® TC INYFSTMENT PRCMOTION/FACILITATION AGENCIES
AROUNTD THE WORLD'BE ZXAMINED FCR LESSONS LEARNFD. THE
NE/PD PROJECT OFFICE WILL ACCESS THE AID RETFRENCE’
CENTFR &MD DPROYVIN® THT MISSION WITH AVAILASLF
INFORMATICN., HAIG

BT

#9789
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ANNEX G

MACRO ECONOMIC SETTING FOR EGYPT'S PRIVATE SECTOR

The period from 1978 through 1981 witnessed sustained high growth rates
in the economy, dramatic expansion in the foreign trade sector and growth
in capital investment in both infrastructure and productive capacity. 1In
aggregate terms the past fise years has been a period of comparatively
high performance in the Egyptian economy. Beneath the surface, however,
lie a number of structural problems which have persisted through the high
growth period and which have the potential to Jeopardize economic
performance in Egypt in the 1980s.

The foreign exchange boom c¢c the late 1970s was cfueled by the rapid
growth in oil profits and th2 repatriation of wages from a large -umber
of Egyptians working abroad, mostly in OPEC natiors. Both of thliese
phenomena were, to a significant cegree, one-shot quantum gains which are
unlikely to be matched. Wwhile Egypt can prchably corsolidate and sustain
most of the increased levels of FX earnings frum tliese sources, there are
already significant signs that the growth rates have leveled off (and
have even turned negative in the short run).

The high GHP growth rates of the past few years parallel the FX
situation. Sector.) sources c¢f growth reveal the prominence of
exogeneous influences and the relative insignificance of domestic
production as an engine of growth. Sectoral growth has been concentrated
in transport, cumnunications, petroleum, trade and finance. #fgricultural
growth has barely kept pace with the natural increase in Egypt's
population. Industrial growth (at about 7 percent per year) has lagged
behind the aggregate 8.5 percent 1increase in GDP. Additionally,
industrial and agricultural growth have been the indirect result of
growth in other economic sectors. As a consequence of these trends, the
comodity producing secrors have declined in overall contributions to
GDP. The 1industrial cector, 1in particular, declined in terms of
contribution (at factor oost) to the economy ove. the 1970s and now
accounts for less than 17 percent of Eqypt's GDP.

The contiedity producing private sector in Eqgypt has grown dramatically
over the past five years and the private sector now has a dominant share
in a number of production subsectors:  foodstuffs, printing, clothing,

footwear and  leather product s, The public cector, however, otill
dominates not only heavy and "basic" industries, but a wide range of
intermediate  and  light engineering  subsectors: beverages,  tobacco,
spinning  and  weaving,  transport  equioment, and  other light and

intermediate subsectors.


http:Sector.Jl

The 1980s will present major opportunities for private sector growth --
both for expansion jin areas where the private sector is already strong
and for an increacing private share of those subsectors where public
sector expansion will be limited by amounts available for public
investment in new capacity. Increased efficiency and productivity in the
public sector can be promoted as a result of an expanded private sector.
This poses a major challenge to the private sector in Egypt in terms of
its contribution to national economic growth in the 1980s.












4, Other Assistance

Training programs, management advisory services and other forms
of technical assistance have been major elements of the DIB, PIE
Fund and Private Sector Feasibility projects.

C. Law Modernization

Considerable restructuring of the legal system is necessary in
order to encourage and stimulate private sector investment.
Accordingly, USAID has provided the following assistance to the GOE
in the field of legal infrastructure and law modernization.

1. GOE Legal Consultant.

Sirce February 1981 USAID has financed a legal consultant to the
RJE Financial and Cconomic Affairs Sector who has provided advice
and assistance on a wide range of activities including: the revised
1981 companies law; income tax modernization; strengthening
auditing, accounting and financial reporting; and e.imination of
legal obstacles.

2. Income Tax Law Modernization

Studies are funded by this project and are prepared by Egyptian
experts with the assistance of American specialists. Preparation of
draft tax legislation will lead to a global income tax system to
replace the present schedular tax system. The goal is to eliminate
tax distortions, provide a more broadly based, egquitable tax system
and encourage investment.

3. Tax Administration

The. Tax Administration Project, indirectly related to the Tax
Modernization Project, is designed to assist the Ministry of Finance
to reorganize and improve the Departiment of Taxation.  Assuming
passage of the above mentioned draft income tax law by the People's
Assembly, it is imperative that the Taxation Department be
reorcanized to implement and administer the law.

4. Conferences

In conjunction with the Ford Foundation, USAID has financed four
major conferenc s on  laws and procedures affecting investment,
exports and the companies law.

5. Seminars

Again with the Ford Foundation, USAID helped finance the 1977,
1978 and 1979 Harvard Law School Seminars on Foreign Investment in

Eqypt.
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D. Encouragement of Egypt-US Joint Ventures

In keeping with Egypt's Open Door policy, USAID has developed a
program with the GOE to provide incentives for US business
investment in Egypt ané to facilitate the investment process.
Projects in this area include:

1. Private Sector Teasibility Studies 'roject

The purrcce of this $5 million project, obligated in FY 1979, is
to partially reimburse TS companies for reconnaissance visits and
pre-investment feasibilit' studies. 1In addition, ten baseline data
surveys have been prepare: for potential investors.

2.  Egypt-US Joint Business Council

Initiated in September 1981, the purpose of this grant is to
encc ‘age US investment in Egypt by facilitating, through the JBC,
visits to Egypt by U.S. companies. Services include the provision
of investment finance and other data and matching of potential US
investors with possible Egyptiun partners.



ANNEX J

AID-FINANCED STUDIES ON THE EGYPTIAN PRIVATE SECTOR

Arthur D. Little, 1Inc., Alternative Designs for the Investment
Information Center (1980)

Arthur D. Little, Inc., Studv on Small Scale Industries, (1982)

Boston University, Study of the Industrial Sector Including the Private
Sector (1981)

Bentley, John, Recommendations and Review Report on Strengthening
Auditing, Accounting and Financial Reporting in Eqypt (1981)

IFC, Report and Recommencations on Develocment of Capital Markets in

Egypt (1980)

Reynolds, Smith & Hills, General and Organization Structural Analysis and
Prefeasibility Review for Suez City Free Zones, (1979)

Reynolds, Smith & Hills, Scoped Envirormental A .sessment of the Public
Free ~ones, (1980)

Coopers & Lybrand, industrial Free Zones--Financial Analysis and
Evaluation Desian, (1980)

Reynolds, Smith & Hills, Capital Requirements and Technical Assistance,
(1982)

USAID Private Z=nterprise Bureau, The Rerort of the Private Sector
Reconnaissarce Team Visit to Egyot, Mav 5 - May 15, 1982. (1982)

Foda, Ahmed, Bankina Sector Survev (1982)

Industrial Develcpment Authority Ireland, The Investment Information
Centre - A Practical Aporoach (1982).
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PEQUIRING LIT/V O T"IJEVATIOL, AND WILL 17 x"‘IF.pD AT
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4. USPIT PPOPOSTS ALLCWING EGYPYT 70 NCHN=CCMPETITIVELY
FONTRACT VITH SNURCES OF TFCJ]NICA] SERVICFS COMSIDERED TO
TAVF PRFDOMIMANT CAPAFILITY 17 KEASON OF FXPERTIENLCE,
SPFCTATIZFD PACILITIES AND UNICUR TFCENICAL CCH’Y""“Cr
TECTSTON OF VEETHER CONTRACTS WILL F& HOST COUETRY OR AID
NIR®CT PAS NCT BFENMADF. TEFREFCHE WAIVER SLEOUTD FE MADE
PHDVROTOTH OATD P 11, CUARTER 1y SECTION €.4.2.% AND

FTTDR SFCTION =2, 1e1=5¢0(D)(3) . SPECTFICATLY USAIL
PROVOSYS VIVER OV CCMPFTITICN FCR CONTRACTS L¥TWEREN (1)
TNTERNATTONAT FINANGE CORPORATION (1FC) AND CAPITAIL-
MERRWTS AUTHCRITY (CMA) FOR INFLFMENTATION OF CAPITAL
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COMMERCE PROYFSSTIONS FOR STLYETHRRING Cr FXISTING
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'fUSEITFTIOVﬁL FFIATIONSHIP AND FULFILLING TFCHENICAL
PSSTSTANCF PFEDS IN ACCOUNTING AND AUDITING PROG AN
SFEAMENT OF TST. TISCUSSION FOR EACH FOLLOVS:

. JFC: (F) IFC PAS ETFN INVCLVED IE TEE CAPITAT MARKETS
TFVITOPVENT EFFORTS IN EGYPT SINGE 1975. IR 1075 11
PPEPIFFD A LIMITED FINANCIAL SFCTOR SURVFY, MAFING
PECOVMFEDATIONS CONCERNING FISCAL, LEGAL, AND
ETMIVISTRATIVE SECTIONS AIMEI AT LEVELOPMERT OF TRE
MAPFET, JINCTURING THE FSTASLISHEMENT OF THF CAPIT AL
MARVET RUTHORITY ("CiA") TO TAKE TEE LTADING EOLT N OTEIS
FERORT. IM 5676 TFC PARTICIFATEL IK THE DRAFTING OF TEE
PEOFYE RSTARLISHING THF .CMA AI'D CELKGING IT ¥17T
SCTSTANTIA] TUTIES FORE TEE DEVIOPMENT OF TEE MARNET AND
TTS_FFCUIFTICH. TH ETSPOKSE TN E CMEL RIUESY, I1FC ALT
TERFE CONSULTANTS, VITE USEID AED UNDF TUNTING,

PPeDERE) THEI 1©C1 REPGRT ANT RECOMMENTATIONS OF CAFITA]
Mermym DEVEICENMPNT 14 FCYPT. THLSE REICCNMENDATIONS HAVE
TECY ECCTRETET PY THE GOE ENR TEXI CML, AKD THE PRESENT
CIPTTET MAPYET PROJECT IS DFRIVEL FRONM THE 1CE1 Ife
PYEORT . TN LDDTTION, SINCE ITS FUMDING, THE CMi 4Y

TTE PERSAUNET RIVE RETIED BCAVITY FCR GUIDANCE Oh TEE TFC
PUD WAV RVOFIVED SULSTALTIAL DIRECT ASSISTANCE LK
CUPRATT TROoN ITC CONSTSTIN > ADVICE ON QRGANT
EXNYOWORY | RDDLNGING FOT TR

PRETEDLNCY LD RFCCMMERDATIC
16 WORY,

85 O FROSEAN MHT 5

I
i b
5 48 TO ACTICHS TC iMPPOVE

= (T) TEY CAPIJT MARNYT LTUTIGPMINT PROLT LN ¥IL1 Focus
ot mbE PATIANING BREAG: (1) IDUCLTION oD puavier A T
NEVOMETRATY THE BEREFITS AND POTENTIAL OF SECURITIES
MERVETS, POTH FCR SEVERS OF FUNES AND USFES CF TFUNDS
(2) FFFORTS 70 INCRELSE TEE SUFFLT OF ARL DEMANT FOR
CECURITIRE, (I) IVTRECDUCTION O KFW TYRis CF SPCURITIES
PUD NTY SVPURTITTIES INTERMEDIARIES, (4) EMFPEESIS OF TRHE
TEVETOPMONT TOIE OF THE SGYFPTIAYN CAFITL] 1enscns
PUTHCPITY, (£) TMFRCVFMENT GF ACCOUNTING ANT AUTITING
FOR OCONPANTES TRADED IN TED MARNET, (C) NEV FINANCIEL
TRETSTATION COVERING THC CAPITAL FARKET, UNTERECRITING
PUDCTEASING AND IDPNTITICATION ARD REMOVAL OF LEGAT

o)

TMPETIMERTS 70 CAPITAL MLRZCTS ACTIVITICS, (7) TRLINING
C¥ S¥CURITIFS PROFFSSIONALS, AMD (¢) MODPERNIZATICN CF
PPOCFPURES AMD FACILITIES FOR TRADINC ctrtnymena

r
1
v

4

2
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- (") TYF POYF COF THF CLPITAL MARYETS SKGMENT CF TEY [ISI
oRJFPCT IS TO FFLP DESIGN AND DEVELOP £ CAPITAL MARKET NOV
T™ T™S INTTIAYT TEVEIOPMENT STAGES. IT WILlL PE NECESSARY
my APPIY AM APPROACY Al ¥D AT IDFNTIFYING, ADJUSTING AND
THMPTEMENTING POTICY FOR TH( LEVIOPMERT OF THF MARYET,
PLTUFR mupp SIMPIY ADOPRTING SPECIFIC OPFKETIONAL DEVICES
PMTY MPTTADS FROM DEVELOPED MAREFETS IN OTHER COUNTRIES.
FI'TT AWARFNESS NF THE PRACTICALITIES OF CAPITAL MARKET,
DATETR TEM SIMPLY ADCPTING SPFCIFIC OPFRATIONAL DEVICES
tMT vermraTS Tuay DFRVYELOPFD MARETTS IN OTHER COUNTRIES.
THTT AWERFNTES OF TYUT PRACTICALITIES OF CAPITAL MALREET
ART™IUTTIES KNT OPERATIONS TO PERMIT T IMPL=MENTATIN CF
tPROL-TTUTTOPYENT PCLICY WILI EY REGUIRFL. A DETAEILED
ECTTIAY PRACR LM COVEZING TWO YEARS HLS FELN DESICGHED FOR
FAYOTTIEY CLPTITLET FAPHET TEVELCPHMENT AKL 1T WII1 FE
ATCFIQLTY 10 FTCVIDF TXPFRT CVFRSICHT CN ZCTH THF PCLICY
M'T OTEF VRACTICAT STEYPS TO BE PUKSURD, THROUGE TEF
FAUTINTT LTPTICATION OF POLICY LAWALYSIS AN FRECTICAL
MPDY T TYDTLITECY TET FOUNDATICN &N 2F LAID TC ENCOURAGL
THTTATNLALS SYITIS ANT TECHRIQUE TO DEVEIGP IN eEGYPT OVER
m]'.‘f‘.(\

