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I. U.S. OBJECTIVES

The proposed FY 1985 CIP assistance package has both
political and economic objectives. The immediate political
objective is to demonstrate the continuity of U.S. support for
the Mubarak government and its continuation of policies
supportive of U.S. political objectives for a comprehensive and
durable peace settlement in the Middle East. With the
realization of the Egyptian-Israeli Peace Agreement, the corner-
stone of a coumprehensive peace has been laid. -Over the longer
term, our policy aims at a satisfactory evolution of political
and econanicrelations among all countries in.the region. The
cooperation of Egypt, the principal Arab country, is essential for
these purposes. The GOE has demonstrated by its actions that it
shares our desire to seek peaceful resolution of Middle East
differences and an end to the state of tension that has adversely
affected the well being of the people throughout the region. The
continuing ability and willingness of Egypt to proceed toward this
ultimate geal will depend on (a) sustaining domestic political
stability; (b) avoiding abrupt short-term deterioration in the
standard of living of the population:; and (c) obtaining sufficient
foreign resources to permit a continuing development effort. The
overall objective of U.S. assistance to Egypt is to foster economic
and social development that will facilitate and encourage tlie
establishment of a permanent comprehensive peace. The critical
importance of this objective, together with the fragile state of
the Egyptian economy and its dependence on foreign assistance, at
least over the next few years, justifies and necessitates the
exceptionally high level of present and proposed U.S. assistance to

Egypt.

The economic objective of U.S. CIP assistance is to help
sustain Egyptian consumption, investment and production levels by
providing a portion of the foreign exchange these require. The
import requirements to sustain current levels of consumption and
production cannot now be financed solely on the basis of market-
determined sources of foreign exchange as merchandise and service
export earnings and privace capital inflows. The main current
seurces of foreign exchange revenues are petroleum, workers'
remittances, tourism and Suez Canal revenues. The deovelopment of
substantial increases in Egypt's exports of agricultural and
industrial products as additional sources of foreign exchange
offers the best hope for raising future foreign exchange earnings,
but that process will be a lengthy one. 1In the meantime,
sustaining some growth of the Egyptian economy from its present
level of activity will require continued concessional and fleoxible
balance of payments assistance of the type provided by the C1p.

Although the CIP is in itself essential to development
by casing the balance of payments constraint on productive
activity, an effort will again be made to give the program a
stronger direct orientation toward investment uses by carmarking
half of the proposed $200 million in FY 1985 C1P funds for imports
of capital equipment. The remaining $100 million of CIP



assistance would be used to provide more traditional balance of
bayments support in the form of purchases of industrial raw
materials, intermediate inputs, and direct consumables. If
mutually agreed upon by AID and GOE, funds may be shifted between
these two categories in response to priority development needs.

II. BACKGROUND AND CIP JUSTIFICATION

A. Recent Economic Developments

1. Balance of payments: During the period 1965-1974,
the Egyptian economy grew in real terms by only 3% annually and
experienced severe pressures in its balance of payments as

economic growth soared to some 8% annually and balance of payments
pressures were substantially relieved through a surge in foreign
exchange receipts from expanded petroleum eéxports, earnings from
the Suez Cunal, tourism receipts, supplier credits, and emigrant
remittances. This surge is graphically portrayed in the following
table:

TABLE T
PRINCIPAL FOREIGN EXCHANGE RECEIPTS
($ Billion)
1975 1980
Petroleum 0.4 2.7
Suez Canal 0.1 0.7
Tourism 0.4 0.8
Supplier credits 0.4 0.8
Worker remittances 0.4 4.0
1.7 9.0

With annual petroleum export receipts declining slightly
from the peak of $3.3 billion reached in 1981/82 and with receipts
from other foreign-source earnings rising slowly, real economi:
growth has subsided to an annual average rate of about 4 to 6 percent.
Petroleum cxport receipts are likely to continue to be level as the
effect of modest production increases is offset by the recent
weakening of prices, centinued rapidly rising consumption, and
higher foreign company-owned shipments. An cqually disquieting
development has been the stagnation in domestic production and
exports of agricultural and industirial commodities. While the
production of onions, potatocs and some fruits has cexpanded
significantly since 1977/78, the production of wheat, cotton, rice,
maize and millet has stagnated. Production of most industrial
commodities has increased little and, on an overall basis, industrial
exports have declined in real terms from the $882 million achieved
in 1978. There was a hopeful 28 surge in the value of non-
petroleum exports during 1983/84, following at least four years of
declining real exports of such commodities.



