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PROBLEM:

DISCUSSION:

ACTION IVffiMORANDUM TO THE DIJlECTOR

Decsmber 17, 1992 ._

(Al/PDS, Robert JOrda~"
(A) DDIR, Christophe~ ~rowley

FRON:

rHRU:

DATE:

SUBJ: Approval of the Public Finance Administration Project Paper
Amendment (263-0209)

Your signature is required approving the First Project Paper
Amendment for the Public Finance Administration Project (263-0209) .
The purpose of this amendment is (1) to define the activities to be
undertaken during Phase II of the Project and (2) to justify the
proposed increase in the level of funding.

The Project Paper Amendment was reviewed by the Project Review
committee on August 16, 1992 and October 27, 1992. An Executive
committee Meeting was held to review the sUbject Project Paper
Amendment on November 5, 1992. The Project Paper Amendment has
been modified to reflect the concerns expressed at the latter
meeting as follows:

(1) The Log Frame has been reviewed and changes made to increase
the measurability of the indicators.

(2) The Implementation Plan has been expanded to include specific
benchmarks indicating progress in implementing the tax
reforms.

(3) The role of the research units at the department level vis a
vis that at the central ministerial level has been clarified.

(4) The economic analysis has been expanded to include citations
from other country experience in support of the activities
being undertaken in Egypt.

(5) The use of a contract to monitor commodities has been
specifically included as an option in the section on
implementation.

There are no pending issues and all necessary clearances have been =
obtained. ~

-
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.JUSTIFICATION:

Delegation of Authority No. 653 redelegates to the Mission Director
the authority ~o amend project assistance authorizations without
dollar limitation if (a) the amendment does not present significant
policy issues; and (b) the amendment does not require the issuance
of waivers which may only be approved in AID/W; and (c) the
amendment does not result in total life of Project in excess of ten
years. The section of Mission Order 5-4 entitled "Redelegation of
Authority to the Deputy Director-II redelegates this authority
further to the Deputy Director, with the additional provision that
the cumulative LOP funding does not exceed $30 willion.

RECOMMENDATION:

That you sign the face sheet of the attached First Project Paper
Amendment for the Public Finance Administration Project.

Clearance: ~

(A)AD(EAS, P.Mull~n-C~
AD/LEG, T.carte~
AD/FM, D.Franklin~l·

I
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DATE:

FROM:

memorandum

October 28, 1992

EAS, rmofnEl ~lY.:?.,..f FM~-
A/AD/EAS, Paul MUl11q~n " (J

-

'"

SUBJ: Public Finance Administration (263-0209)

TO: A/OO/POS/PS, Mary June

The attached Project Paper Amendment has been prepared by EAS and
PDS/PS for review by the Executive Committee. The Proj ect
Comdlittee met on Sunday, August 16, 1992 and again on Tuesday
October 27, 1992 to review the document. The Project Committee and
Officers named below have reviewed the document and agree with the
format, analysis, and presentation. There are no concerns or
issues which need discussion or resolution.

Project Committee

POS/PS, Beth Cypser
POS/P, Mona El-Shafei
LEG, Peter Sullivan
FM/FA, !azem Shawky
OIR/CS, Beth Paige
EAS, Mark Gellerson

Mission Environmental Officer

Clearance Date

An Executive Committee Review has been tentatively scheduled for
Thursday November 5, 1992 at 1:00 pm in the Large Ninth Floor
Conference Room.
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~ -===USAID
CAIRO. EC't rT

UNITED STATES AGENCY for INTERNATIONAl. DEVELOPMENT

SECOND AMENDMENT TO THE PROJ!CT ~UTHORIZATION

Name of Country: Arab Rep~blic

of Egypt
Name of Project: Public Finance

Mm..i,nistration

Number of Project: 263-0209

1. Pursuant to section 531 of the Foreign Assistance Act of 1961,
as amended, the Public Finance Administration Project was
authorized on November 27, 1987, and the duthorization was amended
on March 2, 1992. The authorization is hereby further amended as
follows:

a. Paragraph 1 is amended by deleting the "sixteen million
two hundred thousand United states Dollars ($16,200,000)" and
replacing it with "twenty-six million eight hundred thousand United
states Dollars ($26,800,000)."

b. Subparagraph 3.a. is amended in its entirety to read as
follows:

"Source and Origin of Commodities, Nationality of Services

"Except as otherwise provided in the next succeeding
paragraph, and except as A.I.D. may otherwise agree in
writing, (i) commodities financed by A.I.D. under the project
shall have their source and origin in the United States; (ii)
the suppliers of commodities or services (other than ocean and
air shipping) shall have the United States as their place of
nationality; and (iii) ocean and air shipping financed by
A.I.D. under the project shall be financed on flag vessels of
the United States.

"Notwithstanding the foregoing, local procurement of the
commodities and services enumerated in section 18A1c of
Handbook lB, Chapter 18 (or any successor provision thereto)
may be financed under the project to the extent provided in
such section without source/origin or nationality waivers."

ii
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2. The authorization cited above ren'ains in force except as
hereby amended.

Henry H. Bassford
Dir~r

Date

Clearances:

(A)AD/EAS, P.Mulligan JP~
(A)AD/PDS, R.Jordan ~
AD/FM, D. Franklin ~;:_£<

(A) Or./PDS/PS, B. Cypser . p'

~'.J)
DRAFTED:LEG:P.sullivan:mf:(Oa/18/92):2PATH209
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The Project Paper Amendment sets forth the scope of activities for
Phase II of the Public finance Administration project. Phase I
accomplished considerably more than was anticipated in the area
policy and administration for sales and income taxes, but was less
successful in the area of customs. Overall, the project has been
extremely successful to date. It is a project which has been "in
the right: place at the right time" and has made major, sUbstantive
contributions to the implementatioi: of significant tax reforms
undertaken by the Government of Egypt as part of a roassive macro­
economic stabilization/structural adjustment program. Major
accomplishments under Phase I of the Project include: the
(unanticipated) introduction of the Sales Tax, development of
sophisticated simulation models to show impacts of changes in
'taxation, and the completion of an eXhaustive tax reform proposal
presented in a report entitled "A Comprehensive Tax Reform Program
ror Egypt", which includes recommendations for reform of the income
tax, indirect taxes, property taxes, and inheritance taxes;
administrative reform requirements; and training needs. In
1991{92, its first year of application, the sales tax increased
fiscal revenues by LE 3.0 billion.

However, a great deal remains to be done in Phase II, inclUding the
implementation of the general income tax and the extension of the
sales tax to the wholesale and retail levels. Failure to carry out
Phase II would likely mean that the GOE could not fulfill its
commitments to the IMF and World Bank concerninq fiscal sector
reform and deficit reduction. The magnitude and importance of the
tasks being undertaken in the Project, together with the experience
gained from Phase I, fully justify continuation of Phase II.
Continued support under the Project is critical to support the GOE
as it carries out aspects of its econQmic reform program.

In this Project Paper Amendment, the Project goal and purpose have
been clarified as being "to support the GOE's economic reform
program", and "to improve the efficiency, equity, elasticity and
neutrality of the tax system", respectively.

The rationale underlying the Project continues to be the need for
major changes in the administration and structure of both direct
and indirect taxes to bring about improvements in elasticity and
revenue productivity, as well as in equity, neutrality, and
efficiency. These changes are essential if the Egyptian tax system
is to facilitate, rather than obstruct, significant and needed
economic adjustments currently underway. The strategy to address
these needs will continue to consist of a program that focuses on
introducing a qlobal income tax, expanding the role of the sales
tax, and bringing about tax administrative reforms. The reform of
customs will no longer be addressed directly by this Project.
certain aspects of customs and tariff policy reform will enter into
the policy dialogue being undertaken by the Mission throuqh the

1



Sector Folicy Technical Support Projec~. Implementation of Phase
II will require additional grant funds of $10.6 million, for a Life
of Project total of $26.8 million.

:n: • PURPOSB OP TIIB AMBHDKBH'l'

The purpose of this Amendment is to define the activities to be
undertaken during Phase II of the Project and to justify the
proposed increase in the l~vel of funding for the Public Finance
Administration Project.

Ill. PROJECT GOAL. PQRPOEIE., AND OUTPUTS

The goal and the purpose c)f the Project have been modified slightly
as follows. The goal, lllI'hich was originally stated as being "to
assist the MOF to link the pUblic more equitably with the GOE's
expenditure program," has been clarified as being lito support the
GOE's economic reform prolgram. II The purpose has been broadened to
include elasticity and nE!utrality, and now reads "to improve the
efficiency, equity, elasticity, and neutrality of the tax system."
Overall Project outputs also remain the same, and can be found in
the Logical Framework included as Attachment B. Outputs for Phase
II are discussed in Section III.B.

~ OVERALL PROJECT RATIO~

~ Proiect Rational.

The original Project Paper highlighted a number of problems. The
tax system had failed to keep pace with the growing economy and the
demands placed on the system by a rapidly increasing population.
As a result, GOE expenditures were largely financed from non-tax
resources (such as donor assistance, oil revenues, Suez Canal
revenues), which made Egypt's economy increasingly vulnerable to
external forces. The tax system itself, having evolved over the
decades through various ad hoc amendments, was seriously deficient
in terms of its elasticity and revenue productivity, as well as on
equity, neutrality, and efficiency grounds. The rationale
underlying the Project is the need for major changes in the
structure and administration of both direct and indirect taxes to
bring about changes in these aspects. These changes are essential
if the Egyptian tax system is to facilitate, rather than obstruct,
significant and needed economic adjustments currently underway.

n. Revenue productivity - A basic objective of tax reform in
Egypt must be to increase the revenue yield to the central
government, partiCUlarly from income taxes.

2



b. ~:··.a9ticity <. The very low responsiveness of tax revenues to
economic growt..i":., which has been a major contributor to the fiscal
problems that plagued Egypt during the 1960s, must be improved as
part of a sustained and effective program of deficit reduction.

c. Equity - An o~j~ct of any tax refo~ should be to assure that
the tax system is fair, imposing light taxes on the poor, treating
those with equal inc~~es equally, and imposing a somewhat higher
share of the tax burden on those with higher incomes. Equity also
requires that those who owe taxes in fact pay them, an issue that
is particularly relevant in Egypt. In the absence of consensus on
this issue, an equal percentage tax liability on all, regardless of
income, is a satisfactory outcome and often represents an
improvement in equity over the existing situation in many
countries.

d. Neutrality - Any tax system should interfere as little as
possible with the decisions of businesses and individuals in
response to market opportunities. In view of the large distortions
in economic and financial decisions that result from the existing
tax system in Egypt, this principle takes on particular importance
as the country increases its reliance on market mechanisms to
allocate resources and to promote economic growth.

e. Efficiency - Achievement of other tax reform objectives
depends upon whether the tax is efficiently administered; that is,
whether taxes are assessed quickly and accurately and are paid
promptly when due. A key principle underlying the design of a
reformed tax and administrative structure is the design of a simple
tax structure that is easily understood by both the taxpayers and
the tax administration. This would include eliminating duplicative
taxes and burdensome methods of collection; removing many taxpayers
from the tax rolls; and minimizing the need for filing of tax
returns to the extent possible. Modernization of tax
administration and the introduction of computerization must be an
essential element of a comprehensive tax reform program,
particularly in the case of income taxes.

Since the Project was first authorized, the need for fiscal sector
reform has taken on added importance in the context of Egypt's on­
going economic reform program. Specifically, Egypt's fiscal sector
has a key role to play in the transition towards a market economy.
It can help foster sustainable private sector-led growth by
providing a stable fiscal environment which promotes efficient
allocational decisions, savings~ and external resource in-flows.