- (1) FOF TRE TURPOSE OF TEIS PROCRAM THE POLICY ANI
PRLCATCT DPTURILPMFCT SYIILE LITLED WOULD BF DEST

NPT LINITTE MERAUAT 7T IPTFPLULIO‘II FILANCE CORPORATION
(“tec"y pr murc waRIT TANY ANT SPECIFICALLY ITS CAPITAIL

MUPYTTS TRRAPTMIWT  wUTCH KEAS SPYCIALIZED SKILIS LND
PYTTRITNCT 110 DEVVLOPING CAPITAL MEMLLTS LN MANTY \u;za
RTUTIOTINC (CPNTRITOL 1TC, TETOUGH 115 CAFITIT VERRETS
MUY pm AT anreTe st ToneTins G TO110ITS Lk
IPPPOGCERES TO FE FOTLOWEL EY COUNTRIES, SUCH AS ESYPT,
CTTYINE TC CFYFICP £ CAPITEY] MARTET. IFC ALSO MAKES
NIRTAT FONTTY THVESTIMELTS IN THE FINANCIAL TNFRASTRUCTURES
AT TEUETCRIWS COURTRETES; IT ACTS AS A FINARCIAEL
TMRTOMTTTARY TTSFLY, ANT PAETICIPATFS 1IN LORKFRAGT
FEMTUIMITE ALY DUDFRYEITING FIARMS IN DEVFLOFING COUNTRY
MADYFEMS, (MYFSE JEDTRVENTIONS ARE LIRECTET AT THE
“PTUANCTAL DEFPENINGT OF THh FINANCTAL SYSTEMS GF

TEUET OPTNG COUNTRIES.) IN SUM, I¥C IS ULIQUE IN ITS
COMBIMATICN OF POLICY-CRIENTEL LTVELOPMENT GOLLS AND
FYPEOIENCFE ARED IN PRACTICAL MARKET OPERLTIONS.

(3]
s
S

- (FY IFC’S ROTE WQUIT TE TOC FUILL ON 175 TIAGNOSTIC |
YAPYOTE RCYPT AND FURTEER DETINZ WHAT MUST EE DONE, AND
MUEPCAETED  ACT A5 THE TEXECUTING AGEKT FOR THE

pporv ey o bSs TEY OPXFPCUTING AGEMT, I¥C #CULL DEVFLOP AND
PTUTVN WVTTE AT OAMD THE CMA TVE POLICY AYPPROACEYS AKD
TECUNICAL ARTVISORY SERVICES TO X FOILOWED. ALJUSTMENTS
WATTD TV OMADE TURCUGHOUT THY CCURSE CF GHE PRCGHANM TO
TACrLn pROpRR SYIRCTION AND TIMING OF STRPS TO W TAKEN.
TECTS YROAT POTICY FOUMUTATION CXPERIENCE WILD Tt
PRECYYLPTING AND SFLFCTINCG APPHOPRIATE FOPRRTS,
roperarIrc oY THDTIVIDUALS ANDL FIRNMS wWHO WILL CARKY OUT THE
ORY , UMTER TFC SUPERVISICN . 1FC IS5 FPutQUENTIY DPROVIDED
MOTURCET FY L DCNCP TOEDING SCURCE (SUCH AS THE UNDP) AND
corcyarTese yim Ab AGKECD=UPON PLAH, DaAVTS SCOPRS OF
YOPY, COMTEACTS WITH FXPrRTS, AND DIS UILFS FOR

CVLNT VS VAL PETS cRERVICE AS CFXECUTING AGENTT, 1FC
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VEDTUDTCLTED A w) LITNGNESS TO CCNSIDER A MCDEST OR
*T-CNST FFE ARRANSEMENT OF COST PLUS 11 PER CENT.

- (T) I CONSIDERIMC BOYW REST TO IMPLEMENT TEE CAPITAL
MADVETQ TEYRTQPMEMT PROJECT, USAII CONFERREI WITE

TYPPRTS IM RGYPT AND THF UNITED SATFS OK THF SUBJFCT
TNCTUTING SECURITIES FROFESSIONALSH., IT BECAME CLEAR TRAT
WEAT TS MYFDPFD ARF TET SERVICES OF AN FNTITY THEAT (1) HAS
TEF ATITITY 70 DEAL VITE YOIICY FORMULATION AD PRACTICAL
STEPS T( FE TEXEM FOR TEVELOPMNET OF THE MAKYT, NOT
STMMPTY TCCUSTIE CU'N NSPY¥CITIC TYCHWNICAL ASPFCTS OF THT
MERPYTT o APERETTANS () WAS PREADTT OF UHDFYSTLMDING OF

mER T ®WAYGE OF TISCIPITRES INVOLVEL, SUCH A4S

FOANOMICS T AW, BFGULATICM, AND ADMIMISTRATIVE

ToACTICE, (Z) FES ACCESS TO OUALIFIEL EXFERTS FROM
PITTYRYEY FITIDS ANT FRNIDCAMETS EXFFRIFCED RPOTE 1N
PTLONICE] NPTRATIONLL LSPECTS OF TEF MAKRKET LKND
TETETATMEENS PEETS ERT TECRNIQUES, (4) HAS

DEVOUCTTITEL FYPFRIFNCET I AND ADMINISTRLTIVE CAPABIIITY
TH O CLDTITLT MEIDVED DEVTLOPMENT WORE. IFC V.S TPE CLLARLY
PEYMAMININT L I® KOT TWE SOIE, CAPAFILITY TO FROVITE

AT TTT P?Tr?“ AT CY AND PRAC ICLL IFPI¥MINTETICH CF TUE

TEVETATVEN® PROAJECT,

= (f) TIVEITY D OMLRY OF THT SYCULIGIES PROFFSSICILLS
PHTOTIRMS MEDT AVAILAFTLT TEROUGE TEF IFC A3 EXECUPING
BOENT MOITT NOT TFE AVAITAERELC TEFROLSH COMPETITIVE SETECTION
FRPOBTRPCTING WITH ENOTHFE FNTITY. PANY SUCE INDIVIDUALS
FUT CTTC mave TNTICATET TUFT WGULL NDT FROATT QM
FAMDTmITTYT TTRT I TT ALY ""11.’, CLINTrTT oAb

PROVESETANAT, Or PERSOHLYL, 02 THEY SIVPLY DO HOT DO
TUSTNERS 7RIS wey, TN RTTITION, IF t FIEM WERS
CONTRACTER TC PECVIDE ALL THE SERVICES, THFL IT wOULD
TIVITY 10T 176 AV FUOPLY  VHEICE WOUID FACLUDLF O7VFL3
VHEOOMIY TR OMORE QUALIFIET AT DEVELOPMERT. FINLLLTY,

TUTRE ODNATE MAT GPFPILE TO FL A PRACTICAL WAY 77 PETPALET A
PEOTERT FOR PROPASAT TUAT WOULD EVOXL TESIRE] ReSPONSES
VITH TRy MYDTEY CF OSYITLS RTCUIPEL, FACE CF wHICH MUST
TYOECCOMEANTID TY DEVELOPMYLT SKITLS AND CRIENTATION. IFC
TAS TR PTOT CIPARITITY TO ASSURE THAT THE SIGRNIFICANT
TIMP SCEFDUITS OF THF DEVRLOPMFMT PRGGRAM ARY TMET,
TECITSE T™ HES CXPEPLICNCE IN THIS, SPEAYNS WITY p DEGREER
T FAUFTITY TC COVFRNMENTS, AMD, UNLIKF A PRIVATF

TIPM, IS MAT FMCGLGED PRINCIFALLY Ih SOME OTFER LINE OF
YOPY ., TN CONCTUSTON, IFC OFFERS FPHELCMINANT

FAPARITITY AT RWASCMAPLT COQST, WITH THUF EROALYST
PATENTIAT REACH TO ALL OQUALIFIED YAVERT CANDIDATES.
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$ren voIr'YT INITIATE A PROJECTEL LONG-TERM INSTITUTIONAL
PAMTY WPICR ROTH CRGANIZATICKS LESIRY ANL WHICH WILI. ENDURE
FER FEYQONT TVE JTFE OF Twe 1IST PROJECT. TPROUGHE TRFE
PFPIFTY TECHMICAL SFRVICFS CFFERED BY THr NAA, THE
CYEMTCATY VAUID RY AFLE TO DEVELOP AS AN ORGARIZATION WITY
mHE FYPFPMISE TO ASSIST IN THE VELELOPMENT OF EGYPT'S
PRIVATY SFCTCR.

- () Fpom ITS QWN STAFF ANL FROM ITS EXTENSJVE
MTMTBWRSETP ROILS, THF NAA CAN RFCRUIT THRE TEAM OF

TXP¥R™S NFFD¥D TOR THIS E¥FOET. THE RAL FAS STATED THAT
1™ oATIT TVCIURFE pMONG MEMEPCES OF THE TGAM AT TEAST ONE
TANDTY fP—pMTEICEN BPAREIC SPELVING MIMETR WHO CCULL BRIDGF
TIE T ANGULTE GEP, WEICH VILL TE SPECIFICGALLY USEZUL IN
TRPLINIVC TUSTITUTE STARE, ACCOUHTANTS ARND AUDITORS AS
WTTT A PEFPALRAETION QOF ARARIC LENGUAGE TRLINING MATERIALS
BMT SMYPNTAETS, TVE ML CAN TFREIRG THE REECUIRLT
THPTRNLTICHEY PTREPYVCTIVYE TC THY PRCJIFCT THROUGHE 1ITS
TRANCHES TH OTHER COUNTRIFS.

- (1) F2 CTETR CROANIZATICH FY ITSLIF HALS ACCYSS TC THE
PTTEY OFE SVTITTS NMEETET FOP TYIS PROJECT. FOR LHAMPLE,
VHUIIT TRt TTULNCTA]L, LCCCULTING STANDLELS BOARD MIGHT EE
LT T T RpSSTST WITH STANDAPDS, IT DOFS LOT ORFLITF A
TOACTOSTION LT LASONTATION O L TRAINING lrSTI” "t WHICH
TYAMIVES D CTRTITIVS MIMEELRS OF TEF FrCTRSSICHE OR A
TLAGD AN AL CONTINNINS ELUCATION COURSES. A1S0O, THE
SYNDICATE BAS THUDICETEL TO USLID TEAT £ PRIVATE ACCOUNTING
FIRY WOrTT Hpom SE rrr"rTf?la PUTOTHE PLUSILENT LMD EQARD CF
TET CVINT TR TLOEQY MURY ATV CQUVINCTL T Svakor TITN
VORI OFTAIN AN uh,hlﬁ ADVANTAGE 1K THY ECYPTIAN MARKET
TRPOAM OPRRYINC CUT THIS FRCGPAM. MORECVYR, A PRIVATE
LCCAURTING FIRP LIVELY WOULLT NOT HAVE THEE IN HCUSEH
FETECT™Y ™A TIRTN THE NTVEPST TTAM RFQUIGEL. WHITE IT
AT PROVINDY TUY AUDITCR, 1T WCULD KO HAVE THF
DMIVTRSIMY PROTTOCOR’ TUF CCUTRCLLIR CF OPFRSCHLETL
FYPERTENCET IN RUNKING A PROFESSIONAL ASSOCIATION WRICH
FISC CPFRETRS A RFSTLERCH ANDL TREAINING IESTITUT: . IK
FTTPITIAN  ONTIVY TFY NAA, A PRIVATE PIEM 1S HOT