Stagnation in the international o0il market and the
disproportionately large drop of Arabian Gulf exports have
dampened the use of the Suez Canal, and, for the foreseeable
future, are likely to preclude any significant expansion in toll
revenue from the current $1.0 billion annual level.

A major recent disappointment to GOE officials is the
Ccurrent fall in workers' remittances. Through mid-1984, remittances

1985 have caused a major reduction recently in estimated receipts

of workers' remittances. During the first two months after
introduction of the new exchange market requlations, conversions of
remittances fell by an estimated 35 percent from year-earlier

levels. Assuming that the GOE will act soon to restore improved
incentives for conversion of workers' remittances, we currently
pProject only a modest reduction in foreign exchange receipts for
1984/85 «¢ compared to 1983/84 (Sce Annex A, Table II.B). If the
foreion exchange rate for workers' remittances becomes truly flexible
and att.sactive and the overall business climate improves, the workers'
remittarces are likely to resume a modest upward trend in future
years. An inauspicious economic outlcok for the oil economies of
Iraq, Libyz, Saudi Arabia and Gulf States probably precludes a rate

of expansicn in remittances as robust as that of the early 1980s.
Moreover, if LEgyptian exchange market and other economic policies
continue to appear threatening to remittances, there may indeed be

a continuing decline in such receipts.

Since the sources of export receipts and domestic economic
growth identified in Table I above have all levelled off and now
show doubtful or uncertain prospects for future growth, Egyptian
planners and foreign donors look toward development of agriculture
and industry as the major future stimuli to the economy. Growth in
these two sectors is needed to provide export earnings, improve
productivity, and maintain opportunities for gainful employment
required for favorable economic performance.

Imports have been flat over the 1980/81-1982/83 period,
and sharply rising imports of food was the main cause of a billion
dollar risec in imports during 1983/84. We project imports to be flat
over 1984/85 as a whole, although the erection of new non-tariff
barricers to imports (under thoe se-called "import rationalization"
system) in January 1985 and the confusion attendant upon the new
foreign exchange reqgulations are apparcently causing a sharp 35-50
percent reduction in private scctor imports.

Reflecting the various factors listed above, the Egyptian
currcent account deficit for 1984/85 is probably increasing by
$450 million, and tne small overall balance of payments surplus of
the previous year is cxpected to be followed by a modest deficit
for 1984/85.



2. Domestic developments: The major macrocconomic

features of the economy in recent years have been a persistently

high budget deficit and a declining (though still high) level of
investment relative to GNP. These developments have not yet led

to accelerated growth in bank credit or to escalation of Egypt's

15-20 percent annual rate cf inflation. Rising levels of foreign
official financing, including higher disbursements of U.S. economic and
military assistance, have partly insulated the GOE from the need

to reduce its fiscal deficit.

At its own initiative, the GOE announced in August and
September 1984 its intention to reduce the fiscal deficit for
1984/85 and to curb growth of subsidies within the budget. Several
measures have becn introduced or announced to reduce subsidies for
cigarettes, bread, cotton cloth and a few other products. President
Mubarak has also solicited and received from universities and others
a number of proposals for reduction of the burden of subsidies over
future years.

Hopefully, this initiative by President Mubarak will lead
eventually to a comprehensive set of reforms in pricing policiecs
of the GOE for energy, agricultural products, industrial products
and foreign exchange, so as to encourage production efficiency,
discourage uneconomic consumption, and channel new investment
into Egypt's areas of comparative advantage -- as well as to
reduce the budget deficit.