L. strategy

The program of comprehensive tax reform tor Egypt that has been
designed under the Project aims to improve the distribution of tax
burdens among Egyptian taxpayers, broaden the tax bases of income
and sales taxes, reduce substantially income tax rates for
individuals and businesses, and improve the overall elasticity of

3
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the revenue system. Such a comprehensive program will have major
effects on Egyptian taxpayers and on the economy as a whole. In
addition, the program has been constructed to maintain overall
government revenues at the same time that the structure of the tax
system is improved. The revised strategy for implementing this
program contains 4:he following elements based on evaluation of
progress under Phase I and changes resv.l.ting from GOE fiscal
reform.

a. Introduction of Global Inco•• Tax - First and foremost is the
introduction of a global income tax to replace the existing
schedular system of income taxes. A global income tax is the
centerpiece of the comprehensive tax reform program and the
foundation for achieving all of the mejor objectives outlined
above. i'he basic proposal is to replace the present complex,
inequitable, and overlapping set of income tax rates by a single
schedule of rates applicable to income from all sources. Income
taxes ar~ projected to account for 45% of tax revenues in FY
1992/93.

b. Expansion of the Rol. of Sal.s Taxation - The recent
introduction of a broad-based sales tax at the manUfacturing and
import level has been a reform of paramount importance. The new
tax, which is projected to account for 25% of tax revenues in FY
1992/93, provides a strong foundation on which future indirect tax
reforms can build. In the years ahead, the role of- the sales t~~

should be increased through expansion of the tax base to i~clude

more services and to include transactions at the wholesale and
retail levels.

c. Administrative reforms - Structural and policy reform, to be
fully successful, must be integrated with a broad range of
administrative reforms and modernization efforts. The key to
modernization of tax administration in Egypt is computerization.
computerization has been a major priority in implementing the sales
tax, a~d an operational system is quickly being put in place. The
longer-term program to modernize the administration of taxes will
also create a need for organizational reform, which will provide an
opportunity to more effectively use existing personnel •

.Q..:. PROGRBSS DWING PBASI I AND JUSTIFICATION FOB CONTINUED
SUPPOM

~ Progress During Pha,. I

The original Project Paper divided Project activities into the
following four functional categories: Administration and Policy
Analysis, Income Tax Administration, Customs Administration, and
Excise Taxation. The original PP also envisioned a two stage
process, consisting of Phase I which focused on analysis and design
of a tax re£orm proposal and a Phase II Which was to undertake the
implementation of those reforms acceptable to the GOE. Generally

4



speaking, by the erid of Ph~se I, the Administration and Policy
Analysis Component was to have produced a comprehensive policy
reform agenda, while at the same time, the· operational and
procedural programs necessary to implement a ta~ reform package, if
enacted, would have been pilot tested in the Income Tax
Administration Component, the CURtoms Administration Component and
the Excise Taxation Component. The field testing would have
concentrated on standardization of processes, improved management
information, and expanded training capacity.

During Phase I, outputs were further refined and focussed.
External events significantly altered the original component
activity mix and schedule. Uncer its standby Agreement with the
IMF, the GOE committed itself to implement a broad-based sales tax
by mid-1991. Thus, rather than being limited to study and policy
formulation as planned, much of Phase I was devoted to drafting
legislation, training employees, preparing forms, and generally
assisting the GOE implement the sales tax. Significant project
resources were contributed to this effort. Simulation models of
the recommended administrative, operation, and procedural reforms
had to be developed to assess the potential impact of the reforms.
Nevertheless, a complete policy reform agenda was produced by the
contractor as required prior tO,the end of Phase I.

The following outlines the major accomplishments realized under
Phase I. Further detail is provided in Section II.C.2.

a. folicy and Administration Compon.n~ - The accomplishments of
this component are packaged as a final product in a report entitled
"A comprehensive Tax Reform Program for Eqypt", and includes
recommendations for in~ome tax, indirect taxes, property taxes,
inheritance taxes, administrative reform requirements, and training
needs. These recommendations are accompanied by analys~s, based
on simulation models, of their impact on individual and corporate
taxpayers, the pUblic and private sector, and revenue levels. The
report provided a conservative assessment of ,·.le likely net
increase in revenues that would flow to the GOE from introduction
of the comprehensive tax reform and modernization, program.
Following implementation of sales tax reform in 1991 which resulted
in an increase in tax revenues of more than LE 3 billion,
sUbsequent analysis has concluded that expansion of the sales tax
to the retail level, as planned during Phase II, will add a further
LE 1 billion, while efforts to improve the administration of sales
tax could realistically be expected to increase this amount by at
least another LE 0.5 billion, for a total increase in sales tax
revenues of 4.5 billion. Income tax reform can be expected to
produce substantial additional tax revenues for the GOE as well, as
the tax base is expanded and compliance is improved. Although the
amount of revenue increase from income tax reform and modernization
is dependent upon the policies ultimately adopted by the GOE, an
increase in income tax revenues of LE 1 to 2 billion in the first
full year of implementation is likely.

5
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b. Exci~. Tax component - The most significant fiscal reform in
Egypt for many decades was the introduction of the sales tax in May
1991. While a sales tax had been contemplated since 1978 and draft
legislation had previously been prepared, the GOE had seriously
underestimated the level of effort that remained in order to
implement such a task, and the sales tax was not included in ttle
original Project design. However, the GOE was committed under its
stand-By Arrangement with the IMF to implement a sales tax before
the Summer of 1991. . The Project contractor was approached ·to
assist in the effort and its contract with AID was appropriately
modified by, in effect, replacing a very modest level of effort
anticipated to improve excise tax administration by a major eftort
in policy and administrative reform resulting in an implemented
sales tax. The contractor accomplished all of the tasks required
to implement a sales tax during Phase I. Sales tax revenues for
the first year of the program were LE 3.0 billion, well above the
projections initially forecast for the tax reform ~rogram.

This tax both broadened the base and simplified the rates of the
pre-existing consumption duty. Although further expansion and
changes in the sales tax and the accompanying excise taxes are
desirable, this major reform of the indirect tax system should,
over time, produce sufficient revenue to eliminate the archaic,
complex and inefficient stamp duties and other miscellaneous taxes
on various kinds of transactions. The new sales tax could also
help to replace revenues from reductions in taxes on foreign trade.
Such tax reductions are desirable over the longer term to lower the
dependence on trade as a revenue source and to narrow the
dispersion of taxes on trade in order to promote a more efficient
alJocation of resources.

c. Income Tax component - The key accomplishment under this
component was the set of recommendations defined in the
"Comprehensive Tax Reform Program" document mentioned previously.
Just as the introduction of a broad-based sales tax was the
cornerstone of indirect tax reform, introduction of a global income
tax is the cornerstone of direct tax reform. In keeping with major
income tax reforms that have taken place around the world in the
last decade, the Global Income Tax is characterized by a
SUbstantially broadened tax base and greatly reduced tax rates.
The structure of the global tax, and the recommendations for how it
is administered, however, have been tailored to the unique
characteristics of the Egyptian economy.

Partly because resources and attention were diverted in the rush to
implement the sales tax, some of the income tax work originally
foreseen in the project Paper for Phase I was slowed. However, by
the end of Phase I, the foundation for the income tax reform had
been established, with the need for reform clearly identified.
Some initial steps in computerization had also been taken.

d. Customs Tax component - During Phase I, a PASA team was
brought to assist the Customs Department of the Ministry of Finance

6
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in: data collection and analysis, formulation of a policy reform
. agenda, and preparation of training and procurement plans. The

team identified a variety of standard administrative reforms from
which Egypt and the international trading community would benefit
and completed an ADP proposal. However, it was not able to elicit
significant support for these reforms from the GOE or formulate a
comprehensive·customs policy reform agenda.

Justification f~r Continued support and Bxpected
Accomplishments During Pbase II

The Policy & Administration, Excise (Sales) Tax, and Income Tax
components have been extremely successful to date. This conclusion
is validated by both a recently-completed external evaluation and
the comments of the Project's principal GOE counterpart, the
Minister of Finance, who has described the contractor team as the
best technical assistance team he has had the opportunity to work
with. The cont;ractor team, which provided technical assistance for
these- components, played a key role in supporting the 1991
implementation of the broad-based sales tax. The GOE did not have
the in-house expertise to effectively design and implement the
sales tax, yet its implementation was central to the GOEIs efforts
to fulfill its commitments to the IMF and World Bank by
significantly reducing the size of the budget deficit. Essentially
the same argument can be made with respect to the technical
assistance team's role in supporting the implementation of a global
income tax. The GOE is committed to implement such a tax wi'thin FY
1992-93, but does not have the expertise to do so on its own. Thus
there is a continuing need for high quality technical assistance to
support reform of Egypt's fiscal sector.

Termination of the National Tax Component at the present stage
would be highly disruptive tc the GOE's fiscal situation. The work
is critical to helping the government meet its obligations under
the economic reform program and it is highly improbable that the
GOE could sustain the new sales tax or implement a revised income
tax without the kinds of assistance envisioned for Phase II.
Economic reform cannot succeed without proper implementation, and
projects such as this are an important means of assuring that this
occurs. USAID is at present the only donor doing serioue work in
implementation of tax reform.

It would be highly undesirable to abandon the government with a
partially implemented sales tax and an income tax reform in its
earliest stages. A great deal rem~ins to be done in Phase II to
extend the sales tax to the wholesale and retail level and to
complete the administrative reforms and training programs that will
be needed to enable the GOE to sustain the system on its own.
computerization needs to be enhanced at the central level and
expanded to the district offices.

Similarly, work on the income tax is still at a relatively early
stage, and much needs to be done to implement a global income tax
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once the GOE passes the requisite legislation. In addition to
procedures, manuals, and forms, educational materials must be
prepared for the pUblic. Under computerization, applications for
income tax administration must be completed and the computerized
system must be expanded to all district offices.

There is still need for further policy analysis and for
transferring the technology of tax policy analysis to the GOE. A
number of income tax models Qre planned for completion during Phase
II, the indirect tax models previously completed will be updated
and revised, and training undertaken on the models. Establishing
a tax research capability as originally envisioned for Phase I will
be key to ensuring that the government will be able to sustain its
new system when external Gupport ends.

As mentioned above, the tax sy3tem should facilitate the economic
adjustments underway, especially the reduction of the bUdget
deficit through larger revenues. In addition, a reasonable tax
system is a necessary condition for sustainable economic growth,
particu13rly growth that depends on something more than agriculture
and the informal sector. The overall reform program is removing
many of the impediments to economic growth, but significant growth
has not yet occurred and is unlikely until the private sector gains
sufficient confidence to make investments in the new competitive
environment. This new environment will include competition from
imports and other domestic producers, plus the absence of price
controls, quality restrictions and similar factors that made life
comfortable in the past. Given this situation, an equitable,
efficiently administered and predictable tax system is necessary in
order to eliminate this source of uncertainty and risk. The recent
imposition of the sales tax and the aggressive collection of
individual and corporate taxes in the past two years have
sensitized businessmen to the desire of the Government to collect
revenues. Continued reform of the policies and administration of
the sales, income~ and customs taxes is necessary to insure that
businessmen and other citizens understand that taxes are levied
fairly on all groups in society. Furthermore, they need to realize
that evasion is not necessary to remain competitive or to justify
new investment.

Continuation of the project is required because much remains to be
accomplished before the tax system can both facilitate and
contribute to growth. The sales tax must be expanded to include
wholesale and resale levels. A transition is necessary to convert
the sales tax to the more complex, but economically superior, value
ad~ed tax. Work on the income tax has begun, but the expenditures
made so far would be wasted without continuation of it. While the
income tax reforms may not produce the large increments in revenue
that the sales tax did, they will be substantial. A significantly
greater tax collection effort in 1991/92 resulted in an increase of
income tax revenues of LE 4.2 billion, or 52' over the previous
year. Institutional changes are necessary to maintain and increase
this change. The growth in revenue may permit a reduction in
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rates, which is likely to be beneficial to economic growth. The
increased revenues also will be beneficial because they will reduce
the budget deficit, help control inflation, and allow the
Government to provide essential infrastructure and social services.

IXI. AC'rrn'1'IBS UllDa ~ P!OJ'BC'r

~ ORIGINAL PROJECT DESIq~ AND EVOLYTION

The original Project Paper divided Project activities into the
following four categories: Administration and Policy Analysis,
Income Tax Administration, Customs Administration, and Excise
Taxation. The original PP also envisioned a two stage process
consisting of a Phase I which focused on analysis and design of a
tax reform proposal and a Phase II which was to undertake the
implementation of those reforms acceptable to the COE.

~.

•

•

The Administration and Policy Analysis Ccmponent was to
provide a staff and coordinating role, with its
activities centering on monitoring, research, analysis of
priority non-technical issues, and the development of a
central management information system.

The Income Tax Administration Component was to act on
various recommendations from the predecessor Tax
Administration Project, as well as formulate
recommendations in areas of functional taxation systems,
legislation, data processing, and human resource
development.

• The Excise Taxation Component was concerned with improved
policy and administration and efficiency of excise tax
processes and procedures.

• The Customs Administration Component was to provide
recommendations on a customs policy reform agenda and to
focus on improvements in the efficiency of customs
operations as it relates to private sector operations.

