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UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT

“

CAIRO. EGYPT
November 10, 1987

1

ACTION MEMORANDUM FOR THE MISSION DIRECTCR ) / ‘ge:f
<.

FROM: J. Tarter, IS/IR/.H L

THRU: E. BAKER, Op/IR D
G. Huger, AD/IS{iA

SUBJECT:  Public Finance Administration Project Pe

REFERENCE: Executive Committee Decision Memorandum o

Problem

The Public Finance Administration Project Paper Executive Committee
review on 9-27-1987 resulted in the following decisions:

1. Approval of the Project Paper was deferred pending revision and
review of the logframe., The revised logframe will include
specific budgetary measures, not including revenue targets, and
fiscal policy shifts that are the project's key objectives.

2. A pudget line item will be included to provide funding for short
term technical advisory services during the project mobilization
phase,

3. In addition to the Project Paper changes identified above, scopes
of work for the three project contracts (A US Customs Service
PASA, an AID direct contract with a commercial contractor and two
PSCs during project mobilization period) will be prepared.

Discussion

The project logframe (Annex B) has been rewritten, It now specifies
types of changes expected to occur to basic tax structures and tne
expected impact of tnese changes., The Moriftoring and Evaluation Plan
(Pp.. 46-51) identifies the categories to pe evaluated to assess impact.
Neither document establishes absolute impact targets for the end or Phase
I. This is because the precise policies and magnitude of change will pe
identified in greater detail Dy project technical assistance teams as the
project progresses. The Project Grant Agreement (attached) formalizes
tnis process by stating that the minimum conditions necessary to proceed
to Phase II will pe identified in Subsequent Project Implementation
Letters,



A budget line item has been added to finance short term technical
assistance during the 12 month mobilization phase .

The three scopes of work are attached. They have been reviewed by the
evaluation officer, chief economist and the office director who will be
inplementing the project (Education and Training). The clearly marked
draft scopes of work for the two major project contractors were given to
the Minister of Finance on October 29th for hnis review,

Budget authority will be requested following authorization.

Recommendation

Based on the revisions and additions identified in this memo, we
recommend that you authorize tne Public Finance Administration Project as
attached. Project authorization will require your signature on the
following documents:

Tab 1 - Project Data Sheet

Tab 2 - 611 (e) Certification

Tab 3 - Project Authorization
ATTACHMENTS

Tab 4 - Executive Committee Decision iemo
Tap 5 - Scope of Work for the Public Finance Advisory Team Contract

Tap 6 - Scope of Work for the Customs Tax Administration Advisory
Team Contract

Tap 7 - Scope of Work for tne Project Mobilization Team

Tab 8 - Draft Project Grant Agreement

CLEARANCES:
AD/FM: WMiller \;ﬂa Cﬂ %7//\

AD/LEG: KO'Donnell \(,\

\
AD/PPP: JPatterson W

DR/PS : FMiller %[mﬁf@wﬂé%"”u}%ﬂ "")

DD: G. Laudato C/

D

IR:JTarter:rh:11/1/87(04481)
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SECTION I: Summary and Recommendations

A.

3.
4.

5.

10.

SUMMARY AND RECOMMENDATIONS

Source of Funds: ESF

Total Project Amount:

AID--$16,200,000
GOE--$ 4,026,000 (LE 8,857,127)

Proposea AID FY 88 opliigation: $7.0 mllion
Proposed AID FY 90 opligation: $9.2 million

Terms: Grant
Grantee: Ministry of Finance

Coorainating Agencies: USAID/Cairo
Ministry of Finance

Implementing Agencies:

Ministry of finance

- Financial Researcn and Statistics Department
- Income Tax Department

- Customs Aaministration

- Excise Tax Administration

Life of Project: Si1x years

Project ¢oal : To assist tne MOF link tne puollc more eyultaply witn
the GOE's expenditure program.

Project purpose: To 1mprove tne efficiency of tax administration ana
equity 1n the 1nclaence, assessrent and coliection of
taxes.

Environmental Soundness: Negative Deterimination




11, Executive Sunmary

The recent aaqilevelents 1n tne Tax Adninistration Project (TAP) have
encouragea the Ministry of Flnance (MOF) to reyuest broaa expansion ot
actlvitles to lhcluue adulnlstrative policy anu operationai programs 1n tne
tour major functional tax areas: (1) income, (2) custons, (3) ex-ise ana (4)
Special stuales suu as those on estate ana property tax. In the cantext or
erficiency ana equity of taxation, ana linking the public more airectly with
GUE expenaltures tur Services lncluaing suwsiules, the pupilc Flnance
Aagminlstration Project (263-020Y) will assist 1n 1Lmproving acrunistration ana
taxatlon pollcles, operational hetnoas, ana proceaures. The LNLormdtion
poolea rron ootn researcn ana operational activities in the three rmajor tax
revenue ceparthents willl proviae 1nputsS tor GeClsion-naklng ana UL ovel.dits
1n overalli MIN1sStry ot Flnance riscal ana aaministrative policy ana
proceaures. Tne veneflciarles wWill De the lhalvlaual taxpayers ana private
sector commercial operations,

The project 1S Oryanl<Zeu 1nto twWo [nases anu rour tuncticnal caiiponents,
Phase I will focus on aeveloplng a long term policy ana aaministrative
U.prove.ent plan. Pnase II wilil uUipienent the plan,

a. Aananistration ana PolicCy Analysis Corponent

The tirst runctional area, thne Aananlstration anq POLlCy AlalysSls COlupolieht
(Policy Analysis Unit), has a statf ana cooruinating role, Its activities
wlil center on monituring, researcn, analysis OL pLl1Orlty non- tealilcad
1ssues ana tne aqeveloprent or a central management information system. The
PollCY Analysls Uit will report alrectly tu the dunister OrL Filhalice anu wlid
pe starfea with experiencea US ana Egyptian tax analysts ana puplic finance
lanagel.ent speclallsts.