PPIMLFITY FHCAGED 1N OPFRATING A PROFELSSIO LT ASSOCICTION
PO OIMNETITUTE . AMOTUER FROFESSTCNAL ACCCUNTING
ESSOCTF7I0N WOUTT NOT FE A FROADLY FASEIL AS THE NAL. THE
CTCS¥ST I RANMGF CF CAPADILITIE®ES TO THE NAA WCULD BE ITS
CISTER PYOTFSLIOMAT ORCANIZATION, THE AICPA. YUT,
ATTHOUGH TUF ATCPA 1S A PROFESSTONAL ASSOCIATION LIKE THE
MAA AMD OFFFRS MAMY OF THY SAMK SKRVICES AS THE NhE, IT
CERVrS OMTY CPRTIVIFD PULLIC AGCOUNTANTS--1.%., THE
PUTTIC FCCOUNTING PORTION OF TiHE }rOFlO)IOH, WHILE THE
MAKT ON TEE OTVYR HAND, LIEF THF EGYPTIAN SYRDICATE,
THOTDTDES £1T1 AGCOURTANTS TOTH CPATS ;rl NON CPATS RIMD
MAKECEMINTT FOCOGETANTS AS WELL AS CFURLICT ACCCURNTANTS .
TH IDDI™ION, SHY ATCEA DAS AT W EADY IPDl.LIED THAT 17
CANNO™ PAPTICTEATE TN TUIS PANTICULLR PHOGHAM,. 1IN
COMPTUSTNN, THF MAA CFPERS PRFDCMIDANT CAPAETTITY AT
DEASOMATIC COST TO PROVITE THE TIVEHSE ¢ XPERTISY NEEDED
VODOUNE PRLECHAM TC STRENCTHYN ACCOULTING, FINANCIAL
PEPONTING AND AUDITING IN KGYPT.
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7. PTCUFST RAPID AID/W REVIEW AND DECISICN OF PREDOMINANT
CIPATITIT™Y ARGUMENTS MATF IN PARAS 5 ANI © T0 PERMIT USAIL
PUTNORIZSTION OF BSI FRNJFCT FCR FY 1S£2. (FYI: RICHARD
CEIFMIN A/TAT/I™ ARRIVED AID/V LUGUST 5 WITH PRODUCTI ON
FRERIT (2€7-p147) PP AKD DRALFT COPY OF SI PP.)
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Recommandation: Thet you authorize the waiving oi competition in
the procurement of the above described technical services
pursuant to A.I1.D. Handbook 11, Chapter 1, Section 2.4.2.(2) 3
because of the unique capabilities of IFC to satisfy the
requirements in this case, and that you auvthorize the GGE to
negotiate directly with 1FC for the project component cdescrited

in the a*tachment. [\ ij)
Approved ]S;E><¥j::&f

Disapproved
pate_ March \8 \48%

Recommendation: That A.I.D. Handbook 11, Chapter 1 requirements
concerning the use of Government-Owned Organizations (Section
2.6.2.3) and Nationality (Section 2.5) be waived because of the
existence of a multinational institution determined ‘o be most
appropriately suited to undertake the implementation of the
subject activities (which circumstance is not* specifically
treated in A.1.D. policy and procurement guidance). This waiver
is besed on your certification thet the interests of the United
‘States are best served by permitting this procurement of service

from @ multinationa]l orgenization. \V/
Approved C?¥§%>’\/\:}4§0

Disapproved

Date NM‘K} \ab3

Clearances:

NE/PD:SATaubenblatt (Draft)
NE/E:GGower (Draft)
GC/NE:GDavidson (Draft)
CM/SD/FSR:ECordaro draft)
DAA/SER:J0wens [ Lr 70 2/1i5
NE/DP:CJdohnson N7, ¢ * . o
DAA/NE :BlLangmaicg </ - ol
PPC/PB:EHughes—Leonard"gDrart}fﬂ*“
AA/PPC:JBolton | LA~

GC: JEMullen SR

t

NE/PD:KEBrown;bjn:2/22/834X29735:doc§0313b
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ACTION MEMORANDUM FOR THE ADMINISTRATOR
THRU: ES

FROM: AA/NE, W. Antoinette Forqi{/’*“

SUBJECT: EGYPT - Business Support and Investment Project; AID,

Project Number 263-0159; Pre-Authorization Waiver
Request

Problem: To authorize the non-competitive procurement of
technical services for the proposed Business Support and
Investment Project (BSI).

Background: USAID/Cairc has designed the BSI Project to support
Government of Egypt (GOE) and Egyptian private sector efforts to
improve the investment; legal and administrative conditions
under which private sector projects are develcrs? and
implemented and business is conducted. This proposed $8.5
million project will fund five discrete activities which build
upon or continue past AID efforts. They include:

-~ Capital Market Development;

Strengthening and Modernizing, Accounting, Financial
Reporting anc¢ Auditing Standards and Systems;

Strengthening and Modernizing the Investment, Financial
and Legal Infrastructure;

Improving Investor Information Systems and Services; and

Continuation of the Egypt-U.S. Business Council
Investment Promotion and Facilitation Progran.

BSI is now in its final project peper preparation phase. There
are no significant policy issues and it will be authorized by
USAID/Cairo in accordance with Redelegation of Authority No.
115.3C dated May 21, '1982.

[EEE NN SR S



Discussion: Prior to project authorization, USAID requests
AlID/W approval for the non-competitive procurement of technicel
services for the Strengthening and Modernizing Accounting,
Financial Reporting and Auditing Systems component of the BSI
Project. This project element is not condusive to the normal
"consultative" type of technical services Host Country :
Contracting encouraged by AID. Technical services will require:
(1) the dual capacity to assist in policy formulation and
operational technical assistance; (2) understanding of the full
range of disciplines required to achieve project objectives; and
(3) access to and fielding the diverse expertise needed within
the timeframes required. The National Association of
Accountants (NAA) has been identified as the entity best suited

to meet the technical service requirements for this project:
component.

Egypt faces a severe shortage of professional accountants and
auditors with the practical training needed to service the
private sector. In.addition, there is a crucial need to replzce
outmoded and inadequate accounting, financial reporting and
auditing standards with modern, comprehensive uniform

standards. A set of workable standards appropriate for Egypt
dealing with basic problems needs to be developed quickly. This
means not meTely Importing U.S. standards wholesazle in to Egypt,
but considering 21sc vhat hes beern done internatin=z11lv b th:

s w

international accounting standards committee and the EEC, for
example.

The diverse skills needed include individuals with practical
experience in running a professional association of accountants
and auditors; people with practical experience in operating a
professional institute which provides practical training to
accountants and auditors as well as examination and
certification; both practicing '"Mznagement' accountants as well
as practicing "Public" accountants and auditors, experts in both
public and management accounting with knowledge of the basic
materials needed to perform research on standards; and zcademics
and practitioners with a knowledge of international as well as
U.S. standards fo. accounting and auditing. The NAA can bring
the required international perspective to the project through
its branches in other countries. From its own staff and its
extensive membership rolls, the National Association of
‘Accecuntants (NAA) can recruit the team of experts needed, for
this effort (See Attachment for a detailed description of this
project component). No other organizaticn by itself has access
to the above array of skills needed for this project. For
example, while the Financial Accounting Standards Board might be
able to assist with standerds, it does not operate a
professional association or a training institute which examines
and certifies members of the profession nor a program of



continuing education courses. A private accounting firm likely
would not have the in-house capacity to field the diverse teanm
required. While it could provide the auditor, it would not have
personnel experienced in running a professional association nor
would it operate a research and training institute. In
addition, unlike the NAA, a private firm is not primarily
engaged in operating a professional associztion and institute.
Another professional accounting association would not be
broadly based as the NAA. The closest in ran
to the NAA would be its sister professional organization, the

as

Although the AICPA is 2 professional association like the NAA
and offers many of the sape Services as the NAA, it serves only
certified public accounts -- i.e., the public accounting portion
of the profession, while the NAA includes a1}l accountants both
CPAs and non CPAs and ""management" accountants as well as
"public" accountants.

The NAA has a Strong professional relationship with and interest
in Egypt. The NAA has been involved with the Egyptian Syndicate
of Commerce Professions (Syndicate) in &¢ssisting the Egyptian
accounting and auditing profession since 1980. 1In 1981, at the
request of the Syndicate, the NAA made recommendations to the
Svndicate for a Program to strengthen accounting and auditine
procedures in Egypt which served as the basis for the proposcis
by the Syndicate for this project element. The AICPA responded
to the same request stating that it regretted that it could not
assist with a program in Egypt. The NAA has demonstrated a
continuing commitment to assist the Egyptian accounting and
auditing professions. An Egyptian chapter of the NAA was
established in 1982. Because of this commitment, the Syndicate
has indicated that it desires that the NAA provide it with the
technical assista,.-e and training called for under this

Project. Also, the Syndicate has indicated that a private
accounting firm would not be acceptable to the President and
Board of the Syndicate because they are convinced there can be g
conflict of interest potential - that such a firm would obtain

an unfair advantage in the Egyptian market from carrying out
this program.

A NAA/Syndicate contract would serve to strengthen the
institutional Telationship already begun between these two
entities, a relationship AID wishes Lo encourage in our private
Seéctor initiative. Under the proposed contractural arrangement,
the NAA would serve not only as a consultant for the BSI Project
activity but also would initiate a Projected long-tern
institutional bond ‘which both organizations desire and which
will endure far beyond the 1ife of the BSI Project. The

estimated $2,088,000 budget for this project component wiill be
channeled through the NAA contract.

<o
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In conclusion, the NAA offers predominate capability to provide
the expertise needed for this prcgram.

Recommendation: Pursuant to A.I1.D. Hzndbook 11, Chapter 1,
Section 2.4.2.(a)(3) that you authorize the waiving of
competition in the procurement of technical services and 21]ow

the GOE to negotiate directly with the NAA for the project
elements described in the Attachment.

APPROVED‘//.\JX SX\UZ/

DISAPPROVED v\ .
DATE Feir S 10%3

CLEARANCES:
NE/PD:SATaubenblatt(DRAFT)
NE/E :GGower &5 /|74 ;
GC/NE:GDavidson Chico 5. /v =
CM/SD/FSR:ECordarc(DRAFT]
M/DAA/SER:JOwens ot </ /i s

PPC/PB:EHLeonard{DRAGT)

KE/DP:CJohnson nd

DAA/NE:2Langrnaid —= 11
-

NE/PD:KEBrown:bjn:01/29/83:X29735:doc#0350b



Strenpthening and Modernizing Accounting,
Financial and Auditing Systems-

This program will strengthen accounting, financial reporting and
auditing in Egypt. A professional institute will be created and
will: (a) provide practical professional training, (b) examine
and certify Practicing accountants and auditors at all levels;
(c) conduct the rcsearch Necessary to design and update
standards; (d) exchange view. with those affected by accounting
and auditing stsndards to incorporate changing nceds; and (e)
operate on a sclf-sustaining financial basis. The program will
also assist in the formulation of an initial set of basic
accounting, financial reporting and auditing stancards for Egypt
8s soon as possible and in the development of effective means to
commuinicate and enforce standards within the piofession. '
The implementing and disbursing authority for this activity will
be the Egyptian Syndicate of Commerce Professions (the
"Syndicate"). A quasi-governmental organization established by
Law 40/1972, the Syndicate has POWEr To enact rules governing
the accounting and auditing profession ir Egypt and,
concomitantly, the authority to discipline zccountants and
auditors who violate these rules. Disciplinary penalties which
the Syndicaie is empowered to impose range from warning notices
to suspension and dismissal from the Syndicate, in which case
the offercer loses the Tight to practice his profession. By
law, all accountants and auditors (along with all graduates of
the faculties of commerce in Zgypt) must belong to the
Syndicate. Thus the Svyndicate has official powers and
responsibilities for maintaining professional ethics and .
standards similar to those of a state bar association or a state
society of certified public accountants in the United States.

Following signing of the Grant, the Syndicate will enter into a
hos* country contract for the technical assistance and training
services nccessary to implement the progranm. '

Implementation will take place in two phases. Phase One will
entail an evaluation of current stancards and options, a
detailed action plan and a preliminary set of accounting
standards. Phase Two will consist of implementation of the

detailed plan. The consultancs will submit quarterly progress
reports to the Syndicate and USAID

A.. Phase One

A team of five U.S,. experts will be chosen to work with a
counterpart team of Egyptians. The U.S. tean will consist

of: a university pTofessor specializing-in management
{



accounting; a university professor specializing in public
account.ng and auditing; a practicing management accountant
with hands-on experience in developing and operating
management information systems; a practicing CPA auditor;
and a specialist with solid experience in crganizing the
operations of a professional accounting association or
institute. Prcferably one or more of the members of the
team will be fluent in Arabic. The Syndicate will nominate
the Egyptian counterpart team to work with the U.S. tean and

will coordinate any necessary discussions with ministries
and entities.

The teams will work together to:

(1) Assess and evaluate the current state and needs of the
Egyptian accounting profession;

(2) Set forth a detajled plan stating how progranm
objectives can be achieved in the most cost-effective
manner. Such a plan may include: (a) a statement
including precise steps needed to achieve individual
objectives, time phasing and coordination needed with
other entities; (b) a proposal for the creation of the
professional training and research institute; (c) a
preliminary budget including the nature and amounts of
external assistance required and the contributions, to
be made by the Syndicate; and (d) recommendations for
putting tse Syndicate prezranm {(with respect to

accounting standards, research and training on a
self-sustaining basis through user fees or other means).

(3) Prepare a preliminary set of basic conprehensive
accounting and auditing standards for promulgation by
the Syndicate along with a plan for communicating such
standards to accountants and auditors, the business
community and relevant government agencies.

By the end of six months, the results of Phase One
would be incorporated into a final evaluation of
current standards and a detailed plan and budget for
Phase Two. Simultaneously, the U.S. and Egypt teams
will be working on the preliminary set of basic

accounting and auditing standards for completion within
one year.

Ebgse Two

Pliase Two will implement the Phase One plan and budget as
approved by the Syndicate and USAID. 4 detziled description
of Phase Two must therefore await the completion of Phase

dne. The Syndicate 1i11 require the following acsvistante in
Phase Two. :

| i



(1)
(2)

(3)

(4)

Expert consultant services

Training:

(a)

(b)

Overseas training of Egyptian auditors,
accountants and institute or Syndicate staff
consisting of: (i) short-term observation study
tours by senior members of the profession; and
(ii) long-term training (1/2-2 years) for persons
who will later structure and inplcment the
training and research program.