All technical assistance under the Project, except that for
customs, was provided through a competitively awarded contract to
KPMG Peat Harwick. Phase I planned outputs were further clarified
and focused during project implementation, and then documented
through modifications to the contractor's scope of work.
simulation modeling of the reforms recommended by the contractors
was added to the responsibilities carried out under the
Administration and Policy Analysis Component. Generally speaking,
computerization and training activities initially seen as primarily
Phase II activities were moved ahead and begun in Phase I. The
Project took sole responsibility for developing comprehensive
computer systems for the introduction of the sales tax because
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there was no internal Sales Tax Department capacity in this area.
With respect to income tax computerization, the original PP did not
envision the breadth of computerization effort needed and the TA
that was ultimately required. The cost of computer hardware and
software to computerize most of the district offices was also not
envisioned in the original PP, even though it is essential to
successful computerization.

The modified Phase I work program also reflects the fact that the
technical assistance contractor was drawn, early in the Project
into a GCE crash program to implement a Sales Tax, a task that had
not been included in the original Project design. The amended
contract required support for: the analysis of the revenue and
economic effects of the sales tax program; review of implementing
legislation and Ministerial decrees; development of a comprehensive
training program for the new Sales Tax Department; development of
materials and plans for registering business; and design of the
or~anizational structure of the new Sales Tax Department and its
procedures for collection. The contractor was also required to
take lead responsibility for developing a computerized sales tax
processing system, in terms of hardware procurement, software
development, and training.

~ ACTIVITIES UNDER THE PROJECT

~ Progress to Date

During actual implementation it became clear that policy could not
easily be divorced from the relevant tax administration. In
effect, the three major components related to taxes (Administration
and Policy, Income Tax, and Excise Tax) have been combined.
Therefore this document divides the Project activities into two
overall components: National Tax Policy and Administration
(consisting of income and sales taxes) and customs Policy and
Administration. For each of the components, the following sections
describe progress to date under Phase I.

a. National Tax Policy and Administration Component - In the area
of policy analysis, the following specific tasks were accomplished:
completion of a tax reform policy agenda, including draft
legislation; formulation of tax administration reform plans for the
respective taxes, as well as implementation plans; completion of
special studies of property and inheritance taxes and
recommendations for reform; and development of at least twenty­
seven special studies of various tax issues, in addition to the
modelling efforts, which provide the analytic basis for the
recommendations that were made in the final report.

The final product of this effort, entitled "A Comprehensive Tax
Reform Program for Egypt," covers the income tax, indirect taxes,
property taxes, inheritance taxes, administrative reform
requirements and training needs. The reform agenda has as its
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objectives: increasing the revenue elasticity of the Egyptian tax
system; improving the fairness of the tax system;. eliminating many
tax-induced distortions in the economy; simplification of the tax
system; and modernizing the administration of'the system. Major
components of the reform package are a proposal for a unified
Income Tax to replace a number of schedular income .taxes, the
substitution of a VAT-type sales tax to replace the various
quantity-based consumption taxes, and the reform of the property
and inheritance taxes to improve administration. If fully enacted
and properly administered, the proposed reforms would result in
improvements in both efficiency and equity. The new system would
also be considerably more neutral in its effects on economic
incentives than the present one, with its bias in favor of pUblic
over private sector borrowinu and of debt over equity financing.
The proposed tax reform would make the overall tax system simple~

to administer and control. This, combined with computerization and
training, will vastly increase the efficiency of tax collection.
Already, the revenue effect of the Sales Tax, in its first year of
imple~entation, was a net increase of over LE 3.0 billion.

With respect to the sales tax, the following specific tasks were
accomplished: review and final preparation of the draft
legislation; recommendations to assist in the implementation of
assessment and collection of sales tax; development of computer
software, including Arabic software, required to increase the
capability to record, store and retrieve information; purchase and
installation of required computer hardware; development of new
forms and desktop publishing capacity to continue their production;
development of the master taxpayer file and identification numbers;
development of a sales tax model and utilization of it to analyze
the effects of variations in different elements of the tax; and
development and translation of a general sales tax guide for
registered businesses and tax collectors.

With respect to income tax, the following specific tasks were
accomplished: computerization of tax functions of the Tax
Department; development of new initiatives to improve
administration; preparation of recommendations for the creation of
a taxpayer identification and tracking system; finalization of
arrangements for field testing of ADP plans for the Tax Department
functions at pilot offices; preparation of a draft of proposed
policy and administrative reforms, although the final plan must
depend on the nature of the law that the GOE actually adopts.

With respect to training, the following specific tasks were
accomplished: training Sales Tax Department staff in the use of the
computer hardware as well as in administration; training trainers;
development of recommended steps for expanded management and
technical training; training for computerization of the Tax
Department; and design of a training plan for the Tax Department.

Phase I implementation of the National Tax Component cost
considerably more than was anticipated in the Project Paper ($8.50
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million vs. $4.45 million). This was primarily because of two
factors: First, the significantly greater than planned (195%)
usage of short term technical advisors. This reflects both the
accelerated implementation of the general sales tax as well as the
now-accepted view that high quality technical assistance relating
to tax policy is more labor. intensive than originally thought.
Second, commodity procurement for Phase I of this compunent was
over $1 million more than was planned for Phase I in the original
Project Paper. This additional equipment was essential to eqUip
the Sales Tax Department to cope with the changes required by the
new tax.

b. CustO!4IS Policv and Administration Component - An external
evaluation of Phase I of the customs Component was recently
performed. Results suggest that the PASA team was successful in
identifying a variety of standard administrative reforms from which
Egypt and the international trading community would benefit. These
relate mostly to the adoption of various internationally accepted
customs conventions dealing with tariff structure and
classification, valuation, and general customs procedures. The
PASA team also put together a proposal for a comprehensive
automated data processing system which would facilitate the
determination of customs duties and the analysis of customs-related
data.

However, the team was not able to elici~ significant support for
these reforms from the GOE. More importantly, it was not able to
for~ulate a comprehensive customs policy reform agenda which would
contribute to the task of integrating Egyptian Customs into what is
a rapidly evolving indirect tax system. As a result, Mission
management did not extend the PASA agreement beyond the end of
Phase I.

~ Activities Planned for Phase XI of the project

The activities planned for implementation during Phase II will
support the implementation of the tax reforms identified and/or
initiated during Phase I. Such reforms will focus on: broadening
the base of the general sales tax to include wholesale and
(possibly) retail levels, implementation of a global income tax,
and on improving tax administration. Thus the assistance team will
be involved in drafting of tax legislation, training,
computerization, procurement, and general implementation support.
Customs reform will not be included at this time because of lack of
progress during Phase I and because of the failure to develop a
collaborative working relation~hip with the implementing agency.

The original PP anticipated that a research unit would be
established in the MOF during Phase I. Since this did not happen,
it will need to be a key activity in Phase II, both for the Sales
Tax and the Income Tax Departments. Rather than a single MOF
research unit, research capability will also be installed and
strengthened within each of the departments assisted under the
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National Tax Component. The research units at the level of the
Sales Tax Department and the Tax Department will focus on
implementation level issues such as procedures and administration.
The central level research unit, reporting to the Minister, will
focus on policy level issues, legislative changes, and modeling to
support these. Staff must become proficient in tax modeling,
revenue forecasting, and in using the software developed for this
Project to analyze future modification of tax rates and other
elements of the tax systt!m. Technology transfer will not be
complete until thece departmental units are operational and
intellectually self-sufficient.

Maiol PhaB. II outputs tor the National Tax Component

•

•

A tully implemented global inco.. tax. 'I'his will be
achieved through technical support to the Tax Department
as it prepares for and implements the planned reform of
the income tax and other taxes administered by the Tax
Department. The Tax Department's ongoing tax
administration operations will also be upgraded through
technical assistance in administration and policy
analysis.

Tbe qeneral sales tax fin. tuned and broadoned in
coverage at least up to tbe wbolesale level. This will
be achieved through technical support to the Sales Tax
Department as it prepares for and implements the planned
expansion of the sales tax to include additional servicas
and the Wholesale and retail trade sectors. Technical
assistance will also be provided to the Sales Tax
Department in administration and policy analysis on
issues related to the efficient operation and
administration of the existing sales tax.

~-

..

• A fully operational ADP system, together with appropriate
software, in place for tbe Inco.e Tax Department doVll
tbrouqh the main district office.. This will include:
finalization of a long-term system design and plan,
development of expanded applications for the tax
administration software currently being developed, and
expansion of the computerized income tax system to the
main district offices~

• An expanded computerization ot .ale. tax administration
and ADP capability ill plaee to .upport tbe .al•• tax
proce.sing syate.. This will include: enhancement and
fine tuning of the computer system at the central level,
expansion of the computerized sales tax system to the
District offices, preparation of additional management
information reports, and formal and on-the-job computer
training.
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• comprehensive income aneS salles tax traininq programs
eSevelopeeS--including appropriate curriculum and eq\lipment
as funded by the Project.

• The establishment of research aneS analysis capability
with fully trained staff in the Income and Sales Tax
Departments.

• simulation moeSel completion, updating aneS revision] with
model transfer and training.

~ Planned Phase II Inputs for the National Tax Component

US Long Term TA

US Short Term TA

Egyptian Professional Staff

Egyptian Short Term TA

US Tr~ining Assistance

Commodities
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IV. SUJOIARY UlALYS:BS

~ SUMMARY TECHNICAL ANALYSIS

During Spring of 1992, two evaluations were undertaken for the
Project, as a pre-condition for continuing with Phase II.

The first of these evaluations entitled "Phase I Evaluation Rep9rt:
Administration and Policy Analysis Component, InCOMe Ti'.x
Administration Component and Local Finance .Component" and dated
February 26, 1992 made the following major recommendations: (1)
The Mission should proceed to Phase II with the Sales Tax, Income
Tax, and Policy Analysis components of the project and reinforce
its efforts to ensure that a policy analysis unit is established in
the Ministry of Finance. (2) If the Mission decides to proceed
with further technical assistance in the customs component under
Phase II of the project, it should seek to establish a delivery
mechanism that will ensure free communication and coordination
between those working on customs reform and those working on other
areas of the revenue system. (3) Resource levels permitting, the
Mission should proceed with .work in local public finance in Phase
II, but adjust its expectations regarding what it intends to
achieve, aiming at more narrowly fiscal, rather than political­
economic, objectives.

The second of these evaluations entitled "Phase I Evaluation
Report: Customs Component" and dated March 3, 1992 had the
following major conclusions: (1) Continuation of the project
would be of benefit to Egypt because a modernized customs service
based on a modernized law would bring benefits by way of efficiency
and the ability to operate on a risk-based system of customs
control. (2) Whether it should continue as originally planned is
doubtful as the customs Department has lost confidence in the PASA
COP. If the project is to proceed, the MOP and the Customs
Department must commit themselves unequivocally to giving it their
full support, and appoint a liaison officer of senior rank to work
with the implementation team appointed by USAID. (3) If further
tenders were to be invited from private contractors the successful
contractor would have the benefit of the PASA team's papers
(presumably) but would almost certainly have to carry out his own
evaluation of the requirements.

IL SUMMARy ADMINISTRATIVB ANALYSIS

The various tax departments constitute separate entities within the
Ministry of Finance. Each reports to the Minister through its
commissioner or undersecretary. The Sales Tax Department
administers the newly instituted Sales Tax at the point of
production and is also responsible for the administration of the
remaining consumption taxes. A reorganization plan was approved by
the Department and has been sent to the Central Agency for
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Organization and Management for their concurrence. computerization
of the Sales Tax Department's activities has begun. The Tax
Department administers all of the schedular income taxes, the
general income tax, stamp duties and related levies, the
inheritance tax, and other miscellaneous duties. As the structure
of the tax law changes in a fundamental way, changes can also be
expected in the Department's organizational structure.
Computerization of income taxes is moving ahead slowly.
Historically, the structures of both the Income Tax Department and
the Sales Tax Department have included an office that carried out
research; however, these units appeared to be gaared to the legal
issues. Expansion of the Departments' ability in the area of
research to include the analysis of the economics ot taxation
should be undertaken. The Customs Administration is responsible
for carrying out valuation and administering all tariffs, as well
as administering the sales tax at point of import.