To date, the GOE has moved slowly on price reform in
order to cushion or minimize the disruptions or income losses
occurring to some firms and households., If the GOE were to adopt
more vigorous adjustment policies, donor assistance through both
project and non-project modes could alleviate the adverse effects
of this adjustment process. The most disappointing aspect of the
GOE's price reform program in recent years has been the failure to
attack the enormous (over LE 5 billion annually), rapidly growing
burden of energy subsidies for the economy. These subsidies serve
no well-conceived social welfare objective, lead to major distortions
in the allocation of investment in the economy, and encourage highly’
wasteful patterns of energy usc by industry and other consumers.,

Through a meaningful escalation of real cnergy prices
(probably requiring compensatory wage adjustments to avoid any
decline in houscholds' real purchasing power)and through adjustment
of other prices to cconomic levels, by clearing up the confusion
on exchange rate reform through a forthright move towards a flexible,
unified system, thce GOE could simultancously achiceve a reduction in
its ominously large budget deficit and help to restrain effectively
the current acccunt deficit in the medium term.
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B. Economic Justification

It will take considerable time and difficult policy
reforms to place Egypt's balance of payments performance ang
development process on a more self—sustaining basis. During this
period, the U.s. assistance brogram will need to achieve an
appropriate accommodation between flexible, development-related
balance of payments support and project assistance. Non-project
assistance, in the form of the commodity import program (CIP) and
PL 480, can be as "developmental" as pProject assistance. By

agriculture, industry and other sectors of pProduction, the CIP is
a significant element in kKeeping the Egyptian economy functioning.

The 50-50 allocation between capital goods and intermediate
goods and consumables is tentative; it may be necessary to reallocate
funds from one category to another, after review of development
concerns and CIPp implementation batterns. Such transfers within
the grant would not require amendment of the PAAD.

C. IL 480 Title 1, I1 and ITI

Freqw Y 1975 through 1984, the U.S. financed $2.17 billion
in PL 480 Titic¢ ] and III commodities. The present annual programming
level is $225 million. The major portion of this assistance has been
for wheat grain and flour. The wheat provided has been a Critical

element in meeting the demand for this basic foodstuff by the
growing Egyptian population.

Title II grant obligations from Fy 1975 through FY 1984
totaled $151.9 million and have been used to support feeding and
MCH programs in Egypt.

These PL 480 shipments complement CIP-financed shipments
of corn, vegetable 0il, tallow and of other consumer goods. in
helping to providé a higher level of domestic consumption than
Egypt's stringent balance of bayments situation would otherwise permit.

D. lmgggg_gg_g.s._palanco of Payments

The long-term impact on the U.s§. balance of payments will

be favorablce. 1ho grant will be spent on U.S5. goods and services.
It will permiv u.g, suppliers and cxporters to strengthen recently
developed trade relationships as well d5 create new ones. Past
expericences indicate that future follow-up orders for machinery and

Spare parts will result in additional Uu.s. CXports on a commercial basis.

Announced in Decembor 1982, the con Five-Year Investment Plan
for 1982/83 - 1986/87 indicates that total aggregate investment during
the five years will cqual LE 35 billion in 1981/82 prices (s42 billion

at the present LE (.84 per dollar offical incentive commercial bank
rate of exchange). A large proportion of the equipment component of
total investment and a yood part of the major construction services

are imported.



Although part of the capital goods imports will be tied to donor
"countries, much will be Financed by the GOE and opened to inernational
competitive bidding. As a result of trade relationships developed under
the CIP, it is expected that U.S. suppliers should be able to win a
substantial share of the bidding.

III. CIP IMPLEMENIATION

A.  Past Experience

Since 1975, 18 CIP agreements have becn signed obligating a
total of $3.1 billion. This figure compares with total U.S. commitments
of $9.7 billion since 1975, of which $2.3 billion has been allocated For
PL 480 connodities (see table II) . Against these CIP obligations, over
4,000 lotters of credit were issued to U.S. suppliers, and disbursements
totaled $2.5 billion through September 1984. FY 1983 and 1984
disbursements weree $302 and $285 million respectively. Data on the 18
CIP agreements are presented in table IITI with respect to obligations,
letters of credits, disbursements and initial and termimal shipping dates.