Surmary Inputs

- Teaqa.nical Asslstance $4,573,0U0
- US Training 180,000
- COrwoulties 195,000
- Contingency 316,000

Total $5,266,000

p. Income Tax Administration Corponent

The GOE Incone Tax Department's buslness tax revenue collectlouns provicue a
significant part ot government revenue, estimatea in i986 at 43 percent or all
tax coiliections. The concern Lor eyulty ana adulnistrative e€rriciency are
nignlightea in all reports ana conmplaints by the business sector. The Incone
Tax Aduinistration Coliponent will act on various recaommenaatlons ndce tor
Lmprovements by the current TAP technical aavisors (IRS) in areas ot
tunctional taxation systens, legislation, cata processing anu humnan resource
ceveloprent.
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summary Inputs

- Teainical Assistance $2,860,000
- US Training 230,000
- Cu.moaitles 925,000
- contingency 305,000

Total $4,320,000

¢. Customs Aaministration counmgonent

In 1986, custams revenues were estimatea at 29 percent ot ail tax
collections. Tne GOE Customs Department aiso collects sorme 30 percent ot ali
Exclse Tax collections. The efficiency Or Custdus operatlons as 1t relates to
private sector operations 1s the priority concern tor this conponent of the

project.

Summary Inputs

- Teainical Assistance $2,620,000
- US Training 180,000
- Conwwalties 725,000
- contingency 354,000

Total $3,879,000

Q. EXxcClse 7Taxation corponent

In 1986, exclse revenues were estiiatea at 25 percent or aii coliections. As
sentilonea above, tne GOE Customs Department coliects about one-thira of all
exclse taxes on ousiness entitles. ThlS cuuponent 1s cuncerneu wilth 1lpLoveu
aamanlstratlon ana eftlclency Or exclse tax processes ana procedures at
custuas ang at tne ractory level.

Summary Inputs

- Teainlcal Assistance $ 640,000
- US Training 150,000
- Camwovalties 180,000
- contlngency 97,000

Total $1,067,000

e, Mbilization

puring the first 12 project months, a team of two 1naiviguals wiil pegin
project preparations for the arrival or the tecnnical assistance teans
assignea to work in the rour functional areas. Tue scope Of activities ror
the team will be to:

a, secure oftice space;

D. purchase orfice equipment ana supplies;

c. lease housing; ana

a. establisn counterpart elployee support personnel,
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In addition to the mobilization team effort, three person months of technical
assistance will be made availaole for use by project counterparts as the need
arises.

Sumaary Inputs

- Administrative Personnel $48,000
- Technical Assistance 45,000
- Contingency 5,000

Total $98,000

In aadition to the rour functlional project components and moobiilzation
activity, tne project will provide financing for project evaluations and
related conferences and an overall project contingency. The summary project
budget for the USAID contribution is as follows:

3 $ (LE eqyuivalent) Total (in $000)

1. Mopilization 45 53 98
2. Adnministrative & Policy

Analysis Component 4,749 517 5,266
3. Income Tax Administration

component 4,024 296 4,320
4, Customs Administration

Component 3,531 348 3,879
5. Excise Tax Administration

component 997 70 1,067
6. Ctvaluation ana Conterences 220 220
7. Contingency 1,350 1,350

14,696 1,504 16,200

12. Surmary Findings

The project review COlilttee nas reviewea all aspects or tne project and finas
that it is admnistratively, economically, financially, tecnnically and
socially souna. The conrmlttee agrees tnat tne project 1S consistent Jltn the
development objectives of the GOE and tnat it 1s consistent witn tne CDSS.

Tne Ministry of Finance is capaple of administering the project aescriped in
the project paper.

13. Recommendations

That USAID Cairo approve a Grant for $ 16,200,000 for tne Pubiic Finance
Administration Project (263-0209) to pe funded peginning witn $7.0 million in
FY 1988 and $9,200,000 in FY S0.

That AID directly contract for all tecnnical assistance, equipment ana
training. (See Section VII, Procurement Plan, Non-Preferred Metnods of
Procurement. )
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D. DRAFT PROJECT AUTHORIZATION

Name of Country: Arap Republic of Name of Project: Public Finance
Egypt Administration

Nunber of Project: 263-0209

1. Pursuant to S2ction 531 of the Foreign Assistance Act of 1961, as amenaeq
(the "Act"), I hereby authorize the Public Finance Administration Project
(the "Project") involving planned obligations not to exceea sixteen
million two hunared thousand Unitea States Dollars ($16,200,000) in grant
funds over s1x years from the date of authorization, subject to the
availability of funds in accordance with the A.I.D. OYb/allotment process,
to help 1n financing the foreign exchange ana local costs of gooas ana
services required for the Project. The plannea life of project is
approximately six years from tne cate or initiai obilgation.

2. The Project will assist the Grantee to improve the administration of the
public finances by improving, 'standardizing ana camputerizing the
proceaures ana operations of the income tax, customs, ana excise tax
aepartments, as well as general management of the Ministry ot Finance.