Overall policy direction and policy dialogue is the r~,ponsibility

of a. Project Policy committee composed of the Minister and
commissioners of the Income Tax Department, the Customs
Administration, and the Sales Tax Department. A Steering
committee, consisting of operational counterparts as Project
Liaison Officers in each functional area, did not function as
planned and did not take on the necessary cOQrdinating role. It
was also found that the caliber and dedication of the individual
serving as Project Liaison Officer was critical to ensuring the
success of the various components. The Project Liaison Officer for
Sales Tax has been in place and active since June 1990. A new
Project Liaison Officer for Income Tax has been recently named. In
the case of the Customs Component, an appropriate Project Liaison
Officer has not been forthcoming. This, among other things, has
hindered the implementation of that component.

C. SUMMARY ECONOMIC ANALYSIS

The GOE embarked upon a comprehensive economic reform program,
which focuses on macroeconomic stabilization and medium term
structural adjustment. The vital contribution which the Project
makes to the overall reform program constitutes the principle
economic justification for the· Project. The Project provides
direct assistance to the GOE for addressing a critical
macroeconomic stabilization issue, the budget deficit, through the
introduction of a limited general sales tax, as well as a global
income tax. The Project also supports the GOE's efforts to
introduce structural adjustments aimed at improving the economy's
efficiency and competitiveness by reducing the extent of tax­
induced distortions in the economy and permitting resources to be
used where they are most productive.
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SUMMARY FINANCIAL ANALYSIS

The Financial Analysis estimates funding requirements for the
Project based on the implementation experience-to date. It then
compares these estimates with those provided in the original
Project Paper and identifies the areas of where additional levels
of input and or funds are required.

V. S1JIIJmR'!' J:LLUSTRATrvB PIDlfcrJ, PLAII

~ USAID CONTRIBQTION

While the activities to be carried out in Phase II of the National
Tax Component are largely the same as those established in the
Project Paper, the projected cost of Phase II of this Component has
increased from $6.2 million projected in the 1987 Project Paper to
$17.85 million, requiring an additional $10.6 million. As in the
case of Phase I, and as described in greater detail in Annex C,
this is largely the result of: (1) greater than anticipated labor
inputs and procurement, especially to implement the Sales Tax
component, and (2) higher cost~ per person month in order to obtain
the caliber of expertise required.

There is a consensus that the magnitude and importance of the task
involved, together with the experience gained from Phase I, fully
justify the increased expenditure on Phase II. Failure to
adequately fund Phase II would likely mean that the COE could not
fulfill its commitments to the IHF and World Bank concerning fiscal
sector reform and deficit reduction. In this context, the
additional cost of Phase II is a good investment in a tax reform
program that, when fully implemented, will generate additional tax
revenues on the order of LE 5.5 billion per year, improve the
efficiency of the tax system, and generally help the GOE stay on
track with its economic reform program.

The current A.I.D. authorized level of the Project ·is $16.2
million. The project is currently fully obligated at this level,
with earmarks to date totalling $15.6 million. Table I outlines
the actual expenditures to date under Phase I of the Project and
projected expenditures for Phase II, for a total of $26.8 million.
contingency has been estimated at approximately 0.2' of Project
costs and inflation at 5.0t for each remaining year of the Project.

Table II shows the present level of earmarks under the Project by
line item and the expected commitments during the remainder of the
Project. The methods of implementation and financing for the
inputs under each activity remain the same as those indicated in
the original Project Paper.
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..
HOST COUNTRY CONTRIBUTION

The GOE contribution consists of in-kind contributions of the
rel.:urrent costs associated with the Project-related operations,
including: facilities, office space, ADP maintenance, training
logistics, and the MOF project counterparts. The USAID Project
Officer will be working closely with staff of the Tax Department
and the Sales Tax Department in order to establish a system for
monitoring, verifying, and reporting on the GOE in-kind counterpart
contributions to the Project.

C. EXPENDITURES AND COMMITME~

TABLE I
Phase I Phuell Pmjee:t

PROJECTED EXPE!'o'DmJRES ACluals Projee:tions Total

NAnONAL TAX COMP01lo'ENT
US Long Term TA 53,367 S8.709 S12.076
US Shan Term TA 52,801 S2,&41 $5.643
EcYPlian Long Tenn TA S283 S733 SI.016
ElYPlian Shan Tenn TA 529 S6S S94
US Training Assi$tance S7S SI.292 SI,367
Commodities $837 $4.214 $5.051

Component Total $7,393 S17,854 S2S.247

CUSTOMS COMPONENT
US Long Term TA S87S SO S87S
US Shan Term TA SI)) SO SIJ3
Egyptian Long Tenn TA Sl1 SO SI1
ElYPtian Shan Tenn TA SI04 SO $104
US Training Assi$lance Sl1 SO sa
Commodities S3S SO S3S

Component Total SI.169 SO S1,169

Evaluation/Audit/Conferences S23 S297 5320

Conlineency SO S6S S6S

TOTAL USAID CONTRIBlTIlON saJ&S SI8,215 $16.800
TOTALGOECONnUBL~ON $4.026
PROJEcr TOTAL $30,826

--

TABLE II armlrks
uof Projee:ted TOIlI

PROJECTED EARMARKS 6/30/92 Earmarks Earmarb

Mobilizalion S22 SO m
National Tax Componenl SI4,J'T7 S10,848 S2SJ2S
Cusloms Componenl SI.169 SO SI.169
Evalualion/Audil/ConferenCQ S23 $297 S320
Contingency SO S6S S6S

TOTALU~DCONTRIBlTIlON SISJ90 SIl.210 $16,800
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£.:. AUDITS

During the life of this project, non-federal/recipient audits will
be performed to determine whether the recipients have properly
accounted for and used A.I.D. funds for the purposes intended in
accordance with appl icable laws and regulations. USAID will ensure
that all commitments over $25,000 under this Project are in the
Mission's audit universe. The Mission will schedule audits for
those commitments over $25,000 and ensure funds are available for
audits (see bUdget line item in Table I) in accordance with AID/W
guidance dated 3/31/92 on Audit Management and Resolution Program.
Not all of the planned commitments over $25,000 under this project
will require non-federal/recipient audits because of the natura of
the activity (Le., PSCs, NFAs). A non-federal audit of the
technical assistance contractor's project financial records is
currently being scheduled for early CY1993.

The Regional Inspector General for Audit will perform quality and
compliance reviews of non-federal/recipient audits under this
Project and provide or arrange for additional audit coverage
requested by USAID, if deemed necessary.

VI. IKPLBIIBH'l'A'I'IOIl

TECHNICAL ASSISTANCE PROCUREMENT PLAN

Under the Project, technical assistance for Phase I of the National
Tax Component was initially obtained through a Direct Contract that
was awarded competitively. The contract includes provisions which
allow the contract to be extended up to five years; however, the
scope of work only fUlly defines the work to be undertaken during
Phase I. Therefore, the Office of contracting services determined
that the five year option could not be exercised in this instance.
Given the time constraints that came into playas a result of this
determination, a Mission-issued sole source justification enabled
a one-year extension of the initial contract for the initiation of
Phase II activities. Given the importance of ensuring that the
present momentum engendered by the present team is not lost, the
Mission requested a waiver of competition from AID/W for the final
two years of Phase II of this component. This waiver was approved
by AID/Won 10/14/92. This approach supports AID'S "Buy America"
policy, since the technical assistance contract will be with a US
firm.

Therefore, Phase II will require an extension of the Peat Harwick
contract ~or technical assistance under the National Tax Component
from 7/1/93 to 6/30/95. Preparations for negotiating the remaining
two years will start as soon as the Project authorization amendment
process is completed.
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The following chart outlines the anticipated technical assistance
levels of effort for each of the components, totalling 360 person
monthr ·of US long term TA, 118 person months oz ·US short term TA;
408 pdrson months of Egyptian professional staff, and 36 person
months of Egyptian short term TA.

TABLEm
TECHNICAL ASSISTANCE· LEVEL OF EFFORT (PM)

NATIONAL TAX COMPONENT (7/1/92tJuu 6/30195) Year 1 Year 2 Year) TOTAL

Lon, Term US TA
Chief of P.rty: Senior Public Finance Advisor 12 12 12 36
Project Manaaer 12 12 12 36

In.orne Tax Adminiltnltion
Senior Income Tax Administrator 12 12 12 36
Income Tax Administrator 24 24 24 n
MIS Spe.ialist 24 24 24 n

Salel Tlilt Adminillration
SaleI Tilt Adminiltrator 12 12 12 36 ;;-

MIS Specialilt 12 12 12 36
-

r
Trainina (In.ome &. Salel)

Trainin, Advisor 12 12 12 36
SUBTOTAL Lon, Term US TA

120 120 120 360
Short Term US TA - Consu1tanu &. Home Offi.e

Policy analysil (Income &. Sales) 10 II 7 28
Tilt administration (lncome &. Sales) 13 10 7 30
Modelin, (Income &. Sales) 12 9 3 24

-
-

Computerization (1n;;OQlC '" Sales) II 8 8 24
Trainin, (Income &. Salel) 4 4 4 12

SUBTOTAL Short Term US TA
47 42 29 118

Lon, Term E,yptian Professional Staff
Om,e Admini!trator 12 12 12 36
ADP Advisor 72 n 72 216
Tax Adminiltration Specialill 12 24 24 60
El:onomistlRcacarcher 36 12 12 60
EltpcditorlProcurement Spe.ialill 12 12 12 36

SUBTOTAL Lona Term Eayptian Staff
144 132 132 408

Short Term Eayptian TA
Tax Administration Spe.ialill 12 12 12 36

~ TRAINING PROCUREMENT PLAN

The training strategy developed during Phase I emphasizes in­
country training, supported as required by opportunities for
observational trips and/or international seminars/conferences.
This developed in recognition of the following: participant
training is relatively costly and therefore can support only
limited numbers of individuals; participant training is likely to
be constrained by English language capability of trainees, despite
pre-departure language training; technical assistance under the
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Project will be of limited duration, thereby ma~ing it imperative
that a sound training capability be institutionalized within the
implementing agencies to address their long term needs; and
adequate in-country training is already available in some important
technical areas, particularly in the area of computerization.

Training will be provided under Phase II through the mechanism of
the technical assistance contract, which will include both long and
short-term advisors to carry out the required training. . The
planned Level of Effort for these advisors is summarized in the
preceding section. Updating of the Phase I training plans,
appropriate selection methods, backstopping, and coordination will
also be included in the scopes of work under the technical
assistance contracts. The local costs of implementing these
workshops and training seminars (e.g., per diem, transportation,
etc.) will be the responsibility of the GOE, as part of their
contribution to the Project.

If rele~~nt opportunities for out of country training (such as
international conferences, workshops, or consultation travel) are
sUbsequently identified and included in the revised training plan,
these may be funded under the Project on a case-by-case basis
following approval by the USAID Project Officer.

~ COMMODITIES PROCUREMENT PLAN

The commodity procurement under Phase II primarily consists of
computer equipment, as well as training aids and equipment, for the
Sales Tax Department and the Tax Department. In addition, limited
additional commodity support will be funded for the contractor,
given the increase in team size during Phase II. The technical
assistance contract will include the procurement of the commodities
for both the implementing agencies and the contractor offices,
either as a subcontract with a PSA or directly by the contractor
but subject to limitations on overhead calculations. The following
table provides the details of the commodities anticipated for
procul.-ement under the Project, indicating those that have been
procured in Phase I and those planned for Phase II.

