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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 Cooperation (MIIC)
 

E. Implementing Entities: The Capital Markets Authority (CK4A), 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. Amoant: $9.1 million 

G. Terms: Grant to the Government of Egypt (GOE) 

H. Life of the Project: 3 years (subject to amehdment 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 modernize and improve the 
environment within which the private sector operates, i.e., the 
in-estment, financial, legal and administrative conditions under which
 
business is conducted regardles3 of the political and economic conditions
 
which may exist at dny 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 planned 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 CMA 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 activity7 development of new financial
 
legislation covering capital markets, 
 underwriting and leasing;

training securities professionals; modernization and
of procedures

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
 
professionaL 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 appropriate

for Egypt; 
and, third, develop effective means of communicatin9 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 is
 
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 Egyptian legal and financial
 
structure to private sector needs. The advisor will investigate
previously identified financial and legal obstacles 
to Drivat, -Pct-nr
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investment and development; assist relevant GOE agencies

implementing and coordinating existing 

in
 
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 upgradeGAFI'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 directed
be 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, 
limited 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 
 (IESC). 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 private sector's initiative to become more
 
competitive and knowledgeable in productive business operations.
 

An important element of 
 the project is use
strategy the 
 of and
 
reliance upon non-governmental 
entities where possible. Under the
capital markets development program, CMA officials will be assisted
 
by teams consisting of 1-th Egyptian and 
foreign private sector
 
experts. 
 In the program to strengthen accounting, financial
 
reporting and 
 audit'ng, the implementing organization is a
professional association chartered by law. The evaluation program's
team wi'l be working directly with private sector accountants andauditor, 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 project. The
this activity to modernize the
 
legal/financial infrastructure 
specifically includes an advisor to
 
investigate and develop assistance programs in 
areas of high priority

to benefit 
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 organizations

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 
(NAA) will be

used for the activity to strengthen accounting, financial reporting
 
and auditing.
 

K. Recommendation: Approval of a dollar grant for $9.1 million.
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II. PROJECT BACKGROUND AND OVERVIEW DESCRIPTION 

A. Background 

Since 1973 one 
of 
the GOE's declared policy goals has been
development of to encourage
the private sector. To a large extent, however, Egypt's
investment, 
financial, 
legal and administrative 
systems 
still reflect
former GOE policies 
of industrial nationalization, 
state socialism and
centralized planning. 
From the late 1950s until the early 19 70s, Egypt's
once flourishing private sector atrophied 
as it lost virtually all major
enterprises to 
 the public sector 
 due to nationalization,
discouragement active
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
infrastructure 
to enable the private sector 
this
 

to grow and contribute to
Egypt's economic development.
 

This project 
brings together activities developed 
by USAD and
concerned Egyptian by
entities whose 
common theme 
is the modernization and
iwprovehient 
 of the 
 private business infrastructure 
 in Egypt which
include: 
 (1) development of 
 capital markets; (2) strengthening
modernizing accounting, and
financial reporting and auditing; 
(3) developing
and modernizing 
 the legal and financial 
 infrastructure 
 of private
business; (4) improving investor 
services, investment information,
Free Zone operations and
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
propitious time a
in the evolution of 
the GOE's policy toward the private
sector. Recent laws 
and regulations have 
liberalized 
the rules for
forming an(, operating 
private business corporations and 
have reduced

income taxes on business profits.
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This project comes at a time of opportunity for private iv.;tc: 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.iates not
 
only heavy and "basic" industries, 
but a wide range of intermediate and
 
light engineering subsectors: beverages, 
tobacco, spinning and weaving,
 
transport equipment, and 
other light and intermediate suosectors. 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

relax-ition of price controls. Annex H contains 
a more detailed lit of
 
GC3 actions in support of private sector development.
 

USAID has responded to the needs of the private sector with prog:ams 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 building and management to government agencies
 
involved with private sector development such as the Inr-estment
 
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

efforls 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 Egypt, 
including those listed in Annex J.
 

Though recent, the AID private sector programs mentioned above have made
 
progress 
in assisting the GOE to liberalize 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
 
iifluenced 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 efforts of the GOC, the Egyptian private sector and
USAID, significant progress has been made in rebuilding and modernizing
the investment, legal, 
financial and administrative infrastructure of the
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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 Ivate
 
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.
 



- 8 -


III. DESCRIPTION OF THE SPECIFIC ACTIVITIES
 

A. Capital Markets Development
 

1. Objectives, Background and Problem Statement
 

The objectives of 
the Capital Markets 
Program are
savingi to stimulate
encourage 
 investment 

industry access 

in long-term securities, provide
to capital, encourage the 
use
to allocate capital of free market forces
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
Authority (CMA) and 
the GOE's Capital Market
the stock exchanges


regulate) the capital markets; 
to develop (as opposed to


(b) increase the supply of and demand
for securities; 
 (c) encourage of
formation
intermediaries; new securities
(d) stimulate a broader range of
raise securities used
capital; to
(e) improve 
the legal environment
activities; for securities
and (f) provide needed investor confidence in the market.
 
Concerted effort is needed to 
reactivate the capital markets.
the Nasser Until
era the markets were 

Cairo and Alexandria. 

very active with stock exchanges in
However, the markets have been
the introduction dormant since
of socialist 
policies and 
nationalization,
private when
sector initiatives were 
sapped and 
skilled professionals
brokers, underwriters, accountants, -
lawyers
moved -- left the country
into other activities. or

Securities 
 market 
 activities
consequently decreased to almost nothing and needed skills virtually


disappeared.
 

Since 
1976 the GOE has made 
a 
serious commitment
capital to reactivate
markets. tne
In response to 
 recommendations 
of a 1976 !FC
limited financial 
sector survey, in 
1979 the GOE established the CMA
with a mandate to 
stimulate mobilization of 
capital and
Egypt's capital markets. It is 
to develop


also charged with encouraging growth
of the Cairo and 
Alexandria 
stock exchanges, tiaining
market professionals, securities
and studying/recommending 
actions 
needed 
to
support capital market development.
 

In 1980, 
the CMA and IFC prepared detailed recommendations of
to develop steps
tine market, resulting in
and the USAID/UNDP financed
Recommendations Report
on Capital 
 Market Development
(Report). Based on in Egypt
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 program 
and the Report 
upon which 
it is based are
contained in USAID/Cairo FI Files.
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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
 
regulatory bodies.
 

The Action 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 implementation 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 
CMA, 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 capital market
 
development in Egypt. This will initiate the Action Program,
 
signal GOE commitment to capital market development 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 (c'T-800) and
 
is not included in the Action Program budget.)
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2) CMA Development Role. 
 Technical assistance 
 is

planned to assist the CMA to act 
as a developmental entity to
stimulate and 
encourage the 
securities markets 
rather
simply regulate them. $70,000 and LE 

than
 
30,000 are budgeted
 

over two years.
 

3) Increasing the Supply and
of 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 insurance
as 

companies, 
pension funds, commercial banks 
and investment

companies) to increase 
their investment publicly
in traded
 
securities; 
(iii) encouragement of 
formation of underwriting,

brokerage 
 and full-line securities firms; 
 and (iv)

encouragement 
of companies 
 to offer a broader ranap 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 i.nd orderly markets. $140,000 and LE

18,000 are budgeted over two years.
 

5) New Financial Legislation. It well
is 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 will
effort 
 include: (a) a comprehensive

Capital Markets 
Law to deal with the myriad of activities

that must be addressed in 
en active capital market, including

protection of investors, 
and icentification 
and removal of
legal impediments to corporate and 
 to capital market
activities; (b) law
a facilitating 
 the operation of

securities iunA1rwriters; 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 1981
new 

jompanies Law July Executive
and 1982 Regulations 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 CMA 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. 
$210,000 has been budgeted
 
over two years.
 

9) Possible Follow on 
 Steps. Durin9 implementation a
 
significant number of new activit.es are expected to be 
identified leading to further development efforts in Eypt's 
capital markets.
 

3. Implementation and Evaluation Pla-i
 

a. Institut-zca]_ Responsibilities. The Action Program will
 
be implemented by the 
CMA with regular monitoring by USAID. CMA
 
and AID believe the implementation method will permit both policy

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 reporting and 
auditing requLc ments
 
appropriate to publicly 
traded securities will be developed in the
 
separate activity under this project discussed in Part III. B.
 

http:activit.es
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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 GOE and four


a Board of Directors comprised of five 

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 been
have trained
various aspects of securities 

in 
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 admini.ster the Action Program, CMA
the has formed an

Executive Committee 
 comprised of department chiefs and
 
supervised by the 
CMA Vice Chairman, who also
is the CMA

Training Coordinator, USAID worked 
with this committee to
 
develop the Action Program and has maintained steady 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
 
CRA 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 K. $297,000 and
 
approxiiately 
 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
Action Program. the
The duties of 
the advisor will 
include: (a)
follow-up on the Capital Markets Conference, (b) coordinating
the Action Program, (c) liaison between 
ULAID, CMA
(d) participation and IFC,

in policy formulation,
participation in and (e)
evaluation. 
 The advisor 
will work directly
the CMA's
with Executive Commitee, the IFC and the 
USAID
 

project officer.
 

4) USAID. 
 USAID will 
 provide the 
 usual
monitoring and project

management 
functions through the 
Office 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
representaLive 
stationed in Cairo. AID/W will 
provide the
customary backstop support 
and provide liaison with IFC in


Washingt.
 

b. Evaluation 
 and Mid-Course 
 Corrections.
implementation of Throughout

the Action Program, short 
evaluations will 
be
made to determine 
the progress 
in each task
important area, emphasizing
actions 
 that can bring


results. 
the quickest development
Evaluations 
will be conducted
Coordinator/Advisor by the IFC and the
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 

are necessary whether design changes in the
Action Program, to address significant implementation issues,
to provide data for larger, formal evaluations. 
and
 

Periodically during 2
the 
 -year implementation 
period, the
IFC and CMA,

and
USAID will consult review past activities, 
note
progress 
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 proposes
US$ 3,410,000 and IE 
total funding ---f599,000 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 $720,000 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
 
$(oo0)
 

Project Input FX (LE*) GOE
 
1. 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::ecuting Agency Contract 297 62.9
 

406 85.0
\. Contingency 


TOTALS 3410.0 720.0 3,727.4
 

Total AID $4,130.0 2,'
 
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)
 

_/ Represents total aggregate CMA budget over life of the Action
 

Program, appropriated for the first year and estimated for the second
 

year, in equivalent U.S. Dollars.
 

2/ All PID supplied funds will be obligated in FY 1982. Egyptian pound 

costs will be financed as required.
 

http:3,727.40
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B. Strengthening Accounting, Financial Reporting and Auditing
 

1. Background and Problem Statement
 

Egypt has a shortage of trained accountants and auditors capable of 
servicing the private sector. There is no system to provide
 
accountants and auditors with needed practical training. There are
 
no comprehensive modern s.andards for accountin, 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 Egypt 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 profeisional 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 entzprise
 
accounting. Accordingly, Egypt lacks comprehensive modern uniform
 
standards for private enterprise accounting, financial reporting and
 
auditing.
 

Because of these 6efiriencies in standards and training, there are
 
widespread doubts a bout the reliability and comparability of
 
financial reporting in Egypt. Trustworthy, cuutprehensive financial
 
reporting based upon reliable accounting and confirmed by competent
 
independent auditors is vital to making informed in-estment decisions
 
and to overseeing investments. Accur-e, dependable financial
 
reporting also facilitates th., 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 maintai:ied, 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 assu-ing

accurate, reliable financial reporting and competent auditing lies in
 
well-trained professional accountants and auditors.
 

Comprehensive uniform 
accounting 
and financial reporting standards
 
are 
necessary to enable investors to compare the financial reports of

different entities, as as the
well same entity over time; evaluate
 
enterprise performance and prospects; 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 Auditing,
and 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 practicing 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 created which will: (a) provide
be 
 practical

proressional 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 changing 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 standards and

in the development effective
of 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. Outputs
 

a. A written 
report, prepared by the US-Egyptian team of
 
experts described below, will be 
submitted to the Syndicate 
and
USAID within six months of program 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 and
year 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 professional association 
of accountants and auditors
 
will be es1ablished 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 financial
 
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 initial library of books,
an 

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 association staff; v)

translation of standards 
and key materials; vi) international
 
travel and per diem for 
Egyptian counterparts who contribute to
 
program outputs.
 

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 Analyss
 

3. Recipient: The Syndicate of Commerce Professions
 

The ixplementing 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 i.n Egypt and, concomiteatly, the authority to
 
discipline accountants and auditors who violate these rules. By
 
law all accountants and auditors kalong 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 qhich 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. It 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
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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 Synd 4cate is fully capable of administering the
 program 
with: i) the support of the profession to set up
research a
and training association and formulate standards; ii)office and classroom space for such a group iii) "uthority under

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 place in two phases. 
 Pi.ase One will
 
entail an evaluation of current 
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 be 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 practicing

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 
 d)
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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 Egyptian 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 as 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 senior members of the
 

profession; and long-term training (1/2-2 years) for
 

persons who will later structure and implement the
 
training and research program; (ii) in-country training
 
of Egyptian accountants, auditors, and association or
 

Syndicate staff.
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c) Equipment 
and materials 
 will include (i) an

initial library of books 
and periodicals plus assistance
to keep publications current 
until the overall program
becomes self-sustaining; 
 (ii) educational 
and training
aids such as 
 overhead projectors, and
cassettes 

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 qational Association 
of Accountants 
(NAA) i. a
non-profit association 
of accountants 
with branches in a
of number
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
program to a
strengthen accounting, financial 
 reporting
auditing in Egypt. Using and

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 US 
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 NAA has
indicated 
a willingness 
to consider a 
modest or at-cost fee
arrangement to cover 
its overhead.
 

Because of the foregoing, .ind 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.
executing agent, the 
As
 

NAA will undertake 
a substantive 
role in
providing or 
arranging for the analysis, technical and
assistance
training activities 
called for 
under this 
program 
and will
responsible be
to contract and monitor performance of advisors. it
will 
 also handle 
 the administrative 
 requirements
disbursements, records and accounts, 
of
 

as well as communicate

the Syndicate with
 

and USAID on implementation 
of the program. In
addition, the NAA will assist the Syndicate to arrange for needed
training programs in 
the US. 
The NAA will procure technical
training services and
based 
 on gjood professional 
 and commercial
practice, 
and according 
to the provisions 
of the waiver of

competitive procurement. 
(See Annex K.)
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d. Implementation Schedule
 

Date 
 Ma or 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
 

o. monitoring, Roporting 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 subpoject'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 local 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 person 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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Table 3
Summary Cost Estimate and Financial Plan
 
(*000)AID 
 FY 83 
 FY 84 
 FY 	85 
 TOTALS
 

FX 	 $ 635 $LC 
$230 	 550 $1,415

85 
 280 
 300 
 665
 

TOTAL 
 $315 $ 915 $ 850 $2,080
 

Syndicate
 

FX
 
LC 
 120 
 180 
 180
TOTALS 	 480
$435 
 $1,095 
 $1,030 
 $2,560
 

Table 4

Uisbursements by Fiscal Year
AID 
 (*000)


AID 
 FY 83 
 FY 84 
 FY 85 
 TOTALS
 

Technical Assistance
 

FX LC 
 FX LC 
 FX LC
1.-	 *FX LC
ST 
 $2060 
 $707 
 *5 *O25
LT 	 -= -	 250 $*95
260 120 260 
 120 520 240
 

2. Training

Overseas 
 20 
 5 175
in-country 	 30 7r10 60 445-	 .5-
 35 
 85 
 120
 

3. 	Books
 
materials
 
equipment 
 10  150 
 - 40  200 

4. 	Translation 
 - 10  70  35  115
 

Syndicate

Office Space/ 
 - 120 180 
 180

Secretarial 	 180 480
 

TOTALS' 

-$230 $205 *635 $460 *550 $480 
 $1415 t1145
 

Table 5
 
Costs by Phase
 

(*$ooo)

AID Syndicate

Phase 
 FX 
 LC FX 
 LC 
 TOTALS
 

Phase One 
 280 
 115 
 150 
 545
 

Phase To 
1,135 550 
 330 
 2,015
 

TOTALS 
 *1,415 
 $665 
 - $480 
 $2,560
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Table 6
 

Costing of Outputs
 
($000)
 

AID Syndicate TOTALS
 

FX LC LC FX LC
 

Institute $1220 $600 $360 1,220 960
 
Standards 145 60 90 145 145
 
Upgrading
 
Syndicate
 
Capability 50 12 30 50 40
 

TOTALS $1415 $665 $480 $1415 $1145
 

C. Legal and Financial Infrastructure Modernization
 

1. Background and Problem Statement.
 

This program 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 upon a 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. Although 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 lessor 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'ypt at this time.
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A policy to encourage and facilitate private 
sector investment calls
for a legal and financial system which permits investors, consumersand suppliers to 
 arrange economic transactions 
 through mutual
agreement 
and to contract in response 
to free market forces.
favorable investment climate needs 

A
 
a legal order 
which permits,
protects and 
encourages rights 
and duties arising out of
contracts, but private
which also keeps 
the market 
free of unwarranted
economic dominance by either public


predictability, visibility, 
or private entities. Certainty,


and enforceability 
 are requisite
components 
 of the rules 
 governing commercial and 
 business
transactions. 
 In addition, a 
well-developed, 
 efficient banking
system offering 
a wide range of financial services to public
private enterprises in response to market 
and
 

forces is required to
encourage trade and investment and to mobilize savings. 
 Finally, the
legal and financial infrastructure 
must facilitate 
a free flow of
reliable financial and 
 economic 
 information 
 to and 
 from those
operating within the marketplace. This 
subproject will assist 
Egypt
to repair and build this essential infrastructure.
 

From 1974 through early 1981, 
Ford Foundation advisors, with
often
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
Investment Authority, in the

laws affecting exports, income
modernization and tax law
laws relating to 
the formation 
and regulation of
private 
sector companies. 
 USAID continued 
the program through July
1982 by funding 
a legal consultant 
to the Economic 
and Financial
Affairs Sector of 
the GOE's MIIC. 
 These efforts identified
following matters, the
 among others, 
 which should 
be addressed 
 to
facilitate and encourage private investment:
 

a. Development 
of a well-organized 
 system for finding,
classifying 
and indexing business-related 
statutes, regulations

and precedents;
 

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

c. Modernization of the Commercial Register;
 

d. Improvement of the banking system to increase efficiencyand 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), 
banking
 
law patent and trademark law and land title index and law. 

a.
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2. 01,_ ctives
 

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
 
enco'irage private investment; and (d) 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 professional3 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,
 
regulations, 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. 
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5. Implementation
 

The advisor will assist any relevant GOE or 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 Industry, 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-Lirm 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 meet such
to problems. The advisor will then
 
submit reports which analyze the problem(s) identified including: (a)

description; (b) an analysis of how failure solve
to the problem

impedes, hampers and discourages private sector development 
and
 
investment; 
 (c) existing resources available from current related
 
programs financed by the 
GOE 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 to
suited implement the recommendation; (c) 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 implementation as appropriate.
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In aC.A.Lion 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 Semi-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 $485,00U will be for dollar costs and
 
$85,000 equivalent for local currency costs. Of the AID
 
contribution, $435,000 will provide approximately 30 person months of
 
ccrisultant 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)
 

FY AID GOE
 
FX LC FX LC Total
 

1983 95.0 25 - 22 142.0 
1984 195.0 35 - 29 259.0 
1985 195.0 25 - 22 242.0 

TOTALS 485.0 -85 - 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 government 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 
GOE, AID, consultants, and potential investors that the Authority 
needs to be more effective. Its investment review and approval 
process has proven time-consuming and mininally 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 
to meet its original objectives due to the
 
following:
 

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

b) Efforts to attract foreign investors are passive and
 
dispersed;
 

c) GAFI lacks functional integration and coordination of
 
activities. 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) limits
 
investor access to the Authority; and
 

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

USAID assistance GAFI included free zoneto has 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 wlll
 
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

Sector will assist the Sector to use 

Zone
 
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.