3. The Project Agreement, which may be negotiatea and executea by the officer
to wnam such authority 1s agelegatea 1n accoraance witn A.I.D. regulacions
ana aelegations of authority, shall be subject to the following essential
ternis, covenants ana major conaitions, together with other such terms,
covenants ana conaitions as A.I.D. may aeem appropriate.

a. Source ana Origin of Cammodities, Nationality of Services

Camoaities financea oy A.I.D. unaer tne Project snalli have their
source ana origin in the Cooperating Country or tne Unitea States,
except as A.I.D. may otherwise agree 1n writing. Except for ocean
shipping, the suppliers of commoaities of services shall nave tne
Cooperating Country or the Unitea States as their place of
nationality, except as A.I.D. may otherwise agree in writing. Ocean
shipping financed by A.I.D. unaer the Project shali, except as A.I.D.
may otherwise agree in writing, be financéd on flag vessels or the
Unitea States.

b. Requirements Precedent to Disbursement

(1) General

Prior to any disbursement or to the issuance by AID of any documentation to
which disbursement would be :ade under the Public Finance Administration
Project, tne Grantee shall, except as the Partles may otherwise agree in
writing, furnish to AID, in form ana substance satisfactory to AID:
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A statement of the names and titles of the persons authorized as the
representatives of the Grantee, together with a specimen signature of
each person specified in such statement.

¢c. Covenants
(1) Tne Grant Agrednent shall contain covenants in substance as tollows:

- tnhe Grantee shall uncertake periodic aiscussions, not less than
once a year, with A.I.D. ana both puplic ana private sector
business groups, such as the Egyptian Businessmen's Association:

- to assess pertormance of the project cunponents, especially tne
income tax awareness program, the sinplification of customs import
ana export procequres, ana operational aspects or the exclse tax
as it affects comestic proaucers; ana

- to aiscuss furtnher interventions that ligit be taken to inprove
the operations of the various tax cepartments as they have impact
on the private sector.

- to proviae timely information for tracking the GOE financiai
contriputions to the project througn a system to pe i1gentifiea in
PIL nurber 1,

(2) Project Evaiuation

A tornal Assesshient at the ena ot Pnase I wili review tne Poilcy Agenua ana
GOE Commitment to proceea to phase II. In acaition, the parties agree to an
evaiuation prograit as part ot the project. TwO overall project evaiuations
will pe mace. EXcept as tne Parties otherwise agree 1n writing, the tirst
evailuation will pe finalizea prior to mic-way tnrough implementation in
project year tnree ana again in the final project year. The evaluation will
1nciuce:

(a) evaluation ot progress towara attainmnent ot the oojectives ot the
pProject;

(p) icentification ana evaluation ot proolem areas or constraints,
especially in policy and proceaural areas, whicn may inhibit such
attainment;

(c) assessment of how such information may pe usea to heip overcame sua
problens;

(a) assessnent of monitoring aata ana special surveys to cetermine, to tne
cdegree feasible, the overalil ceveloprent impact of the project; ana

(e) suggestea changes wniai snoula be mage to the Project's impiementatiun
plan in orcer to meet the project's overall objectives.



3. Salary Supplements and Incentives

At the present time, the Project does not provice for salary supplements or
incentives to employees of the Grantee. If, at some future time, the parties
agree that Grant proceeds or funds cerived fram the Special Account may be
used to pay such supplements and incentives, such payments will be made only
in accordance with mutually agreed guicelines.

4. Local Currency and In-Kind Contribution

The Grantee, througn the implementing organization, will proviae A.I.D., on a
guarterly pasis with reports on its local currency and in-Kind contributions
provided for the project. The format of such reports shall be gescrioea 1n a
Project Implementation Letter,

5. Ratification
The Grantee will take all necessary action to camplete all legal proceaures

necessary for ratification of the Grant Agreement ana will notify AID as
promptly as possiple of tne amievement of such ratification.

Marshall Brown, Director
USAID/Eqypt

Date



SECTION II: Background and Problem Analysis

A. BACKGROUND

1. The Size and Finance of the Public Sector

The Government of Egypt i3 the largest and most important economic entity in
the country. It dominates and pervaces most areas of econamic activity. In
aadition to setting national ronetary and fiscal policies, the government
airectly invests in, owns ana manages the proauction ana aistripution ot a
large number of goods ana services., It 1imports and markets a wide variety of
consumer goods as well as products usea as inaustrial inputs. It sets prices
and other controls in many commodity markets. Finally, it is heavily involved
in tne approval ana control ot private SecCtor lnvestment decisions,

The growth in government expenditures over the past three decaaes has depenced
heavily on non-tax revenues ana DOLLOWing. This growth has been abettea by
heavy 1mplicit taxation imposea through the control of the production and
pricing of a wige variety of products ana services. The principal non-tax
revenues during the perioa have inclucea donor assistance, revenues from the
Suez Canal, o1l exports, and revenues gdenerated by government-ownea
enterprises. From 1961 to 1985, non-tax revenues and borrowing financed, on
average, 66 percent of public sector expenaitures. Reaching a peak or 68
percent of expenditures in 1983, the GOE's aependence on non-tax revenues ana
porrowlng nas aeclinea slightly to 65 percent in 1965. During the period from
1951 to 1985, non-tax revenue grew by only 3 percent annually while overall
government expenaitures grew by 10 percent,

The use of non-tax revenues, borrowing and implicit taxes to support the
growth of the government has brought with 1t a nurwer Of serious proolems.
First, non-tax sources lntroauced an important element ot instability in tne
GQUE's growtn ana equity programs since much Ot these revenues aepena on
decisions or conaitions beyona Egypt's control. Consequently, the level ot
financial inflows from any single source is subject to rapia ana aramatic
change.