In-country training of Egyptian accountants,
auditors, and institute of Syndicate staff.

Equipment and materials

(a)

(b)

An initial library of books and'periodicals plus
assistance to keep publications current while the
overall program becomes self-sustaining.

Educational and training aids such as overhead

projectors, cassette equipment, cassettes, vidro
equipment, etc.

Translation of key training and other materials into

Arabic (including an initial mapuzl setting forth
accounting, auditing and financial reporting
standards); translation into English of key documenis
concerning the accounting and auditing profession in

Egypt.



ANNEX L
Part 1

CAPITAL MARKET ACTION PROGRAM

The Action Program detailed in the following pages is the net result of
the combined efforts of the CMA, IFC, and USAID to develop a broad
strategy with detailed technical assistance and training interventions
appropriate to the present development stage of the Egyptian capital
markets. The CMA participated in developing the Action Program and fully
supports its approach, substance and proposed method of implementation.

Specific Steps

1. Capital Markets Conference. The CMA, with IFC and USAID assistance,
will hold a major conference in Cairo during December 1982 on "Capital
Market Development in Egypt.”

USAID already has secured funding for the Conference from Project
263-0042 and the AID Activity Trust Fund (FT-800). The Conference,
however, is a fundamental and extremely important precursor action for
the program. The Conference will serve as the starting point for the
Action Program and will consider most, if not all, of the subjects
discussed in the following pages.

The Conference will follow a "how to" or practitioner approach and will
focus on practical, non-academic actions that can be taken to develop the
market. Theory will be introduced only to the extent necessaary to start
practical, action-oriented discussions. Experts from developed countries
(United States, Canada, Japan, France, the United Kingdem, for example)
and developing countries (Bra21l, Korea, Jordan, etc.) may be invited to
present their experiences in developing their respective securities
markets. Presentations will focus on actions which worked in 'different
circumstances and on actions which proved unproductive. , To the extent
possible, all presentations will be oriented to the Egyptlan market an.:
its development requirements. Major topics will include: increasing the
supply of and demand for securities, the role of securities
intermediaries (uncerwriters, brokers, etc.), encouraging a broader range
of securities (equity, bonds, debentures, commercial paper, unit and
other mutual funds, certificates of derosit, etc.), stock exchanges, the
role of the CMA, and similar related matters.

In sum, presentations will be aimed at opening substantive debate on how
Eqypt can best pursue capital market development. The Conference will
signal the government's commitment to market developrent and will educzle
(100+) participants. including numerous private sector representatives and
interested parties from abroad (brokerage houses, etc), about the
problems, prospects and rossibilities in Egypt. Additionally, the
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Conference will assist in identifying Egyptian firms, individuals or
other groups which have a demonstrated interest in developing the capital
markets. As the Action Program is implemented, these groups will be able
to participate as potential investors in securities firms, consultants to
the CMA, and collaborators with other interested organizations.

Major Conference objectives include:

(a) Provision of a wide, free forum for discussion of the merits of
capital markets in assisting development of private, productive
enterprise.

(b) Exposure of the Egyptian financial community to the manifold
benefits of a more developed and active capital market.

(c) Education and promotion of the concept that capital markets
serve both savers and users of funds by providing different
risk/reward investment alternatives for savers and more flexiple
alternative sources of funds for productive enterprises.

(d) Presentation of various approaches to capital market development
appropriate to the Egyptian case and discussion of practical
aspects of market activation which could be employed in the
short-term.

(e) Discussion of the different functions of institutions in a more
active market and how Egyptian financial institutions could
develop and become active capital market participants.

(£). Discussion of how the Egyptian financial system could be
"deepened” through develorment of securities firms and more
diversified financial instrumentation.

(g) Identificaticn of ways in which the GOE could actively and
affirmatively assist in the development of capital markets.

(h) Identification of an affirmative, development-oriented role for
the CMA and discussion of the form and content of a
Comprehensive Egyptian Capital Markets Law.

2. Supply of and Demand for Securities. A series of vigorous actions is
contemplated over the implementation period to increase the supply of and
demand for securities. These include the following:

(a) Incentives and Inducements. Time will be required to determine
the effectiveness of the incentives provided in the recent tax law
revision (Law 157/1981) and Companies Law (Law 159/1981) to increase the
supply and demand for securities. The IFC Report on Capital Market
Development recormended certain additional incentives. (The CMA plans to
examine these as a part of the preparation of a comprehensive capital

l D7/
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markets law which will consider a broad range of incentives to increase
the supply of and demand for securities.)

(b) Institutional Investors. Financial institutions, such as banks,
insurance companies, pension funds and investment companies need to be
encouraged to make portfolio investments in publicly traded securities in
Egypt. Institutional investors currently limit their investments to Law
43 Companies and treat them more as joint ventures than as portfolio
investments in which subsequent marketability of the securities would be
a concern. Commercial banks will be encouraged to diversify their
investments., According to the CMA, commercial banks have increased their
involvement in publicly traded securities, but there 15 considerable room
for further expansion. Insurance companies have increased substantially
their investment in equities, but most are in Law 43 companies vhich are
closely held.

Institutional investment guidelines will be investigated to delineatea
maximum proportions of assets that can be invested in different sectors
such as real estate, ard (as has hbeen done in other countries seeking to
develop their capital markets) minimum required levels of investment in
securities, particularly to encourage insurance companies to shift from
purchase of securities in closely-held joint ventures towards portfolio
investment in publicly traded securities. The possibility of
diversifying investment of certain proportions of GOE Social Security
funds in securities will be investigated. Examination of these questions
will be conducted Lv the CMA during the Action Program with assistance
from qualified Implementing Teams and through technical assistance and
training activities.

(c) Securities Firms. Egypt lacks skilled securities professionals
tO0 undertake the mechanics of securities work and to develop capital
market activities. The CA, in conjunction with technical advisors, will
encourage the formation of underwriting houses, brokerage houses, and
full 1line securities firms. These could be built on the existing
investment/venture capital ccmpanies in Egypt, of which there are
currently over 50. (Others are under formation.) ‘

Ir many developing countries, new securities firms have been established
with relatively small initial investments. Korea, Jordan and Uruguey
represent excellent examoles of such activity. In such ventures, an
irternational merchant banking house usually takes a small equity
interest and the majority of investors are local, such as banks,
insurance companies and entreprensurs. This type of approach will be
pursued in the Action Pregram and the CMA will identify and encourage
Egyptians interested in such ventures. Technical advisors will study its

feasibility and advise on the establishment and operations of such
firms. In addition, the A 111 consider the role of banks in the
securities field, such as the use of bank branch offices to accept
securities orders and the manner in which banks could be used on expand
and activate the seccndary trading market,
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The 5-year tax holiday available under Law 43 is not currently granted by
the Investment Authority for underwriting and brokerage activities. The
project will assist the CMA to explain to the Authority that these
activities are needed and that Law 43 tax holiday should be expanded to
cover them.

(d) New Types of Securities. The CMA Plans to educate potential
issuers of, and investors in, a broader range of securities that could be
used to finance activities, as alternatives to bank lending. These will
include equities, debentures (both straight and convertible), warrants,
commercial paper, floating rate certificates of deposit in Egyptian
Pounds, etc.

(e) Listing of Foreign Securities. The project will investigate
whether trading of shares of foreign companies (which is already allowed
on the exchanges) should be actively encouraged and promoted in the
Egyptian stock exchanges. Significant policy issues are involved.
Foreign listings could quickly expand trading opportunities on the stock
exchanges. On the other hand, they could cause a diversion of saving
from domestic investment to foreign securities. These gquestions/issues
will be examined closely during the Action Program and the experience of
other developing country markets will be analyzed.

3. Development Functions of CMA. Given the current state of develorment
of the capital markets, it is necessary that the (MA act primarily as a
development entity to stimulate and promote capital market activities
rather than concentrate on their regulation. Decree  520/1979,
establishing the CMa, Clearly empowers it to be a development
organization for the capital market. he development functions of the
CIA require further expansion and the policy making aspects of its
operation require continual emphasis on develcbmental vs. regulatory
orientation. The project will assist in development of a comprehensive
capital markets law providing clear authority to the CMA &o participate
in activities of other governmenta! bodies that may affect development of
the market.

4. Stock Exchanges. It is critically important that the Cairo and
Alexandria Stock Exchanges serve both to develop the market and to act as
self-requlatory organizations to assure that the markets and securities
professionals operate fairly and honestly. The project will assist the
exchanges to encourage and develop new listings. 1In addition, major
promotional efforts will be undertaken to demonstrate to businesses the
advantages of obtaining long-term finance through public issues of
securities. In the self-requlatory area, the stock exchanges should
ensure that they operate for the public purpose of providing a market to
all investors (and not, as in many developing countries, to act solely as
a private club for the trading profit of membe:s), to provide membership
to all qualified candidates, to regulate themselves and their members to
assure compliance with legal requirements, and to provide cormunications
linkages between the exchanges to assure that investors obtain the best
execution of their orders.




Project efforts to accomplish these objectives will involve: a detailec
evaluation by the stock exchanges with cma personnel and eéxpert technical
advisors (as used in similar efforts in other countries), ang specific
recommendations for improvements in listing requirements, Practices,
rules and trading Procedures.,

5. New Financia] Legislation: Capital Markets, Underwriting and Leasing
Laws,

(a) Comprehensive Capital Markets Law. When Decree 520 of 1979 was
drafted to establish the CMA, it was recognized as being necessarily
general in SCope. It was understood that the Decree would have to he
amplified to address the specifics of the capital market ag needs were
identified, The CMA has reviewed numerous other developing country

coverade of a comprehensive 1aw for Egypt. Preparation will involve the
pParticipation of CcMa Personnel and Ggg legal Counselors, eXtensive
nsultation and draft review by the private sector, and the assistance
of a qualified technical advisor,

{(b) Underwriting Le islation. It will be necessary to specify the
powers and requirements applicable to the new securities Professionals
and uncderwriters €nerging with development of the primary capital
markets. This may be included in the comprehensive Capital Market Law or
may be addressed Separately ir. other decrees or legislation,

(c) Leasing L islation. Because the legal Situation for leasing in
Egypt is not clear, g number of changes in laws Must be made to clarify
it. For example, leasing requires the establishment of Specialized
leasing companies which will seek Law 43 approvals. Law 43, however,
does not stecifically recoanize foreign investments in  joint venture
leasing activities gag qualifying for incentives ang Suarantees provided
under the law. In addition, leasing requires a leqal mechanism te obtain
and maintain effective SeCUrity interests Over equipment and other
moveable Property leased to industry. The Egyptian Cormercial Code and
other legislation Such as the Companies Law 159/1981 do not specifically
recognize leasing as g secured financing agreement in which the lessor
has rights to fecover posssession of property in the event of lessse
default. Lay 159/1981 also does not recegnize lecsor's rights to match
depreciation On assets to lease terms, angd does not grant. the lessor .
exemption from tariffs ang other duties waere the lessee would qualify
for such exemptions. The Project will investigate the necessary actions
to be undertaken by the A ard other groups to Prepare appropriate
leasing legislation and to address thege and other issues.

6. Ccmpanies Law 159/198] and Executive Reaulations,
\

(a) Company Law and Reaulations. “he Egyptian Cempany Law 26/1954
has Leen recognized as inadequate to SPUr new corporate activity, 1In
1980, the Ministry of Economy and the Investment Authority sponsored a
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major conference on revision of the Companies Law, partially financed by
AID, leading to preparation of the new Companies Law 159 nrassed in 1981.
The implementing regulations were issued recently.

The CMA and other responsible GOE authorities will monitor closely the
new Companies Law and its executive regulations and with technical
assistance, will determine the adjustments needed to be made to
facilitace capital market development. Probable acticns will deal with:
(i) required annual reports and policy statements, (ii) minimum capital
for companies and limitations on issuance of securities (bonds,
debentures), (iii) when securities must be listed on the exchanges and
what trading can occur before listing, and (iv) numerous issues relating
to protection of investors.

(b) The CMA has indicated that its organization may be expanded in
late 1982/early 1983 by the addition of a "Companies Department® which
would serve as the nexus of screening and approval for companies newly
formed under Law 159. Assistance will be provided to the CMA to develop
the terms of reference of this Department and to provide for a rapid
review/approval process. '

7. Training. The project will undertake an ambitious program to educate
the CMA staff and pPersonnel from banks, insurance conmpanies,
institutional investors, investment companies, brokers and dealers on the
diverse subjects that are needed to more fully understand and activate
the capital market. This task will be approached by (i) selecting
foreign advisors to come to Egypt tu give briefings on various
appropriate subjects, and (ii) visits by Egyptian personnel to foreign
securities organizations engaced in these subjects for "hands-on
training” for short periods of time.

The CMA expects 20 of its personnel will ke available for training
(released in groups of 5 each at any one time), and has identified over
40 candidates frcm other interested entities outside the CMA  (banks,
brokers, institutional investors). The CMA previously bhas undertaken
training with the cevelopment agencies of France and the UK in which 25
CMA staff and 40 outside Derconnel received training primarily in stock
exchange workings.