Annexes Q and R for more detailed description of these activities.)

(see
 

3. Outputs
 

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 serve
to 

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 personnil. 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 .ssistance 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, scheaules, and objectives. The major 
 functional
 
counterparts will the Deputy
Ye GAII 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
octparate into a
IQC contract, independent 
of the TA and
contractors, to regularly evaluate this component. 

Training
 

5. 
Implementation and Administrative Analysis
 

a. 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
Office will Deputy Chairman's
channel 
tehnical assistance and 
training programs.
GAFI also will 
assume responsibility for 
local support funding

including the necessary office space.
 

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

appraisal.
 

b. Technical 
Assistance 
and 
Training Contracts. 
 IQC
host and
country contracts 
with American and 
Code 899 
consultants
will 
provide participant training 
and technical 
assistance 
for
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
the Irish Development Authority which 
as
 

has extensive
Egyptian experience African and
in applying 
training programs. Free
Sector assistance Zone

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 assess 
needs and
progress; and work with GAFI and AID on evaluations.
 

c. Monitoring 
and Reporting. 
 USAID's Division for
and Industry
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
coordinate will
annual evaluations 
 of the project. Periodic
consultations 
will be scheduled 
with GAFI
Reports will to assess progress.
be prepared by the 
Investment Authority, Free 

Sector and by the consultant. 

Zone
 



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 10. 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 %ill 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
 
FX LC LC FX LC

Technical Assistance
 
GAFI $ 90 $120 $300 $210$300 
Free Zones 
 100 
 90 120 100 
 210
 

Training
 
GTFI 150 120 
 60 150 180

Free Zones 250 60 
 60 250 120
Evaluation 
 100 60 
 - 100 60 

TOTALS 
 $900 $420 
 $360 $900 $780
 

TABLE 9
 
Costing of Outputs ($000)
 

AID GOE TOTAL 
FX LC LC FX LC

GAFI
 

Organizational Analysis 
 $ 40 $ 12 - $ 40 $ 12
Inquiry Services 150 66 
 60 150 126
Promotion 
 250 120 
 60 250 180
Library/Data Services 
 i0 12 
 60 10 
 72
Sub-Total 
 45-0 210 180 450 $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 $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
 
1. 	Advisory Services - FX $150 $150 $100 $400
 

-LC 
 $ 50 $ 70 $ 60 $180
 

2. Training - FX 	 $100 $200 
 4100 $400
 
- LC 
 $ 60 $ 60 $ 60 $180
 

3. Evaluation - FX - - 100 100
 
-LC - 30 30 60
 

GOE
 

1. Advisory Services 	- LC 
 70 80 90 240
 

2. Training - LC 	 30 60 
 30 120
 

TOTAL
 
FX $250 4350 4300 $900
 
LC (equivalent) $210 $300 $270 
 $780
 

E. Business Support - Technology Transfer (IESC):
 

1. Problem Statement
 

Targeted, quick-response technical assistance, 
based on practical
 
experience and which addresses direct business needs, 
is a valuable
 
resource for improving both the skills and 
the productivity of
 
Egyptian industry. Too often the capital equipment, organizational 
structure, and manage.ient 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 cost of direct techniical 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
IESC, offered
a voluntary cadre by the
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
PVO status (VFA-187) was based on: (a) their
and (b) their ability to
professional personi.al of high 
find experienced
 

calibre

problems to address operational
restricting productivity improvements
cost of these and the reasonable
services compared to 
private consul'ants.
covering the $250,000
February 19 8 2 -January 1983 time period
project was reserved for
services. 
 The $250,000 represented

reimbursable projects at 

approximately 

an assistance level of 

20
 
approximately $12,500
 

per project.
 

With USAID assistance, the 
IESC completed 
33 projects in
opposed to 10 projects in 1981. 
CY 1982 as
 

As of February, 1983, the
pipeline IESC had a
of 34 projects which 
led USAID
$400,000 from the MIIC. 
to request an additional
The MIIC has approved $100,000
requested as of the amount
 a stop-gap measure. 
 A further request hos been made for
an additional 
$300,000 to 
provide funding until 
irrlementation
this project commences. of
While USAID funds 
are assisting in
the cost of bringing
IESC services to 
a broader clientele, the
a marketing program IESC has begun
based upon a refunds
community. from the local banking
Use of this mechanism is also assisting IESC growth.
 

USAID assistance, 
capped at $12,500 per

percent of 

project, represented 50
IESC cost for a typical three-month effort.
IESC assistance Additionally,
to small-scale 
enterprises

funding through the 

and recipients of USAID
Development Industrial Bank could, by exception.
utilize 
the $12,500 
for 75 percent of project costs.
financed by the The items
$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 

proposes to reduce this 

U.S. "Direct Ifire" employees. USAID
per project funding level each year,
the IESC can so that.
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 
assistance
usually is which
freely provided; 
(b) required a continuing need
to market its product in order for IESC
 
to provide service±s;
the cost and (c) placed
of IESC services within reach


companies. of local private sector
The continuation 
of assistance 
to IESC is based upon
performance, accessibility 
to the private sector, and 
demonstrated
attempts by the IESC to increase the client contribution.
 

http:personi.al
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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. Outputs
 

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 is 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 limited to $1,000,000. Based upon typical IESC
 

project costs, Egyptian businesses are anticipated to contribute
 
approximately $1,500,000 for services designed to improve
 
operations. The IESC will reallocate approximately $750,000 frnm
 

external contributions to cover its indirect costs. Based on an
 
average 90 day assignment, over twelve thousand person-days of
 

technical assislance will be provided. USAID assistance, at
 
$80/person-day, _il 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 intenaed 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, dQtermine viability, recruit a volunteer, establish a
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project plan between the client and volunteer, monitor progress,

conduct 
the project inclusive of client/IESC final evaluation. 

and
 
The
USAID- involvement will be minimal despite 
the fact that technical
 

transfer projects are 
usually labor 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

assistance to intermediate trading firms will 

for
 
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.
USAID will 
also monitor the subactivity to assure 

The
 
the clear majority


of financing is utilized for private sector firms.
 

Disbursement of funds 
under this subactivity 
will be on a cost
 
reimbursement basis. Documentation for reimbursement will include 

copy of the IESC 

a
 
final report and reasonab... support 
for the costs
incurred. 
 The USAID Office 
 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 project 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
 

Gcant Signed with IESC 
 05/83

Firet Year Activity Review 01/84
 
Second Year Activity Review 01/85
 
PACD 
 02/86
 
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 adequacy
of budgetary resources to meet the objectives and outputs for IESCassistance to local businessmen. TIe activity reviews will be
coordinated by the responsible project office and include a committeecomposed of the Office 
of Industrial Resources, 
the Program Office
 
and the Controller's Office.
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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 
 50 130
 
Reimbursement Ceiling $10,000 $8,000 $6,000 -

Total AID Reimbursement ($000) $ 300.0 400.0 300.0 $1,000.0
 

% of Project Cost-USAID 40% 
 32% 24% 
 31%
 
% of Project Cost-Client 30% 
 45% 60% 
 47%
 
% of Project Cost - IESC 30% 
 23% 16% 
 22%
 

TOTAL PROJECT COST ($000) 
 $750.0 $1,250.0 $1,250.0 $3,250.0
 

TABLE 12
 

SUMMARY COST ESTIMATE
 
($000 Equivalent)
 

AID IESC Client Total
 
FX LC FX LC
 

Technical Assistance 1,000.0 
 715.0 1,535.0 1,715.0 1,535.0
 

TOTAL 1,000.0 715.0 1,715.0
1,535.0 1,535.0
 

TABLE 13
 
SUMMARY OF DISBURSEMENTS BY FISCAL YEAR
 

($000 Equivalent)
 

FY 1983 FY 1984 FY 1985 FY 1986 Total
 
AID
 

Technical Assistance 
- FX 200.0 420.0 320.0 60.0 1,000.0
 

IESC
 

Technical Assistance - FX 150.0 
 330.0 195.0 
 40.0 715.0
 

Client Cost
 

Technical Assistance - LC 150.0 500.0 
 735.0 150.0 1,535.0
 

TOTAL - FX 
 $350.0 750.0 
 515.0 100.0 1,715.0
 
- LC $150.0 500.0 735.0 
 150.0 1,535.0
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V. SOCIAL AND E14VIRONMENTAL CONSIDERATIONS
 

Social Considerations
A. 


A key element of the AID 
program in Egypt is the 

provision of capital and
 

it to
enable
and to

the private sector 


to expand

technical assistance The results of private
 

contribute to broadly-based 
economic development. domestic
 

are expected to include 
greater mobilization of 


sector expansion additional
productivity,
increased
resources,
foreign financial of living and an
and and standards
wages

employment opportunities, higher 


improved foreign exchange 
position.
 

by
environment
domestic
healthy
develop

The BSI project aims to a 

which affect

infrastructure
of the business


specific aspects have not
improving of the project we 
nature
Given the
activities. both Egyptian and
private sector accrue to

but gains will 


quantify benef!its, 
 Strengthening
sought to their employees.

as well as to to the
US entrepreneurs, 


evaluate
accounting, financial 
reporting and auditing 

standards applicable 


private sector will improve 
the framework used by enterprises 

to 

more
and will lend to 


future activities,
and plan

past performance Revitalization of
 

widespread investor confidence 
in private enterprises. 
 to


of capital available 
sources 

the capital market will generate new 

savers and users of
 
and will benefit 
both 


sector operations An improved
private and individuals. 

funds, including institutions, households 

foreign investors, in

and
domestic
serve both 


Investment Authority will 
high development priority, providing
 

into areas of

investment the time
directing and accelerating
investors,
to potential


improved information Providing technical
 
and approval.
appraisal the
frame for investment will facilitate
of GAFI


Free Zones Sector 

to the Other
assistance in the Free Zones. 


sector projects
of private the legal
initiation modernization of 


activities contemplated 
for financing, such as services will


facilitation
and investor
infrastructure
and financial 


assist in achieving general 
social and economic development 

objectives.
 

should
environment
in the business
improvements

These project-supported and dynamic private


of a competitive
growth
the continued be the private
facilitate the project will 
 ,
The key beneficiary of business sector. entrepreneurs
domestic
including
community, of project
businss
sector As a result 

and joint ventures.
firms, entry
international should enjoy easier


enterprises

activities, foreign and domestic 

day-to-day operations, greater stability
 

into Egyptian markets, 
smoother more
and consequently,
transactions,
in commercial an improvedand predictability fromshould gain
sector operations

rapid growth. Private GOE support of 
sector counterparts,their publicvis-a-vis Investorsposition environment.a less regulatedandinitiative well asprivate sector of business capital, as 

availabilityfrom increased workerswill benefit Egyptianon that capital.of returnsrattes throuqhimproved average and higher incomes
opportunitiesmore employmentshould gain for their services.demandfrom increased 

increased wages resulting 

2 *:~*~ 7-f 
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B. Environmental Considerations
 

Because the Project is based on the provision of technical assistance,
 

tbcre 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. EVALUATION
 

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 prvaress of all of 

these component projects can be checked by routine pro-ect monitoring and 

regular assessment of the monitoring records by the project 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. Thi,, evaluation will be performed immediately following
 

completion of the prbject by an external team, composed of
 

representatives of Egyptian private business and experts on legal,
 

financial and administrative systems involving public/private sector
 

the
interaction and activities. This final evaluation will use various
 

components' monitoring records as the means of quantifying changes
 

project, but it will also rely heavily on interviews
resulting from the 


and discussions with both public and private sector representatives as a
 

means of qualifying important project impacts, e.g. changes in the
 

business and legal infrastructure such that it is easier for private
 

sector entrepreneurs and investors to function in the Egyptian bhsiness
 

environment.
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VII. 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:
 

1. 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:
 

a. 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.
 



- 45 -


B. Covenants
 

The following covenants shall be applied to GAFI and the
 

Investment Authority activity:
 

1. Establishment of a customs/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.
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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 Lo remove 
obstacles to private 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 Project 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 Foundation on the other. The activities are as
 
follows:
 

1. Capital Market Development. ($4.130 million). Mobilization of 
capital for long term investment in productive enterprise is essential to 
Egypt's economic development. Accordingly, the GOE 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 Finance Corporation (IFC) 
experts.
 

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

of both 

a. Enhancing the market development role of the CMA; 

b. Education and promotion to demonstrate the benefits 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
($2.080 million). Reliable, comprehensive and Auditing.

financial 
reporting based upon
 sound accounting and confirmed by competent independent auditors, is vital
to widespread long term investment in pr
depends upon well "ictive enterprises.trained Reliabilityaccountantscomprehensive high standards. 

and auditors using uniform andUnifoLmityand creditors to is necessary to enable investorscompare financialcompanies reports andhave been audited pursuant to 
to help ensure thatprocedures. certain minimumThis activity arises standards andout of proposalsSyndicate of Commerce Professions 

by the Egyptian
and will assist it to: 

a. Create 
a professional institute with the capacity to provide

practical 
professional 
 training;

auditors at all levels; 

examine and certify 
accountants 
 and
standards; 
conduct the research necessary to design and update
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
commnunicate and enforce standards within the profession. 

its authority 
to
 

3. Ljeal and 
 Financial 
 infrastructure
million). Modernization.
A number of obstacles ($0.570

financial and legal infrastructure

to private productive investment in theinternational have been identified by Egyptianorganizations, andSpecific both governmentalprograms, however, and non-governmental.have not beenresources and developed becauseskills are scarce humanalready fully
therefore employed
are not available on other matters
to undertake this development task. 
and
 

Programs
which may be included would:
 

a. Establish an organized systemstatutes and regulations affecting investment and business;
 
for finding and classifying 

b. Modernize 
)rovide and possibly computerize the comercialinformation about register tobusiness 
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 assiste ice and


support services in the business law/financial field.
GOE with professional It will provideassistance thein identifying,
implementing activities to modernize the financial and legal 

developing 
 and
 
infrastructure
and to encourage productive private investment.
 

4. 
 Investment Authoritv.
technical assistance and 
($1.320 million). AID funds will 
finance


and Free Zones (GAFf) 
training for the General Authority for Investment
to develop and upgrade GAFI's ability 
to respond to
 



-3

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 legal 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 organization 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
 

ANNEX B
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 TO Yes
 
DATE? HAS STANDARD 
ITEM CHECKLIST BEEN 
REVIEWED FOR THIS 
 Yes
 
PROJECT?
 

A. GFEF,!. CRITERIA FOR PROJECT: 

1. 	 FY 1982 Appropriate Act Sec.
 
523; FAA Sec. 6314A; Sec.
653(b). 

(a) Describe how authorizing (a) Congress shall be
and apppropriations notified 
in accordance with
 
committees of Senate and 
 regular agency procedures.

House have been or will be
 
notified concerning the
 
project; 
 (b) The intended 	obligation
(b) is assistance within is within the level of funds
 
(Operational Year Budget) appropriated for-Egypt.

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 in excess 
 of
 
$100,000 will there be:
 



(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?
 

3. 	 FAA Sec. 611(a)(2). If 
further legislative action is 
required within recipient 
country, what is basis for
 
reasonable expectation that
 
such action will be completed
 
in time to permit orderly
 
accomplishment of purpose of
 
the assistance?
 

4. 	 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, 1973? (See AID
 
Handbook 3 for new
 
guidelines.)
 

5. 	FAA Sec. 611(e). If project 
is capitaT assistance (e.g., 
construction), and all U.S. 
assistance for it will exceed 
$1 	 million, has Mission
 
Director 

Regional 

Administrator 

consideration 

capability 


certified and
 
Assistance
 

taken into
 
the 	 country's
 

effectively to
 
maintain and utilize the
 
project?
 

(a) Yes 

(b) Yes 

None 	required.
 

N.A.
 

N.A.
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6. 	 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.
 

7. 	 FAA Sec. 601(a). Information 

and conclusions whether 

project will 

efforts of the 

(a) increase 

international 


encourage 

country to: 


the flow of 

trade; (b) 


foster private initiative and 

competition; and (c) 

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.
 

8. 	 FAA Sec. 601(b). Information 

and conclusions on how 

project will encourage U.S. 

private trade and investmt 

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.
 



9. 	 FAA Sec. 612(b), 636(h); FY GOE will provide such 
1982 appropriation Act Sec. necessary support in local 
507. Describe steps taken to currency as agreed upon in
 
assure that, to the maximum the grant agreement and
 
extent possible, the country USAID will provide local
 
is contributing local currency through a 612(b)
 
currencies to meet the cost determination.
 
of contractual and other
 
services, and foreign
 
currencies owned by the U.S.
 
are utilized in lieu of
 
dollars.
 

10. 	FAA Sec. 612(d). Does the
 
U.S. own excess foreign The projected availability
 
currency of the country and, of excess currency pounds is 
if so, what arrangements have fully programmed for other 
been made for its release? activities and is not 

available for this project. 

11. 	FAA Sec. 601(e). Will the Yes.
 
project utilize competitive
 
selection procedures for the
 
awarding of contracts, except
 
where applicable procurement
 
rules allow otherwise?
 

12. 	FY 1982 Appropriation Act N.A.
 
Sec. 521. If assistance is
 
for the production of any
 
commodity for export, is the
 
commodity likely to be in
 
surplus on world markets at
 
the time the resulting
 
productive capacity becomes
 
operative, and is such
 
assistance likely to cause
 
substantial injury to U.S.
 
procedures of the same,
 
similar or competing
 
commodity?
 

13. 	 FAA 118(c) and (d) Does the N.A. See Environmental
 
project comply with the Analysis in Section V.
 
environmental procedures set
 
forth in AID Regulation 16?
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Does the project or program N.A. 
take into consideration the 
problem of the destruction of 
tropical forests? 

14. FAA 121(d). If a Sahel N.A. 
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 local currency 
generated therefrom)? 