A secona ana perhaps more important public finance problem 1s tnat tne neavy
reliance on non-tax revenues, borrowing and implicit taxes has insulatea the
vast majority of Egyptian citlzens trom government expenaitures. Few citizens
know the real cost of government proauction of gooas ana services or the cost
of subsidies. Few are i1nvolved in the tinance of government expenaitures
tnrough the payment of direct taxes. The reliance on non-tax revenue,
implicit taxes ana borrowing nas created the great popular 1llusion that
government programs do not buraen the citizens or the economy. Consequently,
popular aemana for price controls ana subsidizea government programs continues
at a high level.
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From the average citizen's perspective, even explicit taxes are not a
perceivea buraen. The vast majority of taxes are felt inairectly by the
people and collected as corporate profits, customs duties and excise taxes
hicaen i1n the final proauct price, Their price impacts are not visible.

These three sources represented 85 percent of taxes collected in 1985. Direct
taxes on incame and property amounted to only 3 percent of tax revenues in the
same year.

2. Incidence of Explicit Taxes in the Tax System
{(a) Business Income Taxes

The 1nciaence of explicit taxes on the population at large varies by type of
tax. The largest source of tax revenue to the GOE in 1985 was taxes on the
incame ana protit of canpanies. This source constituted 46 percent ot all MOF
tax collections. It has grown to 1ts present preeminence as a result of the
strong growtnh of the private sector since the mid 1970's, tne growth of the
oil inaustry ana the increasing protits of the public sector ownea Suez Canal
operations.

It is aifficult to icentify the exact incidence and economic impact ot this
tax. In the case of tnhe public sector companies, the oil companies and the
Suez Canal, the collection ot revenue through the tax system 1S only part or
the total transfer or resources from these entities to the GOE. Because of
tneir public ownership, the GOE also transfers atter-tax profits ana losses to
the Treasury. Consequently, the incicence of the income tax on companies must
be consicerea 1n terfs or GOE pricing and subsidy policy. For the population
at large, GOE pricing ana supsiay policy is slightly progressive to income.

Tne 1nCigence ana etfect of taxes on the income ana profits of private firms
1s rot clear pecause of great variation in the veracity of company books and
tax assesgient practices. It 1s likely that campany books ana tax assessments
are more accurate for the larger, more organizea {irms. Their size makes it
airficult to maintain separate pooks oI tax assessment purposes which are
consistent ana believable, Also, these firms are assessea bty the Tax
Department's MmOSt experiencea assessors. In general, nowever, corporate
income tax assessment and payment is a lengthy negotiation process between the
Tax Department and the firms. Most incame tax assessments are appealea ana
ultimately settled by a lengthy process of litigation. Consequently, there is
little uniformity in the actual rate paia by campanies.

{b) Personal Income Tax

Personal incame taxes and property taxes constitute a very minor portlon or
tax collection -- 3 percent in 1985. Personal income taxes are paia according
to rates which vary by type of incame -- 1.e., professional incame, wages ana
salaries. A sizable percentage ot the population is exemptea by the minimum
taxaple incame level. In 1985 approximately two million tax returns were
filed out of an employed workforce of twelve million. Of those subject to the
tax, outrignt evasion and gross unger-reportlng 1S consiaerea wiaespread.
Consequently, the tax falls most heavily on wages of employees in the public
sector. -



{c) Customs

Ccustans dutles are the second largest source of tax revenue, In 1985 custams
oollections reached 29 percent ot all collections, a decrease from 33 percent
in 1984. In August 1986, a new custams tariff system was introauced. Its
rate schedule suggests that it is progressive to income as more luxurious
items are charged a higher auty. However, it is too early in its
irplerentation to determine 1ts actual incicence. It is also too early to
agetermine the effects of the new custams reform on campany behavior and
production.

(d) Exclse Taxes

Taxes on gcods and services are the third largest camponent of tax revenue,
constituting 25 percent in 1985, Since 1981, this tax is supposed to be a
consolicated excise tax, but not all aspects ot the law have been
irplemented. In fact, the tax 1s essentially a consumption tax levied at the
factory level or as a duty surcharge on slightly over 150 cammoaities.

3. Tax Administration ana Related Policies

The tax system in Egypt has a numper or 1mportant aaministrative
inefficiencies arising from its size and structure, employee training and pay,
ang national tax policy and law. Examples ot these problems follow., They aca
to the complexity of the current tax systems and result in substantial tax
avoidance and evasion. They also allow those responsiple for assessment a
supstantial aegree of discretion in setting an individual's or firm's tax
liapility. Simplitication of the tax systems shoula eliminate these abuses
and clarify the law and proceaures for tne taxpayers as well as the Ministry
personnel.

