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Third Amendment, dated JUN b 193 to the Grant 

Agreement, dated March 24, 1988, between the Arab Republic of 

Egypt ("Grantee") and the United States of America, acting 

through the Agency for International Deveopm n ( 1Di". Tf 

Public Finance Administration. 

SECTION 1. The Grant Agreement, asamended* an.July 12,
 

1990, and February 12, 1992, is hereby forther amonddd'.o
 

follows:
 

A. Section 3.1 is amended by deleting "Sixteen Million Two
 

Hundred Thousand United States ("U.S.") Dollars ($16,200,000)"
 

and by substituting "Twenty-Two Million Two Hundred Thousand
 

United States ("U.S.") Dollars ($22,200,000)" therefor.
 

B. Annex I is deleted in its entirety and Annex I attached
 

hereto is substituted in its place.
 

C. Section B.5 of the Project Grant Standard Provisions
 

(Annex II) is deleted in its entirety and replaced by the
 

following:
 

SECTION B.5. Reports, Accounting Records, Audits,
 
Inspections.
 

(a) The Grantee shall furnish A.I.D. such information and
 
reports relating to the Project and to this Agreement as A.I.D.
 
may reasonably request.
 

(b) The Grantee shall maintain accounting books, records,
 
documents, and other evidence relating to the Project and to this
 
Agreement, adequate to show, without limitation, all costs
 
incurred under the Grant, the receipt and use of goods and
 
services acquired under the Grant, the costs of the Project
 
supplied from other sources, the nature and extent of
 
solicitations of prospective suppliers of goods and services
 
acquired, the basis of award of contracts and orders, and the
 
overall progress of the Project toward completion ("Project books­
and records"). At the Grantee's option, with approval by A.I.D.,
 
Project books and records shall be maintained in accordance with
 
one of the following methods: (1) generally accepted accounting

principles prevailing in the United States, (2) generally
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accepted accounting principles prevailing in the country of the
 
Grantee, (3) accounting principles prescribed by the
 
International Accounting Standards Committee (an affiliate of the
 
International Federation of Accountants), or (4) such other
 
accounting principles as the Parties may agree to in writing.
 
Project books and records shall be maintained for at least three
 
years after the date of last disbursement by A.I.D.
 

(c) If $25,000 or more is disbursed directly to the Grantee
 
in any one calendar year under the Grant, the Grantee, except as
 
the Parties may otherwise agree in writing, shall have financial
 
audits made of the funds disbursed to the Grantee under the Grant
 
in accordance with the following terms:
 

(1) The Grantee shall select "an independent auditor in
 
accordance with the "Guidelines for Financial Audits Contracted
 
by Foreign Recipients" issued by the A.I.D. Inspector General
 
("Guidelines"), and the audits shall be performed in accordance
 
with the "Guidelines."
 

(2) An audit of the funds provided under the Grant
 
shall be conducted for each fiscal year of the Grantee. The
 
au',it shall determine whether the receipt and expenditure of the
 
funds provided under the Grant are presented in accordance with
 
gen(rally accepted accounting principles agreed to in paragraph
 
(b) above and whether the Grantee has complied with the terms of
 
the Agreement. Each audit shall be completed no later than one
 
year after the close of the Grantee's fiscal year.
 

(d) The Grantee shall submit an audit report to A.I.D.
 
within 30 days after completion of each audit arranged for by the
 
Grantee in accordance with this section. The A.I.D. Inspector
 
General will review each report to determine whether it complies
 
with the audit requirements of this Agreement. Subject to A.I.D.
 
approval, costs of audits performed in accordance with the terms
 
of this section may be charged to the Grant. In cases of
 
continued inability or unwillingness to have an audit performed
 
in accordance with the terms of this section, A.I.D. will
 
consider appropriate sanctions, which include suspension of all
 
or a portion of disbursements until the audit is satisfactorily
 
completed or A.I.D. performs its own audit.
 

(e) The Grantee shall submit to A.I.D., in form and
 
substance satisfactory to A.I.D., a plan by which the Grantee
 
will ensure that funds made available to subrecipients that
 
receive $25,000 or more in any one calendar year under the Grant
 
are audited in accordance with this Agreement. The plan should
 
describe the methodology to be used by the Grantee to satisfy its
 
audit responsibilities with respect to any subrecipient to which
 
this section applies. Such audit responsibilities with respect
 
to subrecipients may be satisfied by relying on independent
 
audits of the subrecipients or on appropriate procedures
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performed by the internal audit or program staff of the Grantee,
 
by expanding the scope of the independent financial audit of the
 
Grantee to encompass testing of subrecipients' accounts,. or by a
 
combination of these procedures. The plan should identify the
 
funds made available to subrecipients that will be covered by
 
audits conducted in accordance with other audit provisions that
 
woul4 satisfy the Grantee's audit responsibilities (a nonprofit
 
organization organized in the United States is required to
 
arrange for its own audits; a for profit contractor organized in
 
the United States that has a direct contract with A.I.D. is
 
audited by the cognizant U.S. Government Agency;.a private
 
voluntary organization organized outside the United States with a
 
direct grant from A.I.D. is required to arrange for its own
 
audits; and a host country contractor should be audited by the
 
cognizant Grantee contracting agency). The Grantee shall ensure
 
that appropriate corrective actions are taken on the
 
recommendations contained in the subrecipients' audit reports;
 
consider whether subrecipients' audits necessitate adjustment of
 
its iwn records; and require each subrecipient to permit
 
independent auditors to have access to records and financial
 
statements as necessary.
 