Training wil; cover the follcwing broad topics:

(1) Development of Capital Markets

(2) Incentives, Inducements

(3) Underwr:i ing

(4) New Tyres of Securities

(5) Brokerage and Selling Securities

(6) Stock Exchange Activities

(7) Corporate Finance/Financial Analysis

(8) Securities Regulatory Bodies

(9) Accounting/Auditing related ‘o securities and preparatioy of
prospectuses.
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Training will involve approximately three to four groups in each of the
next two years. Each group will consist of up to 5 CMA persons and up to
20 non-CMA persons. Each person in the group will be required to prepare
a detailed report on the results of the training and how he/she will
integrate course content into his/her work. Post training discussions
will be held in work groups to discuss the relevance of the experience to
Egyptian capital market development needs. Prospective sites of training
in the US include selected brokerage houses, the New York Institute of
Finance, and possibly universities such as Harvard, Wharton, etc.
Training programs may be Ccustom-designed for specific needs if sufficient
numbers of personnel can be located. In this area, USAID will enlist the
support of DS/IT in AID/W when training needs cannot be met by existing
programs. The purpose of the training is to provide focused, cn-the-job
instruction in specific areas, and to apply what is learned directly to
the work place.

Implementation Aporoach

Implementation will sequence technical assistance and training activities
in a manner consistent with the development state of the capital market,
the capacity of the QA to digest and manage the manifold program, and
the participation of other GOE and private sector organizations and
individuals.

Each task will be implemented through a "team" approacn comprised of CMA,
other GOE, public and private sector representatives. The CMA will form
a "team" for each task or specific subject inatter to be treated. The
project will require a general plan describinc formation and operation of
the Teams. Technical advisors recruited Ly the IFC will lead/manage
these teams, provide focused attention to acddressing the specific
substance of each task, and work with theczse teams to fully investigate
the task at hand. Teams will be assigned definite completion timetables
and objectives flowing from the IFC aavisor(s) scope(s) of work and from
GOE policy objectives pertaining to financial system development. The
team's activities and resulting perfcrmance will be necessarily based on
the assumption that al. participents have the interest, capacity, time
and will to carry oi: implementztion. Team members drawn from the CMA
will include Derartunent Heads and the promising members of their
professional staffs. Private sector members will be-drawn from brokers
at the Cairo/Alexandria Exchanges, bank officers, insurance company
professionals, institutional investors, Egyptian private consultants,
institutional investors, accounting/auditing firms, and from companies
that are potential issuers of securities. GOE ministries and public
sector organizations ‘also will be sources of team personnel. Teams will
submit periodic reports tn the CMA on activities, progress and problems.
The initial report will ocutline the team's approach to investigation of
its task(s). The final report will be supplemented by a Team briefing of
CMA members and other interested parties,
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Training will follow the general task outline of the Action Program and
will focus on "how to" practical, non-academic aspects of capital markets
which can be applied in the short term. Members of the teams will be
likely candidates for training, which would improve their understanding
of and input to the team work effort.

A concentrated effort will be made to identify qualified candidates for
membership in the implementing teams and training assignments. The CMA,
with its training czococdinator and Executive Commitee, will prepare
descriptions of each employee who is a candidate for membership on an
Implementing Team and for training assignments, and will be charged with
ensuring that only fully qualified candidates are chosen according to
reasonable criteria. The candidates descriptions will, at a minimum,
include the following information: (i) the Action Program task and/or
related training opportunity for which the person 'is a candidate; (ii)
name and age; (iii) pecsition, job description and responsibilities; (iv)
educational background; (v) full details of experience, including
practical experience relevant to the Action Program task; and (vi) a
justification of why he/she is a prime candidate. The information will
be obtained from written resumes and frem Executive Committee interviews
of both the candidates and their plevious employers. All other GOE and
private sector participating organizations will be required to undertake
the same approach and to make recommendations to the MA.

Training activities largely will be tailored to meet specific CMA, other
GOE, and private sector requirements, as appropriate to capital market
development needs. The duration of training will vary from 4-12 weeks
and will be uncertaken both in the US and in Eqypt. The training program
has two broad oktjectives: (i) to supplement the technical assistance
activities for each task through an affirmative, practical learning
experience for Egyptians, and (ii) to train a sufficient and diverse
cadre of professionals in capital market subjects to ensure that there
are trained persons available in Egypt to carry on the work of further
developing the market after the program ends. '

Projected sources of technical assistance include the following: (i) IFC,
(ii) US investment banking houses, (iii) US institutional investors and

—independent securities professionals, (iv) US stock exchanges such as the
NYSE and the Pacific Coast Stock Exchange (PCSE), (v) associations of
securities professionals such as the National Association of Securities
Dealers (NASD) and the Securities Industry Association (SIA), and (vi)
foreign merchant banks and securities companies. IFC will coordinate the
search and recruitment of technical personnel frcm thesc sources through
its executing agency relationship with the CMA.

The main source of specific practical training is expected to be the New
York Institute of Finance (Institute). The Institute has trained all of
the CMA Executive Committee, including the CMA Chairman; it has indicated
to the CMA a willingness to set up tailared canresc in cmarifin enhda~ke
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macro-development approaches and policy formulation, etec. Certain US
investment banks also may undertake training although their participatior

is expected to be limited due to high costs and lack of the necessary
"development” orientation.



ANNEX L
Part 2

The Comprehensive Capital Markets Law would cover, at a minimum, the
following subjects:

(a) Development. Development duties of the CMA.

(b) 1Incentives. Incentives te companies and controlling
shareholders to sell their shares to savers to invest in securities and
to securities firms to form and become active in underwriting and
designirg new types of securities, and in forming securities brokerage
and research activities.

(c) Market Structure. Determination of whether all trading in
securities should be required co occur solely on the sto.k exchanges, in
order to increase cepth and liquidity, employ the auctiou; process and be
subject to regulation by the exchanges; or whether some serities may be
traded outside of the exchanges, in the dealer market which may be more
fractionalized and less well regulated.

(d) Stock Exchanges. Development functions of the stock exchanges
and oversight by the CMA to function for specified goals, such as
providing fair, orderly self-requlated markets, providing access to
membership by all qualified applicants.

(e) Securities Professionals. Requirements for urderwriters,
brokers, investment advisors, money managers and other securities
professionals, such as registration, qualifications, required capital,
relationship with customers, conduct in the market and possibly a
self-regulatory organization.

(f) Disclosure. Required disclosure to the market by issuers of
securities, both in public ocfferings and on a continuing basis, of
current information necessary for informed investment decisicns. These

_subjects have Dbeen addressed already in the Companies Law and the
Executive Regulation. However, it will be necessary to monitor them and
to make adjustments, if needed, in the Capital Markets Law.

(g) Auditing and Accounting. Means of establishing and enforcing
auditing and accounting standards, independence of auditors from
companies they audit, and a self-regulatory prganization.

(h) Prohibitions. Activities in tﬁe market which should be
prohibited (such as fraud, planned manipulation) or closely circumscribed
(such as stabilization).

Y
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(i) Bondholders. Requirements for the protection of bondholders,
such as a comnon representative or trustee to protect their interests,
required reports, bondhclders' meetings and limitations on amendments to
bondholders' rights. These subjects have been addressed in the Companies
Law and Executive Regulations. FHowever, it will be necessary to monitor
the success of these and to make adjustment, if needed, in the Capital
Markets Law.

(j) Sanctions, Civil Liabilities. Sanctions for violations of the
law, including civil liabilities to reimburse persons harmed by violators.

(k) CMA Powers. Explicit power of the CMA to make rules and
requlations, haviny the force of law, and to enforce actions to carry out
the provisions of the law.
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1)

2)

3)

1)

CAPITAL MARKETS PROGRAM BUDGET

Al A

Sgp}_)lz & Demand
for Securitiesl/

(a) Ircentives

(3)
(4)

(3)
(2)

(2)

(3)
(2)

(b) Inctitutional
Investors

(c) Securities Firms

(d) New Types of
Securities

Develorment Role
of QA

(2)
(4)

Stock Exchange (2)
(a) Development Role (2)

(2)
(1)

(b) Self Regulatory

Financial Legislation

(@) Capital Markets
Law, Legal Im-
pediments, and
Urderwriting

(10)
(10)

(b) Leasing (4)
: (3)

Companies Law and

Companies Department

(a) Securities (1)

Aspects (1)

(b) Companies Dépt. (1)
Operations (1)

AJOL

"$1000) " L5 (500)
52.5
12.0
52.5
6.0
35.0
52.5
6.0
35.0
12.0
35.0
6.0
35.0
3.0
175.0
30.0
70.0
9.0
17.5
3.0
17.5
3.0

(/M

(4)
(4)

(4)
(3)

(3)

(4)
(3)

(2)
(6)

(2)
(2)

(2)
(1)

(10)

(12),

(3)
(4)

(1)
(1)

(1)
(1)

ANNEX N

) COST
3 (000) L.E. (000)
70.0
12.0
70.0
9.0
52.5
70.0
90
35.0
18.0
3500
6.0
35.0
3.0
175.0
36.0
87.5
1200
17.5
3.n
T 17.5
3.0



6) Trainin (4) 70.0 (6) 105.0
{a) Advisors () 12.0 (6) 18.0
(b) Non-CcMA (60) 300.0 (80) 1400.0
(8) ko.o (10) . 50.0
(¢) CMA Trainees (20) 100.0 (40) 200.0
(4) 20.0 (7 35.0
(d) Field Studies (8) u0.0 (8) u0.0
7) Coordinator (6) 105.0 (6) 105.0
8) Administrative
Support for Advisors 50.0 50.0
10) Subtotal 1192.5 212.0 1,515.0 264.0
11) IFC Executing 131.2 23.3 166.7 29.0
Agency Contract
(11% of Subtotal #10)
12) Contingency
(15% of Subtotal #10) 178.9 31.8 227.3 39.6
TOTALS 1502.6 267.1 1909.0 332.6

(Project Component Total in Equivalent US $ = § 4,132,670)

-1/ Technical Assistance is budgeted at $17,500 per “an Month for

foreigners, including travel, notel, per diem, insurance, health

requirements, and necessary support services (secretarial, ete.), and
for Egyptians at L 3,000 (estimated average monthly compensation).

2/ Training is budgeted at $5,000 per Man Month.

Projected Disbursement Schedule

. ($000) (LE 000) Total (equiv. US$)
Year 1 1502.6 + 267.1 = 1823.8
Year 2 1909.0 + 332.6 = 2208.9
$3911.6  LE 599.7 $4,132.7



ANNEX R

State Council

Legislation Department

Draft of Presidential Decree of the Arab Republic of Egypt
No. of year

For Establishing the General Authority for Financial Markets

The President of the Republic, after perusal of the Constitution,

- The Maritime Commercial Law;

- Law No. 326 of 1953, concerning dealings in stocks and securities;

- Law No. 26 of 1954, on provisions relative to joint stock companies,
limited joint stock companies, and limited liability companies and
subsequent laws;

- Law No. 161 of 1957 on the General Rules of the Stock Exchanges;

- Law No. 163 of 1957 on bank and credit and amended laws;

- Law No. 61 of 1963 on General Authorities and amended laws;

- Law No. 43 of 1974 promulgating the system of investment of Arab
and foreign capital, the free zones and subsequent amended laws;

- Law No. 120 of 1975, on the Central Bank and the banking structure;

- The approval of the Council of Ministers; and

- In accordance with the opinion of the State Council, has decided:

Article 1: A general authority shall be established having its own
iIndependent juridical personality and affiliated to the Minister of
Economy, Foreign Trade and Economic Cooperation. It shall be called
the General Authority for Financilal Markets, its headquarters shall be
located in Cairo. By decision of its administrative board, it may have
branches and offices in the capitals of the governorate in the country,
as well as overseas financial centers.

Article 2: The Authority's purpose shall be to organize and develop the
financial markets, control its proper functioning and direct the capital
to contribute to economic development, .and to achieve the following
objectives: ‘

l. In the field of development

A. To devise, develop and consolidate a suitable atmosphere for
savings and investment necessary for economic development,

B. To encourage and develop the stock exchanges for present and
future i1ssues, Including stock to be issued for capital
Increases, and to stabilize value of stocks.

C. To encourage finding and training of stock exchange brokers

- and other professionals to work in the financial markets, and

provide them with tiaining facilities necessary to ralse their
professional standards.



D. To prepare studies and Proposals for the various governmental
bodies to introduce necessary amendments to the laws and regu-~
lations in force and to Promulgate new legislation necessary
for the developemt and organization of the financial markets,

Provision of Information

To control the provision of sufficient and suitable information on
stocks and issuers, on the market's brokers and other professionals,
as well as making sure of the validity of the information and particu-
lars obtained and rendering them regularly and periodically available
80 as to serve their purpose.

Registration

To make sure that the sale of new stocks to the public is made after
correct and sufficient Information has been made available to investors
after applying procedures and regulations of issuance and to make sure
that the competent authoritiec have provided correct and sufficient
information on the stocks they have issued on the proper time.

Dealing in Stocks and Securities

To control the stock exchange to make sure that transactions are not
tarnished by fraud, swindling or fancy speculations and that all
transactions are done through the stock exchange.

.-

Control of Brokers and Other Professionals

To ascertain that all market agents, such as brokers, competitors,
advisors, organizations of all types, accountants and auditors, con-
nected with activities of the stock exchange have been legally licensed
to carry out their activity, '

Professional Code of Honor, Censorship and Self-control

To establish a professional code of honor including censorship, self-
control and ethics of the profession binding all those werking in
financial markets, such as brokers and other professionals.