(a) Size ana Structure

The various tax departments -- i.e,, incame, custams, excise -- constitute
separate entities within the Ministry ot Finance. Eacn reports to the
Minister tnrough the Undersecretary for Revenue. The taxation siae of the
Ministry is large, employing over 50,000 persons. Responsibility to assess
and collect the principal taxes is generally aecentralizea in pranch oftices
or at ports of entry. n T

The present tax departments have grown physically ana geographicalily without
commensurate changes in management structures, communications systems and
management inrormation systems. Rules ana airectives flow from the center
with the expectation that they shortly will be heard, understood ana followed
at the tar reacnes ot the system. In fact, the camnunication system 1S Iore
closely analogous to a chain letter moving down a bureaucratic pyramid. The
cain is prone to breakage ana those pelow the break never near the oraers.
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Management 's system or internal control ana tollow-up is not well developea so
tnat intormation gaps ana misuncerstanaings at branch offices are not guickly

spottea ana correctea. This situation also permits those who disagree with an
oruer to 1gnore 1t with iupunity for lony perioas or time,

There 1s virtually no management information system on the activities ana
pertormance of tne tax systel ana i1ts enployees., Intormation provicea to
senior officials comes up through the chain of commana and from perioaic site
inspections. cConsequently, 1t 1S reiatively easy to control Seflor
rmanagerent's knowleage of the system's pertormance.

(o) Enpiloyee Training ana Pay

The Income Tax Department nas naqe significant progress in proviaing its
enployees witn orlientation ana 1n-service trailning. However, there 1s stiil a
neeu for more training. kranon otfices, whicn are remote from existing
training facilities, nave rew opportunities toO have their personnel property
trainea. In acaition, tnere 1s a neeua to ceepen the training particularly on
LURLCS related to new tax poliCy ana proceaures. Finally, management training
curriculum neeas tu pe turther cevelopea so that courses can be given to
supervisors at all levels.

Tne 1ncentlve pay sSystem 1s W Daseu on the quantlty Or paperwurk Lrucessed
Dy the tax agent. (N.B.:Incentive pay 1s paia entirely by the GOE. Although
Lncentive pay saees Ldy arise rru thls project, aii LNCEntive pay woulu
have to be paia py tne GOE, not from project funas.) consequently, tne speea
OrL processiny a tax tile 1s nore iwnportant than the accuracy Or the anaiysis,
More 1rportantly, there 1s a blas 1n the system towara the processing or tne
easy tax cases whin generally nave llttle revenue yileiq cuupareq witn tne
auait etfort. Tne larger ana rore difticult cases wnicn coula iaentify
Suustantlal unqer-reporting receive NO SpeClal gflorilty 1l sanequllly aualts,

(c) National Tax Policy ana [aw

Many or the rnost serious inetficiencies in the tax system arise rrom tax
acministration policy ana law, For exanple, the Income Tax Department 1s
reqyuireu to auait 100 percent ot tne returns, Sihce the Drucess 1S Stlil qQolie
entirely manually, the workloaa 1s impossible to complete, Examiners are
tyraically four to five years penina. Wwithout a systeni to prioritlze auclts,
the government cenies itselt tne tinely payment ot taxes by the hign incone
earners who may have tilea an erronecus return.

The 1ncome tax law specifies separate tax scheaules for incone cerivea trom
protessional services, traom wages and troli other sources., (N proressicnal
income, the rates vary trom 18 percent to 30 percent. (n wages, tne rates are
[roi 2 percent to 22 percent. (n Other 1lncome, wie rates are rrua b perceit
to 50 percent. A taxpayer wno uay have earnea income trom eacn source 1S
facea with a very cauplicatea task wnen he or sne t1l1.S out a tax return. 1ne
auqitling tax agent 1s tacea witn an inpossible problen when trying to verity
the accuracy or tne return. Wwith poOr taxpayer recuras ana accountingy
stancaras, errors in classifying ncome ana laentitying unaer-reporting are
ainust UwpOSSlDle tu aetect,
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In customs, there is consicerable aisagreement between the Customs officials
ana 1mporters over tne classification ot guoas wnich are not precisely
gescribea on the list of permissiple imports. There is also considerable
argunent Over the exact [LOCequres ror processing re-exports. The custaus
Department has also been saaalea with proceaures relatea more to currency
control tnan wmport control. cConseyuently, a gooa aeal of etrort 1s spent
reviewing a varlety of bank gocunents which trace the movement ot the currency
whicn palu for the imports. Similarly, the 1mporter spenas a gooa qeal or
time arranging for the proper cocuments ana clearing them througn tne rignt
per sonned.,

In excise taxes, the proceaures reyulre a weekly Visit Lo a Company DYy tne tax
assessor or actual statloning of a person at the site, There nas been no
autuiiatlon Or tne assessuent ana collection process. The start celiallus oOf
this effort have forcea the Department to aelay inmplementing a conprehensive
sales tax anu nas restricteu the base or the current Excise Tax on sildatuiy
over 150 items.

B. PKCELEM ANALYSIS

Tue Ministry ot Finance (MOF) has a key roie 1n estapllsnlng policles ana
proceuures whicn airectly aftect the activities ana actions of inaiviaeuals ana
potn puvllc ana private sector operations. There 1s recuynition oy the hOF Or
the neea tor better aaministrative poilcy ana operational procedures in ali
Lunctional tax Qepartiients to UnpLove taxpdyer cuntlcence 1n the tax systen.
This conficence will only pe prougnt about with equity ana efficiency or tax
Operatlouns anu petter 1NIOC&tlon programs wnldn L1NK puDllC expenaltures witn
the cost of services incluaing subsiales. The problems ana issues are
camplex. Tn1s reyuires a well coorainateu research ana fielu testing proyram
whicn will open the way to petter puplic rinance ana operationai policies, anu
Uiprovea newoas anu proceaures.