(f) A.I.D. may, at its discretion, perform the audits
 
required under this Agreement on behalf of the Grantee by
 
utilizing funds under the Grant or other resources available to
 
A.I.P. for this purpose. The Grantee shall afford authorized
 
representatives of A.I.D. the opportunity at all reasonable times
 
to audit or inspect the Project, the utilization of goods and
 
services financed by A.I.D., and books, records and other
 
documents relating to the Project and the Grant.
 

SECTION 2. Ratification. The Grantee will take all
 

necessary action to complete all legal procedures necessary to
 

ratification of this Amendment and will notify A.I.D. as promptly
 

as possible of the fact of such ratification.
 

SECTION 3. LanQuage of Amendment. This Amendment is
 

prepared in both English and Arabic. In the event of ambiguity
 

or conflict between the two versions, the English language
 

version will control.
 

SECTION 4. Except as specifically amended or modified
 

herein, the Grant Agreement shall remain in full force and effect
 

in accordance with all of its terms.
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SECTION 5. This Amendment shall enter into force when
 

signed by both parties hereto.
 

IN WITNESS WHEREOF, the Arab Republic of Egypt and the
 

United States of America, each acting through its respective duly
 

authorized representatives, have caused this Amendment to be
 

signed in their names and delivered as of the day and year first
 

above written.
 

ARAB REPUBLIC OF EGYPT 	 UNITED STATES OF AMERICA
 

BY : /!.(-2j ~4I BY : 

NAME : Dr. Maurice Makramallah NAME : Robert H. Pelletreau 

TITLE: Minister of State for TITLE: American Ambassador 
International Cooperation
 

BY 	 BY : ___________ 

NAME : 	 Dr. Hassan Selim NAME : Christopher D. Crowley 

TITLE: 	Administrator of the TITLE: Acting Director
 
Department for Economic USAID/Egypt
 
Cooperation with U.S.A.
 

, Nt~p RBSHRVp~~
71 1; YI B0 37, 

App..l.,l1 .IdIl U# Res. No. P, . ...... 

......... . ..........EOC 	 .,0 0 9 o .0 0 
ctr. .oer, ............. Amount 11000r O O
 

/.p , -d440702... Acc. Basis 

Ob1. ?t r. %'t. End D:. IL/_Qj/gS 

BY kA.. B &A~.C D2t C 
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Implementing Organization
 

In acknowledgement of the foregoing Amendment, a representative
 

of the implementing organization has subscribed his name:
 

MINISTRY OF FINANCE
 

NAME : Dr. Mohamed Ahmed El Razzaz
 

TITLE: Minister
 



ANNEX I 

AMPLIFIED PROJECT DESCRIPTION
 
PUBLIC FINANCE ADMINISTRATION PROJECT
 

263-0209
 

The Public Finance Administration Project (PFAP) provides technical
 
assistance, training, and commodity support to the Government of
 
Egypt (GOE) so as to improve the efficiency, equity, elasticity and
 
neutrality of the tax system.
 

1. Project Activity to Date
 

The Project was originally divided into four components:

Administration 
and Policy Analysis, Income Tax Administration,

Customs Administration, and Excise Taxation. The original Project

plan envisioned a two stage process, consisting of Phase I which
 
focused on analysis and design of a tax reform proposal and Phase
 
II which was to undertake the implementation of those reforms
 
acceptable to the GOE. Generally speaking, by the end of Phase 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 tax reform package, if enacted, would have been pilot

tested in the Income Tax Administration Component, the Customs
 
Administration Component and the Excise Taxation Component. 
 The
 
field testing would have corcentrated on standardization of
 
processes, improved management information, and expanded training
 
capacity.
 

During implementation of Phase I, outputs were further refined and
 
focussed. External events significantly altered the original
 
component activity mix and schedule. Under 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 iipact 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.
 



a. Policy and Administration Component - The accomplishments of
 
this component are packaged as a final product in a report entitled
 
"A Comprehensive Tax Reform Program for Egypt", and includes 
recommendations for income tax, indirect taxes, property taxes, 
inheritance taxes, administrative reform requirements, and training
 
needs. These recommendations are accompanied by analyses, 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 the 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 3.6 billion,
 
subsequent analysis has concluded that expansion of the sales tax
 
to the retail level, as planned, 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.
 

b. Excise 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 not started
 
to actively consider legislation for such a tax until it was
 
committed to do so 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. 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 3.6
 
billion, well above the projections initially forecast for the tax
 
reform program.
 