Sectoral allocations of CIP funds are presented in Figures I and
IT and in Table IV. From FY 1975 through FY 1984, industry has received
the largest share of funds at 40% ($1,246 million), followed by
infrastructure at 29% ($8/7 million), basic human needs at 10% ($300
million) and agriculture at 16% (3516 million) . During FY 1982-Fvy 1984,
these four sectors received allocations totaling ($million) 341, 219, 50
and 283 respectively. The Ministry of Supply has been the largest
receiving Ministry during the last nine years at 1,073 million, followed
by Industry at $8%58 million, Transport at $295 million, Electricity at
$174 million and Information at $ 107 million. The Private Scector has
received $138 million in allocations.

The principal industries supplied with raw materials, spare
parts ard equipient have been textiles, sugar, bhakeries, cement,
printing, aluminum and food processing. Past assistance to the povwer
sector emphasized rchabilitation of stations and transmission systems as
well as new generating equipment especially in Cairo, Suez, the Aswan Dam
and the Sinai. The transport sector has been assisted with buses,
railroad rolling stock, freight cars, refrigerated rail cars;
Locomotives; railway maintenance and signalling equipment; Suez Canal
radar equipment; mar ine engines and boat maintenance equipment trucks;
tractors, trailers, forklifts, and road building madhinery and
maintemance equipment. The telecomnunications program embraces g $ 62
million microwave system for Cairo permitting 8,000 new trunk lines and
300,000 new subscribers, a $11 million microwave junction program for
Alexandria, and ralio and television trananitters and antenna systems.

Agr iculture assistance has embraced shipnents of corn, soybean
meal, and fishmeal, mainly for use in raising poultry; vgetable seeds;
insect spraying equipmnt; peanut shelling and roasting equipment;
vegetable oil processing equipment; irrigation equipment; farm tractors,
utility vehicles; and repailr parts.,



Assistance in the health sanitation anf food sectors has
included 275 ambulances; over 10,000 hospital beds; X-Ray machines and
other hospital equipment; 400 refuse trucks; over 15,000 garbage
containers; fire trucks; over 800,000 tons of tallow; laboratory,
teaching and vocational equipment, printing equipment; library supplies;
testing equipment; frozen poultry and edible oils.

Breakdowns of the commodities financed under the CIP through
fiscal year 1984 are given in tables VI and VII. Food items have totaled
$551 million, capital equipmant $910 million, and raw materials and other
comwnodities $1,162 million. The most importanty comnodities have been
corn; tobacco; tallow and other inedible oils; vegetable oils; frozen
chickens; coking coal, iron/steel strips; agricultural and food
machinery; printing machines; transtormers, gererators and motors; radio
and radar apparatus; and motor vehicles,

B. Evidence of Development Impact

During the second and third quarters of 1984, Price Waterhouse
Khattab and Developiment Associates completed an impact evaluation of the
CIP. The tenuous character of the overall conclusions is related to the
much greater significance of other forces acting on Byyptian balance of
payments and budget and on the necessarily still small size of the sample
of companies interviewed: USAID/Cairo authorized contract amendments to
expand the number, of companies interviewed to forty.

With total imports and capital goods imports relatively static
since 1980/81 at roughly nine and two billion dollars per year
respectively, CIP inports have covered a relatively constant 4% and 7%
respectively of these requirements. The rapidly rising budgetary
deficits have caused the relative contribution of the CIP towards meeting
them to fall: from 12% in 1980/81 to 5% in 1983/84. The overall
macroeconomic conclusion is that the CIP has provided the GOE "a safety
net" for continuing to import vitally needed comnodities from the United
States.