A procurement plan has been developed by the technical assistance
contractor as part of the statement of work under the Phase I
contract for the National Tax Component. Procwrement for these
institutional strengthening commodities will be carried out either
by contractor staff or through a subcontracted Procurement Services
Agent (PSA). For the purposes of this analysis, estimates of
commodity requirements have been included on an illustrative basis
for this component to reflect the recommendations put forth under
Phase I.
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TABLE IV

COMMODITY REQUIREMENTS

COMPUTER SYSTEMS
National Tn Componc:1lI
-Tax Dcpanment

Single UlCr 286 SyltCm .
Single UlCr 386 SyltCm
Mulli Uscr 386 SyltCm
Mua, Uscr 486 SyltCm
SU~OTALTax Dcpanmcnt

-Sales Tn Dcpanment
Single Ueer 386 SyltCm
Multi UlCr 386 SYllCm
Single UlCr 486 Syacm
Multi UlCr 486 SYllCm

SUBTOTAL Sale. Tax Dcpanmcnl

-Project Team
Single Ueer 286 System
Single User 386 Systelol
Multi User 386 System

SUBTOTAL Project Team

Customs Component
-Egyptian Customs Authority

Single User 286 System
Single User 386 System
Mulli Uscr 386 System
Multi Uscr 486 System

SUBTOTAL Customs Authority

PROJECT TOTAi: Computer Systems
PROJECT TOTAi: Computer Uscr Unila

VEHICLE
National Tax Component
-Tn Dcpanmcnl
-Sales Tax Dcpanmelll
-Project Team
Custonu Componelll
-Egyptian Custom. Authority
-ProjeCl Team

PROJECT TOTAi: Vehiclca

Phase I

I
9
I
o

II

II
9
I
I

19

II
2
2

IS

3
I
o
o

4

49
90

o
o
J

o
2

s

Phase 0

o
o
o

180

180

o
44
o
o

44

o
4
o

4

o
o
o
o

o

228
1.260

2
o
I

o
o

J

TOTAL

I
9
I

180

191

8
S3

I
I

63

11
6
2

19

3
I
o
o

277
1.3S0

2
o
4

o
2

8

End use monitoring of equipment procured by the Project has been
and will continue to be undertaken by the Project Officer and the
consultants during field trips to District Offices. The
possibility and benefits of buying-in into the commodity monitoring
contracts undertaken by other directorates in the Mission (e.g.,
HRDC or AGR), or in using them for models, will be examined, as the
volume of commodities procured is expected to increase
SUbstantially during Phase II of the Project.
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~ BUY AMERICA CONSIDERATIONS

With the exception of audit, the source of all inputs obtained with
the additional $10.60 million authorized 'under the First
Authorization Amendment will be "000" as all inputs will be
provided through US contractors. Audit services will be obtained
locally, but as these will be professional services contracts
estimated not to exceed $250,000, they are exceptions in line with
HB 1B Chapter 18A1c(4).

It is anticipated that the US TA contractors will spend
approximately $1.94 million on residential rent, utilities,
temporary lodging allowance, education allowance, local per diem,
and salaries of local staff. As these are composed of commodities
and services that are available only locally, local procurement of
these items is eligible in accordance with HB 18 Chapter 18A1c(6).
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~ IMPLEMENTATION SCHEDULE

FY 93 94 95 98

SUBACTIVITY WHO o. QUARTER.o
1234 1234 1234 1

General
.PAOAG Amenanent Signed USAID/MOF •
.Extend contract re TA for National Tax C~nt

• Sale Source Waiver approved USAID/MOF •o Expa~ SOW USAID/MOF •• PIO/T USAID •o Negotiate and execute amendment USAID/Cons ••
•Audi t CPA •••• .. .. . ....
•Evaluation IQC .. .. .. .. ... .. .. ••••
•PACD USAID/MOF .. .. .. . .. ..... .. ...... •

Bales '1'az

.TA on operations and administration Cons ---

.Expansion of Sales Tax Cons/STD ---o Decree for expansion to the wholesale level Cons/STD .. ....
• Decree for expansion to the retail level Cons/STD .. ...
o Collection of sales taxes at wholesale LeveL Cons/STD
• Collection of sales taxes at retaiL level Cons/STD ........ ••. .. .. .. ••

•Expansion of computer system to District Offices Cons/STD - --
.Development of traini"9 curriculum Cons -IDeO.e 'l'ax

• TA on operations and administration Cons ---
.Preparation and implementation of Income Tax reform ConslTO ---• Income tax Legislation drafted ConslTO •- Income tax Legislation presented to People'S AssembLy ConslTD ••- Income tax legislation approved by People's Assembly CenslTD •••• Collection of income taxes under new system initilted CensllO .. .. .. .. ••
•Computer system design Cons -.Expansion of computer systeM to District Offices Cens/TO .. .... --
.Development of training currlcuLun Cons -
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VII. ANNEXES
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PUBLIC PIHAHCB ADH7.I8TRA~IOH PROJB~ 263-0209

PROJBCT PAPER UBIIDIIBHT Ho. 1

~NEX A. REVISED LOGICAL FRAMEWORK

NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS

Proiect Goal:

To support the GOE's economic refona Tlx syste. reforM supports budget deficit Analyses carried out by the APAU In 1- GOE continues rationalization of
progr•• reciJc t ion: conjunction with the consult-nta e~penditures under economic reform

• Tax syste. generates adequate funds regarding: program, and is able to control the
to keep budget deficit frOll • Tax revenues as percentage of GOP growth of government expenditures by
expanding fra. its GOE fY91/92 level • 'ax rev~ growth rate keeping theM equal to or less than the
of CiOP. • Budget deficit as a perc~tage of growth of liDP.

CiDP 2. Dlta are made available by the MOf

Tax IYlte. refor. supports capital Analysis of revised tax llws.
a ti_ly IIIlnner.

..rkets refonl:
• St~ tax on securities repealed. Technical analysis by APAU in
• More neutral tax treatment of debt conjunction with the consul tints.

and equity.
• E1i.ination of dothle taxation of

corporate incOllle.

'ax systeM refor. supports privatization: Analysis of revised tax laws.
• lax hoi idays el i.inated.
• lax base broadened.
• Rates lowered.

Tax syste. refor. supports tr'~ refor.: Structural analysis by APAU In
• Refunds to e~porters accelerated, conjunct ion wi th the consultants.

reducing their financing burden.
• Cascading of sales tlX reduced

through increased crediting of input
taxes.

~
..,r
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NARRATIVE SUMMARV

Project PurpoSI:

To i~ove the efficiency, equity,
ellsticlty and neutrllity of the tax
syst...

. ~

~

OBJECTIVElV VERIFIABLE INDICATORS

Principel tax instrUMents confor. to
generally recognized standards In the
following categories:

a. Efficiency of Tax Administration:
• Average ratio of costs of collection

to actual collections for the Tax
Department (0.71 in GOE fY91/92)
will decline by SX or IIOre frOll GOE
FY91/92 to GOE FY94/9S.

• Average ratio of costs of collection
to actual collections for the Sales
TlX Depart~t (0.30 in GOE FY91/92)
will decline by SX or IIOre 'rOIl GOE
FY91/92 to GOE FY94/9S.

• Accelerlted processing of incOlle tax
returns, resulting in a significant
redJct ion in the backlog of C/lses
frOll five years to less than 18
IIOI'Iths.

• Reorganization of Sales Tax
Depart-.nt to reduce variation in
ratio of taxpayers to stiff in
district offices.

b. Equity:
• Equal treatllmt of individuals and

fir., In equal circunstances.
• Reeovll of low IncOlle households

frOll tax syste..

c. Ellstlcity:
• Increase responsiveness of tax

revenue to chlnges in tlX base, i.e.
Increlse canbined ellsticlty of
incOlle and siles taxes to I level
near to or exceeding W'li ty.

d. Neutrll I tv:
• EII.lnate special exclusions,

dedJctions, and tu preferences in
the incOlle tlX law.

• Equalize tax rates Icross foras of
businesi.

• Standardl ze InveltMnt incent Ives
Icross business •

MEANS OF VERIFICATION

Surveys, evaluations, and analyses IS
follows:

I. Efficiency: •
• MOf Monitoring & Evaluation Systt!lll

data in conjunction with consultant
analyses

b. lquity:
• Ex Istence of revi sed IncOllll tax

legislation
• Analyses by APAU In conjunction

with the consultants
• Tax IIIOdeI sl..Jlat Ions
• Anelysls of relevant tax IIIlS

c. EllSticity:
• Analyses by APAU In conjunction

with the consultants

d. Neutrality:
• Structurll analyses by APAU In

conjunct Ion wi th the consul tants

"1"7

IMPORTANT ASSUMPTIONS

1. Necessary policy, legal Ind
administrative changes will be enacted I.
a tiRly IIIlIfWler.

2. The demand for greater tax revenues
will be redJced by expendi ture cuts and
use of user fees where approprllte.

3. The GOE will continue its e.phasis :
the growth of the private sector.

4. MOF wll14ngness and capability to
seek and correct inefficiencies,
inequities and distortions as they Irise
dut: to chlnges In the Egypt Ian economy.

S. Data Is .ade available by MOF in a
t IIIleIY NMer.

6. COE continues to promote efficiency
in its hiring policy.

, l I III ' I' 1'1 'II' I " I I I II I!~III' 11!"'IIII!'i~·ciT"I'I"II'1 I~ I I I II II I



NARRAliVE SUMMARY

P,oleet Outputs:

1. Policy Refor. resulting in an
enacted body of lellislation. pol icy
statelent and adlinistrative procedures
geared totlards an efficient and
equitable incOllll! and sales tax systetll5.

2. Ca.prehfth~ive In'service training
systelS in each of the principii taA
departllents.

3. MISs functioning in each of the
principal tax departllents.

4. The establis~t 0' research and
analysis capabil ity in the MaF.

.....

~J

•

OBJECTIVELY VERIFIABLE INDICATORS

1. Revised tax laws, MaF decrees,
operat ions procedures nsanuals, and
administrative changes establishing:

• A fully iqllemented global income
tllll.

• A general sales tax that is extended
beyond the lllanufacturing and
iq>ort ing level.

2. Adequate staff and facilities to
train MaF employees.

• Proper in-service training of all
""Ioyees on new procedures within
the schedule set f~. public
illlPl etaentat ion of the new
procedures.

• Adequate training courses to support
the needs of tax administration and

. employee career developnent needs.

3. MISs capable of respording to
analytical and organizational ..nagement
needs and consisting of:

• A fully operational ADP systelll for
.ales tax adainistration covering
all district offices.

• A fully opentional ADP sysu. for
iocODe tax adainistration down
through the ..in district offices.

4. Fully trained staff within the
.iniatry producing requisite quality and
quantity of research in the Minister's
Office at the polley level and in both
the Sales Tax and Tax departments •

MEANS OF VERIFICATION

• USAID and MOF doclJllentat ion on
legislative, policy, and
administrative changes.

• GOf tIlK code.
• Proposals IlI8de within GOE and to

People's Assembly;
• Reports by TaK Department and Sales

Tax Departlllent.
• Anal yses by the consul tant.
• Perforlllance Monitoring Systetll used

for evaluation of the relevant
efficiency and performance,
identification of problems for
analysis, and recommendations for
iqlrovements.

• Adoption of a standard taxpayer
ident if Icat ion IlI.Ililer systell.

• Training records.
• New course content.
• PerforlllaOCe Monitoring Syst_ reports

indicating that employees are
following new procedures and that
efficiency has improved.

• Analysis by consultant.

• MI S reports available on a t illelY
basis.

• Installation of computers and
software at the Sales Tax district
office level.

• Statistics on Sales Tax staff trained
in tax policy techniques.

• Installation of c~Jters and
software at the Income tax district
office level.

• Statistics on IncODe Tax staff
trained in tax policy techniques.

• Studies.
• Reports.
• COIlpUter generated analyses.

?R

IMPORTANT ASSUMPTIONS

1. Adequate GOE contribution as need~

t.o illplement changes on schedule.

2. legislation necessary to change ta
law can be processed through the Peopl
Assembly.

3. No exogenous factors upset People'~

AsseRlly.

4. No exogenous factors upset
procurellel\t, TA and training schedule
required to iqllement changes accordir.
to the project's design.

5. Trained staff is retained by MaF.

6. Research units established by MOF.

I II' I' 'I I II I I 'I II I, 'III 1"'1 I lill ! I I I" , III' , " , II'" I II III I II ' 1111 '1



III I I I I III II I I 1,1 ,II i ~III dI I I I I II ii Ii I Ii I II II I~

NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS

Proiect Input.:

Original First
Authorization Anlenltnent Total
------ .. ------- -- ...... -

Mobilization S22 SO S22
National T.x Component Sll,,500 S10,725 S25,225
Custc.s C<lq)OOent S1',169 SO $1,169
Evaluation/Audit/Conferences S220 S100 S320
Contingency S289 ($221,) 165

.......... .. ....... _- _.. -.....
Total $16,200 S10,600 S26,800

POSIPS ST-''''''~ lOCI,.".. .,.

j;.
11 r' 'I I III

... "
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ANNEX B, TECHNICAL ANALYSIS

During spring of 1992, two evaluations were undertaken for the
Project, as a pre-condition for continuing with Phase II. The
first of these was undertaken by Roy Grohs of AID/NE/DP and was
entitled "Phase I Evaluation Report: Administration and Policy
Analysis Component, Income Tax Administration Component and Local
Finance Component", dated February 26, 1992. The second was
undertaken by Leonard Cairns, an independent consultant, and was
entitled "Phase I Evaluation Report: customs Component", dated
March 3, 1992. A summary of the recommendations and conclusions of
these two reports are presented below. The reports themselves can
be found in Project files.