This tax both broadened the base and simplified the rates of the
 
pre-existing consumption duty. Further expansion and changes in
 
the sales tax and the accompanying excise taxes are desirable, and
 
this major reform of the indirect tax system will over time,
 
produce substantial revenue.
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c. Income Tax Component - The key accomplishment under this 
component was the set of reccmmendations 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 suitably reduced tax rates.
 
The structure of the global tax, and thq recommendations for how it
 
is administered, however, have been tailored to the 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 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 
in: data collection and analysis, formulation of a policy refozm 
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 Lenefit, 
and completed an Automated Data Processing (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. 

2. Activities Planned for Phase I1 of the Project
 

The program of comprehensive tax reform for Egypt that has been
 
designed under the Project aims to improve the distribution of tax
 
burdens among Egyptian taxpayers, broaden tne tax bases of income
 
and sales taxes, reduce income tax rates and improve the overall
 
elasticity of 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 under Phase II of the Project contains the following

elements based on evaluation of progress under Phase I and changes
 
resulting from GOE fiscal reform.
 

a. Introduction of Global Income Tax - First and foremost the
 
introduction of a global income tax to replace the existing

schedular system of income taxes is considered to be the
 
centerpiece of the comprehensive tax reform program and the
 
foundation for achieving all of the major objectives outlined
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above. The 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 are projected to account for 45% of tax revenues in FY
 
1992/93.
 

b. Expansion of the Role of Sales 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 tax
 
.should be increased through expansion of the tax base to include
 
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, and 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.
 

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
 
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 system. Technology transfer will not be
 
complete until these departmental units are operational and
 
intellectually self-sufficient.
 

3. Major Outputs for Phase II of the Project
 

* A fully implemented global income tax. This 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
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administration operations will also be upgraded through
 
technical assistance in administration and policy
 
analysis.
 

The general sales tax fine tuned and broadened in
 
coverage. This will be achieved through technical
 
support to the Sales Tax Department as it makes
 
preparations to include additional services and the
 
wholesale and retail trade sectors. Technical assistance
 
will also be provided to tle 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 the income Tax Department down.
 
through the main district offices. 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 of sales tax administration
 
and ADP capability in place to support the sales tax
 
processing system. 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.
 

Comprehensive income and sales tax training programs
 
developed--including appropriate curriculum and equipment
 
as funded by the Project.
 

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

Simulation model completion, updating and revision, with
 
model transfer and training.
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ILLUSTRATIVE BUDGET
 
TABLE I - LIFE OF PROJECT BUDGET
 

PUBLIC FINANCE ADMINISTRATION PROJECT
 
263-0209
 

($000)
 

TOTAL AID OBLIGATION LOP
 
Component TO DATE 
 GOE COMPONENT
 

CONTRIBUTION' TOTAL

FX LC' TOTAL (LE EQUIVALENT)
 

1. Mobilization 0 22 22 0 22
 

2. Technicat Assistance - Contract 18,300 2rOOD 20,300 2,645 22,945 

3. Technical Assistance PASA 1,058 111 l1169 1,381 2,550
 

4. Evatuation, Conferences, & Audit 200 120 320 0 320
 

5. Contingency 250 139 389 0 389
 

TOTAL 19,808 2,392 22,200 4,026 26,226
 

1. The GOE contribution will be only in-kind.
 

2. The U.S. dollar equivalent of the local currency made available hereunder will be the
 
amount of U.S. dollars requierd by A.I.D. to obtain the local currency.
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ILLUSTRATIVE BUDGET
 
TABLE II - BUDGET BY OBLIGATION
 

PUBLIC FINANCE ADMINISTRATION PROJECT
 
263-0209
 

($000) 

AID OBLIGATION AID OBLIGATION TOTAL AID OBLIGATION LOP
 
Coaponent AMENDMENT NO. 1 AMENDMENT NO. 2 TO DATE GOE
 

CONTRIBUTION
 
IC FX TOTAL
FX LC TOTAL FX L_ TOTAL FX LC TOTAL (LE EQUIVALENT)
 

1. Mobilization 0 22 22 0 0 0 0 22 22 0
 
2. Technicat Assistance - Contract 13 000 1,500 14 500 5300 500 5 800 18,300 2 000 20,300 2,645
 

3. TechnicaL Assistance - PASA 1,058 111 0 0 0 1,058111 1169 1,381
 

4. Evatuation, Conferences, & Audit 100 120 220 100 0 100 200 120 320 0
 

5. Contingency 200 89 289 50 50 100 250 139 389 0
 

TOTAL 14,358 1,842 16,200 5r450 550 6,000 19,808 2,392 22,200 4,026
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