Conclusions at the microeconomic level are necessarily
illustrative and dependent upon the personal perceptions of the
interviewees. Examples of these comments follow regarding their
impressions on the use of CIP financed equipment and materials: 1) the
importation of steel bars for canning and construction uses has supported
the expansion of these sectors; 2) the Suez Canal Author ity has noted
improvements in the control and safety of caml traffic through new
tracking and monitoring equipment; 3) Cairo and Alexandrin municipalities
have noted better coverage in refuse collections and Liproved sanitary
comlitions for their employees; 4) the sugar refinery has noted an
ilmprovad product quality; 5) New machinery enahiled a “extile firm to
develop mw proiuct lines using synthetic fibers in place of cotton.
Pretreated chemicals and dyes appear to be providing better health and
safety conditions for laborers; 6) The Byyptian National Railways noted
increased ability to offer dependable and expanded
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services; 7) new equipment for the production of corrugated
containers has assisted Critically in exXport promotion efforts
for fruits and vegetables. There has also been a significant
stimulus to the use of local starch ang Printing materials.

lead to satisfactory fulfillment of the developmental potential of
the Commodity Import Program. Accordingly, we intend to initiate
discussions with the MPIC under the FY 85 pProgram to review the
criteria MPIC uses to SCreen the Ministry and public sector
organization submissions and to justify the final selections. Wwe
also envision that USAID will prepare suggestions to MPIC on

the time that the tentative organization allocations are made and
our receipt of the commodity lists. If such procedures cannot be
developed or if the results do not appear to lead toward a material
enhancement of the developmental lmpact of CIP procurements, USAID
will prepare a Proposal for a phase down and discontinuation of

the CIP and its replacement with other project or program activities.

C. Administrative Provisions

1. The allocation process: The CIP program is administered
On a government to government basis, with the Ministry of Planning
and International Cooperation (MPIC) acting as the coordinating body
on the Egyptian side. Proposals for the use of cIp funds are
prepared by public sector organizations and Ministries and are then
reviewed by the MPIC. The procedures under earlier CIP programs
have been that the approved list of allocations is transmitted to
USAID and, in the case of capital equipment, there is a certification
that the equipment is in the purchaser's development'budget. The list
is circulated to all USAID Associate Directors for any expressions
of concern before final USAID concurrence.

2. The acquisition pbrocess: Once the allocation procedure
between USAID and MpPIC 1s completed and the pProspective purchasers
are identified, the USAID/Cairo Office of Commodity Management and
Trade works closely with the purchasers and with M/SER/CCM in AID/
Washington to develop and refine technical specifications for the
desired commodities. When formal tender documents are made final,
the issue is made through the Egyptian Embassy in Washington, D.C.
Advertising is accomplished through a series of AID-issued bulletins
and the Commerce Business Daily. Purchasing committees in the public
sector organizations analyze the supplier proposals and notify
USAID/Cairo on their decisions of contract awards. After approval
of the awards, standard bank letters of credit will he issued to the
awardees or, in a Direct Letter of Commitment.

The purchasing committee jis usually appointed by each
entity's central controlling organization, but, in some areas, the
ultimate end-users form their own buying group with ministry approval
and undcrtake procurcments in the same way as buying associations in
the United States. 1In other areas, the buyer is a single industrial
entity or an authorized distributor, and purchase authority may be



delegated directly to the buyer after initial approval of the sub-
allocation. There are over 120 Separate public sector organizations
participating in the CIP, purchasing either as the ultimate user

Or as a buying authority for several satellite members.

GOE procurement practices, traditionally followed with the
use of GOE-owned foreign exchange and other donors' aid, do not mesh

A.I.D. and the U.S. business community as. a whol?. USAID has
ongoing programs to brief organizations receiving their first A.I.D
allocations and alert them to the preliminary work required under
A.I.D. regqulatiouns. These Steps did, at first, inhibit procurement
and delay disbursements. However, continued use of CIP funds by the
same organizations, familiarity with each other's (A.I.D. and GOE)
procedures, and greater A.I.D. flexibility on negotiated procurement
have all contributed to an accelerated CIP utilization.