B. FUNDING CRITERIA FOR PROJECT 

1. Development Assistance 
ProJect Criteria 

a. FAA Sec. 102(b), 111, 1137 N.A. 
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; 



-6

(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, 103A, 104

105, iOb. Does the project 
fit the criteria for the type
of funds (functional account) 
being used?
 

c. FAA Sec. 107. Is 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). Wi1l

the recipient country provide 
at least 25% of the costs of
the program, project, 
 or
 
activity with 
 respect to
 
which the assistance is '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, expansion,
 
equipping or alteration of a
 
physical facility 
 or
 
facilities financed by AID
 
dollar assistance of not less
 
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 the
to 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.
 

2. Development 
 Assistance 

Project Criteria (Loans 
Only).
 

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). Ifassistance 
 is 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?
 

C. ISDCA of 1981, Sec. 
724

(c) and (d). ITf tor
 
Nicaragua, does 
 the loan
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.
 



3. 	 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 102? 


b. FAA Sec. 531(c). Will
assistance under this chapter 

be used 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
 
commodlties 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 political
 
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 item5 are arranged under the
general headings of (A) Procurement, 
(B) Construction, and (C) Other 
Restrictions. 

A. PROCUREMENT 

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

Yes, as per 
procedures. 

AID standart 

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? 

Yes. 

3. FAA Sec. 604(d). If the 
cooperating country
discriminates against marine 
insurance companies
authorized to do business in 
the U.S., will commodities be 
insured in the United States 
against. marine risk with such 
a company? 

N.A. 

4. FAA Sec. 604(e), ISDCA of 
19d0 Sec. 705(a). If 
offshore procurement of 
agricultural commodity or 
product is tc he financed, is 

N.A. 



there provision against

procurement when 

domestice price of 

commodity is less 


such
 
the
 

such
 
than
 

parity? (Exception where
 
commodity financed could not
 
reasonably be procured in
 
U.S.).
 

5. 	FAA Sec. 604(g). Will N.A.
 
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?
 

6. 	FAA Sec. 

shipping 

compliance 

in section 


60. Is the N.A.
 
excluded from
 
with 	 requirement
 
901(b) oj the
 

Merchant Marine 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 

privately 

commercial 

extent that 

available 


transported 

owned U.S. 

vessels to 

such vessels 

at fair 


on
 
flag
 
the
 
are
 
and
 

reasonable rates?
 

7. 	FAA Sec. 621. If technical Yes.
 
assistance is financed, will
 
such assistance be furnished
 
by private enterprise on a
 
cortract basis to the fullest
 
extent practicable? If the
 
facilities of other Federal
 
agencies will be utilized,
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are they particularly
suitable, not competitive 
with private enterprise, and 
made available without undue 
interference with domestic 
programs? 

8. 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 

Yes 

services is available? 

9. FY 1982 Appropriation Act 
Sec. 504. -IT the U.S. 
Government is a party to a 
contract for procurement, 
does the contract contain a 
provision authorizing 
termination of such contract 
for the convenience of the 

Yes. 

United States? 

B. CONSTRUCTION 

1. FAA Sec. 601(d). If capital 
(e.g., construction) project, 
will .U.S. engineering and 
professional services be used? 

N.A. 

2. FAA Sec. 611(c). If 
contracts for construction 
are to be financed, will they
be let on a competitive basis 
to maximum extent practicable? 

N.A., 



3. 	FAA See. 620(k). If for N.A.
 
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)?
 

C. OTHER RESTRICTIONS
 

1. 	FAA Sec. 122(b). If N.A.
 
development loans, is
 
interest rate at least 2% per
 
annum during grace period and
 
at least 3% per annum
 
thereafter?
 

2. 	 FAA Sec. 301(d). If fund is Yes. 
established solely by U.S. 
contributions and 
administered by an
 
international organization,
 
does Comptroller General have
 
audit rights?
 

3. 	FAA Sec. 620(h). Do arrange- Yes 
ments exist to insure that 
United States foreign aid is 
not used in i 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?
 

4. 	Will arrangements preclude
 
use of financing:
 

a. FAA Sec. 1011(f); FY 1982 Yes 
Appropriation Act Sec. 525: 
(1) To pay for perforrnce of 
abortions as a method of' 



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 any
to 

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 involuntary
 
sterilization as means
a of 
family planning; (4) to lobby 
fcr abortion?
 

b. FAA Sec. 620(g). To Yes
 
compensate owners for
 
expropriated nationalized
 
property?
 

c. FAA Sec. 660. To provide Yes
 
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' Yes 
activiti, ? 

e. FAA Sec. 636(i). For Yes
 
purchase, sale, long-term
 
lease, cxchange or guarantee

of the sale of rotor vehicles 
manufactured outside 
 U.S.,
 
unles7s i waiver is obtained?
 

f. FY 1982 Appropriation Yes 
Act, Se. 577. To pay
pensions, annuities, 
retirement pay, or adjusted 



service compensation for
 
military personnel?
 

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

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

i. FY 1.982 Appropriation Yes
 
Act, Sec.510. To finance
 
the export of nuclear
 
equipment, fuel, or technlogy
 
or to train foreign nationals
 
in nuclear fields?
 

j. FY 1982 Appropriation No
 
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 Hr,:in Rights?
 

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



PROJTECT AUTHORIZATION &NNEX- C 

Name of Country: Arab Republic of Name of Project: Business Support 

Land 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 
an5
 
Investment Project (the "Project") for the Arab Republic of Egypt
("Cooperating Country") involving planned obligations not to exceed Nine
 
Million One 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 andpublic 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 whom 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 Oriqin 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
 
Cooperating Country or in the United States, except as A.I.D. mayotherwise agree in writirg 
. 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 Di rsIfent 

(1) Fir.;t Di sbur :, r _.nt 

Prior to any dir:Lurs,,oment or to the issuance of anycomnitment docu: undernt; the Grant, the Cooi,erating Country shall,
the Lieiwiyexcept as PIrti, otwlerwi:;e agree in writing, furnish to A.I.D. 

in form and substance sati.sfactory to A.I.D.: 



-2 

(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 dorumnentation as A.I.D. may reasonably request.
 

Director, USAID/Cairo 

Date 

Clearances: 
IT/FI : ,eyer 
IT/Fl:.JSuma 

AD/DPPE:NSwect 
LEG: DILPressley 
AD/FM; "L'4\ahcLdon, 

.. (', 
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PR RUEHEG ACTION '. A'iNEX 

DE RUEHc 49789101 12.3095
 
ZNR UUUUU ZZH A C T , . UR .
 

FM SECSTATE WASHTIC iNS I TOR; iie19 
TO At-EMBASSY CAIRO 4302 1 N 2 
BT CHRG)4 AID 
UNCLAS STATE 119799 ACTION AID-6
 

INFO AMB DCM ECi
 
AIDAC ICA CHR
 

11/FZ 

E.O. 12065: N/A
 
TAGS:
 
SUBJECT: BUSINESS SUPPORT AND INVESTMENT PROJECT: AID
 
PROJECT NO. 263-015q; PID NEAC
 
REF: STATE 027953
 

1. THE SUBJECT PID WAS REVIEWEDBY THE NEAC ON APRIL 11A, 
1982. TE7 EAC CO!SFN,SUS IS TuAT THIS REVISFD PIT 
PROVIDES THE NEFAC WITH A ?ETTER PERSPECTIVE OF THE
 
DEVELOPMENT PROBLEM TO BF ADERESSED. WHILE RAISING NEW
 
ISSUES, TFE NFAC IS SATISFIED WITH THE MISSION'S RESPONSE
 
TO THE ISSUES/CUFSTICNS RAISED IN REFTEL. THE NEAC
 
APPROVES THE PID AND RECOMMENDS PP DEVFLOPMFNT TAKING
 
INTO CGNSID"PATION TFE ISSUES RAISED AND
 
RECOMrNDATICNS/SjGGESTIONS OFFERFD AT THE NEAC MEETING.
 
2. NEAC ISSUES, SUGGFSTIONS AND RECOMMENDATIONS FOLLOW:
 

(A) GOB POLICY LELINFATIORJ 
PAGE 24, PARAGPAPH 4 07 THE PIP SAYS IN FSSENCF TlTAT THE 
RECOMMENEED DOLS 11- IMILLION TLIFE-OF-PROJECT FUNDING LEVEL 
IS NECESSARY TO CONVINCE THE GOE AND EGYPTIAN PRIVATE 
SECTOR OF THE SERIOUSNFSS OF AID'S COMMITMENT TO THE 
UNCLASS 2 

PRIVATE SECTO?. TFE NEAC TA.,ES .SSUE THIS'1u 
POSITION. WITH AlMOST T)OLS 4VO MILLION IN ON-GOING 
PRIVATE SECTOR 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 DLINEATE ITS 
POLICIES AND OBJECTIVES FOR PRIVATE SECTOR DEVELOPMENT 
OVER THE NFXT FEW YEAPS AND TAPRGET THOSE SECTOFS IN 
WHICH THE PRIVATE SECTOR CAN OPERATE. THE NEAC FEELS 
THAT THE MISSION S}OULD VIGOUROUSLY PURSUE A POLICY 
DIALOGUE WITH THE GOF AT THIS TIME IN AN ATTEMPT TO 
ASCFRTA lINTHIS LELINFATION. A CLEAR STATFMENT FROM THE 
GOF IS ESSENTIAL TO Till, MORE EFFICIENT AND EFFECTIVE 
UTILIZATION OF EXISTI'NG AND FUTURE ATD RESOURCFS 
DIRECIED TO T -- EGYPTIAN PRIVATE SECTOR. 

(F) QUANTIFICATIONS CF PROJFCT OUTPUTS 

WHILE THY MISSION HAS INICLUPFD A LOGFRAME FOR THE 
PROPOSED PROJECT, THE NEAC FEELS THAT IT DOES NOT 

UNCLAcSIFIED STATF 119799 1/2 
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"TR~~QlA IAB1Y IAI FO PEA 

Vh 

PROJECT SUCCESS. THE MEASURES YROVIbih A ' TN t
QUALITATIVE TO BE OF SIGNIFICANT VALUFJ iOO MTASUPTNG 
ACHIEVEMENT. THE NEAC THE PP
SUGGESTS THAT PROVIDE,, IN
 
ADDITION TO THE OUALITATIVE DISCUSSION, OUANTITATIVE
 
MEASURES WHICH WILL PROVIDE 
.UANTITATIVE ILLUSTRATIONS
 
OF PROJECT PROGPESS AND SUCCESS. TFE MISSION SHOULD 
CONSIDER DEVELOPING A LOGFRAMF FCR EACH SUB-ACTIVITY 
PLANNED IN THE FIRST YEARS STAGE THE ASOF PROJECT A 
MEANS CF DEVELOPING THESE MEASUJRFS. 

(C) IMPLEMENTING ENTITY 

THE MINISTRY CF INVESTMENT AND INTERNATIONAL COOPERATION 
(MIIC) HAS TENTATIVELY BEEN IDENTIFIED AS T.F
CCUNTERPRT ORGAJIZATIO: FOR PROJECT IMPLEMENTATION. 
THE NEAC QUESTIONSTFE WISDOM CF THIS CHOICE GIVEN 
.IIC'S CURRENT STAFF. RFSPONSIILITIES AS OPPOSED TO LINE 

OR PROJECT ORIENTED TYPE RESPONSIBILITIES.-IT IS FELT 
THAT MIIC'S STAFF PESPONSIBILITIES ARE NOT CONnUCIVY TO 
THE IMPLEMENTATION OF ACTIVITIES NECESSARY FOR PROJECT
 
SUCC7SS (s.F., FCwOTTON, COMTPIC Ini, FTC.) I N
ADDITION, THE NEC IS COICRPNED ABOUT TFE QUALITY OF THE
MIIC STAFF, PARTICULAPLY VIVFN THE PROBLES CUBPFNTLY 
BEING ENCOUNTFED BY TEE MISSION IN GETTING MIIC TO 
INSTITUTICNALIZE A MINISTRY NONE' ACTUALLYWHERE FXISIS
TODAY. TH NFEAC RECO.,ENDS THAT THE MISSION CONSIDER IN 
ITS PP DESIGI OTHFP GOF ORGANI7ATIONS OF EQUAL OR HIHER 
STATURY AND AUTHORITY WITH OPEPATIONAL AND/OR POJECT
LEVFLCPMFNT/IMPLFmENTATION EXPERIENCE (I.E., MINISTRY OF 
ECONOMY) THIT MAY BE B rTER SUITED TO ASS94F TFIS 
RESPOYSTPILITY. IN I1OINq SO THE NEAC SUGGFST THETO 
MISSION TFAT IT FURSUF THIS MATTER WITHIN THE FRAMEWORK 
OF THE SUGSTED ?LICY DISCUSSIONS :ITE THT GCE 
DISCUSSFD I' PADAGRAH A. AOV. RFLATEL TO THIS ISSUE,
THE NEAC SUPPOPTS THE ?IP'S CONCFPT OF A mIXED 
PUBLIC/PRIVATE SECTOR !,DVISOF.Y PA,, L OR P'LICY _OARD i'OR 
PROJECT 0UIDA Fc,SUG3ESTED ON PG 21 OF THF PIE AND THPi 
THIS APPRO.C? BY ACTIVELY VE.F/O:T' AS AN: 'LFI EvT OF TYE 
PP DESIGN TO ENSURE PRIVATY SECTOR INPUT FOR ALl,
SUP-PROJ-CT .ACTIVITI . S, NOT ONLY THOSE AREAS TO PE 
IDENTIFIED IN TEE FUTURF. 

(D, CCNTRACTING APPROACH!
 

THE NEAC AGREES THAT AN T M PPFLLA TYPE CONSULTING 
CCNTRACT I'1CORPOP?.TING P TASK ORDFR CONTFACTING MCDE, 
UTILIZING PDACTITICKEPS RATHFR TIAN COK'SIILTING FIRMS TO 
PROVIDE CONSULTINS AYn ISTANCF, WOULD BE A KEY FACTOR IN
 
ENSURING FLFxIPILITI IN EESPON119G TO DEVFLOPMFNTS IN 
TEE PRIVATE SECTOR AND 'IFE TIMFLY IMPLFMENTATION OF TF 

UNCLASSIFIED STATE 11978 1/2 
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VARIOUS PPOJF'lp FLFm~fQT5, -TiwyvRj rl'F tHE 11Ft KNOWNDIFICULTIES OF WORKING IN EGYPT, ISI" PASONA4 TO 
FPECT TE.AT 5. CC'!SOPTIH!M OF Pa.¢TITTONr"5' CAN ? 
OPGANIZFD AND THAT ONF OF TNESE.FIRMS WILL E ,WILLINGTO 
TAKE THE LEAD IN ASSUMINkG TFE ADYINISTRATIVE
 
RESPONSIBILITIES IN MANAGING THE CONSORTIUMS
 
ACTIVITIES? THE NEAC SU~jGSTS THAT TH 
 PRACTICALITY OF
 
TEIS APPROACH BF A$tFRTAIN1ED EARLY ON IN TFF PROJECT
 
DESIGN PROCESS TO ALLOW FOP ALTERNATIVE DESIGNS IF THIS
 
APPROACH IS NOT VIABI.E. 
 THE NEAC Rl.CMdF\DS THAT THIS
 
CONCEPT BE DISCUSSFT) DIRECTLY WITH A REPRESENTATIVE
 
CROSS-SECTION CF THE TYPES OF FIR.S REQUIiEr.

ASSOCIATED WITH THIS 
ISSUE IS T:F MATTEn OF THF
 
PARTICIPATION,,OF IMINORITY 
AND WOMEN FIRM*S IN THE
 
CONTRACTINS ,FFGRT FOD 
THIS POJECT, A!, AREP OF CONCERN
 
TO THE N PUPEAU. TFF NEAC RECOMMENDS THAT A CONCERTED

EFFORT BE MAPE TO TNCLUDE MINORITIES AND WOMEN IN THE
 
PROJECT DESIGN POR T?;E CONTRACTING FOR TECHNICAL 
SERVICES.
 

(E) FUNDING I.VEL
 

THE PID HAS EuNE AN EXCELLENT JOB OF DELINEATING THE 

F EMEINTS OF THE "FIRST YEARS STAGE" OF THE PROJECT. 
HOWEVER, THE IDENTIFICATIC," OF DEFINAPLE AND DEFENSIBLE 
ACTIVITIES FOR T9E "SFCO' D YFAPS STAGE WHICH WOULD 
JUSTIFY DOLS 20 MILLIn C' T!;, DOLS 1 MILLION
LI! E-OF-PROJECT FUN.DING H11-S 11OT BEEN MAD?" T' NEAC'STHE
SATISFACTION. ACCORDINGLY, TFE LEVEL OF PIIOJECT 
AUTHORIZtTICN WILL CO'S!TEEDBE AT THE PP HEVI-d STAGE 
AND THE LEVEL OF FUNDING AUT."ORIZATION DEPEND UPONj!ILL

THE DETAIL POVID r WL R SUCCF INS 'l,
OBTAINING RFLEVAN'7 POLICY AGrREMENT 

(F) EGYPT-U.S. BUSINESS COUNCIL 

TBE NEAC SICGr~STS THAT i PP DESIGN,4 TFE MISSION GIVE 
CAREFUL CONSI10oI'OA. 'ii ROLEl-O i i FG("YiU.S.

BUSINESS COUNCIL CAN lAY IN I1PACTING TE PUSINES
ENVIRONMENT AND IN tMAKINC INPUTS TO THE PROJECT FLEMENTS. 

(G) PPOJECT PUDGET 

THE PRELI "I'AKY AIL ?UDC -iT PROJECTI CN DOES NOT ATTFMP7 
TO REcC'J CL; I ('CAI, CU}P Y;NCY PPOJFCTICN;S WI'Ti1 THAT 
ESlIMATF!' QN 1'E, PIP 'ACYlFF.I T. NOP TOEFS IT Ar:'DDRFSS 
WFETItF, A .D IN WHAT APFAS AID WILL, FlND A POR,TION OF
LOCAL CIHINNCY COS"S. IF AIP IS TO FIJA'lc--'OCAL COSTS, 
REASONS SEOULI) 11 S.ET FORT!T IN TH. PP. 