I. Execut.ive Summary of "Pbase I Evaluation Report.:
Administration and policy Analysis COIllPonent, Income Tax
Administration component and Local Finance component"

1. Summary.

The Goal of this project is to provide technical assistance to the
Ministry of Finance aimed at linking the public more equitably with
the pUblic expenditure. The Purpose of the project is to improve
the efficiency of tax administration and equity in the incidence,
asses~ment and collection of taxes.

The original project paper envisioned a two stage process wherein
Phase I would have focused on analysis and design of a tax reform
proposal with much of the implementation scheduled for a second
Phase that was contingent upon performance in the first. Further,
Phase I was divided into two components. One focused on customs
administration and a second on income, excise and property taxes as
well as administration and training.

The customs component was undertaken under a PASA with the U.S.
Customs service. KPHG Peat Harwick won a competitive bid to work
on the non-customs components. Through a later amendment, some
work on local public finance was added to their contract. The
present evaluation covers only the non-customs components of Phase
I because the customs component is being evaluated separately.

External events altered the original project activity schedule.
Under its standby program with the IMF, the Government of Egypt had
committed to implement a sales tax before mid-1991. Rather than
being limited to stUdy and evaluation, therefo:..:-e, much of the
effort of Phase I was in fact devoted to redrafting legislation,
training employees, preparing forms, and generally gearing the GOE
up to implement the sales tax.
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Phase I ends on April 30, 1992. Rather late in that Phase, (in
November of 1991), the Mission executed an additional buy-in to the.

. Peat Marwick contract to finalize work on local pUblic finance that
had begun under another project, Local Development II (LD II).

By all accounts, Phase I work has gone extremely well. The sales
tax was implemented on schedule and the Minister of Finance is
extremely praiseworthy of the technical assistance that he
received. Because of the crash program on the sales tax, some work
on the income tax slipped and will need to be picked up in a second
phase. Nevertheless, a major contractual commitment, to propose
revisions in the income tax law, was accomplished. The Government
was reviewing draft legislation at the time that this evaluation
was conducted, with an eye toward possibly introducing and
implementing a new global income tax by calendar year 1993.
Meanwhile, the contractor is laying some of the administrative and
technical foundations for implementing a global income tax, if one
is legislated.

The key product of Phase I was a document prepared by the
Contractor entitled, "A Comprehensive Tax Reform Program for
Egypt." This report covers all elements of the present Egyptian
tax system and recommends tax reforms that would improve equity in
the tax system whila also reducing adverse tax incentives on
private sector production and consumer choices. It also details
administrative reforms and training and computerization needs that
would be required to implement and administer the system.

That report is an excellent piece of work. The contractor has
drawn upon the services of some of the world' s most renowned
specialists in each of the areas of taxation and public finance and
has compiled their individual recommendations into a draft tax
reform proposal that is complete, cohesive, internally consistent
and reflective of the best current thinking on the economics and
administration of tax systems.

A great deal remains to be done in Phase II to "fine tune" the
sales tax and to complete the administrative reforms and training
programs that will be needed to enable the GOE to sustain the
system on its own. Similarly, work on the income tax is still at
a relatively early stage. Huchneeds to be done to implement a
global income tax once the GOE passes the requisite legislation.

Work on local finance was more disappointing. The contractor met
contractual obligations to produce three reports analyzing central­
local fiscal relations and documenting the local fiscal system in
Egypt, and was not the cause for the rather meager results achieved
in this area. The reasons for that seem to lie in the facts that
(a) the Mission's expectations did not coincide with those of the
GOE on the merits of decentralizing the revenue system and (b) the
Minister of Finance was not included on the special Committee that
had been appointed by the GOE as a counterpart for this activity
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under LD II and continued as the counterpart under the Peat Marwick
bUy- in. A good deal of productive work can be done in loca 1
finance, but for the near term this would lie in ~he area of purely
fiscal, rather than political-economic reformst Before continuing
in local finance, the Mission should identify what its objectives
are in this area.

customs evaluation lies outside the scope of this report. However,
since customs represent more than half of the collections under the
sales tax, turther technical assistance in the former should be
much more closely coordinated with the sales tax TA than was the
case under Phase I.

2. outline of Recommendations

(1) The Mission should proceed to Phase II with the Sales Tax,
Income Tax, and Policy Analysis components of the project and
reinforce its efforts to ensure that a policy analysis unit is
established in the Ministry of Finance.

This should be the highest priority for Phase II. Indeed, if it
can be assumed that the Contractor will continue to deliver the
same quality of services in the second phase as the first, it would
seem almost unconscionable to abandon this effort in midstream. To
leave the GOE with a partially-implemented sales tax and only draft
legislation for an income tax, or perhaps the momentum to adopt a
global income tax without the capacity to implement it effectively,
might in some way be worse than not having embarked on reform at
all -- the old system, whatever its faults, had the merit that the
GOE knew how to operate it.

(2) If the Mission decides to proceed with further technical
assistance in the customs component under Phase II of the
project, it should seek to establish a delivery mechanism that
will ensure free communication and coordination between those
working on customs reform and those working on other areas of
the revenue system.

This would be a (close) second priority, since it would'not leave
a half-completed system behind, if abandoned. As noted later on,
however, this is not to downplay the importance of additional work
in customs administration and taxation. Since customs collections
account for nearly half of the revenues under the present sales
tax, it will be very important for the two systems to be
harmonized.

(3) Resource levels permitting, the Mission should proceed with
work in local public finance in Phase II, but adjust its
expectations regarding what it intends to achieve, aiming at
more narrowly fiscal, rather than political-economic,
objectives.

32

-
~



This should be the third highest priority·for Phase II. There is
much important work to be done in "loca11' pUbli c finance, and as
pointed out below, the effort is likely to "payoff" in additional
revenues generated even with only administr3tive reforms.
Moreover, given the massive amounts of private sector
infrastructure and capital that may materialize if the structural
adjustment program is successful, the present archaic property tax
system will be ill-suited to the new economic environment that
emerges. However, if some element must be abandoned in Phase. II,
this would appear to be the most likely candidate.

II. summary of "Phase X Evaluation Report: Customs Component"

the purpose of the Component was to assist the Egyptian Customs
Authority to improve the efficiency, equity and administration of
the customs system.

Issue 1 - Performance of PASA Team. During Phase I, tha PASA team
was required to assist the Customs Department with the MOF with
four main tasks: data collection and analysis, policy reform
agenda, training, and preparation of a commodity procurement plan
for the Project. The policy agenda program recommendations,
consisting of items relating to the harmonized system of tarif!
nomenclature, the GATT valuation system, the Kyoto Convention, the
Nairobi convention, the Containers convention, and the Transit
Convention, meet the requirem~nts for modernization of the Customs
Department and would, in turn lead to a revision of Customs Law.
The policies recommended by the PASA team to the Customs Department
have been consistently sound and far-sighted, all in tune with
contemporary developments. However, there are areas where more
consultation with the other Component of the PFAP might usefully
have taken place.

Issue 2 - USAID and MOF Management of the Component. The PASA's
lOW-key approach supported by lengthy written recommendations may
not have been the best approach for the customs Department who were
looking for a more active approach with some tangible indications
of progress. A gap developed between the Customs Department and
the PASA team which became a matter ~f increasing concerns as the
head of the Customs Department lost confidence in the PASA
approach. In fact, however, the PASA hiAS made a large contribution
to the I:!ffort in terms of analyzing the issues, but lack of
response from the Customs Department and the PASA's unfamiliarity
with the procurement rules have tended to neutralize it.

Issue 3 - Progress in Improving Customs Laws and Policies. If the
Component proceeds in accordance with the standard reforms
recommended by the PASA team, extensive changes will be required in
Article 22 (value for duty), Article 50 (examination of goods),
Article 102 (draWback), and Article 114 (fixed-fee penalties and
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rev1s10n and consolidation of the remainder will be necessary in
due course. Data relating to customs duty should be available for
fiscal planning at an early stuge for the timely review of rates of
duty, import prohibitions and restriction~ and licensing
requirements. Drawback should be further exam1ned from a broad
economic and policy perspective, and compared with temporary
importation. The Harmonized System is recommended for adoption.

Issue 4 - Standardized Administrative Policies and Operating
Procedures. The Customs Department has a structure that deals with
the daily tasks of a customs service but it is largely founded on
the assessment of tariff rate and value by customs officers. If
the Customs Department is modernized, importers will be responsible
for making a complete declaration of their goods, including tariff
category, rate of duty and transaction value. The scale of
examination of goods will be reduced and a different structure will
be necessary.

Issue 5 Training. The PASA team has produced a sound
Comprehensive Training Plan which was designed in conSUltation with
the Project Officer. It provides a sensible plan for dealing with
the extensive changes expected in Phase II and later, progressing
from changes in the law to the design of staff instructions and
training courses that will meet the situation as it develops.

Issue 6 - PASA Efforts in ADP and HIS. A longer term strate.gy is
needed to give the Customs Department a ~econd opinion with respect
to the advice presented by the current contractor.

Issue 7 - Conclusions.

(1) continuation of the project would be of benefit to Egypt
because a modernized customs service based on a modernized law
would bring benefits by way of efficiency and the ability to
operate on a risk-based system of customs control.

(2) Whether it should continue as originally planned is doubtful
as the Customs Department has lost confidence in the PASA COP.
If the project is to proceed the MOF and the Customs
Department must commit themselves unequivocally to giving it
their full support, and appoint a liaison officer of senior
rank to work with the implementation team appointed by USAID.

(3) If further tenders were to be invited from private contractors
the successful contractor would have the benefit of the PASA
team's papers (presumably) but would almost certainly have to
carry out his own evaluation of the requirements. This would
lead to more reports and the chairman of the Customs
Department has had enough of those.

To staff such changes would require a project manager of
considerable stature to drive the project at a healthy speed,
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and probably a customs expert of wide experience on a
permanent basis. In addition, experts would be needed for the
implementation phases of the innovations and assist with the
design of relevant training courses. '

(4) Consideration should be given to the provision of a laboratory
for use in connection with HS liability determinations.

(5) Consideration should be given to enhancing the customs
Department Headquarters cOMmunications facilities with fax,
telex, and desk-top pUblishing facilities.

(6)

(7)

(8)

(9)

Consideration should be given to the provision of library
facilities for both the training center and ADP section.

The use of a microfiche system at the Alexandria Filing
Project should be reconsidered.

The use of seals for securing overland cargo to avoid using
customs officers to oversee the transit movement should be
followed up.

Commercial interest should be kept abreast of changes that
affect trade.
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ANNEX C. ADMINISTRATIVE ANALYSIS

~ ORGANIZATION OF THE IMPLEMENTING AGENCY

The various tax departments (income, customs, sales, and real
estate) constitute separate entities within tt~ Ministry of
Finance. Each reports to the Minister through its commissioner or
undersecretary. The taxation side of the Ministry is large,
employing over 50,000 individuals. Responsibility to assess and
collect the principal taxes is generally decentralized in branch
offices or at ports of entry. Chart I shows the overall
organizational structure of the Ministry.

Prior to the Project, the present tax departments had grown
physically and geographically without commensurate changes in
management structures, communication systems, and management
infor~ation systems. Key technical and management issues related
to weaknesses in the flow of information, standardization of
procedures, internal monitoring and controls, and delegation of
authority. The Project is assisting in correcting these weaknesses
through policy changes, administrative reform, and computerization.

A. Sales Tax Department

The Sales Tax Department administers the newly instituted Sales Tax
at the point of production (presently accounting for approximately
50 percent of the total sales tax collected). The Sales Tax
Department will of course continue to administer this tax when it
is expanded to the wholesale and retail levels. The Sales Tax
Department is also responsible for the administration of the
remaining consumption taxes. The Department organization is
divided into five major operational sectors under the
Commissioner's office, each headed by an Undersecretary. Within
the Office of the Commissioner itself, there are seven staff
support operations. Chart II lays out the organization of the
Sales Tax Department. Most of the actual tax collection and
compliance operations are carried out through the approximately
forty six district offices spread across nine regions. The
Department has approximately 4,000 employees, of whom about 2,300
are tax agents (maamours) and the remainder are support staff.