Other recent procedures for prompt CIP utilization include:

- Proposals for funding of less than $1 million are to
be discouraged.

- Concentrating on repeat purchases of replacement
equipment already defined and successfully purchased
under past CIP programs.

- Avoiding, where possible, custom-built commodities,
Oor equipr-nt with unusual specification development/
review requirements. .

- Confining low unit-value purchases to high volume
orders for standard packages (e.g., the "basic
education package"). Screening the intricate and
diverse requirements for laboratory equipment, for
example, reguired an inordinate amount of staff time.
We are recommending that educational institutions
use a Procurement Services Agent to assist in the
preparation of specifications for desired equipment.

- Concentrating procurement activities on GOE agencies
with a proven track record in cffective and timely
implementation. A certification of liquidity and
the reallocation of funds now are required if pro-

curement. contracts arc not produced within Six months
after allocation. "This now requirement should permit
a by-passing of scveral ond-users that have delayed
excessively in providing specifications or in making

contract awards.

- A streamlined preparation and review of specifications
by M/SER/COM and its support contractor have
acccelerated the flow of tender documents from AID/W.
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- with respect to capital equipment purchases, many users are
providing a structured justification of the feasibility and
appropriateness of procurement packages and their specifications
before an allocation of CIP funds is made. The user agency
certifies that necessary action has been taken to permit the
immediate and effective use of the comnodities: before a tender
is issued, the equipment site will be prepared and the building
where the equipment will be installed will be erected. There
will also be plans for the installation of the equipment, and
for operating and maintaining it. The USAID will continue to
finance through the CIP such planning, training and technical
consultant services as will help to speed up the preparation of
good proposals for the procurement of capital equipment.

- In only rare cases, will procurements be approved for equipment
requiring installation at multiple sites or or reguiring
installation time of more then one month.

3. Othcr provisions: The new certification of liquidity has combined
with a strenathening of GOB credit terms in causing difficulty in some proposed CIP
transactions. Starting in 1982, the GOE has required end-users who do
not pay cash to finance their purchases "at the highest rate set by the
Central Bank at the tjme of L/C opening." The rate then varied from 5 to
10% depending upon the category of end-user. Beginning with the 19£3
program, this rate was redefined as the "highest prevailing rate for
industry set by the Central Bank at the time of L/C opening." This rate
is currently 13% less a standard 1% discount and is expected to remain
the same for the 1985 CIP. We are continuing contacts with the MPIC and
the Ministry of Finance to ensure that these interest rates are in fact
applied. 1In earlier contacts in September 1984, USAID officials were
surprised to learn that the Ministry of Finance was applying lower
interest rates for public sector firms. (Interest rates under the
private sector production credit program are agriculture 11%, industry
13%, services 13-15% and traders i.c. outside the end-users 16%. In
early March 1984, the Minister of Bzonomy issued instructions to the
Central Bank for applying the 1% interest rate discount on the capital
goods imported through the production credit program). The other terms
on the loans will remain the same for the 1984 CIP e.qg. minimum down
payment 25% and repayment in five annual installments for capital goods
and in two annual installments For intermediate goods. As part of the
new procedures in installina the approved accounting system for Special
Account deposits, any proposerd procurements for end-users with
outstanding arrears will be disallowed until the payment of such arrears.

"Set aside" relief from these credit terms is narmally given only to
1nstitutions which are non-revenue producing and provide essential public
services.



The grant agreement will continue to specify that “"grantee will make
such deposits at the highest rate of exchange prevailing and declared for
foreign exchange currency by the competent authorities of Bypt." In
view of recent changes in the GOE's foreign exchange system and the
marked depreciation of the Byyptian pound during the last two years in
two of the tiers of the system, negotiation have been complated to revise
the rate applicable to the deposits into the CIP Special Account. Unless
there are further significant developments beyond the changes announced
by the GOE on January 5, this rate will be $1 equals 91 piasters.