(i) SOCIAI,/RFN' I CARlY A'ITY, :;
 

PAGE ,. PAP AG"API7 
) . pI CON':., 1P
, ') ( t' f.. AN 

EXPLNATION (IFWHY 
TH!S, *'"', :;D PP CA'J(.r CC,!:FCHRM TO
 
AID tliPK III ClI '-NS -:iU. SUGGESTS TEA'T
NVAC THF
 
MISSION MAY PE ABLE TOI'LO' 
THE TYPE CF PIALYSIS ON
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UNCLASSIFIED 
 STATE 1197VQ
90 $ 
THE PRIVATE SECTOv/UI ESS Ci..- AS ?U;E I 
THE APIAL'fSI SF0ULC COVFR 
PN FXAMI4ATTIOW OF PUIBLIP 
V$PRIVATE SECTOR AITITUDFS RF9ARDING PRIVATE SEC'IOR GROWT1
AND DEVELOPMENT kND THE CUIRRENT RELATIONSHIP ?FTWEEN THE

GCE AND THE PRIVATE SECTOR. 
 THE NFAC SUGGESTS THAT THE
MISSION CONTINUE TFE DIkLOGUF INITIATED AT THE NEAC
BETWFEN N/TECH/S.RD W. FOX AND AD/IT V.N MCCUTCHEON, 

(I) INVESTOR FACILITATION AND INFORMATION 

THIS ONE ACTIVITY TN THE "FIRST YFARS STAGE" OF THE
 

PROPOSFD PROJECT CONSTITUTES ALMOST 30 PERCENT OF THE:
FOREIGN EXCHANGE PUDIET PROJFCTIONS tND IS OBVIOUSLY A

VERY IMPCRTAN!T ELF''NT OF 7FE 
PoJErT. "nr'FORE TvE
MISSION BEGINS 'fO DESIGN TFIS PROJECT ELEMENT TIFE NEAC 
SUGGESTS TFAT AID PAST -XPFRIENCE IN POVIDTNG TECHNICAL 
ASSISTANC , TO INVFSTMENT PROMOTION/FACILITATION AGENCIES
AROUND THE WORLD'PE EXAMINED FCR LESSONS LEARNED. THE
NE/PD PROJECT OFFICE WILL ACCESS THE AID REFFRENCE' 
CENTR A'D PRCVT T TH' MISSION' WTIT AVAILRLF 
IN-ORMATION. HAIG
 
BT
 
#9789
 

NNNN 
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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. In
 
aggregate terms the past fije 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- the late 1970s was fueled by the rapid
 
growth in oil profits and th . repatriatio. of wages from a large 'umber
 
of Egyptians working abroad, most] in OPEC natioos. Both of these
 
phenomena were, to a significant aegree, one-shot quantum gains which are
 
unlikely to be matched. While Egypt can prObably consolidate and sustain
 
most of the increased levels of FX earnings frum these sources, there are
 
already significant signs that the growth rates have leveled off (and
 
have even turned negative in the short run).
 

The high GNP growth rates of the past few years parallel the FX 
situation. Sector.Jl sources cf 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, coirununications, petroleum, trade and finance. Agricultural 
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 increase 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 
corunodity producing ,'crs have declined in overall contributions to 
GDP. The industrial sector, in particular, declined in terms of 
contribution (at Lactor cost) to the economy ove, the 1970s and now 
accounts for less than 17 percont of Egypt's GDP. 

The cofi::xlity pr':ing pr vate sector in Egypt. has grown drw-r tically 
over the rxist fiv,, years and the private sector now has a dominant share 
in a ntmher of production subsectors: foodstuffs, printing, clothing, 
footwear and leather prc(,xhJ1 fs. lhe public sector, however, s-till 
dominates' not only heavy and "bas,;ic" industries, but a wide range of 
interwKdiate and l1ight enj i n.,er ing subsectors: be2verages, tobacco, 
spinning and] wf-aving, transxort equime: nt, and other light and 
intermedi ate subsectors. 
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The 1980s will present major opportunities for private sector growth 
both for expansion in areas where the private sector is already strong

and for an increasing 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.
 



ANNEX H
 

GOE ACTIONS TO SUPPORT PRIVATE SECTOR INVESTMENT AND DEVELOPMENT 

The GOE has signaled its support of private sector development in a 
series of steps since 1973 to remove institutional obstacles to private
sector investment and development. Milestones representing the GOE's

effort inthis regard are the following:
 

Opening the country to foreign investment by passage of Law 43 of
1974 - the cornerstone of the "Open Door Policy" proclaimed by
President Sadat in October 1973. This law, together with its 
amendment by Law 32 of 1977, permits qualified projects to repatriate
profits and capital, to receive significant tax holidays and to avoid 
many of the legal obstacles to .doing business found in Egypt's
corporations and labor laws;
 

- Formation in 1975 of the Egypt-US Joint Business Council under the 
auspices of both governments to promote US investment inEgypt; 

- Significant liberalization of foreign exchange controls under Law 97 
of 1976 which permits Egyptians to hold accounts in foreign

currencies;
 

- Permitting the operation of the "own exchange" market for foreign
exchange;
 

- Formation in 1979 of the Capital Market Authority to develop and 
revive capital markets inEgypt;
 

- Slow but persistent relaxation of price controls;
 

- Liberalization of the income tax 'sstem by laws passed in 1978 and1981 which: 1) reduced marginal tax rates on individuals from 95% at 
LE 10,000 to 50% at LE 75,000; 2) reduced the corporate tax rate from
41% to 32%; and 3) granted significant incentives to corporate
shareholders and investors in certain priority lndumtries;
 

- Liberalization of the private sector companies law in 1981; 

- A bilateral investment treaty with the US; The "telemission' efforts
to'attract private U.S. investment; the increases in interest rates 
to approach market levels; and repeated public overtures to the
 
private sector by President Mubarak.
 

V 
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ANNEX I 

USAID ASSISTANCE PROGRAMS FOR, THE. EGYPTIAN PRIVATE SECTOR-___ 

In a February 1978 report, a special interagency task force
 
identified the following major areas for possible USAID assistance 
to support Egyptian private sector development: 

- Provision of foreign exchange resources to the private sector 
either directly by USAID or through the financial institutions; 

- Institutional reforms through technical assistance in the areas 
of policy formation, management training and technical skills; 

- Legal reform of economic, conrcial, 
governing private sector investment; and 

tax and trade laws 

- Encouragement of joint ventures between Egyptian and US business 
organizations. 

In 1978 an internal USAID Mission private sector task force was 
charged with developing projects in accordance with the needs listed 
above. In January 1979 a private sector office was created within 
USAID to carry out these objectives. The office became the Office 
of Finance and Investment located in the Diyision of Industry dnd 
Trade. Major activities of the Office are discussed below.
 

A.'Provision of Foreign Exchange Resources
 

Three projects have been initiated to provide foreign exchange 
capital to the private sector through intermediate credit
 
institutions;
 

1i Development Industrial Bank (DIB) Under this projoct,
 
local private sector firma may borrow foreign exchange at an 
interest rate fixed below prevailing international rates and repay 
the loan in lcal currency. 

2. Private Investment Encouragemnt Fund (PIE Fund) The PIE 
Fund obligated at $33 million in FY 1979 to provide medium to long 
term foreign exchange .debt and equity financing to local and 
US/Egyptian Joint venture private sector anterprises with Egyptian 
bank co-financing.
 

3. CIP Pl ivate Sector Set Aside 435 million was authorized 
through Fr 1981 for this program which provides favorable exchange 
and interest rate terms to the Egyptian private sector. 

J# 
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B. Institution,Building---:
 

USAID private sector strategy recognizes that in order to assist

and encourage private sector development in Egypt, the policy

planning apparatus of public sector institutions involved with
 
private sector activities must be upgraded, and reoriented. Thefollowing such institution building activities have been undertaken

with USAID assistance:
 

1. Investment Authority
 

a. In association with the Arthur D. Little investor 
center study, USAID has funded the following "pre-project'
activities: (i) preparation of an "Investor Guide;" (ii)
compilation, description and ranking of approximately 120
investment opportunities in Egypt; (iii) development of revised
investment application forms; (iv)training for InvestmentAuthority personnel in reviewing and evaluating applications;

.and (v)development of a data base for use by the Investment 
Authority and potential investors. 

b. Activities associated with the Private Sector

Feasibility Studies Project include: (i) training of Investment 
Authority personnel to accommodate potential foreign investors

during investment reconnaissance and feasibility study visits; 
and (ii) preparation of 10 sector surveys to provide baseline
 
data for potential US investors.
 

2. Capital Market Authority (CMA)
 

During 1980, USAID financed a study sponsored by the
International Finance Corporation of the World Bank and the CMA

which set forth an extensive examination of the Egyptian financial
and capital markets. Recommendations for the CMA to fulfill its
mandate to develop capital markets included preparation of a
comprehensive capital markets law, modernization of the stock 
exchanges and the provision of a major conference on capital markets. 

3. Central Bank of Egypt (CBE)Technical Assistance
 

During 1980 - 1981, USAID financed a number of pre-projecttechnical assistance activities for the CBE provided by the US 
Federal Reserve Banking System. Those activities included

recomiendations on the reorganization of the CBE's International
Department, training of bank eaaminers, revision 'of bank reporting
forms and a seminar for key CBE officials on monetary policies. 

.5 



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. 

Since February 1981 USAID has financed a legal consultant to the
 
GOE Financial and Economic 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, equitable tax system
 
and encourage investment. 

3. Tax Administration 

Thf. Tax Administration Project, indirectly related to the Tax 
Modernization Project, is designed to assist the Ministry of Finance 
to reorganize and improve the Department of Taxation. Assuming 
passage of the above mwrntioned draft incoune tax law by the People's 
Assembly, it is imprative that the Taxation Department be 
reorganized to inpliminent 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 t, comi[ianier; law. 

5. Sominiars
 

Again with the Ford Foundation, USAID helped finance the 1977, 
1978 and 1979 ILbrvard Law School Seminars on Foreign Investment in 
Egypt. 
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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 ane to facilitate the investment process. 
Projects in this area include:
 

1. Private Sector feasibility Studies 'roject
 

The purr-=o nf this; 
$5 million project, obligated in FY 1979, is
 
to partially reimburse US companies 
for reconnaissance visits and
 
pre-investment feasibilit,' studies. 
 In addition, ten baseline data
 
surveys have been preparec' for potential investors.
 

2. Egypt-US Joint Business Council
 

Initiated in September 1981, the purpose of this grant is to
 
enco -ge 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 Egyptian partners.
 



ANNEX J
 

AID-FINANCED STUDIES ON THE EGnyPTIAN PRIVATE SECTOR 

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

Arthur D. Little, Inc., Study 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
 
Auditina, Accounting and Financial Reporting in Egypt (1981)
 

IFC, Report and Recommendations on Development of Capital Markets in
 
Ep (12980)
 

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

Reynolds, Smith & Hills, Scoped Envirorezntal A ,sessment of the Public 
Free ',ones, (1980)
 

Coopers & Lyorand, industrial Free Zones--Financial Analysis and 
Evaluation Design, (1980) 

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

USAID Private Enterprise Bureau, The Reort of the Private Sector 
Reconnaissance Team Visit to Eypt, May 5 - May 15, 1982. (1982) 

Foda, Ahmed, Bankina Sector Survey (1982)
 

Industrial Develcpment Authority 
Ireland, The Investment Information
 
Centre - A Practical Aooroach (1982).
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- (f) Tu'7 PC!.F OF TFF CPITAL MAIiYFTS SYUKENT CY THY I'51 
POJPCT IS TO FFP DES]ON AND DEVELOP A CAPITAL MARKET NOY 

TN' TTS INITIl. IEVFIOPMENT STAGES. IT WILl. FE NECESSARY 
"o PPPIY A?" APPROACQ AT YD AT IDENTIFYING, ADJUSTING AND 
T"PTFm'cYm]y POTICY FOR THE TE VI OPMENT OF THF MARKET, 
Pb 'rlryP fuPtl SIvPll ADOPTING SPECIFIC OPFRATIONAI DEVICES 
fP'T' MPTFODS FROM DEVELOPED MARKETS IN OTHER COUNTRIES. 
FTIT T 1,VPFS'*SS OF TEE PRACTICALITIES OF CAPITAL .ARKET, 
f',Tfp 'pFt' ADCPTING SPFCIFIC OPEFATIONAL DEVICEST SImPLY 
t"T vPT71e 'OY' PFVFLOPFD MAP.EBIS IN OTEYP COUNTRIES 

7U71 A'"F!T 'cPS OF THT PPACTICALITIES OF CAPITAL AR[KET 
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v!'- TRWpprTFTD p 1IIINONESS TO COrSIDER A NODYST OR 
A -iCnSm PFE PRRAN',EENT OF COST PLUS 11 PER CENT.
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rF trpn,7'Fj;p'D FtT SE IILSTY Dr VLO AhD CSI ENTATION . IFC 
AS TWTF TT-T CPi'P! IT11Y TO ASSURE THAT THE- SIGNIFICANT 

TIyF SrFDulvS OF THF ]FVEI,CF;M''T PROGRAM AREF FMYT, 
TrrtpSF 1- FAS EXPL-I ENCE I N THIS, SPEK:S STE A DEGEF-E 
or prUlITY TC 0.VFPrMF NTS, AND, UNI, IK} A PRIVATF 
ri S, "'GAGYD PRINCIPALLY R LINE OFIS r,,T IN SOME OT 
.npK. T' CPOMCL USION, IFC OFFERS P MEI.CIKINANT 
rAPAPIIITY tT TVSOVAPIPP COST, WITH THF IEQADYST 
Drn"Ft'I I. PEACH TO ALL QUAIIFIE .XPLL T CANDIDATES. 

UPCLASSIFIYD Ci 
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, 'P: (A) FGYFT F.4CES A SEVERE SHORTAGE OF' PROFESSIONAL 0 
....C.o!ATS AD AUDITORsVTT11 THE PRACTICAL TRANING.
 

. 'VTP TO SFRVICfTHF PRIVATE
 
m vRF IS A CRUCIAL NEYD TC RFPLACE OUTMODED AND
 
,'Arov)TF ACCOPNTIN-, FINANCIAL REPORTING ANI AUDITING
 
9 AVDAPnS W'1TF MODERN, COMPREHENSIVE UNIFORM STANDARDS.
 

TIC eGYPT, TPF PROFESSIONAL ASSOCIATION INVESTFD BY LAW
 
W,'IT" AT',FOPITY OVrR AND RESPONSIBILITY FO'. THE ACCOUNTING
 
APP .AIP]TIVG PROFFSSION IS THF FGYPTIAN SYNDICATE OF
 
P(''T('F PPOFFSSICNS (SYNDICATE).
 

- (P) TIIS TSI TPOJ.CT S'EGNIENT WILL STRENGTHEN EXISTING
 
mIFS rTVFFm'T1-E SYNPICATE AND NAA WHICH HAVE SIMILAR
 

0A T-rP F,. t.S SUCP IT INCIUPES A TECI,'ICA1. ASSISTANCE
 
PPOCR-V: FIRST, 70 ASSIST TFE SYNDICATE TO CREATF A
 
voprSq Optl R?SfARCH AND TRAINING INSTITUTE; SECOND, TO
 
UFTP T'RF SYfTICTE COMPILE AN INITIAL SET OF UNIFORM
 
tPCCUNTINC tD TINANCIAL XFPCRTING STAL'DARDS FROM FXISTING
 
Or' AVITAT-IF U.S. ANr INTEANATIONAL LITERATURE AND,TAILOB
 
IT T' TYPTIAP NFDS, THIRD, HTI.P SYNIDICATE
I AND TO THF 

rriiVpOP Fr'rCTIVP MEANS OF CARRYING OUT ITS AUTHORITY AS A
 
P~rS7I'SIn 'tI t.SSOCIPTION TO COF.MUNICATE AND Y1NFORCE
 
vi'PIPFPS 11'ITY!1! TFF PROFESSION.
 

- (r) mFr rUrpw.T NFyr'FCR AN INITIAL SET OF BASIC 
v
1mTnrr Tt'I'OP SPNDARPS IS PISCUSSE. IN THE SI PROJECT
 

o'Pp'R. T'F TI)FA TS NIOT TO DEAL AT THIS TIME WITH
 
P T T:r EJIE 0- L.CCOUNTIG T)IEORY I" T'£E U1 TED
c't';S,:'1' T .rVE]j cl Ii::LY '.SIT UT ,.CL:' ,IA 

9TANDAPPi DAI.ING WITF BA,±C PROBLEMS WHICH ARE
 
IPPPOPPI1TF. FOP FGYPT. "APPROPRI.TE FOR EGYPT" 4'ILL MEAN
 
11.T r'FPFJY "IMPORTING" U.S. STANDARDS WICLESALF INTO
 
rOYPT, T"I'T CONSIFEPING AISO WHAT HAS tEEN TONE
 

' %tmr'-rT6CNAtIY-Y THE INTFR1N.ATIONAl, ACCOUNTING STANDARDS
 
rOMVYTTF AND THE EEC, FOR EXAMPLE.
 

- (D) ACTYS5 TO DIVERSE SKIILS WILL ":E NEEDED TO PROVI'DE 
TPE )SSISTANOC CAI.LEr FOR PY THIS PROJECT I.E., P5RSONS
 
W'ITP PRACTICAL .XPRIENCE IN RUNNING A PROFESSIONAL
 
*55 117.IO ' OF ACCOINTANTS AND AUrITORS, PERSONS WITH
 
PPC'TICAI rXPFRIFMCF IN OPERATING A PROFESSIONAL INSTITUTE
 
VPTCP PROVITES PRACTICAL TRAINING TO ACCOUNTANTS AND
 
AU)IT PS AS' VLTIL AS EXAMINATION'AND.CERTIFICATION; BOTH
 
PA' TTCING "MANAGYMTNT" ACCOUNTANTS AS ELL AS PRACTICING
"PT'r.IC" ACCO1'NTANTS AND AUDITORS, EXPERTS 
IN 1OTH
 
PTPITIC /,D vNAGTwENT ACCOUNTING "WITH INOWLEDGE OF THE
 
*ASBl 1'ATvPRIAIS NEEDED TO PERFORM RESEARCH ON STANDARDS;
 
AVAP"MIc AND PRACTITIONERS WITH A KNOWLEDGE OF
 
TNTv1IT1OfVAI AS VELL AS U.S. STANDARDS FOR ACCOUNTING AND 
Ai'vIpImN. T'SAIF ?EIIEVES THAT THESE DIVERSE SKILLS CAN
 
VFSs''PF PRCVIDFD AT REASONABLE COST BY THE NAA.
 

- (F) TF NIA IS THY LARGEST NONPROFIT ASSOCIATION FOR 
9pp('SSj1NAI, ACCOUNTANTS AND AUDITORS IN THE UNITED STATES
 
Y,
,ITF TIP 4.V'CHES IN A NUMPER OF OTHER COUNTRIES INCLUDING THE
%U., 
 PANCt, W. GERMANY, SWITZTRLAND, BELGIUM
 
Itr, MI' PFCEPTTY, EGYPT. IT HAS BOTH PUBLIC" 
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tCC,OUN11NTS ANI; "MANAGFMENT" ACCOUNTANTS AMONG ITS 
P4,F ppS--TIFS hASR THFCAPA 
 IASd TI.ITIF
HIC. TF SYNDI CATF
V7TTF-9TO .CPIEVE THROUGH CREATION OF THE INSTITUTE. . DrET,, 7PE NAA OPERATES ITS 01W PROFESSIONAI INSTITUTE , VI'ICH "PAI,'S, FTAI INFS AND CERTIFIES ACCOUNTANTS ANDnPFUQT'S IN PROGRAMS ON A SELF SUSTAINING FINANCIAL BASIS
' HRIJGH ) SYSTFM OF USFR FEES AND MEMBERSHIP DUES. 