When the Project started, this department was the consumption Tax
Department. During implementation, when it became clear that the
recommendations regarding the adoption of a General Sales Tax were
to be implemented, the Consumption Tax Department was renamed to be
the Sales Tax Department. Last year, the Project TA Team prepared
a reorganization plan that was discussed with the Department
officials. After being approved, the Department sent the plan to
the Central Agency for organization and Management for their
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CHART I
Ministry of Finance

Technical I Ii Governnent Services
Office Organizat ion

Financial Research, Stats, I MINISTER ITechnical Office, Supre.e
, AdsinJ Development OF Council for CustOftS Tariff

FINANCE

Security Coinage
Albini strat ion

I I I I I I I I I I
Sales Cust~ lallation Real Accts.&Reg. General Financial General funding Economic

Tax Acilln, Dept. Estate Financial Services Accotnts Budget Sector Unit
Dept. Dept. Achin. Sector Sector Budgets

37

"-"I
I

III I I ' 1 , 1 ' I I III II I" .I~ • I I I Il II I-I I I'I I' II IIIII 1 '111 'I i!'11



CHART II
Sales Tax Department
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Until now, the Department is still awaiting theirconcurrence.
response.

Under the Project, computerization of the Department's activities
has begun. The major element.s of ,the co~puteri:i!:~d sales. tax
processing system are now operat~onal ~n the e~ght reg~onal off~ces

and the h~ad office of the Sales Tax Department. Prior to this
effort, the Department had literally no computer capacity. The new
system has quickly demonstrated its contribution to impr9ved
taxpayer compliance and improved Department efficiency.

Tax Department

The Tax Department administers all of the schedul~r income taxes,
the general income tax, stamp duties and related levies, the
inheritance tax, and other miscellaneous duties. The Department
organi:i!:ation includes ten major operational sectors under the
Commissioner's office, each headed by an Undersecretary. Within
the Office of the Commissioner itself, there are six staff support
operations, as well as twelve or 50 consultants. Host of the
actual tax assessment, collection, and compliance operations, with
some notable exceptions, are carried out through the approximately
one hundred and seventy district offices spread across twenty seven
regions. Until recently, regional and district offic~ r!~erations

were under control of the Compliance Sector. By decrt:e issued
earlier this year, direct control of all field operations was
transferred to the Commissioner's Officer. Chart III lays out the
organi:i!:ation of the Income Tax Department. The Department has
approximately 22,000 employees, of whom about 12,000 are tax agents
(maamours) and the remainder are support staff.

The current Tax Department organization is greatly in;luenced by
the structure of the existing tax system, the existence of a highly
non-compliant taxpayer population, and a labor-intensive mode of
operations. As the structure of the tax law changes in a
fundamental way, associated changes, also of a fundamental nature,
should be made in the Department's organizational structure. The
following would result in shifts in workload and a freeing up of
resources for more productive roles: elimination of stamp duties
and related levies; proposed large increase in family burden
exception amount would reduce the taxpayer rolls; an expansion of
withholding at source and increased voluntary compliance will
reduce the number of audits requi1:ed; and computerizat.ion will
consolidate processing and accounting functions. In addition the
greater use of presumptive taxation methods will require
specialized personnel. Also, in support of taxpayer efforts to
comply voluntarily with the new tax system, a higher priority would
be given to taxpayer education.

Although computerization of income taxes is critical to the long­
term success of income tax reform in Egypt, it is moving ahead
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slowly. The fact that the Tax Department already has an ADP Office
has ironically slowed the progress relative to the Sales Tax
Department. However, operating computer systems have been
installed in approximately thirty t"istrict offices and initial
releases of the major elements of the income tax processing system
have been completed.

~ Research and Analysis onits

In a country the size of Egypt, and where the bureaucratic
bClundaries between the major tax departments are not easily
crossed, a strong argument can be made for having separate units in
each of the departments, with a smaller unit in the Minister'~

office that has access to the results of these separate
departments. Historically, the structures of both the Income Tax
Department and the Sales Tax Department have included an office
that carried out research. However, these units appeared to be
geared to the legal issues that arise in the enactment and
implementation of taxation. The Project is undertaking the
expansion of the Departments' ability in the area of research to
include the analysis of the economics of taxation through the
establishment of an Economic. and Tax Analysis unit in each
Department. Each Economic and Tax Analysis unit would report to
the Minister and/or the respective Commissioner directly. The
units' responsibilities would include reporting on how well the tax
system is working; estimating future tax collections using analytic
models; analyzing the impacts of alternative tax polices;
monitoring collections as part of an early warning system; and
identifying future issues.

In addition, the project's technical assistance is recommending the
creation of a similar, though smaller, unit designed to respond
directly to the Minister. This Financial Analysis Unit would
provide him with a broad overview of tax policy issues and the
economy in general. It would analyze a wider range of issues that
are of importance to him, by drawing on existing resources
throughout the Ministry, particUlarly those of the Tax Department
and the Sales Tax Department.

~ customs Administration

The Customs Department is responsible for carrying out valuation
and administering all tariffs, as well as administering the sales
tax at point of import (currently amounting to approximately 50
percent of the sales tax collected). The Department organization
is divided into nine major operational sectors under the
Commissioner's office, five of which function as part of a central
directorate and f~ur of which are operational geographic zones.
Each is headed by an Undersecretary. Within the Office of the
Commissioner itself, there are nine staff support operations.
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Chart IV lays out the organization of the Customs Department. The
Department has approximately 17,000 employees.

On the operational side, computerization is relatively advanced
under the existing customs administration. However, greater
coordination needs to be in place with regards to statistics
compilation and analytical capabilities.

L. Coor4ination an4 computerization

Each of the three major revenue departments of the MOF (Tax, Sales
Tax, and customs) maintains an independent data processing
operation. Although the departments serve a taxpayer universe that
has a significant degree of commonality, each department uses its
own taxpayer identification system, and maintains its own separate
data base of taxpayer information. There is virtually no ADP
coordination between the technical or managerial' staffs of the
three departments. In addition, there is currently no link between
the operations of the Tax Department and the Sales Tax Department,
despite the overlap of taxpayer populations and the closely related
work of the two departments.

~ PROJECT ADMINISTRATION

Overall policy direction and policy dialogue is the responsibility
of a Project Policy Committee composed of the Minister and
commissioners of the Income Tax Department, the customs Department,
and the Sales Tax Department. The original Project plan calls for
the Commissioners and the Minister to name operational counterparts
as Project Liaison Officers in each functional area, in order to
form a Project steering committee. The Steering Committee was to
meet regularly and make decisions regarding administrative and
financial matters, and to monitor project performance. During
implementation of Phase I, the steering Committee did not function
as planned and did not take on the necessary coordinating role.
This role was taken on by the Project Officer and the contractor in
the case of the Income and Sales Tax components, and by the
Minister himself with respect to the overall Project. Where the
Customs component was concerned, this limited level and timeliness
of interaction was exacerbated by the PASA Team's limited area of
expertise.

At the component level, it was found that the caliber and
dedication of the individual serving as Project Liaison Officer was
critical to ensuring the success of the various components. The
Project Liaison Officer named for the Sales Tax Department was
instrumental in ensuring exceptional coordination among the various
players in order to facilitate implementation of the recommended
programs. The Project Liaison Officer for Sales Tax has been in
place and active since June 1990. A new Project Liaison Officer
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for Income Tax has been recently named. Based on experience with
the Sales Tax Department, the role of this counterpart is extremely
important in terms of the being the interm~diary between the
contractors on the one hand and the staff of the department on the
other. The Project Officer is confident that this new appointment
will make a substantial contribution to the implementation of the
recommended Income Tax reform.

In the case of the Customs Component, an appropriate Project
Liaison Officer has not been forthcoming. This has hindered the
implementation of that component. Progress under the component was
also limited by the PASA Team's lack of experience in reforming
customs laws and policies, as well as other technical areas. The
PASA Team was not able to show expertise or provide assistance in
needed areas, such as assisting the customs Department in the Sales
Tax implementation. In addition, misunderstandings concerning the
PASA scope of work, the PASA Team's difficulty in getting
information from the Department, and the lack of a focal point
within the Department that was willing to "champion" the
recommended changes can also be viewed as contributing to the lack
of progress under this component. Therefore, although the
Commissioner of the Customs Department has accepted those
recommendations provided by thePASA team which coincide with his
own views, nothing has materialized in terms of implementation.
The mid-term "evaluation has confirmed the merit of these
recommendations within the context of customs administration;
however, there is the appearance that the value of the
recommendations is not recognized by the implementing agency. The
Project is viewed as a source of additional commodities, with
little thought being given to how they will be utilized within the
context of a broader policy and administration reform for the
Customs Department.
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ANNEX D. ECONOMIC ANALYSIS

In 1991, the GOE embarked upon a comprehensive economic reform
program. This program focuses on macroeconomic stabilization and
medium term structural adjustment--both of which are necessary if
Egypt is to achieve higher sustained growth in per capita income.
The Public Finance Administration Project is designed to support
both aspects of the reform program. The vital contribution which
the Project makes to the overall reform program--as elaborated upon
below--constitutes the principle economic justification for the
Project.

The GaE's reform program consists of stabilization and adjustment
measures. With respect to macroeconomic stabilization, the
critical need was to reduce the relative size of the bUdget
deficit, which was as high as 20 percent of GOP in 1990. The
Project provides direct assistance to the GOE for addressing this
issue. During Phase I, Project funded-technical assistance
supported the introduction of a limited general sales tax. This
tax accounted for approximately LE 3.0 billion in additional
revenues during FY 92. During Phase II, Project-funded technical
assistance will support not only the broadening of the general
sales tax, but also the introduction of a global income tax. Full
implementation of the complete set of tax reforms described above
will yield estimated additional annual revenues of about LE 5.5
billion -- thus making an important contribution to economic
stabilization through reduction of the bUdget deficit.

The Project also supports the GOE's efforts to introduce structural
adjustments aimed at improving the economy's efficiency and
competitiveness. specifically , the general sales tax and the
global income tax have been designed--primarily with the help of
project-funded t~chnical assistance--so as to reduce the extent of
tax-induced dir3tot'tions in the economy and permit resources to be
used where they are most productive. Moreover, the Project has
supported efforts to make the tax system easier to administer-­
thereby conserving on scarce administrative resources.

There is a growing body of evi.dence supporting the view that tax
system reform can lead to significantly improved economic
performance. For example, in the two years following
comprehensive income tax reform in Jamaica investment in fixed
capital jumped 36 percent and 27 percent respectively, thereby
reversing the stagnation of the previous 10 years. The results of
the comprehensive tax reform implemented in Indonesia in the early
1980s (which was similar in many ways to the reform program
recommended in Egypt by the project-financed consultants) also
support the view that such reform can contribute to significantly
improved economic performance. Indonesia was virtually alone among
large oil-exporting countries in being able to sustain at least
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modest real GOP growth during the mid 1980s despite sustained lower
oil prices. This was due inter alia to revenue results of tax.
reform (the ratio of non-oil taxes to GOP increased by 50 percent)
as well as to reduced tax administration costs, improved taxpayer
compliance, and the lower efficiency costs associated with simpler
tax laws and more uniform tax rates.

All in all, the project plays a key role in supporting GOE fiscal
sector reform. Such reform, in turn, is central to the GOE's
economic restructuring program and thus to efforts to attain a
higher rate of sustained economic growth. In this context, and
keeping in mind the superior performance of the Project to date,
the economic justification of the Project is clear and compelling .
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ANNEX E, FINANCIAL ANALYSI.s

~

AID's inputs to the project consist of technical assistance,
training, commodities, audit, and evaluation. Following are cost
estimates for. each of the above inputs.

1. Technical Assistanc.

In order to estimate funding requirements for the technical
assist~nce level of effort called for in Phase II of the Project,
an an.1lysis of expenditures under the current contract was
und~rtaken. For budgeting purposes, standard costs were developed
for a person-month of resident us long terms TA labor, a person~

month of US short-term TA labor, and a person-month of Egyptian
professional staff or short term TA, under a long-term contractor.
On the basis of the existing contract, these standard costs were
then "loaded" with a multiplier of 1.9 in order to fully identify
the cost of a person-month of TA. The loaded standard costs
therefore also include a proportional amount of other direct costs
(e.g., communications, expendable supplies, secretarial/translator
services, local travel, etc.) and indirect costs (e.g., oveLhead,
G&A) that support the provision of the technical assistance. An
inflation rate of 5.0t was used over the three year contract
per iod. These standard costs are presented in Standard Cost
Worksheets 1, 2, and 3 below.
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STANDARD COST: LT US TA WORKSHEET I

Lon,-1eml contl'llct with U.S. citizen for penonal Service, worlcing under. lona-lenn Contnclor.