C. Allocation of Funds

In a side letter to the 1984 Cash Transfer agrecment dated
October 13, 1984, the Govermment of Bypt made a commitment that "during
fiscal year 1985, it will continue to import bulk corn on a competitive
basis under the A.I.D.-financed Comnodity Import Program at approximately
the same average level as in the past fine years." This requirement has
been agreed to in deference to maintaining opportunities for US-flag
catrriers. We have determined that the average level to be met is $62
million. We are proposing that for fiscal year 1986, the minimum level
for food staples and industrial raw materials be set at least that level
and the maximum level at $100 million. The minimum level for capital
goods will be set at $100 million. The final allocation between capital
and other goods will be mutually agreed upon between MPIC and USAID,
taking into account development concerns and CIP implementation patterns.

The allocation experience to date for capital goads (including
spare parts) has been 54% under agreements 055,601,602 and 603, 43%
(including the amount reserved for I'FF) under agreement 604 with 3%
unallocated, and 55% (including the amount reserved for TFF) under
agreement 606. The Mission is anticipating increased use of the TFF
under the Commnoiity Impo.t Program during Fy 1985 (See Annex C). Over
the next year, the Mission will be evaluating the Damanhour approach to
TFF and may be revising the TFF circular to reflect this exper ience.

IV. LEGAL PROVISIONS

A.  Local Currency Special Account

In accordance with Section 609 of the Foreign Assistance Act of
1961, as amended, and as provided in the US/GOE Bilateral Agreement that
was entered into on October 15, 1978, the Government of the Arab Republic
of Hyypt was to establish a Special Account in the Central Bank of Ryypt
and to deposit therein currency of the Government of Egypt in amounts
equal to proceeds accruing to the government, or any agency thereof, as a
result of the sale or importation of eligible items. 'the Special Account
was established in conjunction with the FYy 1979 Supplemental Comnodity
Import Program Grant.



The Fy 1982 CIP Agreement and subsequent agreements stipulate that in
cases where credit terms are provided for imports under the CIP, deposits
to the Special Account are made in accordance with the debt service
schedule associated with these credit terms. Since there have been
indications that many of these deposits have not been made on a timely
basis, the FY 1984 CIP agreement stipulated the establishment of an
improved accounting system to assure tighter control over these deposits
into the Special Account and to establish better accountability.

This system requires that for cash purchases, importers pay 100 percent
of funds when a bank L/QOM is used and 25 percent of funds when a direct
L/QOM is used, with the remaining 75 percent paid before release of
shipping documents. For credit purchases, importers must pay 25 percent
before the AID Financing Request or bank letter of credit is issued and
must sign a promissory note for the remaining 75 percent before shipping
documents are released.

In January 1385, the GOE completed the installation of this system in
the local banks and the Central Bank of yypt which will prospectively
account for all CIP grant transactions. With assistance from Price
Waterhouse and Watson Rice & Co., USAID had designed and installed a
computerized Counterpart Accounting System which will retroactively
account for all CIP grant transactions.

4

The importers having arrearages from past CIP transactions have been
identified and agreement has been reached with MPIC that such importers
will not be allocated further CIP funds until the delinguent balances
atre resolved. Ixceptions will be granted on a case by case basis by the
Mission Director only if the comnodities to be imported are critically
required for economic, humanitarian or other reasons. The USAID
delivered to the GOE on February 3 two implementation letters
incorporating these understandings. We will continue to work with MPIC
to reconcile the several discrepancies in records on transactions between
the two accounting systems in order to expedite the full collection of
arrears. '

B. Condition Precedent to Disbursement.

Prior to any dishursement under the Grant, or to the issuance by
A.T.D. of docunentation pursuant to which disbursement will be made, the
Grantee shall, except as A.I.D. may otherwise agree in writing, furnish
to A.I.D., in form and substance satisfactory to A.1.D., a statement
representing that the named person or persons have the authority to act
as the represontative or representatives of the Grantee, together with a
specimen signature of each purson.,
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C. Covenangg

L. The Grantee will maintain a Special Account in the Central Bank
of Byypt and will deposit therein Hyyptian currency in amounts equal to
the proceeds of the importation or sale of eligible items, except as
A.I.D. may otherwise agree in writing. Funds in the Special Account will
be used for such purposes as are mutually agreed upon by A.I.D. and the
Grantee and otherwise specified in the agreement.