There 1s a real opportunity at this time for wLovaient ot MOF tunctions.
This 1S ariven oy: (&) kKey i1ndiviauals now 1n government wno uncerstana the
1SSUeS ana are Keenly interestea 1n LMELOVE.LENtS 1N all tunctional taxatloil
cepartnents; (p) the economic environment itselt (e.g., pressures for economc
rerorms, erficleicy ana eyulty, and bpuagetary Controls) 1n wnlai tne MCF piays
a key role; ana (c) momentum from tne ongoing Tax Aaninistration Project ana
ca.pletea Tax Mocernization Prograii stuaies wnich otter a signiricant pase to
qulickly move into an expancea pollCy ana aaministration program,

l. Pressure ror keforms

The state Of tne Egyptilan econd.y, lncluaing 1ts Se€rious puuyetary aqericits,
requires i1mmeqiate attention to control public expenaitures ana incease
erriclency 1ln tax adulnistration. In thls regara, tne Minister ot F1nance's
interest is in ceveloping i1mprovea systems 1n major tax cepartments ana &
Strong publlc 1NLornhatilon ana awareness proyrdan wnian will eaucate govermnnent
officials ana the puplic of the cost of government services incluaing
swsiales, The MOF nas the signiticant role ana cuntrol over strategic
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functions (e.g., budget and treasury) and can positively influence the future
canplementarity between the public and private sectors. The pressure to
reduce public sector subsidies will directly benefit the private sector in the
form of leveling the playing fiela between public sector and private sector
operations.

There is recognition of the camplexity of public finance aaministration ana
operational issues involving changes in personnel assignments, relationships,
ana the introauction of mogern sub-sector speciflC programs ana approaes.
The sensitivity is particularly critical in relation to business income ana
custams taxation where there nave opeen 1nformal "aaministrative costs®
involved. It is also recognized that aaministrative policy 1mprovements call
tor strong political will and cammitment by the government. Recent econonlc
reforms 1n exchange rate unification indicate that there is a will for bold
improvements ana the enviromment is now more conaucive to change. However,
there is still need for preparatory measures, including research plus
strengthening of tne various departments, to proviae the requirea support for
change.

2. Operations and Ccoraination

In each tax aepartment there are organizational, proceaural ana technical
weaknesses to address. The neea for a strong coordinating mechanism will be
important as the project expands into the two new tax departments (custams ana
excise) which are of particular concern to private sector imports and taxation
on proauction. The cooraination between the twO aepartments 1S weak 1n regara
to reporting ana sharing ot information. As an example, Customs ana Excise
Tax Departinents eaa impose separate taxes on business LmpOrts wnicn coula
result in duplication of taxes. Again, the Tax Aaministration Project was
never fully coorainatea with tne Tax Modernization Program's legislation
studies. The original assurption was that they could develop in tandem.
However, tne aeailcatea ana trainea statf resources to: (a) analyze the results
of tne studies ana ongoing pilot income tax, ana (b) recommena appropriate
adninistracive policy cnanges were not tnhere., The 1983 evailuation of the TAP
discussea this as an issue but no decisions or organizational changes or
aocaltions 1n tecnlcal assistance were mace. As a result, neitner project
achieved optimum results.

3. MOF Commitment to Change

AS noted above, there is interest at the hignest level of the MOF for
aaministrative, operational ana procedural improvements conducive to improvea
ertriciency, equity of taxatlion ana tax mocernization in general. The current
Prime Minister ana the Minister of Finance were personally involvea in the
planning ana implementation ot the Tax Mocernization Program stuaies which
focused on legislative improvements. Most of the work done in this program is
still at the recammendation stage. The Ministry of Finance generally sees the
United States as having the needea experience and technical expertise to
assist in developing improvea aaninistrative ana operational systems.
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4. Ministry of Finance Interests

In the context of efficiency ana equity ot taxation, ana linking the public
more directly with GOE expenditures for services ana subsidies, the Ministry
of Finance (MOF) has requested assistance in improving puplic finance
administration and taxation policies, operational methoas, and procedures.
The 1nformation poolea from both research ana operational activities in three
major tax revenue departments will provide inputs to relevant decision-making
ana wprovements in overall MOF public finance ana aaministration., The
beneficiaries will be the individual taxpayers ana private sector commercial
operations. This 1s tne first sum attempt to proviae the MOF campcenensive
puplic finance ana aaministration assistance by a foreign aonor.

C. PRIOR AID EXPERIENCE

Aa hoc temnical assistance to the GOE Income Tax Department by tne Internal
Revenue Service (IRS) pegan in 1975, ana a formalized Tax Administration
Project (263-0115) was initiated in 1980. The ongoing Tax Administration
Project focus 1s limitea to income ta¥ (business ana personal) activities
incluaing: (1) aeveloping a network or tax training institutes; (2) inltiating
automatlc cata processing (ADP) planning; (3) pilot operations in examination
and (4) reorganization of the incane tax department. In aaaition to technical
assistance, other USAID inputs that have been providea include commodities
(primarily ADP equipment) ana U.S. - basea training., Parallel ana separate
trom tne 1incore tax assistance, a local-cost (LE) financea Tax Modernization
Program was uncertaken in 1960-84 to review legislation tnrough local
university cantracts.