Article 3: The Authority shall have the full authority to enable it to

achleve its objectives and to meet the responsibilities for which it was
established. To these objectives, the Authority has to undertake the
following duties:

1.

To study the rules, législation and regulations necessary for the
practice of its responsibilities described in Article 2 and requirekd
to create a suitable atnosphere, and to study the basi. that should
be established for the developéﬁht of its own structure as well as

of the stock market to realize an international standard.



2, To undertake inspection and test operations at governmental bodies
which have activities connected with the Authority, to secure
accuracy of the registers and books and their upkeep, and to draw
attention to taking necessary procedures regarding the adjustment
of activities.

3. To issue financial and administrative regulations regulating work at
the Authority without being bound to governmental regulations.

Article 4: The Authority shall not be allowed to interfere in fixing the
prices of stocks and securities, of all tyves, either by sale or purchase,
directly or indirectly.

Arti-~le 5: The Chairman of the Authority and his Deputy shall be appointed
by tresidential Decree, upon proposal by the Minister of Economy, Foreign
Trade and Economic Cooperation. The Chairman of the Authority shall preside
over its Board and his Deputy shall be the Board's Vice-Chairman. The

term of the Chairman and his Deputy shall be for five (5) years, which may
be renewed for one more term.

Article 6: The Administrative Board of the Authority shall consist of
nine members; five (5) representing concerned governmental bodies and

four (4) representing the private sector to be selected by the Minister

of Economy, Foreign Trade and Economic Cooperation. The firs’ term for

a member will be five (5) years, but as from the third year, with the
exception of the Chairman and his Deputy, one third of the Board members
may be annually deprived of their membership by turn through secret ballot,
but may be re-elected also by secret ballotting of full-fledged members.
No member can stay for more than two (2) terms.

Article 7: There will be a quorum at the Board's meeting when an absolute
majority of members is present provided the Chairman or his Deputy is
present. However, decisions are not valid unless approved by at least
five of its members. The Board shall convene at least once every two
months or whenever summoned by the Chairman, his Deputy or a majority of
the members. The Administrative Board shall have a secretary who will
keep records of all its proceedings and decisions.,

Article 8: The Chairman of the Authority shall undertake the administratien
of the Authority and its affairs and represent it before the judiciary and
others. He shall preside over its Executive Body which shall consist of
techmicians and adminstrative clerks appointed by the Board and nominated
by the Chairman.

Article 9: The Administrative Board of the Authority i1s the highest autho-
rity catrolling and managing its affairs and drawing up its general policy.
It may take whatever decisions it may find necessary to achieve the purpose
for which it was established, particularly:


http:Arti-.le

1. To issue decisions and internal regulations on financial, administra-
tive and technical matters of the Authority without being bound to
governmental regulations;

2, To draw up regulations concerning employees and workers of the
Authority, their promotion, transfer and discharge;

3. To approve the draft of the Authority's annual budget;

4, To consider periodic reports submitted on the Authority's activity
and its financial position; and

5. to request assistance of whatever experts it finds necessary for the
good performance of the Authority's activity.

The decision of the Administrative Board of the Authority should be reported
to the Minister of Economy, Foreign Trade and Economic Cooperation for his
approval.

Article 10: A consultative committee shall be formed by the Minister of
Economy, Foreign Trade and Eccnomic Cooperation, upon proposal by the
Authority's Chairman and in agreement with the concerned ministries and
private sector bodies. The committee shall consist of not more than four-
teen members representing the ministries and bodies concerned with the
stock market, in agreement with their respective ministers and heads of
these bodies. The committee shall be in charge of advising the Authority
of its duties and responsibilities and serving as a link between the
Authority and the ministries and bodies to which the committee's members
belong.

Article 11: The financial resources of the Authority shall be:
1, Funds allocated by the Government;

2. Local or‘foreign loans after their approval in accordance with the
law; and

3. Local or foreign donations agreed upon by the Board and approved by
the Minister of Economy, Toreign Trade and Economic Cooperation. The
Authority shall have the right to receive these dcnations in hard
currency and keep them for usage in its activities. '

Article 12: This Decree shall be published in the official newspaper and
shall come into force as from the date of its publication.

President of the Republic
Mohamed Anwar E1 Sadat

v



ANNEX P

FUNCTIONS OF THE GENERAL AUTHORITY FOR INVESTMENT AND FREE ZONES
MANDATED BY LAW 43

Following the declaration of the "Open Door Policy" in 1974 by President
Sadat, the foundations for the new policy took form in Law 43 of 1974
(subsequently amended by Law 32 in 1977). Law 43 thus became a symbol of
Egypt's commitment to open its economy to broader international
participation as well as to restructure its economy and society,
especially its previously moribund private sector. For both domestic and
foreign investors, Law 43 also has come to signify the government's
strong interest in fostering productive investment aimed at long-term and
concrete economic benefits for the nation and its population.

The agent for transforming this policy into action, specified in Law 43,
is the Investment and Free Zones Authority. The Authority, under the
direction of its Board of Directors, was assigned specific functions
including general research and information gathering relevant to
developing investment, control and monitoring of the investment process,
to promotion and facilitation of new investment, recommendations on
changes in policy and laws to improve the investment development
process. In short, the Authority was to deal with virtually all aspects
of the investment cycle.

Article 26 of lLaw 43 is explicit with respect to the tasks to be
Performed by the institution. These are described generically as follows:

1. Research and Program Planning

The Authority is instructed to study the "laws, regulations, and
resolutions" affecting foreign 1investment in Egypt, and "submit
proposals" with respect to their interpretation and implementsiion, and
assume a broad policy—making/recommending role with respect to the
encouragement and control of investment.

The Authority's program planning function is to 'identify desired or
priority investments. The Authority is directed to "prepare lists" of
activities and projects where foreign capital is to be "invited"

Source: Alternative Designs “or the Investment Information Center, A. D.
Little International, Inc., July 1980.



2.  Control and Monitoring

The Authority evaluates and recormmends whether a pProposed investment
project should be granted official approval by the Egyptian Government
(and entitled, therefore, to special benefits), By extension, this
function implies that the Authority's staff has indirect control over
PIOposed projects (the Board of Directors making the ultimate decision)
since it is in a position to discourage or effectively eliminate those
Projects which it does not approve.

Paragraphs (iv) and (V) of article 26 provide for the follow—up
monitoring to be exercised by the Authority over Projects which have been
auproved. For example, the Authority must register invested capital,
review the valuation of that capital at the time of disposal or
repatriation, éPProve profit remittances on the basis of an examination
of relevant document:, and verify that all laws and standard accounting
Principles have been observed.

3.  Promotion and Facilitation

The promotional role of the Authority is mandated by paragraph (iii)
of Article 26, uhich Specifies that the Authority will "offer Projects
for investment", "render advice", and "familiarize international capital
markets and capital exporting countries" of the "approved 1istg" of the
Authority. The Authority's rnle as an investment facilitatnr through the
Provisions of services to the investor ic defined in pare :aph (vii) in
which the Authority isg instructed to assist the investo, in pProcuring
permits (from itself and other agenci~ " and in handling yheral
administrative matters,

ORGANI ZATICNAL STRUCTURE AS A REFLECTION OF OBJECTIVES AND FUNCTICNS

Most successful investment development agencies perform the followirg
functions in one form or another:

- Policy elaboration and guidance

= Investment Program planning

- Research and analysis

= Investment pramotion

= Investment regulation

= Facilitation of investors and the investment pProcess
- Operations management

While virtually all of these functions are present in the Operations of
successful programs,  the manner in  which they are organized
adndnistratively varies greatly.  They may be dispersed throughout
Several ministries, making coordination decentralized and frequently
difficult, or overall Authority may be concentrated in onc organization
which controls a1 the .elevant functions in the investment development
process,



l. The Authority's Functional Characteristics as Mandated by Law

The functions Performed by the Investment Authority give it g2
character that falls between ~ the two extremes of dispersion and
concentratici.. While Lay 43 defined extensive functions for tha new
organization, the Authority was not granted precedence over other
agencies in the pPerformance of thege tasks, and in Practice must share
the field with a number of other bodies in the government. This shared
authority ig Primarily in the control and requlatjon of investment,
particularly the granting of approvals for investment under Law- 43, over
which other agencies have strong influence, and the monitoring of
compliance with regulations. In the areas of program Planning, research,
promotion, and facilitation of foreign investment, however, the Authority
has been given a virtually exclusive franchise.*

The functions which the Authority is mandated by law to carry out include
1S expected to perform include:

= The promotion effort to attract foreign investment into Egypt.

= The control function of screening and fecommending investment
applications for approval as a basis for obtaining the
Privileges conferred by Law 43.

~ The facilitation function to assist the investor in
establishing his operation.,

= The inspection and follow-up activities to ensure compliance
with regulations affecting Law 43 investors,

Support functions are also envisioned, both explicitly and implicitly, by
the Law:

Foth line ang Support functions. fThe line functions which the Authority
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- Policy analysis to interpret laws, regulations, and
resolutions affecting the development of foreign investment in

Egypt.

- Program planning to designate priority investments to be
pursued, :

- Research ang analysis to assist in the screening and
evaluation of investment applications.

2. Allocation and Performance of Assigned Functions Within the

Investment Authority at This Time

a. The Policy Elaboration and Guidance Function

Although lLaw 43 ig explicit in giving to the Authority the
mandate to "study the laws, regulations, and resolutions" in
connection with investment in Egypt and "submit proposals" as
appropriate, the actual responsibility for studying policy
implications of Law 43 does not seem to have been assigned below the
level of the Deputy Chairman. The Board of Diractors and the Deputy
Chairman are Cclearly the critical actors in policy decisions, and
the Board, through the Deputy Chairman, may request 'studies of
policy implications or interpretations of regulations. There is,
however, no organizational unit in the Authority continuously and
formally charged with the task of assessing the course of foreign
investment program or "submitting proposals" for improvement or
changes in the implementation of Law 43. Despite this fact, the
Authority has Successfully brought about amendment of Law 43 and is
now initiating amendments of the Companies Law. Considerable
reliance in this Process seems to have been placed on advisory
services from outside the reqular Authority organization -=-
primarily foreign experts.

b.  The Program Planning Function

if it is defined as the systematic identification of priority
sectors, industries, or projects to be sought and promoted by the
Authority, "program pPlanning", as such, is not actively performed in
the Authority at this time. Nominally and informally, some aspects
of program planning are Carried out by a few key individuals in the
Research, Evuluation ang Promotion Division: however, the Deputy
Chairman hinself frequently identifies key projects or sectors which
the Authority is to Pursue actively. The Research Department within
the Research, Evaluation ang Promotion Division would appear to be
the logical home for such a program Planning function but in
practice the Research Department's activities are focused more on
micro issues, such as economic analyses of rates of :return of
specific types of investments, analysis of individual projects,
etc. Also the Research Department's operations at this time have a
relatively short-term Perspective rather than the longer-term

orientation required for effective program Planning.
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C. The Research and Analysis Function

Researcli and analysis functions are performed within many
Divisons and Departments of the Authority.

Within the Research, Evaluation and Promotion Division, the Research

partment and the two Evaluation Departments are, by definition,
involved in research and analysis functions. While the Research
Department is normally engaged in economic analysis of different
types of inland investment, the Evaluation Department focuses on the
data and feasibility studies presented to the Authority by potential
investors in their investment applications. These departments are
assigned the task of studying and verifying these submissions, and
fécommending action for the Board of Directors, including obtaining
the expert opinions of other technical ministries.

which the investor must pass through and with studying problems
which confront the investor. 1In Practice. however, this research
and analysis function has not yet been an important task for the
department.,

Within the Free Zone Sector, a similar research and analysis
activity is performed by its own Inspection Department. This
department is instructed to study various impediments to investment
in the free zones, undertake comparative studies of free zones in
other countries, and review progress in the free zones.

Within the Statistics and Information Department, the official task
is the collection and organization of data, both on current
investors as well as relevant economic data for investor inquiries.
This could be called "research and analysis", 1In fact, however,
this department does not undertake original research and analysis,
but is largely a repository or conduit for data needed elsewhere
within the Authority,

d. The Promotion Function

Promotion Divison, ang to some extent by the ' Statistics «nd
Information Department which has responsibility for providing
general statistical information to potential investors. The
Promotion - Department: has only recently been constituted as a
Separate unit and is currently mounting new initiatives in the
promotion area. Promotional efforts are also undertaken by the
Deputy Chairman in his capacity as Managing Director of the
Authority and as the leader of delegations to international missions
and conferences.



-6 -

e. The Requlatory Function

Law 43 is essentially a form of regulation of investment apd
requires the participation of almost all elecments of the
organization prior to the Board's decision to grant or withhold
approval of an investment application. An almost exclusive concern
with regulation is seen in the Investment Division's activities,
which are activiated after an approval is granted, and which are
focused on inspection and follow-up, aiming at ensuring compliance
by inland investors with the terms of each investor's permit, Law 43
and other relevant regulations. Similarly, free zone investments
are monitored closely by the Free Zones Sector's Inspection
Department. The Legal Affairs Department frequently acts in a
regulatory capacity through its review and interpretation of
requlations, legal decisions, contracts, and articles of
incorporation.

f. The Facilitation Function

Divison ( the departments which deal, respectively, with industry
and service projects and with agricultural and construction
projects) and is a subsidiary activity for several others. The two
investment project departments assist investors in obtaining
required approvals, permits, and licenses. Similarly, they advise
the investor with respect to problems faced in the procedural
process of investment.