2. Periodically, but no less than twice annually, the Grantee and
A.I.D. will meet to discuss the status of the economy, associated
economic issues, and the relationship of the A.I.D. program to these
concerns.

3. A proposed allocation, for the year following the signature of
this Agreement, of Eyyptian currency generated under the Commodity Import
Program for item I of the Memorandum of Understanding Regarding the
Special Account.

D. General Terms

1. Unless A.I.D. otherwise agrees in writing, any set-asides or
extraordinary allocatipn of funds shall be agreed to by A.I.D. and the
Ministry of Planning and International Cooperation and set forth in
Implementation Letters.

2.  Unless A.I.D. otherwise agrees in writing, commnodities and
related services financed under the grant shall have their source and
origin in the United States.

3.  Unless A.I.D. otherwise agrees in writing, the terminal date Ffor
disbursement shall be thirty-six (36) months after the Conditions
Precedent have been met.

4. Labor services for the rebuilding of railway equipment are
authorized to be financed.

5. None of the proceeds of this Grant may be used for financing
military reguirements of any kind, including the procurement of
comnodities or services for military purposes.

6. Short-term technical advisory and training services in addition
to those specified under Regulation I may be agreed to by A.I.D. and the
Ministry of Planning and International Cooperation on a case-by casa
basis where such services would contr ibute to the proper operation,
maintenance, or application of commodities Financed by A.I.D.

7. The grant shall be subject to such other terms and conditions as
A.1.D. may deem advisable.

DPPE/PAND, David Carr,tun
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PAAD for 1985 CIP =

SEE DISTRIBUTIQN/

‘\\\\___#/,//’

‘Attached herewith is the approved PAAD for ;the FY 1985
Commodity Import Program. During implementation of the
program this year, we will be concentrating on ‘the following
key issues which we expect to be resolved satifactorily;
otherwise, we will recommend the early termination of the
program.

osate: March 7, 1985

REPLY TO
ATTNOF:

1d W.SGarr’,

SUBJECT

TO:

1) Procedures to assure greater developmental
impact from the program must be improved.
On page 8, we note our dissatisfaction with
previous procedures to assure developmentally
sound allocations. We will be working with
the MPIC on the criteria they use to screen
the Ministry and public sector organization
proposals, and will offer our suggestions on
detailed commodity procurements before they
become final.

2) We were surprised to learn in September 1984
that the Ministry of Finance was applying
lower interest rates for public sector firms
than those agreed upon between the MPIC and
USAID (See page 9). We will ensure that the
agreed upon 12% interest rate is, in fact,
applied.

3) Recent negotiations have resulted in raising
by 10%, from the "Official Incentive" rate,
the exchange rate applicable to counterpart
deposits into the Special rccount (See page 11).
As further changes arec made in the GOE exchange
regulations of January 5, 1985, this rate may
be further increased in subsequent negotiations.

4) As noted on page 12, we will continue to monitor
the approved accounting systems recently installed
by the GOE and USAID to assure adequate account-
ability for the Special Account and to reconcile
outstanding discrepancies. We will continue to
work with the MPIC to expedite the full
collection of arrears, and, except in rare
emergency situations, importers with arrears
will be denied access to additional CIP financing.

OPTIONAL FORM NO. 10
(REV. 1-80)

GBAPFPMR(41CFR) 101-11.8
8010-114

9
o U.S. GOVERNMENT PRINTING OFFICE : 1982 O - 361-526 (7290) - l,’



Several measures are recommended on pages 9-10 for
continuing to alleviate the causes of past delay and to
assure a good pace of disbursement.
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