The Tax Aaministration Project (TAP) experiencea serious aelays in the initiai
vears. This 1s attriputea in great part to inadequate staffing by botn the US
contractor ana tne MOF. In lYs3 a mla-term evaluatlon was conaucted and
several staffing ana proceaural recommendations were maae. Changes in focus
ana start were mage ana over tne last two years there has peen gooa progress.
Achievements under the Tax Administration Project have been more in
1NStltutlon pullaing ana application Of 1Mproveqa processes as well as in
increase 1in revenue, one of the original objectives of tne project. Four
areas of success can be identifiea:

l. the incame tax department nas been reorganizéa along functional lines
and responsibilities are better defineq;

2. the incame Tax Training Institute (TTI) has been developea, ana
facilities and course materials have become a functioning model for
other departments;

3. the ADP division has been created ana staffea with an initial caare ot
trained programmers and systems analysts, basic ADP entry equipment
has been installed and data is being inputtea ana analyzed; ana

4. an improved examination system has been tested ana is being introducea
in pilot areas.
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These recent achievermets in income tax (business and personal) have
encouraged the MOF toO request the broad expansion of activities to incluce
administrative policy and operational programs in the four major functional
Tax Department areas: (1) incame, (2) customs, (3) excise, and (4) special
studies such as on estate and property tax.

D. COTHER DONORS

There are no other aonors currently working specifically in the area of
taxation policy or administration reform. However, all donors, but especially
tne International Monetary Funa and world Bank, are working to influence
necessary fmonetary and fiscal policy changes. This project will support the
efforts airectea at policy change.

E. RELATIONSHIP OF PROJECT TO CDSS

This Public Finance Administration Project supports the Mission's overall
strategy as aescripbea in the CDSS. It complements the Mission policy dialogue
eftforts and will focus on tax smmplification ana equity as a camplement to the
policy objective of reducing the relative size of the government within the
econany.

Tne policy dialogue petween the GOE and USAID aums at shifting the reliance oL
the GCE away from non-tax revenues, borrowing and implicit taxes. Better tax
aaninistration and petter information l1nks petween tne puplilc and tne
government 's expenditure programs are important element 1n this process. 3
exposure ana publlc awareness is a prerequisite to greater accountapllity and
greater public interest 1in fiscal restraint.

However, the improvement in tax aaministracion ana the resultant puplic
awareness of the cost of government are not sufficient to effect a relative
reguctlon 1n government expenaitures. Two other escential conaitions must
prevail. One 1s that a mechanism must exist for the public's interest in
controlling expenaitures (ana therefore taxes) to be translatea 1nto
government policy ana law.

The other is that structural reforms must be introgucea to reairact the
economy towara market pricing and private enterprise. This project is
proposea Now because these two camplementary conaitlons are being fultillea.

SECTION III: PROJECT DESCRIPTION

The Project is divided into four camponents ana two implementation phases.
The four components, the Administrative and Policy Analysis Component, the
Incame Tax Administration Component, the Custams Administration Camponent ana
the Excise Taxation Component, will be described in detail below. Each
canponent will pe diviaea into Phase I and II inputs ana outputs.
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The Project is being phased in oraer to allow both a planning and an
lnplementation phase for the major policy retorms expectea to be proaucea.
During phase I, the Administration and pPolicy Analysis Component will proauce
a cumprenensive policy reform agenda. At the same time, the operational ana
Eroceaural programs necessary to implement a tax retorm package, it enacteq,
wlil have peen pilot testea in the Incame Tax Adninistration Canponent, the
Customs Administration Component ana the Excise Taxation Component. This
fiela testing will concentrate on:

a. stancaraization of processes;
L. LNprovea managelent inroriation; ang
C. expangeqa training capacity.

he pnasing ot tne project will give the WE counterparts aagea practical
leverage to argue tor acceptance ot proposea tax policy ana administrative
rerorims because adninistrative methoas necessary to implement proposeua rerorms
will nave been pilot testea and reaay tor implementation if reforms are
awopteaq.

A. PrWJECT GUAL AND PURPUSE

The Goal or the project 1s to assist the Ministry ot Finance link tne puvilc
more equitaply with tne GQUE's expenaiture program,

The pPurpose ot tne project 1s to improve the etficiency ot tax aaministraticn
and equity 1n tne 1nciaence, assessmeENt ana collection ot taxes.

e result or thils project can ue sumarizea as follows. Revenues to tne
government are expectea to rise 1n the short term as the tax base 1S broacenea
tO 1nciuce 1nulViQuals ana rirls Now exempt or evaaing. Tax rates are
expectea to rail generally as the base expanas ana 1n particular for those
categories ot firms ana i1naiviauals who face maryinal rates whicn aistort
thelr benavior. Wwer the longer run, tax rates ana revenue will reflect
puwllc awareness of expenaitures and puplic cnoice in GOE programs. 1he
strong government commtment to social eyuity is expectea to remain so that
the 1ncigence of total tax (positive ana negative taxes) 1S progressive to
1naiviaual income.