- (c) VF "'APA RAS A STRONG PROFESSIONAl RELATIONSHIP1'1H P'P TINTFRFST IN FGYPT. THE NAA HAS BEEN 1NIVCLVFDt,'.'vr *Fr.r SYNPICITE IN ASSISTING THE EGYPTIAN ACCOUNTINGI,'T . 1tTT's ,'G PROFFSSION 'SINCE 198e. IN THE YEA:, THET'RTSTprlT V1' Till SYNDICTE ThAVFLIFD TC THE. U.S. AND

tTVT~rT ,P. VA A!:r THF.AICPA. AT THAT TIME 
 TP: NAA,Y'pIrH rfS CFAPTTFS IN' A NUMEFR OF OTHER COUNTRIE,r'TpSSrp Ir:'trpST IN OPENING AN NAA CHAPTER IN EGYPT.SF P'TIY, IN 19P2, THE NAA APPROVED THE EGYPTIAN
 
rHAPTrF's APPLICATIOV 
 AND CHARTER. 

- ( ) -'!101, TPE NtS rArE RECOMMENDATIONSqytTIrA; Y'ITF RPSPYCT TO THETO A PRCGRAM TO STJRENGTzirpACP'aUFiIPC PIN AUDITING IN' FGYPT WHICI; SERVFD THEAS TASIS"OP "'uF PROPOSf-IS TY THP SYNDICATE FOR THE PROGRAM, SETroPnp It' Tu' PPCJFCT PAPFR. THF AMERICAN INST]TUTL CFPrcr'r PtITTIC ACOUNTANTS RESPONDEDPr'NATIG 'AT IT PTGRFTTED THAT IT 
TO TUE SAMF RyOUEST

COULI NOT ASSIST WITY A n l- II, FGYP.' THF NAA THUS HAS DEMONSTRATEDrr'ch"H:,, CC.'' T? T TO ASSIST THE EG YF TIA, ACCOUNTI'G 
..... , *1 S" ' . 4 .. ST1A!E 7I Sr PEISS*OpAj rI tPTATIONSHIP WITH THE EGYPTIAN ACCOUNTING'Pr~F.S7N TYPOUY9 ITS FOEMEDNEW1LY t-RANCH HERE. ?VECAUSE

(IF TFIS PPOFFSSIO.!AL RFlATIONSHIP, THE SYNDICATE HASIT'rICtTFT TFAT IT DTSIRVS TIAT THE NAA PROVIDE IT '?,ITH TI'E
' A .sIs7Ap'F
AND TRAINING CALLED FOR UNDER.ROArrT. THF PROPOSED CONTRACT ]ET :EEt: VAA 
THIS 

TUF AND THEqTrT'"CP'c WO1lDF, THEFOSTER GROWTH OF THIS REIATIONSHIP ANDrvoIDF ECp A STRFPTFFfNING ANDLEEPYNiNG O THF LINKAGE
vFivrIP) THF TWO TNSTITUTIONS. IN TERMS OF MANDATE,' 
IFNTATIOv ANT COMPOSITION OF MEMBERSHIP, THE NAA AND
RTpSYP.ICATF APT SITILAR ORGANIZATIONS. UNDER THE
r''OPOS)D COI'TRPCTUAL ARRANGEMENT, THE NAA WOULD SERVEPOT OV'IY AS A CONSUITANT FOR THE ESI PROJECT ACTIVITY 2UT 
' UNCLASSIFIED CAIRO 19686 3/4 
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*1 vfl'OP, ] INITIATE A PROJECTEL LONG-TE}M INSTITUTIONAL 
V040l M".'CP TOTTB CPGANIZATICNS MYSIRET AND WHICH WILI. ENDURY, 
r- TFIPV TVF ]IFQ OF T.. 1ST PROJFCT. TPROUGP TPE 
PFPVT' TFCvICAL SFPVICFS OFFERED BY THY NAA, THE 
c',nTCI ' 'U.0D *' AFLY TO DEVELOP AS AN ORGANI7ATION WITI' 
m
" F FyPFTDmTIS TO SSIST IN THE VELELOPMENT OF EGYPT'S 
PPIV,'TF SFCTOR. 

- (r) pom ITS OWN STAFF ANL FROV ITS EXTENSIVE
 

'"""RSETPTOILS, THP NAA CAN PFCPUIT THP TEAM OF 
TXPVT'mS VFFDFD 'OR THIS Y}''0}T. THY I'AL PPS STATED THAT 
In 'ni ,C,'I 0041 OF T A' AT IEAST ONEp t.OPP ME&FETS THE 
rvp]'-; Pr'vn } APAIG sP_.YIrC MY- WFO COULD B]IDGQ 
7'F JAVSI%, GIP, W7C9"VILI IE SPECiFICALLY USEFUL IN 
M , ,'C I'STITUTT STAY?, ACCOUKT!PTS PKD AUDITOPS AS 
VVTT AS P "'PAT,vOr 0! AVA,,C LANGUAGl T!11,ING MATEPIALS 

t ,m .P.TST V 7 ,! , C A , ].T'NC TU F EL ,UI . . lR E] 
T m"'='t?IC!;,. PrP7STC?]VI TC TiNF PRCFCT THR.UGE ITS 
TvCq'Fl Tr 0'747? COUPTRI S. 

- (i) r ' CHFr CDC. iZlTIC,' !Y ITS]IY H;S ACCESS TO TF 
tot y of F' T FOR PRCJECT. FO,7T. ,' TFT TVTS EXAM1PLE, 
Vullr -py v~v'T.!~'CI PCCU[,TING STANi;A},S BOARE. MIGHT ]E 
f,]v 'Tn A p V' T, ,ST''AD&PS, :T 1O S NOT OP L! TF A 
r sn( , p ., N, el T TRAININS ''HICH... ' INSTITUTE 
Plr.''I'TS FP CPT77I N'';PERS IOT SS O AYS OF THF CPIOR 
rnsv, O (0 TI7IF' ELUCATICn' COuRSES. A.SO, TBE 

FY' TI!t'Y IVDICAT'D TO USAIL THAT A.PEIVATE ACCOUNTINGPA*.S 
ctyv vOrI'TT "'O7 7c CCPFT71 'P~V THE YELZITEN tN AFL C'
mubv ryrr vmr -wry CO 'rV TIT F: ',rv 7 ALY TI.T SP' F 
Vnt''P 0IT&'Nrr.AN IN TliE EGYPTIA N MARKETN UNFAIR ADVA NTAGE 
rprv C!/y" V CUT THIS PECG.AM. MODROVYE, A PRIVATY
 
A.CCnPrTT,'G F PT'LIElY WOUL" NOT HAVE THE IN HCU0S
 
rtr.Trl-y, TTETP T TFAM WE:IE IT
PTDIVEPSr' YZOURE. 
Cr'p_p PPOVIP . TuW APDITCR, IT WCULT NO HAVE THE 
, I,&,P-S. .mYTtMr : §i.' Tr. CCTPOLLI CF PFPSCNVT'I-

PYPQITFNCFT IN RIUNNIKN A POFESSIONAl ASSOCIATION WHICH
 
PISr CPFPPTVS b RFSTARCE ANI; THAINING I.STITUT1. IN
 
tP'TTIqP, U K'v 'TF NAAP, A PRIVATE FIEM IS NOT
 
"PI 'v IIY FpCAGFT) IN nPF.ATINC A PROF[SSI0'.11 ASSOCICTION
 
PVP' 1NSTIT'rUTF. A"OTUEIR FROYFSSICAL ACCCUNTI ,NG
 
tsfn1immO' WOUTP NnT FE A I POAPLY TH[ NAA. THE
lfl 1ASTL' AS 
rICSVST IP RPASF OF CAi'PIIITIES TO THE NAA WOULD BE ITS
 
q1STR V'OTFSSi OPL OpCANFZATION, THE AICPA. PUT,
 
ATTIROUGP UF 'ICPA IS A PROFESSIONAL ASSOCIATION lIKE THE
 
"AP AD OFFF S NAVY OF THY SANY SYRVIC FS AS THY NAA, IT
 
QF nrOFI Y CFHTIlF)D PULI,iC ACCOUNTATS--I.Y., THE
 
PUYTIC t.COPNrIG PORTION OF THE PEOFLSION, W'IlE TIlE
 
v',t; ON T}l OTPiv HANI)D, 1.10 THE GYPIIAN SYND ICA'!E,
 
T r'1 1' Pl( AccOUNTANTS TOTH CPAS:,! NON CPA'S AMD

",Avft. FV ''T f"rp'OUN TtANTS AS 'A IE AS I'lU]LI C AC CO N'A NTS 

TH tD lIO'', T1 t.I FA PAIS, LI ?ADY I NDI CATED ThAT IT
 
rAy','" PAPTI ATF THIS ICUI.h} }AM.
'I' Il 'IN P N .O IN
 
rqO~r Us r),I, 'PY 'AA OFFE:S l'PII)CMI NANT CA IA iIIITY AT
 
PF f o't i cnST mn FHOVll: II VE X]FH't']I SE NEEDED
THi tI 

vrVl ,T:"F tPPCCt~ T(' S;; T HF( ACC(OUNITING(,
N!il.t FINAN!CIAL.
 

PvFpO'lh NG All AUI)lTIN(G IN E;YFT. 
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P'rr'PL;r RAPID AID/A HEVI Ell. AND DECISI CN OF PRFDO)iIrANT
t m
rt PfTT I y ATGIF.NTS MAlF IN PARA" S
T AN 6 TO PERNIT USAII'
aU np17TpOI OF TSI FP2JFCT FCB FY 19S2. (FYI: 
RICHARD
cjFMVtl 1TAI/' m !.PRIVl AID/1' AUGUST 5 V'IT 
 PRODUCTION
m
rPFD (FT-'14,') pp t,.1D DRAFT COPY OF ISI PP.)
 

0. PICAS[ AVCISF .SIP. PRECET
 

C.,' f4' 
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ACTION 1MENORAN.DUM FOR THE ADMINISTRATOR 

T F.UES
 

FROM: AA/NE W. Antoinette Ford 

SUBJECT: EGYPT Business Support and Investment Project; AID
 
Project Number 263-0159; Pre-Authorization Request for
 
Non-Competitive Procurement and Government Ownership/
 
Nationa ity Waivers
 

Problem: To authorize for the proposed Business Support and
 
'Investment Project (BS) the non-competitive host country
 
procurement of technical services from the International Finance
 
Corporation (IFC) and to waive applicable private ownership and
 
nationality requirements for the procurement. The estimated cost
 
of the contract is $4,133,000.
 

Background: USAID/Cairo 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 developed 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 and Auditing Standards and Systems;.
 

Strengthening and Modernizing the Investment, Financial
 
and Le'gil Infrastructure;
 

Improving Investor Information Systems and Services; and
 

Continuation of the £gypt-U.S.,ausiness Council
 
Investment Promotion and Facilitation Program.
 

BSI is now in its final project paper preparation phase. The
 
mission has not Identified any significant policy issues and Is
 
planning to,.authorize the project in,accordance with RedelegatIon
 
of Authority No. 113.3C dated May 21, 1982.
 

S S 9 ., 
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Discussion; P:ior 
to project authorization, USAID requests AXD/W
approval for the non-competitive procurement of technical
services from IFC for 
the Capital Marke,s Development component
o! the BS. Project. in addition, AID policies concerning

contracting with privately owned enterprises and existing
nationality requirements associated with the procurement will
 
require waivers.
 

Procureent from a non-private entity. Handbook 11, Chapter 1,
section 2.6.2.3 proscribes contracting with organizations wholly
or 
partially owned by governments except if their eligibility has
been established by a waiver.
 

This project element is not conducive to normal competitive
procurement from private sources. 
Services fo: this project
component require an entity that: 
 (1) has the dual capacity to
assist in policy formulation and operational technical
assistancet (2) understands the full range of disciplines
required to achieve project objectives; (3) has to and can
access
field the diverse expertise needed within the timefraMes
requiredi and 
(4) has demonstrated experie::e and administra:ion
capability in capital market development w4rk. The Capital
Markets Department of the Inte:national Finance Corporation (IFC)
has been identified as the entity best suited to meet the
technical service requirements for this project component.
 
It will be necessary to apply an approach at both identifying,

adjusting and implementing appropriate market development policy
and adopting specific operational devices and methods from
developed markets in other countries. In considering how best to
implement this project component USAID conferred with securities
and consulting firms in both the U.S. and Egypt and reviewed
their capabilities and availabilities for )roject
implementation. 
 it became apparent from these discussions that
the alternative of using a private UsS;' investment banking firm
or 
U.S. consulting firm for project implementation would not be
desirable because there does not appear to be 
a practical way to
prepare a request for proposal that Vould evoke desired responses
with the myriad of skills required, each of which must be
accompanied by development skills and orientation. While 
some
private sector entities have performed elements of the services
required, none have been involved in implamentin9 a p,oO-t toat
required the supply and coordination of all of the services
needed. 
 Most of the companies interviewed, while having no
inte:est in undertaking the entire effort, expressed interest in
participating in the program if an entity such 
as ZTC were
involved to coordinate the effort. 
 Ot'hers had no interest in
 



taking on such an effort or participating under any

circumstances, recognizing their limited capability in the
development context. 
Securities firms interviewed included,

inter alia, Saloman Brothers, Drexel Burnham Lambert, !organ

Stanley and Goldman Sachs. Consulting firms contacted included
Peat Marwick; and Mitchell, Price Waterhouse and Arthur Young and
Co. The New York Institute of Finance was also interviewed.
 

IFC's role will be to build on its diagnostic work in Egypt and
further define what must be done, and thereafter, act as the

"executing agent" for the program. 
As the executing agent, IFC
would develop and review with AID'and the Capital Markets

Authority (CMA), the policy approaches and technical advisory

services to be followed. IFC's broad experience will be used in
recommending and selecting appropriate experts, consisting of
individuals and firms who will carry out the work, under IFC
supervision. 
 Sources of technical assistance which IFC has used
extensively around the world and would use in this instance
 
include: .(I) U.S. investment banking houses; (2) U.S.
institutional investors and independent securities professionals;
(3) U.S. stock exchanges such as the New York Stock Exchange,

Pacific Coast Stock Exchange and the American Stock Exchange; and
(4) associations of securities professionals such as the National

Association of Securities Industry Association. Because IFC is
not engaged principally in some other line of work it offers the
broadest potential reach to all qualified private and public U.S.
expert candidates for project implementation. IC is frequently

provided a budget by a donor funding source (such as the UNDP)
and consistent with an agreed-upon plan, drafts scopes of work,
contracts with experts, and disburses for services. Under this
 
arrangement IFC has indicated that it 
can comply with A.I.D.'s
/U.S.-only-source-and- origin-of-services requirement in Egypt.


./1-"IFC's contract will cover 
the entire action program of $4.133
million equivalent out of which $298,000 and LE52,000 will cover
*IFC's own 
costs and the rest will be used to subcontract U.S. 
entities and individuals.
 

Predominant Capability. Handbook 11, Chapter 1, Section
2.4.2.(a)3 requires competitive procedures in procuring services
 
except where it can be demonstrated that 'one firm has-the unique
capability by 
reason of special experience or facilities, or

specialized personnel who are 
recognized as predominant experts
in the particular field to perform the services required for'the
project'.
 

IFC, through its Capital Markets Department, has been identified
 
as 
having the predominant capability,in experience and
specialized facilities and 
to have unique technical competence in
executing this project component. As you are aware, IFC has
assisted in the development and implementation of capital market 

I
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programs in over 30 countries advising governments on policies

and approaches. It 
also makes direct equity investments,

Darticipazing in 
brokerage activities and underwriting firms.
 

Of critical importance in selecting IFC for 
this effort is their

involvement in capital market development efforts in Egypt since

1976 when they completed their limited financial sector survey.

They were instrumental 
in the drafting of the decree establishing

Egypt's Capital Markets Authority (CMA). With AID and UNDP
financing, IFC updated its financial sector 
survey in 1981, with

their proposed two year action plan the basis of 
the Capital

Markets Development component of this Project. the
Since 

completiLon 
of this effort the CMA has relied heavily on IFC for
guidance and has received substantial direct assistance and
 
support from IFC, consisting of advice on organization and work,

arranging for training programs and seminar attendance and
 
recommendations as actions to
to improve its work. IFC is

currently coordinating an activity.similar to this project, with
 
PRE Bureau and Mission participation, in Indonesia.
 

IFC has the best capability to assure that the significant time
 
schedules of the development program are met because of its
 
extensive experience in this area, it s'peaks with 
a degree of

equality to governments, and is not engaged principally in 
some

other line of work. An IFC/CMA contract would also serve to

strengthen the institutional relationship between IFC, CMA, and
 
A.I.D., an arrangement A.I.D. wishes to encourage as an element
 
of our private 
sector initiative and our relationship with IFC.
 

Nationality. The authorized supply of 
project services financed
 
as 
foreign exchange costs is normally restricted to A.I.D.
 
geographic code 000 
(U.S. only). IFC is a self-sustaini.ng

multinational 
financing and technical assistance member of the

World Bank Group. Although it has i~s headquarters here in the
 
U.S., it does not meet U.S. 
nationality requirements b.ecause the
 
U.S. government, while having a plurality of 
the voting stock.
with 29.4 percent, has less than the majority (50 percent) of 
the
 
voting shares on IFC's Board. Approximately 98 percent of the
 
IFC Capital Stock is held by Free World countries. The remaining

ownership includes Vietnam (.03 
percent), Yugoslavia (.49

percent) and the People's Republic of 
China (.84 percent).

However, the proposed procurement of technical services from the

IFC would not 
benefit these non-free world countries because only

IFC staff guidance will be 
procurred with project implementation

provided through subcontracts with U.S. firms.
 

http:self-sustaini.ng
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Recomme2ndation: That you authorize the waiving of competition in
 
the procurement of the above described technical services
 
pursuant to A.I.D. Handbook 11, Chapter 1, Section 2.4.2.(a) 3
 
because of the unique capabilities of IFC to satisfy the
 
requirements in this case, and that you authorize the GOE to
 
neootiate directly with IFC for the project component described 
in the attachment. Apoe__________ 

Approved_ 

Disapproved
 

Date tvcr \C oA 

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 to be most
 
appropriat'ely suited to undertake the implementation of the
 
subject activities (which circumstance is not specifically

treated in A.I.D. policy and procurement guidance). This waiver
 

.is based on your certification that the interests of the United 
States are best served by permitting this procurement of service 
from a multinational organization. V 

Approved__
 

Disapproved
 

Daeg 

Cl'earances•
 
NE/PD:SATaubenblatt (Draft)
 
NE/E:GGower 7DraftTD 
GC/NE:GDavidson (Draft)
CM/SD/FSR:ECordaro rDraftl 
DAA/SER:JOwens __-,__ _.__ _ 

NE/DP:CJohnson ,\.,, '/ ,. 

DAA/NE :BLangmaic 
PPC/PB :EHughes-Leonard Draft
AA/PPC:JBolton 
, 
GC: JE*:! en - £H. 