To a lesser extent, the Promotion Department within the
Research, Evaluation and Promotion Division is responsible for
providing a measure of facilitation assistance to investors in the
form of advice and assistance, during the pre-approval phases. This
function, however, is performed on a largely ad hoc basis.

g. The Operations Management Function

matters concerning the internal administration of the Authority. 1In
terms of analyzing the managerial requirements of the Authority,
suggesting improvements and modifications, the Training and

Organization Department also is nominally mandated to fulfill this .

role. In actual practice, the Managing Director of the Authority
exercises primary decision—making~authority with respect to tle
managment system.



ANNEX Q
INVESTMENT AUTHORITY PROJECT DESCRIPTION

An AID-sponsored study conducted by A. D. Little, Inc., formulated two sets
of recommendations to the Investment Authority for investment promotion.
The first recommended the establishment of an Investment Center within the
Authority which would have promotion, facilitation and information
functions, and consist of a Cairo office, as well as regional and
international offices. The second also recommended the establishment of an
Investment Center, but confined the early years of the Center's activities
to the investment information function. The two options are organizational
alternatives for the Investment Authority, each requiring skills and
capacity considerably beyond the Authority as analyzed by the Mission and
the Irish Development Authurity for AID in June 1982,

regulate them. AID will finance technical assistance and training as well
as a modest package of resident TA (Perhaps two Egyptian professionals for
2 years). The objective will be ta improve the Authority's ability to
organize support for overall investment and investment promotion,

1.  Sub-activity Demands

An early indication of GAFI intentions will be its willingness to
create an Inquiry Services Department; if successful, it will be followed
by the creation of a promotional core, an investor information library and

data unit and, finally, by an investor services unit. These units are

detailed below:

a. . Inquiry Services Department

(1) Objective - To provide a reception and first contact
sevice for all inquiries and visitors to GAFI so that suitable projects can
be identified and investors can be encouraged to establish in Egypt.

(2) Nature of Function - A response-oriented marketing
function which is the first opportunity that the potential investor and
GAFI will have of evaluating proposals and operations,
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(3) List of Activities - Respond to specific inquiries
from potential investors,  Where the information required is the
responsibility of another department, whether within GAFI or not, the
staff of the Inquiry Services should obtain this information for the
potential investors.

- Communicate with potentia’ investors and provide thenm
with appropriate fomns, brochures ang other materials,

- Meet with Potential investors, arrange any further
meetings with appropriate staff, whether within GAFI or not,

- Deal with all follow-up matters affecting potential
investors untiy an identifiable project e€merges, and then
assign to the appropriate pProject Investment Sector.

- Collect and store Published investment information
such as brochures, leaflets, studies, application forms,
investment guides, etc.

(4) Organization - A limited number of staff ig
required.  Staff should operate on a geographic specialty basis,
Inquiries coulg initially be SPlit on the hasis of national origin. 1In
this way, the operating staff will develop a level of expertise in g
particular geographic region. Such experienceg staff could form the
basis for staffing foreign offices,

of inquiries, the number of serjous inquiries and an analyses of then by
country of origin ang Project type.

(6) Implications for GAFI - at pPresent, first-time
contacts are generated by GAFI. a) through the Deputy Chairman's office;
b) through Promotional events; ang ¢) through Egyptian officials overseas
reporting back to GAFI, Under the new approach all first-time contacts
will be channeled to the Inquiry Services Department. fThig Department
will service such potential investors and build 3 reputation of
assistance and competence. -

|
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b. Library ang Data Services Departmen

(1) Objective: - To assist the staff of the Tnquiry
Services by serving as a resource center for investment inforimation
documents, providing a comprehensive data base, and carrying out, as
requested by Inquiry Services, short-temm research activities involving
economic or technical data which may affect decisions.

(2) Nature of Function - This is primarily a support
function for the staff of the Inquiry Services.

(3) List of Activities

= Assist the staff of Ingquiry Services in searching for
information;

= Organize the acquisition and distribution of relevant
hewspapers and magazines;

- Collect, store and maintain investment-related
documents, books, publications, etc.;

- Respond to requests frcm the Inquiry Services staff
for economic ang technical data;

- On request from Inquiry Services, produce short
reports on investment-related subjects.

(4) Organization - Staff requirements will be minimal;
“therefore, no complicated organizational structure will be needed.

(5) Reporting Procedure - The Staff member in charge of

Library and Data Services will report to the Director of Inquiry Services.

(6) Implications for GaFp - This project will not
establish a major library and data Processing facility rivaling existing
departments.

C. Promotion Department

Contingent upon a functioning Inquiry Services Department,
the GAFI could Create a Promotion Department.

(1) Objective - mo Promote Egypt as a location for
foreign investment to investors in foreign countries. Priority will be
given to those investments which contribute positively to the progress of
the approved investment pPlans.



(2) Nature of Function - This ig an initiative-oriented
Mmarketing function, Existing Project Profiles will be marketed to
selected groups ang individuals. Projects which Ffit within general
guidelineg will also pe sought,

(3) List of Activitieg - Develop 5 Promotiona) Strategy
and program for the Year,

= Initiate contracts with Potentia) Egyptian investors,

= Using Egyptian officials in foreign countries, make
contact witp tential investorg who May  establigh
Projects ip gypt either ag a joint venture or ag a
100%-owneq subsidiary.

= Maintain Such contacts until 5 Project outline energes for
channeling to Investor Services. )

=~ On g Selectjve basis, Participate in conferences,
institutions, and international fairs relating o
investment.

= Initiate and Mmaintajin Contact  yith journalists,
consultants, ang Other Opinion molding Professionals,

= Develop Promotiona] Materialg, brochureg and briefing
documents.

= Assist ip the design ang distributnmn of the Investment
thosity Newsletter,

= Undertake limiteq adVertising in selected markets tq
pPromote activitjeg,

- Regularly'review the resylts of the Promotion activitjeg
and modify as Necessary,

= Maintajp, in Coordination with Inquiry Services, the
Current status of serious inquiries/contacts which have
the Potential to result ip Projects ang make g joint
regular feport to Garr,
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(4) Organization - Again, only minimal staff will be
required. Staff should be prepared to visit potential
investors overseas, but should not become involved in the
detailed organization of the small number of promotional
events. (Public Relations should carry out this task under the

should report to the Deputy Chairman. He should provide
information on: the number of investors contacted; the number
of serious possibilities for projects identified by country
origin and project type; the current status of all serious
possibilities; brief details of promotional efforts that
occurred during the month; ang brief details of promotional
efforts planned for the coming month.

(6) Implications for GAFI - Currently the work of
Promotion is the responsibility of the Promotion and Overseas
Offices sectcr based in Nasr City. There will be some need to
make organizational decisions about promotion-related
responsibilities.

d. Investor Services Department

(1) Objective - To facilitate the investment process when
investors and projects have been identified by the staffs of the

(2) Nature of Function - This is a marketing oriented
function designed to ensure that the investor is assisted in getting
his projéct into operation.

(3) List of Activities -~ Guide investors in the
procedures required to gain GAFI project approval and other
government agencies, and assist them in completing application forms
and other documents.

-Act _as liaison for investors with GOE entities to obtain
permits, licenses and other legal approvals.

-Anticipate problems and difficulties which the investors
may encounter and assist investors in solving these
problems.

-Maintain contact with the investors after their projects
have been established so that further assistance can be
provided as necessary.

4(4) Organization - The size of the staff for Investor
Services will largely be determined by the number of projects
being handled. Staff should be specialized by project

type/product sector so that expertise in specialist areas can
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be gained. It is crucial that the staff have regular exposure
to problem solving. The transfer of projects from Inquiry

Services/Promotion should take place when an investor and a
project have been clearly identified and further service

becomes necessary.

(5) Reporting Procedures - The Director of Investor
Services should provide information on: a) the projects

handled during the month; b) the status of projects at the end
of the month; ¢) problems encountered by projects; d) and

matters which will require gove:nment action.

(6) Implications for GAFI - Currently there is an
Investor Relations section and & number of pro ject-oriented
sections in GAFI. This proposal will effect these offices.
One approach may be to place industrial and agri-business
projects in the new department, and to deal with all other
projects in the existing sections.

3. Staffing

The new investor facilitation entity will require capable
people at all levels. A key persomnel selection will be the choice of
director. He will need to have both the management ability to get the
Jjob done, and the internal organizacjonal skill to gain and keep support

for the unit. Total staff is projected at 32 for the Investment Center,
with office assignments as follows:

Grade l.evel Equivalent

Total )

Office Staff i 2 3 14 5 6 1
Director (3) 1 1 1
Inquiry Services (3) 1 Y 2 1
Library Data
Services (5) 1 3 1
Promotion (8) 1 5 2
Investor -
Services (8) 1 5 1 1

TOTAL (32) 1 3 1l 17 O 7 3

The consultants will work with the Investment Center to execute the
initial activity study; facilitate the development of the

investor/investment center core; and conduct both on- and off-the-job
training programs. A senior GAFI officer will work with the consultanf

and provide detailed knowledge of GAFI, as required.
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Because of the particular nature of the type of assistance
required, (AFI may -seek assistance from other Development
Authorities. One such Authority with extensive IDC training
experience is the Irish Development Authority. (Allocation of funds
for training from AID Code 899 countries will be required.)

4, Training

A major training effort will be required if the investor/investment
service staff is to demonstrate knowledge, skills and attitudes.
0ff-the~job training could be provided prior to commencement of
operations om:e the activities have started; however, most training will
necessarily he on-the-job training.

The initial off-the-job training program will be carried out in Cairo by
Professionals with industrial development and training experience.
Training will be directed at middle and senior management to demonstrate
what others are doing in the field, and at younger staff, to
teach/promote enterprise and investment fundementals, Mid- and
senior-level staff should have foreign language and communication
skills. Those who do not have such skills will attend local training
programs. They should also be thoroughly familiar with Fgyptian
Government investment policy and procedures. An "overseas" program,
currently ‘offered by the Industrial Development Authority (IDA) of
Ireland, might be most suitable for staff members. IDA offers an
extensive eight-week program in "The Promotion of Foreign Industrial
Investment",

The Industrial Development Authority of Ireland also offers an eight-week
orogram in "The Identification of Industrial Projects and Investment
Jpportunities." This program would be useful training for senior staff.

5. Development Staging

The proposed plan will be developed 1in phases, with the
decision to go forwaru with a subsequent stage made based on the
successful start-up and operation of the previous stage. Thus:

Stage 1 Establishment by GAFI of the investor/investment services
unit

Stage 2 Selection of a qualified Director and the selection of a
. Board to facilitate the development of the unit

Stage 3  Selection by the Board of a consultant to carry out the
organizational analysis. This will include: determining
the level of project activity in GAFI, confirming staff
levels required for the unit, and analyzing implications
for other units in GAFI.
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Stage 4 Selection and training of staff for the Inquiry Services

Department

Stage 5 Reasonably effective operation of the Inquiry Services

Department

*Stage 6 Selection and training of the staff for Library and Data

Services

*Stage 7 Reasonably effective operation of Library and Data Services

Stage 8 Selection apg training of staff for the Promotion

Development

Stage 9 Reasorably effective operation of the Promotion Department

(6 months) .

Stage 10 Selection and traininy of staff for the Investor Services

Development

* Stage 11 Operation of the Investor Services Department

6'

Evaluation of the Investment Unit

Performance criteria will be established to measure the

cost-effectiveness of the unit. Criteria will include:

Indicators could be developed énnually and observed.

Increases in numbers and size of foreign investment:

Increases in employment attributable to these investments;
Increases in inquiries from potential investors; and

Reduction of time between initia] inquiry, submission of

application, decision on application, Project inplementation
and operation.

* May be started at any tine

**Not funded in this project
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The benefits from this project include: enhancing the effectiveness of
the investment development process; generating more investment in the
Private sector and hence creating more jobs; and developing a cadre of
young professionals employed by the Investment Authority but ultimately
available to work in other sectors of the economy.

It should be noted that a major portion of the project's budget is in
training and technical services (much of which may be considered as
on-the-job training) and that, historically, these kinds of activities
yield high benefits in a develeping country.

Regarding the employment and investment impact, we will estimate that the
unit will improve GAFI's performance by at least 25% over the present
level, suggesting that the total annual investment under Law 43 and the
corresponding jobs will increase by 25% annually over the levels expected
without creating this unit.



ANNEX R

FREE ZONE PROJECT DESCRIPTION

1. Egyptian Free Zone Development

The theory and practice of free zones in Egypt have been discussed in
depth in several previous reports and studies to Usam(l), The
following synopsis is provided for background.

Within Egypt, the Open Door policy was initiated to stimulate foreign
investment for the purpose of developing the national economy. Free
Zones are an important part of this policy. The purpose is to offer
incentives to foreign investment while generating: a) increased
employment, b) dissemination of advanced technology and administrative
techniques, c) increased exports and a more favorable balance of trade,
d) increased local revenue sources, e) expansion of the national
infrastructure, and f) increased flow of private foreign capital to Egypt.

GAFI's more important functions relating to the Free Zone Sector include:
a) targeting projects and investments which are to be encouraged in the
free zones, b) tabulating free zone data, c¢) evaluating investment
applications, d) registering and evaluating incoming capital, e)
facilitating coordination requirements betwecn investors and goverrment,
and f) planning and managing the free zones.