COnll'llct period: I year

Year I Year :z Year 3 TOTAL ~

-

FX COSTS
Avcraac Annual Salary per Consullllll· 572.305 575,920 579.716 1227.942
Poll Diffcrellli.1 (l5~) 510.846 511J88 511.957 534.191

Frillle • 526.552 527.880 529.274 583.705

... 5109.703 SIIS.188 5120.948 5345.839

International TravelfPer DiemfExceu Bauaae •• 56.330 SO 56.979 513.309
Phy.ical/Inoculatiolll •• 51.200 SO SO 51.2JO

/I
R&R CRn·· 55.400 55.670 SO 511.070
POV ShipmeDl 56.500 SO 57.166 513.666
HHE SlOraaC (8.000 Ib a 50.48) 53.840 54.032 54.234 512.106
Air '" Surface HHE Shipment (600 Ib @ 53.65 517.526 SO 519.322 536.848

+ 7200 Ib @ 52.13)
S4O.796 59.702 537.701 $88.199

SUBTOTAL FX COSTS 51S0.4~ 5124.890 $158.649 5434.038

LCCOSTS
Re.idential Rent and Utilitie. SI5.460 516.233 $17.045 $48.738
Temporary Lodaing Allowance •• 54.500 SO $0 $4.500
Education Allowance •• 511.710 59.146 59.603 $30.458

SO
SUBTOTAL LC COSTS 531.670 525.379 $26.647 583..696

TOTAL COSTS PER YEAR 5182.169 5150.269 $185.296 $517.734
TOTAL w/MULTIPLIER (1.9) ••• $340.470 5280.849 $346.314 5967.632

--

TOTAL COSTS PER MONTH w/MULT[PLIER $18,372 $23.404 S2B.859
AVERAGE MONTHLY COST 526.879

• Assume. II month. employment; Frillle include. holiday/vlcation pay. SUI. FUI, health carc bcncfill .
•• Auume. an avenae of three dependenll: SPOUile and one child.
···Multiplier includes Other Direct Cosu. Overflead. and G&A

•

.-
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STANDARD COST: ST US T A

Shon-lenn conll'ZCl with U.S. cilizen (or Penonal Services wortin, undcr a lon'-lerm conlnClor.

Conuaci period: 1.5 month,

WORKSHEET:!

Year I Year 2 YearJ

FX COSTS
",vcnlc Salary/ConsulLlnl Cor Conlncl Pcriod SI2.256 512.869 S1J.SI2
Frinac (16\\ avcnle) SI.961 52.059 52.162
InIcmaliollIl Travcl (I Rn S3'sSO S3.nS $l.914

FX SUBTOTAL S17.767 SlUSS SI9.S88

LCCOSTS
Per Diem (21 claya ilKounlry) S2.877 53.021 $l.1n

;i? I.e ;SUBTOTAL 52.877 13.021 SJ.ln

--
TOTAL COSTS PER CONTRACT PERIOD $10.644 521,6715 522.760
TOTAL w/MULTIPLIER (1.9) • S38.S83 540.SI2 542.538

~-

TOTAL COSTS PER MONTH w/MULTlPUER 525.n2 527.008 $18.358
-
-

AVERAGE MONTHLY COSTS 527.029

• Multiplicr includca Other Direci COil., Ovcrhead. and G&A

STANDARD COST: LT ~ ST EGYmAN TA

LoDJ or shortlenn conlncl with qyplian cilizen (or Penonal Services worltiDJ under a 10DJ-term cOnlnclor.
Conlracl period: I month

WORKSHEET 3

LCCOSTS
Aven,e Mondt')' Salary per CoruulLlnllSllff
FriDJc (12 \\)

SUBTOTAL
TOTAL w/MULTIPLIER (1.9) •
AVERAOEMONTHLVC~

• Multiplier includes OIher Dim:l Cosu. Overhead. and G&A

Year I

$764
5S9

5S53
SI.595

Vear2

SB03
SI93

S995
SI.86O

Year 3

5843
S202

:$1.045
SI.953

51.803

The original Project Paper's financial projections were based on
levels of effort and cost estimates that actual implementation has
found to be unrealistic. Worksheet 4 Lelow compares the level of
effort identified in the original project Paper with a revised
level of effort that reflects the labor intensive nature of the
required technical assistance, particularly the significantly
greater usage of short term TA. Worksheet 5 then compares the
average cost of a person month of TA developed in the three
previous worksheets, with the average cost assumed in the original
Project Paper. These differences reflect the recognition of the

49



-..
high caliber expertise required, both in terms of specialties and
depth of experience.

--

LEVEL OF TECHNICAL ASSISTANCE REQUIREMENTS (PM) WORKSHEET 4
--Revi"d EslimalCl- =-

-Dri,inal PP EstimaleJ- Actuall Estirn.ales
Phi. I PIli. 0 TOTAL Phuel PIli. 0 TOTAL Difference

NATIONAL TAX COMPONENT
US Lona Term TA 148.0 201.0 349.0 153.0 324.0 477.0 31~

US Shon Term TA 42.0 51.0 93.0 168.0 106.0 274.0 195~

E,ypliln Lona Term TA 15.0 20.0 3S.0 61.S 408.0 469.5 1241~ --
Efyplian Short Term TA 101.0 135.0 V6.0 37.S 36.0 73.5 -69~

US Trainina Auiltllll:e 27.5 28.S 56.0 5.0 48.0 53.0 ·5~

•
Compoocnc ToIAl 333.5 435.S 769.0 425.0 922.0 1,347.0 75~

CUSTOMS COMPONENT
US LonaTerm TA 54.0 78.0 132.0 56.0 0.0 56.0 .5S~

US Short Term TA 9.0 18.0 27.0 9.0 0.0 9.0 -67~

E,yptian Lon, Term TA 0.0 0.0 0.0 106.0 0.0 106.0 N/A
EJyptilD SIlon Term TA 19.0 51.0 70.0 29.0 0.0 29.0 -59$
US Trainin, Assistance 6.0 12.0 18.0 0.8 0.0 0.8 ·96$

Component Toeal 88.0 159.0 247.0 200.8 0.0 200.8 ·19~

TECHNICAL ASSISTANCE COST ESTIMATES PER PERSON MONTH OF TA (S 000) WORKSHEETS

Ori,inal -Revi.d ElItimalet- --
pp Pba. I fha.O Avenl,e

EstilRllel Aclll&l Eatirn.a!el Difference

NATiONAL TAX COMPONENT
US Lona Term TA 518.9 S22.S S26.9 31~

US Shon Term TA SIO.O 511.3 S27.0 122S
Em1ian lolli Tenn TA 52.0 SO.9 $1.8 ·32$
E,ypliln Short Tcnn TA 52.0 SO.8 Sl.II ·3S_
US Trainilll Assillancc 510.0 S15.6 ~26.9 113_

CUSTOMS COMPONENT
US Lo"l Tenn TA S16.7 S15.6 H/A ·7_
US Short Tenn TA . SIO.O S14.7 N/A 47_

':' qyptiln lolli Tcrm TA SO.O SI.O N/A NIl.
E.yplian Shon Term TA SI.3 SO.4 NIl. -69_
US Trainilll AuiJlaDl:, SIO.O SI5.0 N/A 50_

.'
Worksheet 6 uses the revised estimates for cost of technical 0

assistance and level of effort to compute the Phase II costs of
technical assistance.
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PROIECI'ED EXPENDITURES FOR PHASE 0 TA ($000) WORKSHEET 6

~-

NATIONAL TAX COMPONENT Year I Year 2 Year 3 TOTAL

US Lon, Tenn TA 53.064 52.528 53.117 58.709

US Sho" Tenn TA 51.106 51.026 5709 52.a.1
Em1ian lolli Tenn TA 52JO 5246 5258 57JJ
Emtian Sho" Tcnn TA 519 522 52J S65
US Trainilll ""uilllac:. 5443 S389 S460 51.192
Commodiliea SI.833 52,311 SO 54.214

-
Comporo.;nI TClCaI 56.696 $6.591 54,567 SI1,I54

•

2. Commodities

The majority of the commodity procurement primarily consists of
computer hardware and software for installation in the Sales Tax
Department and the Tax Department, training aids and equipment, and
a limited number of vehicles. Worksheet 7 illustrates the original
commodity needs as identified in the original Project Paper, and
compares these with the recommended level of commodities developed
over the course of implementation. The Worksheet also compares the
cost estimates that were valid at the time of original Project
design to those that are applicable now, inclUding transportation
and contingency.
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COMMODrrY REQUIREMEtn'S REVISIONS

• "

WORKSHEET 7

•

._------_.__._-_.._..- _.-..............•_._._-_._-_.._--_.__..•...•....................._ _-_ _-
ORIGINAL PP ESTIMATES (both Phase I &. II)
COMPlJTERS: Ori,inaI
-Silllic UKr SJ.em, IMG RAM.

20MG Hanlniak. IOOKB DisU>rive
Hard Diak; 100 KB DiaU)rivc

-Sillllc UKr SJllem, IMO RAM.
2 100KB Dial: Drivel

-Dol Malrix PriJur. 120 chancier capabili.y
- uaer Prial.cr. hip naolution

Ori,inal TDIal CoqMIUn
Oriainal TDIal COCIIpIIIn U.rUoila

Tn

200

392

178
140

592
592

Salu

o
o

Cusloms

2

12

8

14
14

Team

3

2

..
4

Cosl/Unit TUl.II

S3.0 S609

$4.0 $1.6211

$O.S $94
$LO 5140

S2,47 I

VEHICLES: OriJinal SIS.O S60

======
._-_ _.._.-----_..-_._---TOTAL COMMODITIES: Ori,inaI

REVISED PP AMENDMEfrr ESTIMATES (by fbaac) -·······_·_··--PHASE 1--······_·······
Tn Salca Customs Tum Cests

52,531

·_···-···-_·--···PHASE 11-·---··-····_··-·········
Tax Sllel CUlloma Team Cost/Unit TOIII

COMPUTERS: Reviled
-Sillllc UKr 216 Syllem. pcripbcnJl &. SW.
-Si"llc Uacr 316 SJllem. pcripbcnll " SW
-Mllili Uacr 101316 A eomponc'" A SW

4 TermiDlbllyllcm; ..bilizer;
-5illllc UKr 416 5J"1I1 4 pcripbenb
-Multi Uacr 101416 A eoqKlOC'" A SW

6 Tcmtialafl)'llem; llabiJiur;
Rcvixd TDIal CoqtUlCt5y*_
Reviacd TDIal CoqIUlIr UKr Uaila

VEHICLES: Rcvixd
-5 pueellIU uliIily Yelaiclei 4
wheel drivei .. eJIiada; JuoIiDe
C1IIiDoi IpUe pIr1I

I
9
I

o

II
14

o

I
9

19
SI

o

3
I
o

o

4..
2

II
2
2

IS
21

3

$4.0 $0
4 S6.0 $14

44 0 . $1l.8 $607
SO

$6.3 $0
ISO . 0 . S15.6 $1,8 IS

- -
ISO 44 0 4 $3,446

1080 176 0 4

2 0 0 I $22.S $68

"
0~

\..

TRAINING CONMODmES
-lidt ud equiplDUl••.••• OYtrMad projeclOa. ICreens.bee"". elotcd eireuil TV. VCRI, lrIinilll COlJ1'UtCn, etc.

TOTAL COMMODrrlES: Reviacd (by I'haac)

TOTAL COMMODITIES: Revised EalimalCl fur bucft fIIlac I &. II

SIn

$300 S400 $700

$4,214

==c====
$5,0116
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NIJIBJ ,. BHnROHllBV'l'AL COIICBRlfS

The original project Paper identified the project as qualifying for
a categorical exclusion under AID Environmental Procedures set
forth in 22 CFR 216.2 (c) (2) (i). The regulations state that these
procedures apply to all new projects, programs or activities
authorized or approved by AID and to substantive amendments or
extensions of ongoing projects, programs, or activities. As the
purpose of this current action is to increase funding to carry out
the activities included in the original Project design, this
amendment does not constitute a substantive change from an
environmental impact perspective. As SUCh, no additional
procedures need to ~e~applied.
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