NE/PD:KEBrown:bjn:2/22/83.:X29735:doc#O313b
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ACTION MEMORANDUM FOR THE ADMIN]STRATOR 

THRU: ES 

FROM: AA/NE, V,'.Antoinette For
 

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).
 

Backgaround: USAID/Cairo has designed the 
BSI Project to support

Government of Egypt (GOE) and Egyptian private 
sector efforts to
 
improve the investment, legal and administrative conditions
 
i'nder ,hich private sector projects are develc-d 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 and 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 Program.
 

now its
BSI is in final project paper preparation phase. There
 
are no significant policy issues 
and it will be authorized by

USAID/Cairo in accordance with Redelegation of Authority No.
 
113.3C dated May 21, '1982.
 

1 d I)-. 
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Discussion: Prior to project authorization, USAID requests
 
A]I)/W approval for the non-competitive 'procurement of technical
 
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 encourage-d by AID. Technical services will require: 
(1) the dual capacity to assist in p.olicy formulation Pnd 
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 replace 
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 merely importihg U.S. standards wholesale in to Egypt, 
but considerinq also w*hat has been done internati -!-2ylv I" 
international accounting standards committee and the EEC, for 
example. 

The diverse skills needed include individuals with practical
 
experience in rLnning 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 "Managemen't" 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 academics
 
and practitioners with a knowledge of international as well as
 
U.S. standards fn- accounting and auditing. The NAA can bring
 
the required international perspective to the project through
 
its branches in other countries. From its own staff a'nd its
 
extensive membership, rolls, the National Association of
 
-Accountants (NAA) can recruit the team of experts needed for 
this effort (See Attachment for a detailed description of this 
project component). No other organization 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 w.ith standards, 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
would not have the likely
in-house capacity
required. While it 
to field the diverse team
could provide the auditor, it would
personnel experienced in not hav(
running a professional
would association nor
it operate a research and
addition, unlike the 

training institute. In
1NAA, a private firm is
engaged not primarily
in operating a professional association and 
institute.
Another professional accounting association would not
broadly based be as
as the NAA. The closest in
to the NAA would be range of capabilities
its sister professional organization
American Institute of the
 
Although the AICPA is 

Certified Public Accountants (AICPA).
a professional 
association like
and offers many of the NAA
the same services as
certified public accounts 
the NAA, it serves only
-- i.e.,of the public accounting portion
the professi'on, while the NAA includes all
CPAs and non accountants both
CPAs and "management" accountants 
as well as
"public" accountants.
 

The NAA has 
a strong professional relationship with and
in Egypt. interest
The XAA has been involved with the Egyptian Syndicate
of 
Commerce Professions (Syndicate) in Lssisting the Egyptian
accounting and 
auditing profession since 1980.
request of the In 1981, at the
 
Syndicate for 

Syndicate, the NAA made recommendations to the
a program to 
strengthen accounting and
procedures in auditino
Egypt which served as 
the basis for
by the Syndicate for this project element. 
the proposeis
 

to the same request stating that 
The AICPA responded


it regretted that
assist with it could not
a program in Egypt.

continuing The NAA has demonstrated
commitment to a
assist
auditing professions. 

the Egyptian accounting and
An Egyptian chapter of
established in 1982. the NA was
Because of 
this commitment,
has indicated that it the Syndicate
desires that the NAA provide it with the
technical 
a.ssista,.-e 
and training called for under
project. 
 Also, the Syndicate has indicated that 
this
 

accounting firm would a private
not be acceptable to
Board of the Syndicate because the) 
the President and
 

are convinced there
conflict can be
of interest potential - that a
 
an unfair advantage in 

such a firm would obtain
the Egyptian market from carrying

this program. out
 

A NAA/Syndicate 
contract would 
serve to
institutional strengthen the
relationship already begun between these
-entities, 
a relationship AID wishes two
 
to encourage in
sector initiative. our private
Under the proposed contractural arrangement,
the NAA would serve 
not only as a consultant for
activity but the BSI Project
also would


institutional initiate a projected long-term
bond which both organizations desire and which
will endure far beyond the life of the BSI Project.
estimated $2,088,000 budget The

for this project component will be
channeled 
through the NAA contract.
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In conclusion, the NAA offers predominate capability to provide 
the expertise needed for this prcgram.
 

Recommendation: 
2 4 

Pursuant to A.I.D. Handbook 11, Chapter 1,
Section . . 2 .(a)(3) that you authorize the waiving of 
competition in the procurement of technical services and allow 
the GOE to negotiate directly with the NAA for the project 
elements described in the Attachment.
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Strengthening 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 research necessary to design and update
standards; (d) exchange view:, with those affected by accountingand auditing sifindards to incorporate changing needs; (e)
and
operate on a self-sustaining 
financial basis. 
 The program will
also assist in the formulation of 
an initial 
set of basic
accounting, financial 
reporting 
and auditing stan(ards for Egypt
as soon as possible and in 
the dexelopment of effective means to
commuinicate 
and enforce standards within the p:ofession.
 

The implementing and 
disbursing authority for this 
activity will
be the Egyptian Syndicate of 
Commerce Professions (the
"Syndicate"). A quasi-governmental organization established byLaw 40/1972, the Syndicate has power to enact rules governingthe accounting and 
auditing profession ii Egypt and,
concomitantly, the authority to discipline accountants andauditors who violate these 
rules. Disciplinary penalties which
the SyndicaLe is empowered to impose range from warning Jioticesto suspension and 
dismissal from the Syndicate, in which case
the offer(ler lobes the 
right to practice his profession.
law, all accountants and auditors 
the 

(along with all graduates 
ByN 

offaculties of commerce in 
Egypt) must belong to the
Syndicate. Thus the Syndicate has official powers and
responsibilities for maintaining professional ethics andstandards similar to 
those of a 
state bar association or 
a state
society of certified public accountants in the United States.
 

Followin.3 signing of 
the Grant, the Syndicate will enter into
hos- country contract for the 
a
 

technical assistance and training
services necessary to implement the program. 

Implementation will 
take place in two phases. Phase One will
entail an evaluation of current standards and options, adetailed action 
plan and a preliminary 
set of accounting
standards. Phase Two will consist of implementation of thedetailed 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 acounterpart team of Egyptians. 
 The U.S. team will 
consist
of: 
 a university professor specializing in management
 



accounting; 
a university professor specializing in public
accountng ind 
auditing; 
a practicing mana'gement accountant
with hands-on experience in developing 
and operating
management information systems; 
a practicing CPA 
auditor;
and a specialist 
with solid experience in organi:ing
operations of a professional accounting association or
the
 

institute. Preferably one 

team 	will 

or more of the members of the
be fluent 
in Arabic. The Syndicate will nominate
the Egyptian counterpart team 
to work with the U.S. team
will 	coordinate any and
 
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 detailed plan stating how program
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
professional training and 	
the
 

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 iJ-e Syndicate prog-ar 
 (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 comprehensive


accounting and 
auditing standards for promulgation by
the Syndicate along with 
a plan for communicating
standards to 3ccountants and auditors, the 
such
 

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 w.ithin
 
one year.
 

B. Ph-ase Two
 

Plese Two will 
implement the Phase One plan and 
budget as
approved by the Syndicate and USAID. 
 A detailed description
of Phase Two 
must 	therefore await the 
completion of Phase
The. The Syndicate %'ill require the 
following as(,istan-Le in

Phase Two.
 



(1) xpert consultant services
 

(2) Training:
 

(a) 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.
 

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

(3) Equipment and materials
 

(a) An 
initial library of books and periodicals plus

assistance to keep publications current while the
 
overall program becomes self-sustaining.
 

(b) Educational and training aids such 
as overhead
 
projectors, cassette equipment, cassettes, 
video
 
equipment, etc.
 

(4) Translation of 
key training and other materials into
 
Arabic (including an initial manual 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 Kingdom, for example)

and developing countries (Brazil, 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 Egyptian market an, 
its development requirements. Major topics will include: increasing the 
supply of and demand for securities, the role of securities 
intermediaries (underwriters, brokers, etc.), encouraging a broader range

of securities (equity, bonds, debentures, commercial paper, unit and
 
other mutual funds, certificates of deposit, etc.), stock exchanges, the
 
role of the CMA, and similar related matters.
 

In sum, presentations will be aimed at opening substantive debate on how
 
Egypt can best pursue capital market development. The Conference will
 
signal the governmient's commitment to market development and will edurate
 
(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 furds by providinq diff-rent
 
risk/reward investment alternatives for savers and more flexible
 
alternative sources of funds for productive enterprises.
 

(d) Presentation cf 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.
 

(f) Discussion of how the Egyptian financial system could be
"deepened" through development 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 ar 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 ol 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 recornended certain additional incentives. (The CMA plans to
examine these as a part of the preparation of a comprehensive capital 

(
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markets law which will consider a broad range of incentives to increasethe 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 
investments in which 

treat them more as joint ventures than as portfoliosubsequent marketability of the securities would bea concern. Commercial banks be
will encouraged to diversify their
investments. 
According to the CMA, commercial banks have increaser 
their
involvement inpublicly traded securities, but there is onsideraC)le room
for further expansion. Insurance companies have increased substantiallytheir investment in equities, but most are in Law 43 companies which areclosely held. 

Institutional investment guidelines will be investigated to delineate
maximum proportions of assets
such real 

that can be invested in different sectorsas estate, anl (as has been done in other countries seeking todevelop their capital markets) minimum required levels of investment insecurities, particularly to encourage insurance companies 
to shift from
purchase of securities in closely-held joint ventures
investment in towards portfoliopublicly traded securities. The possibility of
diversifying investment certainof proportions of SocialGOE Securityfunds in securities will be investigated. Examination of these questionswill be conducted Ly the C.IA during 
the Action Program with assistance
from qualified Implementing Teams and through technical assistance and
training activities.
 

(c) Securities Firms. Egypt lacks skilled secrities professionalsto undertake the mechanics of securities work and to develop capitalmarket activities. The CIA, in conjunction with technical advisors, willencourage 
the formation of underwriting houses, brokerage houses, and
full line securities firms. These be
investment/venture capital 
could built on the existing


companies in Egypt, of which there
currLntly over 50. 
are


(Others are under formation.)
 

Ir many developing countries, new securities firms have been established
with relatively small initial 
investments. 
 Korea, Jordan and Uruguay
represent excellent examoles 
of such activity. In such ventures, an
international 
merchant banking 
 house usually takes a small 
 equity
interest 
and the majority of investors are local, such as banks,
insurance companies 
and entrepreneurs.

pursued in the Action Program and 

This type of approach will be

the C',2 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 
CMA ill consider the role of 
banks in thesecurities field, such as the 
use of bank branch offices to accept
securities orders 
and the manner in which banks could be used 
:o expandand activate the secondary trading market.
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The 5-year tax holiday available under Law 43 is not currently granted bythe 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 Tyces 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 corivertile), warrants,
commercial paper, floating rate certificates deposit inof Egyptian
Pounds, etc.
 

(e) Listing of Foreign Securities. The project will investigatewhether trading of shares of foreign companies (which is already allowed 
on the exchanges) should be actively 
encouraged and promoted in theEgyptian 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 questions/issues
will be examined closely during the Action Program and the experience of
other developing country markets will be analyzed.
 

3. Develooment Functions of 04A. 
Given the current state of development

of the capital markets, it is necessary that the C4A act primarily as a
development entity to stimulate and 
promote capital market activities

rather than concentrate on their regulation. 
 Decree 520/1979,
establishing the clearly
CAA, empowers it to be a development
organization 
for the capital market. The development functions of the
C4A require further expansion and 
the policy making aspects of itsoperation require 
continual emphasis on developmental vs. regulatory

orientation. 
 The project will assist in development of a comprehensive

capital markets law providing clear authority to the CMA 
to participate
in activities of other governmental bodies that may affect development of
 
the market.
 

4. Stock Echanqes. It is critically important that the Cairo and
Alexandria Stock Exchanges serve both to develop the market and to act as
self-regulatory 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. In 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-regulatory area, the stock exchanges should ensure that they operate for the public purpose of providing a market toall investors (and not, as in many developing countries, to act solely asa private club for the 
trading profit of membe-s), to provide membership
to all qualified candidates, to regulate themselves and their members 
to
as-sure 
compliance with legal requirements, and 
to provide com unications

linkages between the exchanges to assure that investors obtain the best
execution of their orders. 
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Project efforts 
to accomplish these objectives will involve:
evaluation by the stock exchanges with CMA Personnel and expert technical
 

a detailec
advisors 
(as used in similar
recommendations 
 efforts in other countries),
for improvements and specific
in listing 
requirements, 
practices,
rules and trading procedures.
 

Laws.
 
5. NewFinancial Lislation: Capital Markets, Underwritin 
 and Leasing
 

(a) Comprehensive Capital Markets Law.
drafted 
to establish When Decree 520 of 1979 was
the CMA,
general in scope. it was recognized 

amplified to address 

It was understood that the 
as being necessarily


Decree would have
the specifics
identified. to bea rA The Of the capital markethas reviewed as needscapital markets numerous werelaws and other developingcoverage has expressed countryof a comprehensive agreement as
participation law for Egypt. to the scope andPreparationof CMA personnel will involveconsultation and GOE theand draft legal counselors,review by the extensiveprivate sector,of a qualified technical advisor. 

and the assistance
(b) 


Underwritin
(b) Un 
 iin 
 islatio
Powers Iwill be
an-requir L necessary
emes applicale to specify the
and underwriters to the new securities 

markets. 

emerging with development professionals
This may be included of the primary capital

may in the comprehensivebe addressed Capital Marketseparately Law orir. other decrees or legislation.(c) LeasinLegislation.Egypt Becauseis not clear, a number the legal situation
it. of change f leasing inFor example, leasing requires 

in laws must be made to clarifyleasing companies the establisentwhich will seek Law of specializeddoes not specifically 43 approvals
leasing foreign Law 43, however,activities 

reco 
investmentsas qualifying for in joint venture
under the incentiveslaw. In addition, and guarantees providedand maintain leasing requireseffective security a legal mechanismmoveable interests to obtainProperty leased over ecuipmentto industry. andother legislatin The Ea other 

recognize leasing 
such as the Companies Law 

t-' Commercia Code ard159/1981as do not specificallyhas rights to 
a secured financinl agreement indefault. recover posssession of property which the lessorLaw 159/1981 in thealso not event ofdepreciation on 

does recognize lessselessor'sassets to lease rights toexemption terms, and matchfrom tariffs does not grant. theand other lessordutiesfor such exemptions. where the lesseeThe project will would qualifyto be undertaken investigate the necessary actions
by the OMA 
and other 
groups 
to prepare
leasing legislation and to address these and other issues.
 
appropriate
 

6. Companies Law 159/198.1 and Executive
R et.
 

has (a) CompanLaw and
heernized e qulations Egyptian Company Law 26/1954

The
as idcuate
1980, the Ministry to spur newof Economy corporate activity.and the Investment InAuthority sponsored 
a
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major conference on revision of the Companies Law, partially financed byAID, leading to preparation of the new Companies Law 159 nissed in 1981.The implementing regulations were issued recently.
 
The C4A and other responsible GOE authorities will monitor closely thenew Companies Law and its executive regulations andassistance, will determine the 

with technical
adjustments
facilitate needed to be made tocapital market development. Probable actions will deal with:(i) required annual reports and policy statements,for (ii) minimum capitalcompanies and limitations 
 on issuance of securities (bonds,
debentures), (iii) when securities must listedbe on the exchanges andwhat 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 inlate 1982/early 1983 
by the addition 
of a "Companies Department" which
would serve theas nexus of screening approvaland for companies newlyformed under Law 159. 
 Assistance will be provided 
to the CMA to develop
the terms of reference of this Department and to provide for a rapidreview/approval process.
 

7. Training. The willproject undertake an ambitious program to educatethe CMA staff and personnel from 
 banks, insurance companies,
institutional investors, investment companies, brokers and dealers ondiverse subjects that theare needed to more fully understand and activatethe 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 foreignsecurities organizations 
 engaged in these subjects for "hands-on
training" for short periods of time.
 

The CMA expects 20 of its personnel will be available for training
(released in groups 
40 

of 5 each at any one time), and has identified overcandidates 
from other interested entities outside the C4A (banks,
brokers, institutional investors).

training The CMA previously has undertakenwith the development agencies of France and the UK in which 25CMA staff and 40 outside rer~onnel received training primarily in stockexchange workings.
 

Training will cover the following bro.1 topics:
 

(1) Development of Capital Markets
 
(2) Incentivps, Inducements
 
(3) Underwr. ing

(4) New Types of Securities
 
(5) Brokerage and Selling Securities
 
(6) Stock Exchange Activities
 
(7) Corporate Finance/Financial Analysis

(8) Securities Regulatory Bodies
(9) Accounting/Auditing 
related to securities and preparatioi of
 

prospectuses.
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Training will involve approximately three to four group! in each of thenext two years. Each group will consist of up to 5 CMA persons and up to20 non-CMA persons. Each person in the group will be required to preparea detailed report on the results of the training and how he/she willintegrate course content into his/her work. Post training discussionswill be held in work groups to discuss the relevance of the experience toEgyptian capital market development needs. Prospective sites of trainingin the US include selected brokerage houses, the New York Institute ofFinance, and possibly universities such as Harvard, Wharton, etc.
Training programs may be custom-designed for specific needs if sufficient
numbers of personnel can be located. In this USAIDarea, will enlist thesupport of DS/IT in AID/W when training needs cannot be met by existingprograms. The purpose of the training is to provide focused, cn-the-jobinstruction in specific areas, and to apply what is learned directly to 
the work place..
 

Tmplementation Approach 

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

Each task will be implemented through a "team" approach comprised of CMA,other GOE, public and private sector representatives. The CMA will form
a "team" for each task or specific subject matter treated. The
to be

project will require a general plan describin formation and operation of
the Teams. Technical advisors recruited Ly the IFC will lead/managethese teams, provide focused attention to addressing the specificsubstance of each task, and work khcoewith teams to fully investigatethe task at hand. Teams will be assigned definite completion timetables
and objectives flowing from the IFC aavisor(s) scope(s) of work and fromGOE policy objectives pertaining to financial system development. The
team's activities and resulting perfcrmance will be necessarily based on
the assumption that all particip.ntE have the interest, capacity, timeand will to carry oiL implementation. Team members drawn from the CMAwill include - tnent Hea.- and the promising members of their
professional staffs. Private sector members will be--drawn from brokersat the Cairo/Alexandria Exchanges, bank officers, insurance company
professionals, institutional investors, 
Egyptian private consultants,
institutional investors, accounting/auditing firms, from
and companies
that are potential issuers of securities. GOE ministries and public
sector organizations also will be sources of team personnel. Teams willsubmit periodic reports to the -IAon activities, progress and problems.
The initial report will outline 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 andwill focus on "how to" practical, non-academic aspects of capital markets
which can be applied in the short term. Members of the teams will belikely 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 cxodinator and Executive Commitee, will preparedescriptions of each employee who is a candidate for membership on anImplementing Team and for training assignments, and will be charged withensuring 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) pcsition, job description and responsibilities; (iv)educational background; full
(v) details of experience, including
practical experience relevant to the Action Program task; 
and (vi) a
justification of why he/she is a candidate.prime The information willbe obtained from written resumes and from Executive Committee interviews
of both the candidates and 
their previous employers. All other GOE and

private sector participating organizations will be 
required to undertake
 
the same approach and to make recommendations to the CMA.
 