GOE responsibility in the free zones was originally intended to be
limited to infrastructure and management. This role has increased so
that the GOE now will also provide modular buildings for general investor
leasing.

(1) See General and Organizational Structure Analysis and Pre-Feasibility
Review for Suez City Free Zones, Reynolds, Smith and Hills, 1979;
Scoped Environmental Assessment of the Public Free Zones, Reynolds,
Smith and Hills, 1980; Industrial Freo Zones =~ Financial Analysis
and Evaluation Design, ~ Coopers & Lybrand, 1980; and Capital
Requircments and Technical Assistance; Reynolds, Smith and Hills,
1982.




2. Free Zone Operations

The Free Zone Sector administers four Public Free Zones: Port Said,
Alexandria (El Ameria), Cairo (Nasr City). and Suez (Port Tawfik). These
zones essentially serve as large industrial estates which provide
utilities and services for a broad mix of industrial and non-industrial
projects. Each free zone has its own semi-autonomous organizational
structure patterned after that of the Free Zone Sector. Employment of
Free Zone Sector personnel approximates 343 people distributed as follows:

LOCATION PERSONNEL
Cairo Headquarters 35
Alexandria 120
Cairo (Nasr City) 106
Port Said 65
Suez (Port Tawfik) 17
TOTAL : 343 (from 1979 report)

By the end of 1981, the four zones contained a total of 164 prodiects
representing a planned capital expenditure of LE 125.7 million. Tabie 1
portrays the yearly increments of approved projects in production sirv:e
the public free zones were established. :

The decline in approved projects in production since 1976 is largely
attributed to delays incurred in completion of the =zone infrastructures.
As shown in Table 2, a large number of projects associated with each of
the free zones are either aoproved or in the development process. It is
probable that the majority of these projects will commence production
after needed infrastructure is provided.
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TABLE 1
TOTAL PROJECTS IN PRODUCTION
PUBLIC AND PRIVATE FREE ZONES
1975 - 1980

YEAR OF APPROVAL
1975 1976 1977 1978 1979 1980

Total number of
New Projects
Public Free Zone 32 56 9 7 19 45

Total Capital (LEMillion)*
Public Free Zone 22,73  33.79 10.69 7.53 19.126 35.34

Total Investment Costs
(LE Million) *
Public Free Zone 24.41 36.04 11.38 8.99 43.58 44.10

*Figures represent planned estimates, rather than actual totals.,
Source: Reynolds, Smith and Hills, General Authority for
Investment and Free Zones, 1982.

TABLE 2
STATUS OF FREE ZCNE FRQJECTS BY
YEAR-END 1981
UNDER
PRODUCTICN EXECUTION: APPROVED
* Public Free Zones
Cairo (Nasr City) 22 16 45
Alexandria (=1 Ameria) 44 12 93
Suez (Port Tawfik) = 20 10 43
Port Said 81 14 99

* 33 Projects Withdrawn During the Period of 1979-1982.

Source: Reynolds, Smith and Hills, General Authority for
Investment and Free Zones, 1982.
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3. Free Zone Sector Organizational Structure

The Free Zone Sector (Sector) is one of 11 organizational units of
GAFI. The Sector head repocts to the GAFI Deputy-Chairman and is
responsible for implementing policy as defined by his Board. This
includes: (a) coordination of free zone Planning; (b) acquisition of
land and conversion to free zone usage; (c) approvals of budgets and
accounts of individual free zones; and (d) performance of other functions
related to the Free Zones. It is organized into three central
departmencs:

Central Department for Inspection
= Inspect and audit all free zone operations
= Propose tariff and rental fees

~ Prepare technical, administrative and financial regulations

Central Department for Zonal Affairs

- Collect data and prepare reports on zone activities

- 4iSsue approvals, permits, and licenses

- Disseminate information to and coordinate work among free
zones.

Central Department for Engineering:

= Prepare drawings, specifications, quantity surveys

- Call for tenders, analyze and award bids; supervise work in
progress

- Operate water and sewerage systems; maintenance

Although the Sector is considered relatively effective and efficient,
USAID and the Sector management have identified several areas for
improvement. These areas are summarized in broad categories for
conceptual purposes. 1In practice, many tasks will overlap and complement
each other. AID project assistance will allow the Sector to:

- Improve and maintain physical infrastructure
- Reduce legal and administrative deterrents
- Improve Sector productivity

a. Purpose and Relationship

The broad purpose oi this sub-activity is to develop Sector
capability. fThe project will provide professional and technical
services for a variety of advisory and training tasks. At the end of
this project, the Sector is expected to use improved systems in such
areas as zone management, accounting and financial management., -and
engineering and maintenance.

The specific purpose is to improve the Free Zone Sector's capacity to
operate and manage its free zones by upgrading the quality of
selected personnel in ijts higher management, technical, line and
staff functions. This will be accomplished through a multi-faceted
training program undertaken at different operaticnal areas within
both the Central Office and the free zones. Training and technical
assistance will be provided at the following levels:
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- Policy and Planning for senior personnel in the Free Zone Sector
Office and each free zone.

- Technical operations staff
- Free Zone staff personnel

b. Technical Assistance - Operations

Training in this area will be aimed at engineers at the central
office and at the free zones. Training will be given in both
classroom and OJT formats on a short-term basis. It is anticipated
that most training will be undertaken in Cairo with engineers working
in the individual free zones being called in to the Central Office.

Training recommended for this group will be oriented towards
preventive maintenance, general maintenance, and future
construction. Various facets of planning, design, construction,
contracting, materials, labor, equipment selection and use, and work
force upgrading will be emphasized.

In addition to training in Cairo, selected Cairo staff engineers and
various field engineers will be given field training in the US for
approximately two months each. This training will encompass one
month of instruction in and observation of maintenance procedures and
one month of observation of and instruction in construction
procedures on selected sites chosen by the Project Implementation
consultants.

Selected engineers with appropriate technical backgrounds will be
given training in environmental analysis procedures. The expertise
gained from this training will be used to review the environmental
implications and impacts of proposed free zone investments.
Environmental trairing will be given in the US under the auspices of
the project implementation consultants. After the trainees return to
Egypt, it is expected that further 0JT will be given, particularly
with regard to modification and use of environmental screening
procedures employed by the Free Zone Sector.

C. Technical Assistance - Management Operations

Training will be oriented towards middle management and will
concentrate upon: (i) development of procedures for the different 1line
departments of thz Free Zone Sector and the free zones, and (ii) work
flow task develcopnent. The objective will be to develop sets of
consistent operating procedures in each department with regard to:
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- record keeping

- scheduling of project follow-up actions

- inventory management/control and record keeping

- customs expediting

- financial reporting and budgeting including establishment of
useful accounting reports
security coordination

Training in and usage of forms compatible with modern data processing
equipment also will be undertaken to modernize and speed procedures.

Technical services and training financed by the project address the needs
of the free zones in improvement of the management and operations of the
Sector. It forms part of a larger GOE effort to build and operate its
free zones. (The GCE has considerable investment in free zones ard a
sizeable amount of infrastructure has already been installed. Since 1974
the GOE has invested approximately $56 million in all free zones.)

At the end of the project the Sector is expected to have increased
institutional capacity to manage existing infrastructure, plan for future
expansion/modification of infrastructure and provide better service to
free zone investor clients. The project design is straightforward and
within the present absorptive capacity of the Department, Sector
Management understands the nature of the project and its design structure.

Training will improve the Sector's capacity to operate, manage and
maintain the free zone system, and to provide a professional level of
service to investors. This was a major recommendation in the feasibility
studies, Advisory services are considered necessary to ensure a
substantial technological transfer of method and professional expertise
to free zone management and operations. 1In sum, the activities described
above are recognized by GAFI and senior Free Zone Sector managers as high
priority issues.

d.  Implementation Plan and Procurement

(1) Consulting Firm

A consultant will be contracted under a host country contract to
provide a broad range of services. These services will include
assistance in (a) improvement of free 2zone management and (b)
maintenance of infrastructure and equipment. The consultant will
provide: (a) coordination and implementation of the advisory/training
programs; and (b) training for international standards for
procurement, maintenance and Planning for the operation of each Free
Zone. Services are to be provided by a combination of long- and
short-term advisors dependirg upon project needs.



4. Monitoring and Reporting

a. Monitoring

Monitoring will be the responsibility of USAID/Cairo staff which
will have frequent contact with the Sactor staff. The USAID project
manager will draw upon assistance from other USAID divisions including:
ergineering, legal and contracting as needed. In addition, periodic
consull :tions will be scheduled with GAFI, the Free Zone Sector and
others to assess project progress. Regular reviews of project progress
will also be conducted by USAID/Cairo senior management.

b. Reporting

After signing of the Project Agreement, USAID will issue an
implementation letter which will contain the necessary guidance on
types of reports, formats and schedules to be followed. The reports
will be prepared by the Sector, possibly with assistance from the
consultant. In addition, the consultant will prepare periodic
reports on its activities for the Sactor with copies to USAID.

C. Baseline Data

Sector records provide adequate baseline data. The evaluation
plan calls for reorientation of current information systems to
monitor progress in achieving objectives. Investor application forms
and supporting documentation is filed at the Cairo office, and
monthly free zone status reports are available. In addition, the
consultants will survey investors to acquire core data. Baseline
data will be reviewed initially to determine such items as:

- employment operation, wages, value added;

- capital/labor intensity, capital investment;
- sector composition of free zone investors;

- amount of exports, type, destination, etc; and

- FX generation/saving

5. Consultant's Approach to Free Zone Needs

The Free Zorc training plan is further detailed below:

a. Infrastructure and Bquipment Management

(1) The Consultant will review Free Zone equipment and utilities
and assist the Sector to evaluate, execute, administer, procure and
supervise maintenance activities.
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(D) Review existing plans and reports concerning equipment and
utilities, revising any elements as needed, required to operate the
Alexandria (Phase I), Cairo and Port Said Free Zones. (3 months)
He/she will prepare a planning report consisting of: a preliminary
design, identifying equipment items and opportunities for
standardization; an implementation Plan und preventative maintenance
schedule for all equipment-related activties; and cost estimates for
each item of equipment, materials and services which form the
preventive plan.

(c) Train the Department in evaluation, data tabulation and
contract preparation. negotiation, execution, and administration for
performance of specialized preventive maintenance functions. (6
months)

(d) Train the Department to inspect and supervise all equipment
delivery, all mechanical and electrical erection work and all civil
construction work related to the zone infrastructure. (6 months)

(e) In conjunction with training element of project, assist the
Sector to formulate and establish equipment/facilities operation and
maintenance systems which will help ensure proper utilization. (6
months)

(£) Develop environmental énalysis procedures for use in the
monitoring of free zone investors, including both screening and
control criteria. (3 monthe)

(9) Improve planning and design procedures including: physical
planning, design standards, selection of building materials,
construction scheduling and coordination. (3 months)

b. Advisory/Training Program

The Consultant will review the Department's training needs and
recommend a phased plan acceptable to GAFI and AID for detailed advisory
and trainirg services related to the physical operation and management
Systems. The plan is expected to provide for advisors, on-the-job
training, classroonm Presentations, observation visits, etc., as
gppropriate. '

C. Implementation of Plan The Consultant will assist the
Department in implementing the advisory/training component by furnishing
its own staff members, by sub-contracting, and by drawing upon other
institutions, as appropriate. The Consultant will also assist the
Department in arranging for continuation of certain portions of the Plan,
as appropriate, after completion of the project. It is anticipated that
some items below wil) not be accomplished in the early stages of the
project.
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The areas are described in broad categories for conceptual purposes. In
practice, many areas overlap and complement each other.

(1) Establish an interagency Task Force comprised of
representatives from the Department and from Customs Agencies to
improve interagency coordination and develop uniform procedures; (1
month)

(2) Develop procedures and train staff for speeding delivery
and proper valuations by Customs authorities; (4 months)

(3) Introduce a new system for inventory documentation and
control of goods awaiting customs clearance and train personnel in
its usage; (4 months)

(4) Survey investors about legal and administrative problems
within the Zones. (4 months)

(5) Establish a system to measure the length of time for
processing investor applications, permits, and information requests.
(3 months)

The Department has an internal reporting format which provides
information to support management decisions and policy evaluation by the
GAFI Board of Directors and senior management. Problems arise, however,
from lack of any consistent approach to information gathering and use and
from lack of standardization. The consultants will develop a Management
Information System (MIS) better tailored to Department needs. The
reports prepared by the consultants on project implementation will
include the MIS reports.

The MIS will consist of a carefully thought-out flow of reports from
individual free zones to the Department headquarters and back to the
zones. Standardized report formats will permit later storage and
retrieval on EDP machinery. The MIS will provide a documcntation system
which the Department and fre~ zones urderstand, find useful, and which
provides necded data for operating decisions, project evaluation and
discussion of policy issues. Complementing the MIS, advisory/training
programs will upgrade management and operations systems.

- Investor reports will cover ' employment levels by tec..nical,
skilled, and un-skilled categories; FX creation; and L.E.
expenditures.

- Standardized financial reports will include balance sheets,
income statemcnts, sources and uces of funds statements, and
budgets.

- Economic and financial rcports will provide information on
costs and benefits accruing to the economy (such as FX earned,
employment, local purchases, etc.), thus providing more
sophisticated evaluation of progress.