Training activities largely will be tailored to meet specific CMA, otherGOE, and private sector requirements, as appropriate to capital marketdevelopment needs. The duration of training will vary from 4-12 weeksand will be undertaken both in the US and in Egypt. The training programhas two broad objectiv.-s: (i) to supplement the technical assistanceactivities for each 
task through an affirmative, practical learning
experience for Egyptians, and (ii) to train a sufficient and diversecadre 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 ofsecurities 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 from thesc sources through
its executing agency relationship with the CMA.
 

The main source of specific practical training is expected to be the NewYork Institute of Finance (Institute). The Institute has trained all of
the CMA Executive Committee, including the CMA Chairman; it has indicatedto t-he CMA a willinqness to set UD tailnrd ontrzP in c~rnr-4ir 11,4--,. 
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macro-development approaches and policy formulation, etc. Certain U11 
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.
 

11V
 



ANNEX L
 
Part 2 

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

following subjects:
 

(a) Development. Development duties of the CMA.
 

to companies and controlling

(b) Incentives. Incentives 


to sell their shares to savers to invest in securities and
 shareholders 

firms to form and become active in underwriting and
 

to securities 

designing new types of securities, and in forming securities brokerage 

and research activities.
 

(c) Market Structure. Determination of whether all trading in
 

co occur solely on the sto,-k exchanges, in 
securities should be required 
order to increase depth and liquidity, employ the auctiti 

process and be
 

or whether some seLorities may be
 subject to regulation by the exchanges; 
 be more
traded outside of the exchanges, in the dealer market which may 

fractionalized and less well regulated.
 

(d) Stock Exchanges. Development functions of the stock exchanges 

by the CMA to function for specified goals, such as
 
and oversight 

providing fair, orderly self-regulated markets, providing access to
 

membership by all qualified applicants.
 

for underwriters,

(e) Securities Professionals. Requirements 


money managers and other securities
 
brokers, investment advisors, 


as registration, qualifications, required capital,

professionals, such 


market and possibly a
 
relationship with customers, conduct in the 


self-regulatory organization.
 

issuers of
 
(f) Disclosure. Required disclosure to the market by 


in offerings and on a continuing basis, of
 
securities, both public 


These
for informed investment decisions. 

current information necessary 


already in the Companies Law and the
 
have been addressed
subjects be to them andnecessary monitor 

Executive Regulation. However, it will 


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 organization.
 

in the market which should be
 
(h) Prohibitions. Activities 


prohibited (such as fraud, planned manipulation) or closely circumscribed
 

(such as stabilization).
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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 RegulaLions. However, 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 Powc.-s. Explicit power of the CMA to make rules and
 
regulations, having the force of law, and to enforce actions to carry out
 
the provisions of the law.
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CAPITAL MARKETS PROGRAM BUDGET ANNEX
 

,-,--, L o * (P/M) COST 

$o(000) L.E. (000) 

i) upply &Demand 
for Securitie
(a) Incentives 

(b) Inctitutional 
Investors 

(3) 
(4) 

(3)
(2) 

52.5 

52.5 

12.0 

6.0 

(4) 
(4) 

(4)(3) 

70.0 

70.0 

12.0 

9.0 

2) 

(c) Securities Firms 

(d) New Types of 
Securities 

DevelopentRolP 

(2) 

(3) 
(2) 

(2) 

35.0 

52.5 

35.0 
6.0 

(3) 

(4)
(3) 
(2) 

52.5 

70.0 

35.0 
90 

3) 

1) 

of (4) 
Stock Exchane (2) 
(a) Development Role (2) 
(b) Self Regulatory (2)

(I) 

Financial Leislation 

(a) Capital MarketsLaw, Legal Ima- (10)
pediments, and (10) 
Urderwriting 

35.0 

35.0 

175.0 

12.0 

6.0 

30 

30.0 

(6) 

(2) 

(2) 

(2)
(1) 

(10)
(12)1 

35.0 

35.0 

175.0 

18.0 

6.0 

3.0 

36.0 

*) 

(b) Leasing 

COrMpanies Law and 
Companies Department(a) Securities 

Aspects 

(b) Companies Dept. 
Operations 

(4) 

(3) 

(1) 
(1) 

(1) 
(1) 

70.0 

17.5 

17.5 

9.0 

3.0 

3.0 

(5) 
(4) 

(1) 
(1) 

(1) 
(1) 

87.5 

17.5 

17.5 

12.0 

3.0 

3.0 
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6) Training 
 (4) 70.0 
 (6) 105.0
(a)ANvisors (4) 
 12.0 
 (6) 18.0
 

(b)Non-CMA (60) 300.0 (80) 400.0

(8) 40.0 (10) 
 .50.0
 

(c)CMA Trainees (20) 100.0 
 (40) 200.0
 
(4) 20.0 (7) 35.0
 

(d)Field Studies (8) 40.0 
 (8) 40.0
 

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 29.0Agency 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 inEquivalent US $ = $ 4,132,670) 

1/ Technical Assistance isbudgeted at $17,500 per ',an Month for
- foreigners, including travel, hotel, per diem, insurance, healthrequirements, and necessary support services (secretarial, etc.), andfor Egyptians at LE 3,000 (estimated average monthly compensation). 

2/ Training isbudgeted at $5,000 per Pan Vnnth.
 

Projected Disbursement Schedule
 

'($00) 
 (LE 000) Total (equiv. US$)
 
Year 1 
 1502.6 + 267.1 = 1823.8
Year 2 
 1909.0 + 332.6 = 2308.9 

$3411.6 LE 599.7 $4,132.7
 

,]v 
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ANNEXk 

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 
independent juridical personality and affiliated to the Minister of 
Economy, Foreign Trade and Economic Cooperation. It shall be called 
the General Authority for Financial 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 
obj ect ives: 

1. 	 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 issues, 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 raise their 
professional standards. 

I 
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D. 
 To prepare studies and proposals for the various governmental
bodies to introduce necessary amendments to the laws and regulations in force and to promulgate new legislation necessaryfor the developemnt and organization of the financial markets. 

2. 	 Provision of Information
 

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

3. 	 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 investorsafter applying procedures and regulations of issuance and to make surethat 	 the competent authorities have provided correct and sufficientinformation stocks they have issued on the proper 
on the 

time. 

4. 	 Dealing In Stocks and Securities
 

To control the stock 
exchange to make sure 	 that transactions are nottarnished by fraud, swindling or fancy speculations and that alltransactions are done through the stock exchange. 

5. 	 Control of Brokers and Other Professionals
 

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

6. 	 Professional Code of Honor, Censorship and Self-control 

To establish a professional code of honor including censorship, selfcontrol and ethics of the profession binding all those working infinancial markets, such 	as brokers and other professionals. 

Article 3: The Authority shall have the full authority to enable it toachieve 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, legislation and regulations necessary for the
practice of its responsibilities described in Article 2 and require~d
to create a suitable atmosphere, and to study the basi, that 	shouldbe established for the developent of its 
own structure as well as
of the stock market to realize an international standard.
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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 types, either by sale or purchase,
 
directly or indirectly. 

Arti-.le 5: The Chairman of the Authority and his Deputy shall be appointed 
by iresidential 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 first, 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 administration 
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 
technicians and adminstrative clerks appointed by the Board and nominated 
by the Chairman.
 

Article 9: The Administrative Board of the Authority is the highest autho
rity 	controlling 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 ofEconomy, Foreign Trade and Economic Cooperation, upon proposal by the
Authority's Chairman and in agreement with the concerned 
 ministries andprivate sector Thebodies. committee shall consist of not more than fourteen 	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

Authority and the ministries and bodies 

the
 
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 bythe Minister of Economy, Yoreign Trade and Economic Cooperation. The
Authority shall have the right to receive these donations 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 El Sadat 



ANNEX P
 

FUNCTIONS OF THE GENERAL AUTHORITY FOR INVESTMENT AND FREE ZONE 
MNDATED BY LAW 43 

Following the declaration of the "Open Door Policy" in 1974 bySadat, Presidentthe 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 ofEgypt'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 goverrnent's
strong interest in fostering productive investment aimed at long-term andconcrete 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 thedirection 
of its Board of Directors, was assigned
including general specific functions
research and infornation gathering relevant todeveloping investment, control and monitoring of the investment process,to promotion and facilitation 
of new investment, recommendations
changes in policy and laws to 
on
 

improve the investment development
process. In short, the Authority was to deal with virtually all aspects
of the investment cycle. 

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

1. Research and Program Planning
 

The Authority is instructed to study 
the "laws, regulations,
resolutions" affecting and
 
foreign investment 
 in Egypt,
proposals" with respect to their 

and "submit
interpretation and implement,:ion, andassume a broad policy-making/recommending role with respect to theencouragement and control of investment. 

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

Source: Alternative Designs "or the Investment Information Center, A.Little International, Inc., July 1980. 
D. 
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2. Control and Monitoring
 

The Authority evaluates and recommendsproject whethershould be granted official a proposed investment
(and approval theentitled, bytherefore, Egyptian Governmentfunction implies that 

to special benefits). Bythe extension,Authority's thisproposed projects staff has indirect(the Board control overof Directorssince it is in making thea position to discourage or 
ultimate decision) 

projects which it does not approve. 
effectively eliminate those 

Paragraphs 
 (iv) and (v) 
of Article
monitoring 26 provideto be exercised by the Authority 
for the follow-up

approved. over projects which have been
For example, the Authority mustreview the valuation of that 
reqister invested capital,capital
repatriation, at theapprove time of disposalprofit remittances orof relevant documents, on the basisand verify that all laws 

of an examination 
principles have been observed. 

and standard accounting 

3. Promotion and Facilitation
 

The promotional role of the Authorityof Article 26, is mandateduhich specifies by paragraph
for investment",. that the Authority (iii)

"render advice", and 
will "offer projects"familiarize
markets and capital internatioal capitalexporting countries"Authority. of the "approved lists" of theThe Authority's role as an investment facilitator through the


provisions of services 
 the investor
which the 
to is definedAuthority is instructed in pare iph (vii) in
to assistpermits (from the investoLitself and in procuringother 
 agenc; 
 and in 
 handling
administrative ,neral


matters.
 
OfrANIZATIq STRLETJRE AS A REFLECTION OF ORJECTIVES AND FUNCTINS
 
Most successful 
 investment development agencies perform the followingfunctions in one form or another: 

- Policy elaboration and guidance- Investment program planning 
- Research and analysis
 
- Investment promotion 
- Investment regulation- Facilitation of investors and the investment process- Operations management 

While virtually all of 
these 
functions
successful are present in
programs, the operations of
the manner
administratively in which they
varies greatly. are organized
 
ministries,
several 

making 
They may be dispersed throughout
coordination
difficult, or decentralizedoverall authority and frequently

which controls all 
may be concentrated in onethe organizationelevant functions 
in the investment development
process.
 



. The Authority's Functional Characteristics asLaw 
The functions performedcharacter that falls 

by the Investment Authority givebetween it aconcentratio.. the two extremesWhile Law of dispersion and43 definedorganization, extensive functionsthe Authority for the newagencies in the performance of 
was not granted precedence over otherthe these tasks, andfield with a number of other in practice must shareauthority is primarily bodies in the government. This

particularly in the control and regulation shared 
the granting of investment,of approvalswhich for investmentother agencies under Law 43,

compliance have strong influence, and 
over 

with regulations. the monitoringIn the areas ofpromotion, and facilitation of 
of program planning, research,foreign investment, however, the Authorityhas been given a virtually exclusive franchise.*
 

The functions which the Authoritykoth line is mandated by lawand support functions. to carry out 'iludeline functionsis expected 
The which the Authorityto perform include: 

- The promotioneffort to attract foreign investment into Egypt. 
- The control function of screeningapplications and recommending investmentfor approval as a basis for obtainingprivileges conferred theby Law 43. 
- The facilitation 
 function 
 to assist 
 the investor
establishing his operation. in
 

- The inection and follow-up activities to ensurewith regulations affecting compliance
Law 43 investors.


Support functions are 
also envisioned, 
the Law: 

both explicitly and implicitly, by 

Te Authority also 
regulatle 
 desi
where the benefits of Law 43 
i nvestmnt in cases
are soughthere for purelyalso other agencies of the Government domestic projects;

have overlapping authority. 
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-Policy analysis to interpretresolutions affecting laws, regulations,the development of andforeign investment inEgypt.
 

Program planning to 
designate 
priority 
investments 
to be
pursued.
 

Research 
 and analysis to assist in the screeningevaluation of andinvestment applications.
2. Allocation and Performance of Assined Functions Within the 
Investment Authority at This Time 

a. The Policy Elaboration and Guidance Function 
Although Law is43 explicit in givingmandate to to the Authority the"study the laws, regulations,connection and resolutions"with investment in 

appropriate, the 
in Egypt and "submit proposals" asactual responsibilityimplications of Law for studying policy43 does not seemlevel to have been assigned belowof the Deputy Chairman. the 

Chairman are clearly 
The Board of Directors and the Deputythe critical actorsthe Board, through the Deputy 

in policy decisions, and 
policy Chairman, may requestimplications or studies ofinterpretations of regulations.however, no organizational There is,unit in theformally charged Authority continuouslywith the task of assessing the course 

and 
investment program or "submitting proposals" 

of foreign
changes in the implementation for improvement orof Law 43.Autbority has successfully Despite this fact, thebrought about amendmentnow initiating amendments of Law 43 and isof the Companiesreliance in Law. Considerablethis process seems toservices from outside 

have been placed on advisorythe 
 regular Authority organizationprimarily foreign experts. -

b. The Program Planninq Function
 
If it is defined as the 
 systematic identificationsectors, industries, or of priorityprojects


Authority, to be sought and promoted by the"program planning", as such,the Authority this 
is not actively performed inat time. Nominally and informally,of program planning are carried out 

some aspects 
Research, by a few key individuals inEvaluation and thePromotion 
Division; 
however,
Chairman himself frequently identifies key projects or 

the Deputy
 
the Authority is sectors which
to pursue actively.
the Research, Evaluation The Research Department withinand Promotion Division wouldthe logical home appear to befor such a program
practice the planning function butResearch Department's activities in 
micro issues, such as are focused more oneconomic analyses of
specific types of rates of :;return of
investments,

etc. Also analysis of individual projects,the Research Department's operations atrelatively short-term this time have aperspective 
 rather 
 than
orientation required for effective program planning. 

the longer-term
 



c. The Research and Analysis Function
 
Research 
and analysis functions 
are performed
Divisons and Departments of the Authority. 

within many
 

Within the Research, Evaluation
Department and the two 

and Promotion Division, the ResearchEvaluation Departmentsinvolved in research are, by definition,and analysis functions.
Department While theis normally engaged Researchin economic analysis of differenttypes 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
reconmending these submissions, andaction for the Board of Directors, including obtainingthe expert opinions of other technical ministries.
 
Within 
 the Investment 
Division,

Department, the Inspection and Follow-up
whose primary responsibilitynominally charged with is regulatory control, isanalyzing periodicallywhich the investor the various proceduresmust pass 
through
which confront the 

and with studying problems
investor. 
 In practice, however,
and analysis function has this researchnot yet been an important task for thedepartment.. 

Within 
the Free Zone 
Sector, a
activity similar research and analysis
is performed bydepartment is 
its own Inspection Department. Thisinstructed 

in the 
to study various impediments to investmentfree zones, undertake comparative studies of free zones inother countries, and review progress in the free zones.
 

WithintheStatisticsand Information Department,is the collection the official taskand organizationinvestors of data,as well as both on currentrelevant economicThis could be data for investor inquiries.called "research and analysis".this department does In fact, however,not undertake originalbut is research andlargely a repository analysis,or conduit for data needed elsewherewithin the Authority. 

d. ThePromotion Function
 
Promotional 
 efforts to attract foreign investment are carriedout by the Promotion Department, within the Research, Evaluation and
Promoti'on Divison, and to someInformation extent by the StatisticsDepartment ztndwhich has responsibilitygeneral statistical for providinginformation


Promotion Department to potential investors. Thohas only recentlyseparate been constitutedunit and is currently mounting new 
as a 

promotion initiativesarea. Promotional in theDeputy effortsChairman in hi . . . . are. also undertaken.t k n by the
DeptyhaimaninhisAuthority and as capacity as Managingthe leader of delegations Director of theto international Missionsand conferences. 
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e. The Regulatory Function
 

The regulatory function is the mostpracticed in the Authority through 
clearly defined and widely 

approval process and 
the management of the investmentits follow-up. The grant ofLaw 43 is essentially privileges undera form of regulation of investment andrequires the participation of almostorganization prior to 

all elements of thethe Board's decision to grant or withholdapproval of an investment application. An almost exclusivewith regulation concernis seen in the Investment Division's activities,which are activiated after an isapproval granted, and whichfocused on inspection and follow-up, are
aiming at ensuring complianceby inlad investors with the terms of each investor's permit, Law 43and other relevant regulations. Similarly, free zone investmentsare monitored closely by the Free Zones Sector'sDepartment. InspectionThe Legal Affairs Department frequentlyregulatory capacity through review 

acts in a
its

regulations, legal decisions, contracts, 
and interpretation of 

and articles ofincorporation. 

f. The Facilitation Function
 

Facilitation of the investment process throughinvestors is a major services tofunction for two departments in the InvestmentDivison ( the departments
and 

which deal, respectively, with industryservice projects and with agricultural and constructionprojects) and is a subsidiary activity for several others.investment project departments assist 
The two 

investors in obtaining
required approvals, permits, and licenses. Similarly, they advisethe investor with respect to problems faced in the proceduralprocess of investment. 

To a lesser extent, the Promotion Department withinResearch, Evaluation and Promotion Division 
the 

is responsible for
providing a measure of facilitation assistance to investors in theform of advice and assistance, during the pre-approval phases. Thisfunction, however, is performed on a largely ad hoc basis.
 

g. TheOperations ManagementFunction 

Operations management functions reside primarily in the GeneralSecretariat which is responsible
matters for most managerial and financialconcerning the internal administration of the Authority.terms of Inanalyzing the managerial requirements of the Authority,suggesting improvements and modifications,
Organization Department also 

the Training andis nominally mandated 
to fulfill this
role. In actual practice,
exercises primary 

the Managing Director of the Authoritydecision-making authority with respect to the
managment system. 



ANNEX Q 
INVESTMENT AUTHORITY PROJECT DESCRIPTION 

An AID-sponsored study conducted by A. D. Little, Inc., formulatedof recommendations two setsto the Investment AuthorityThe first recommended for investment promotion.the establishment of an InvestmentAuthority Center withinwhich would have thepromotion, facilitationfunctions, and informationand consist of a 
Cairo office, as well
international offices. as regional andThe second also recommendedInvestment Center, the establishment of anbut confined the 
to the investment 

early years of the Center's activitiesinformation function.
alternatives The two options are organizationalfor the Investment Authority, 
each requiring
capacity considerably skills andbeyond the Authority as analyzed theby Missionthe Irish Development Auth rity for AID in 

and 
June 1982.
 

This project responds

investor 

to the staff weaknesses of the Authority by tailoringassistance to a scale small enough tostaffing. A project which 
permit adequate counterpartprovides expatriate assistancemodest level to the at a sufficientlymatch Authority's capacity topreferable assign counterparts isto the notion of expatriate staff performing GAFI functions.
 

This project will develop a compact entity 
 (Investment Center)Authority which within thewill concentrate
about 32 professionals, 

on investor facilitation. Comprised ofits function willregulate them. be to service investors, not toAID will finance technical assistance and trainingas a modest package of resident TA (perhaps 
as well 

two Egyptian professionals2 years). The objective will be to forimprove the Authority'sorganize ability tosupport for overall investment and investment promotion. 

1. Sub-activity Demands
 

An early indication 
 of GAFI intentionscreate will be its willingnessan Inquiry Services Department; if successful, to 
by it will be followedthe creation of a promotional
data unit core, an investor information libraryand, finally, by an investor services and

unit. These units aredetailed below: 

a. Inquiry Services Department 

(1) Objective - To provide a receptionsevice for all inquiries and visitors to 
and first contact

GAFI so that suitablebe identified and projects caninvestors can be encouraged to establish in Egypt. 

(2) Nature of Function - A response-orientedfunction which is the marketingfirst opportunity that the potential investorGAFI will have of evaluating proposals 
and 

and operations. 
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(3) List of Activitiesfrom potential - Respondinvestors,. to specificWhere inquiriesresponsibility te informationof another requireddepartment, is thestaff whetherof the Inquiry Services within GAFI or not,should theobtain this informationpotential investors. for the 

- Communicate with potentia" andinvestorswith appropriate forms, provide thembrochures and other materials. 
- Meet with potentialmeetings with investors, arrangeappropriate any further 

and accompany potential 
staff, whether within GAFI orinvestors to all such meetings. 

not, 

- Deal with all follow-upinvestors until matters affecting potentialan identifiable 
project 
emerges,
assign to the appropriate project Investment Sector. 
and then
 

- Evaluate projectscommercial tQ eetermine theirviability and economictheir comformance andWith GAFI guidelines. 
- Collect andsuch store publishedas brochures, leaflets, investment informationstudies, 
 application
investment guides, etc. forms,
 

- Provide feedbacknature of on a regular basis tothe inquiries received GAFI on theand the current status in a particular timeof those enquiries which may 
period

resultprojects. in 

(4) 9Oranizatinrequired. A limitedStaff numbershould operate 
-

on of staff isInquiries could a geographicinitially be specialtysplit basis.this on the basisway, the operating staff will 
of national origin. Inparticular geographic region. 

develop a level of expertise
Such experienced in a
staff couldbasis for staffing foreign offices. 
form the 

(5) Reportingprovide - The Directorthe GAFi Board of Inquirywith information Services shouldof inquiries, the number every month concerning the
of serious inquiries number
 
country of origin and project type. 

and an analyses of them by 

(6) Implicationscontacts for GAFIare generated - At present,
b) by GAFI: a) first-timethrough promotional through the Deputy Chairman's office;reporting to GAFI. 

events; and c) through Egyptian officials overseasUnderwill 
back 

the new approachbe channeled all first-timeto the Inquiry contactswill Servicesservice Department.such potential This Departmentinvestors 
and build
assistance a reputationand competence. of 
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b. Library and Data Services Departmeni 

(U) Objective:Services by serving - To assist the staffas a resource of the Inquirydocuments, center for investmentproviding a comprehensive inforation
requested by Inquiry data base, and carryingServices, out, asshort-term researcheconomic activitiesor involvingtechnical data which may affect decisions. 

(2) Nature of Functionfunction for - This is primarilythe staff of the a supportInquiry Services. 

(3) List of Activities 
- Assist the staff of Inquiry Services in searching forinformation; 
- Organize the acquisition and distribution of relevant
 

newspapers and magazines;
 
- Collect, store 
 and maintain investment-related 

documents, books, publications, etc.; 
- Respond to requests frcm the Inquiry Services staff

for economic and technical data; 
- On request 
 from Inquiry Services, 
 produce short
 

reports on investment-related subjects.
(4) 2rganization - Staff requirementstherefore, no will be minimal;complicated organizational structure will be needed. 
(5) eportingProcedure - The Staff member inLibrary and Data charge ofServies wll reportto the Director of Inquiry Services.SImplictionsestablish for GAFI - Thisa major library project willand data Processing facility not

rivaling existingdepartments. 

c. 
Promotion Department
 

Contingent 
 upon a functioning Inquirythe GAFI could create Services Department,a Promotion Department. 

(1) Objectiveforeign investment - To promoteto investors Egypt as a locationgiven in foreign countries. forto those investments which Priority will becontribute positively to the progress of
the approved investment plans,,
 



marketing (2)function.Nature of Functi _ Tisselected Existofi is an initiative-oritgroups and on )sindividuals profiesProjects wilwhich fitw be marketedguidelines will also be 
ithin generalto 

sought.
ard program for the Year. 

andPrgrm 
or(3)eListOfActivities - Develop a promotional- Initiate contracts with potential Egyptia n investors.strtg 

- Using Egyptian officials in foreign COuntries, makecontact 
 wit 
 potential
projects investorsin gypt either who mayas a establishjoint venture100%-OWned subsidiary. or as a 
- Maintain such contacts until a project outline
channeling 
 emerges for
to Investor Services.
 
- On a selectjve 
 basis,
.istitutions, participate in conferecesand 
 international 


fairs
investment. relating
Organize to 

a small numberabroad of promotional(use the eventsstaff of in EgyptRelations the Central andto organize most Departetof the work). cfor Public- Initiate and 
 maintain
consultants, contact 
 with 
 journalists,
and other opinion molding professionals. 
- Develop promotional 
materials
documents.
 brochures 
 and briefing


Assist in the design and distributionAutho-:ity Newsletter. of the Investment 
- Undertake limited advertisingpromote in selected 

activities.
 
Regularly review resultsthe 

of the promotion activitiesand modify as necessary.
 

currentMaintain,status ofin coordination 
withnqUir
Inquirs Sevcs he
y hich
the serousinquiries/contactspotential theto result which havereguar report in projectsto GAFI. and make a joint 
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(4) Organization - Again, onlyrequired. 	 minimal staff will beStaff should be

investors 	 prepared to visit potentialoverseas, 
but should 
not become involved
detailed 	 organization in theof the 
events. 	 small number of promotional(Public Relations should carry out this task under the
supervision of Promotion.)
 

(5) Reporting Procedures 
- The Director of Promotion
should report to the Deputy Chairman.information 	 He should provideon: the number of investors 	 contacted; the numberof serious possibilities 
for projects identified by country
origin and project type; the 
current 
status of
possibilities; 	 all serious
brief details 
 of promotional efforts
occurred 	 thatduring the month; and brief details of promotionalefforts planned for the coming month. 

(6) Implications
Promotion 	 is the 

for GAFI - Currently the work ofresponsibility
Offices 	 of the Promotion and Overseassectcr based in Nasr City. There will be somemake organizational decisions 	

need to 
about promotion-related


responsibilities.
 

d. Investor Services Department 

(1) Objective - To facilitate the investmentinvestors 	 and projects process whenhave been identified by the staffs of theInquiry Services and Promotion Departments. 

(2) Nature of Function 
function designed to ensure 

- This is a marketing orientedthat the investor is ass'sted in gettinghis project into operation. 

(3) List of Activities - Guide investorsprocedures required to in the 
government agencies, 

gain GAFI project approval and otherand assist them in completing application formsand other 	documents. 

-Act as liaison for investors with GOE 	 entities to obtainpermits, licenses and other legal approvals. 

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

problems.
 

-Maintain 	 contact with the investors after their projectshave been established so that further assistance can beprovided as necessary.
 

(4) Organization 
- The size of the staff
Services will 	 for Investorlargely be determined 
being 	 by the number of projectshandled. 
 Staff should be specialized
type/product 	 by projectsector so that expertise in specialist canareas 
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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 InvestorServices souia provide information on: a) the projects
handled during the month; b) the status of projects at the end
of the month; c) problems encountered by projects; d) and
matters which will require government action.
 

(6) Implications for GAFI - Currently there is an

Investor Relations section an- a-number of project-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 personnel selection will be the choice of
 
director. 
He will need to have both the management ability to get the
job done, and the internal organizational 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 Level Equivalent
 
Total
 

Office Staff 1 2 3 4 5 6 7 

Director 
Inquiry Services 

(3) 
(3) 

1 
1 4 

1 
2 

1 
1 

Library Data 
Services (5) 1 3 1 
Promotion (8) 1 5 2 
Investor 
Services (8) 1 5 1 1 

TOTAL (32) 
 1 3 1 17 0 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 consultani
 
and provide detailed knowledge of GAFI, as required.
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Because of the particular nature

required, (CAFI 
of the type of assistance may seek assistance fromAuthorities. other DevelopmentOne such Authority with extensiveexperience is Lhe LDC trainingIrish Development Authority. (Allocation of fundsfor training from AID Code 899 countries will be required.)
 

4. Training
 

A nmajor training effort will be required if the investor/investmentservice staff 
 is to demonstrate knowledge, skills
Off-the-job training and attitudes.
could be provided prior to 
 commencement
operations ory;e the activities have started; however, training 
of 

most
necessarily be on-the-job training. 

will 

The initial off-the-job training program will be carried out byprofessionals in Cairowith industrial development and trainingTraining will experience.be directed at middle andwhat others are doing 
senior management to demonstratein the field, and atteach/promote enterprise and 

younger staff, to
investment 
 fundementals.
senior-level Mid- andstaff should have

skills. foreign language and communicationThose who notdo have such skills will attendprograms. local trainingThey should also be thoroughly familiar withGovernment investment Egyptianpolicy and procedures. An "overseas"currently program,offered by the Industrial Development AuthorityIreland, might be (IDA) ofmost suitable for 
 staff members.
extensive eight-week program IDA offers anin "The Promotion of Foreign Industrial

Investment". 

rhe Industrial Development Authority of Ireland also offers anprogram eight-weekin "The Identification of Industrial Projects and)pportunities." InvestmentThis program would be useful training for senior staff. 

5. Development Staging 

The proposed plan will bedecision developed in phases, withto go forwaru with a subsequent stage based 
the

madesuccessful on thestart-up and operation of the previous stage. Thus:
 
Stage 1 Establishnent by GAFI of 
 the investor/investment services 

unit
 

Stage 2 Selection of qualifieda Director and the selection of aBoard to facilitate the development of the unit
 
Stage 3 Selection 
 by the Board of a consultant to carry out theorganizational analysis. This will include: determiningthe level of project activity in GAFI, confirming stafflevels 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 and training of staff for the Promotion

Development 
Stage 9 Reasonably effective operation of the Promotion Department

(6 months)
 
Stage 10 Selection 
and training of staff for the Investor Services

Development 
* Stage 11 Operation of the Investor Services Departzient 

6. 
 Evaluation of the Investment Unit
 
Performance criteria will becost-effectiveness of the unit. 

established to measure theCriteria will include:
 
- 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 
 initial inquiry,
application, subnission
decision of
on application, project 
implementation
and operation.
 

Indicators could be developed annually and observed.
 

-
may be started at any tiLne
**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 econony. 

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 developing country. 

Regarding the employment anM 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 indepth in several previous reports and studies to USAID(l). Thefollowing synopsis is provided for background. 

Within Egypt, the Open Door policy was initiated to stimulate foreigninvestment for the purpose of developing the national economy. Free zones are an important part of this policy. The purpose is to offerincentives to foreign investment while generating: a) increased
Employment, b) dissemination of advanced technology and administrativetechniques, c) increased exports and a more favorable balance of trade,d) increased local revenue sources, e) expansion of the nationalilrastructure, 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 thefree zones, b) tabulating free zone data, c) evaluating investmentapplications, d) registering and evaluating incoming capital, e)facilitating coordination requirements between investors and government,
and f) planning and managing the free zones.
 

GOE responsibility 
in the free zones was originally intended to be

limited to infrastructure management.and This role has increased sothat 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 Free Zones - Financial Analysisand Evaluation Design, Coopers & Lybrand, 1980; and Capital

Requirements and Technical Assistance; 
Reynolds, Smith and Hills,
 
1982.
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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). Thesezones 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 organizationalstructure patterned after that of the Free Zone Sector. Employment ofFree 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 projectsrepresenting a planned capital expenditure of LE 125.7 million. Table 1portrays the yearly increments of approved projects in production sir;ethe 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 ofthe free zones are either approved or in the development process. It isprobable that the majority of these projects will commence productionafter 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 (Lr4illion)* 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 ZONE PRCTS BY
 

YEAR-END 1981
 

UNDER 
PRODUCTION EXECUTION APPROVED 

* Public Free Zones 

Cairo (Nasr City) 22 16 45Alexandria ('! Ameria) 44 12 
Suez (Port Tawfik) 20 

93 
10 43Port 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 oneGAFI. of 11 organizational unitsThe Sector head repozts to ofthe GAFI Deputy-Chairmanresponsible for implementing and ispolicy as defined by hisincludes: (a) coordination Board. This 
land and 

of free zone planning; (b) acquisition ofconversion to zonefree usage; (c) approvals of budgets andaccounts of individual free zones; and (d) performance of otherrelated functionsto the Free Zones. It is organized into three centraldepartments: 

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
 - issue 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 bids;award 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 
conceptual purposes. 

in broad categories forIn practice, many tasks will overlap and complementeach other. AID project assistance will allow the Sector to: 

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

a. Puose and Relatinship
 

The broad purpose of this sub-activity is to develop Sectorcapability. The 
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 suchareas as zone management, accounting 
in 

and financial management, andengineering and maintenance. 

The specific purpose is 

operate and 

to improve the Free Zone Sector's capacity to
manage its 
free 
 zones by upgrading the 
 quality
selected personnel of 
staff 

in its higher management, technical, linefunctions. andThis will be accomplished through a multi-facetedtraining program undertaken at different operational areas withinboth the Central Office and the
assistance will be prgvided at 

free zones. Training and technical
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
office and at the free zones. Training will be 
classroom and OJT formats on a short-term basis. It 

at the central 
given in both 
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,

6ontracting, 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 forapproximately 
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 training 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 OJT 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 line
departments of th2 Free Zone Sector and the free zones, and (ii) work
flow task developent. 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-:rn actions 
-	 and record keepinginventory management/control 

- customs expediting
financial reporting and 	 budgeting including establishment 

useful accounting reports 
of 

security coordination 

Training in and usage of forms compatible withequipment also will be 	
modern data processingundertaken to modernize and speed procedures.
 

Technical services and 
 training financed byof the 	 the project address the needsfree zones in improvement of the management and operationsSector. It forms 	 of thepart of a larger GOE effort to build and operate itsfree zones. (The GCE has 	 considerable investment in 	 free zones and asizeable 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 
free zone 	

and provide better service toinvestor clients. 
 The 	project design is straightforward and
within the 	 present absorptive capacity of the Department. Sectormanagement understands the nature of the project and its design structure.
 
Training will improve the Sector's capacity operate,maintain 	 manage andthe 	 free zone system, and 

to 
to provide a professional level ofservice to investors. 
This 	was a major recommendation in the feasibility
studies. Advisory 
 services are considered necessary 
 to 	 ensure
substantial technological transfer 	 a

of method and professional expertiseto free zone management and operations. 
In sum, the activities described
above are recognized by GAFI and senior Free Zone 	 Sector managers as highpriority issues. 

d. 	Implementation Plan and Procurement
 

(1) 	 Consulting Firm
 

A consultant will be 
 contracted under a host 	country contractprovide 	 toa broad range of services. These services will include
assistance in (a) improvement of 	 free zone management and (b)maintenance 
of 	infrastructure 

provide: (a) 	

and equipment. The consultant willcoordination and inplementation of the advisory/trainingprograms; and 
 (b) training for international standards forprocurement, maintenance and 	 planning for the operationZone. Services 	 of each Freeare to be provided by a combination 
of 	long- and
short-term advisors depending upon project needs.
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4. 	 Monitoring and Reporting 

a. 	 Monitoring
 

Monitoring will be the respoisibility of USAID/Cairo staff whichwill have frequent contact with the S_2ctor staff. The USAID projectmanager 	 will draw upon assistance from other USAID divisions including:
enginee,-ing, legal and contracting as needed. In 	 addition, periodicconsult 	 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 animplementation letter willwhich contain the necessary guidance ontypes 	of reports, formats and schedules to be followed. The 	 reportswill 	 be prepared by the 	 Sectot, possibly with assistance from the 
consultant. In addition, the consultant will prepare periodic

reports 	on its activities for the 	Sector 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, theconsultants 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 Zen trainirYj plan is further detailed below: 

a. Infrastructure and Equipment Manaqement
 

(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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(b) Review existing plans and reports concerning equipment andutilities, revising any elements as needed, required to operate theAlexandria (Phase I), Cairo and Port Said Free Zones. (3 months)He/she will aprepare planning report consisting of: a preliminarydesign, identifying equipment andi.tems opportunities forstandardization; an implementation plan and preventative maintenanceschedule for all equipment-related activties; and cost estimates foreach item of equipment, materials and services which form the 
preventive plan.
 

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

(d) Train the Department to inspect and supervise all equipmentdelivery, all andmechanical electrical erection work alland civilconstruction work related to the zone infrastructure. (6 months)
 

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

(f) Develop environmental analysis procedures for inuse themonlitoring of free zone investors, including both screening and
control criteria. (3months) 

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

b. Advisory/Training Program
 

The Consultant will review 
 the Department's training needsrecommend a phased plan acceptable to GAFI and AID for detailed 
and 

advisoryand training services related to the physical operation and managementsystems. The plan is expected to provide for advisors, on-the-job
training, classroom 
 presentations, observation visits, 
 etc., as

appropriate. 

c. Implementation 
of Plan The Consultant will assistDepartment in implementing the advisory/training 
the 

component by furnishingits own staff members, by sub-contracting, arn by drawing upon otherinstitutions, as appropriate. 
 The Consultant will also 
assist the
Deprirtment in arranging for continuation of certain portions of the Plan,as appropriate, after completion of the project. 
 It is anticipated that
some items below will 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 
GFI 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 documentation system 
which the Department and free zones understand, find useful, and which 
provides needed data for operating decisions, project evaluation and 
discussion of policy issues. Complementing the MIS, advisory/training 
programs will upgrade management and operations systems. 

- InvestoL 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 statements, sources and uses of funds statements, and 
budgets. 

- Economic and financial reports will provide information on 
costs and be.nefits accruing to the economy (such as FX eirned, 
employment, local purchases, etc.) , thus providing more 

sophisticated evaluation of progress.
 