Ecanauic efriciency with recara to the taxation Or DLUS1NEsSS uipliles that taxes
pe neutral in terms of investment choices ana 1nput mix. However, the GOE's
1ncreasing desire to stimulate exports ror toreign exchange will likely result
1n some ceqgree of favorable tax treatment ror firms proaucing for export.
Suwilarly 1n the context of Eyypt, an Lmportant eiement ot tax eyulty is tax
simplitication which will be achievea py tnis project,

B. PRWECT DESCRIPTION

l. Project Components
a. Adnlnistration and Pollcy Analysis Component
(1) Backgrouna

The centerpiece or tne new project is the Aaministration ana Policy Analysis
Component. This component will pe staffea by a coordinating Aaministration ana
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Policy Analysis Unit (to be located in the Financial Research, Statistics and
Aaninistrative Development Office of Minister of Finance). The unit will
report directly to the Minister of Finance and will be staffed with
experlencea US and Egyptian tax analysts ana publlc tinance management
specialists. As approprlate, research reguirements on aaministrative,
operatlunal ana proceaural provlems will teed 1nto this starr office tor
analysis ana policy or administrative action by the Minister. In addition,
th1s key statt office will be responsible for aeveloping information and
equcation proyrams on tax 1ssues for government ofricials ana the public. 1he
ortice will aiso be responsible for special stuaies sucn as on property ana
estate taxes. For its part, the Ministry of Finance will have to prepare
1tselt tor 1tsS expanceua role 1n analysls ana pressures ror erricCliency ana
eyulty as a result of researcn, pllot program recomnmencatlions ana ennancea
awareness Or the publlC ana the private sector or potentials tor LmpLoveu
puplic finance policies ana operational improvements. This will call for
aocvption of mocern aaninistrative practices ana strengthening ot manayement.

(2) Component (bjectives

Th1s canponent provides the resources for administration ana pollcy analysis.
The final Phase ] objectlve 1S tO prepare a comprehensive tax aamnistrative
poliCy rerori ayeénaa ana a plan to acaress tne priority issues. The canponent
will coorairate the Ministry's central Management Information System (MIS) --
linking tne MIS of eacn ot the principal tax ana revenue cepartments ror
internal management ana cooraination of public information. Finally, the
camponent wiil conauct special stuaies anu pilot activities on property taxes
ang estate tax.

The appllea researcn and pilot operational prograls 1n the tnree major tax
geparthients will provice recommencations tor stanaardization of methods ana
proceaures, nLany of wnicm can we lmplementea umeglately. 1Inils spoula resuit
1n 1ncreaseq efficiency ana equity, €.4,, reduce tax adistortions wnhnicn
agversely lnriuence private sector aecislons anu actions. (ther 1ssues that
cannot be resolvea at the Department level wlll pe elevatea to tne
Adnlnlstration anu Poilcy Analysis Unit tor analysis ana actioun or preparation
tor Pnase II 1mplementation.

The MIS wlll provige timely intormation to Senior ninistry management on the
status of key revenue, expenaiture ana personnei variapies, 1This system will
araw on and integrate cata gereratea by ana malntalnea in the i1naiviaual tax
ana revenue MIS. Examples of variaples to pe incluooeag i1n this KIS are
perrormance of each tax instrument, expenaiture aispursement rates, buaget
gericits anda personnel utilization.

The Special Stuaies ana Pi1lot Activities on property ana estate taxation wiid

icentify the problems with current policy ana admnistration in those areas.
Shoulu pilot activity lnaicate tnhat tnese tax lnstrunents have important
revenue ana eyulty potential, rurtner resource assistance to these areas may
ve unaertaxen,

(3) Phase I (utputs

At the ena or Phase I, tne Aaninistration anag Policy Analysis Component wiil
have proauced the tollowing:
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(a) a tax reform policy package that includes a set of coordinated tax
palicies and araft legislation in incame tax policy, custams tax
policy and excise tax policy;

(b) a coordinated administrative, operational and proceaural reform
package for the offices of Income Tax Administration, Customs Tax
Adninistration and Excise Tax Administration;

(c) a prioritized implementation plan for the above policy ana
adninistrative reform packages;

(d) a public awareness compaign to inform the tax payers of the benefits
of the reforms;

(e) the design of an integrated Management Information System incluaing at
least the Office of the Minister of Finance, the Income Tax
Administration, the Custams Administration ana the Excise Tax
Administration; and

() a series of special studies on problems of property and estate taxes.

(4) Phase II Qutputs

The package of reforms, i.e., policy, admninistrative, legislative ana
operational improvements identifiea in Phase I for action, will be implemented
during Phase II. In aadition to assisting to explain the retorms to tne
Peoples Assembly, the public ana the implementing authority, this phase of the
project will monitor progress ana stuay areas of the reform wnich may neea to
be fine tuned. As new tax measures come into force, special emphasis will be
given to the analysis of actual incidence in terms ot business behavior ana
distributive equity.

At the end of Phase II, Camponent I will have proauced the following outputs:
(a) implementation of the tax policy reform package;

(b) implementation of the agninistrative, operational ana proceaural
reform packages;

(c) implementation of the public awareness campalgn;

(d) implementation of a Ministry coorainated MIS and data transfer system
among the various tax department's Management Information Systems SO
that information collected by each can be automatically shared with
the otners; ana

(e) implementation of special studies ana pilot activities resulting from
the stuaies.
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The special studies element will first investigate the various
If this
inquiry suggests that these taxes can be moaifiea to perform
efriclently and equitably, further stuay wWill bDe uncertaken to
igentify appropriate mechanisms for encouraging policy ana

problems surrounaing the property ana estate taxation,

adaninistration umgrovenents.

In property taxation, which 1S likely to

be more promsing, special enphasis wili be given to the problems of
tax mapping, assessment practices, the ettects or rent contro. ana
property exemptions, the potential for special assessnents (roaq/sewer
ULproveent) ana adninistration.

(5) Phase I ana II Inputs

Tenical Assistance
US Lony Term
US short Term
BGY Short Term
EGY Statt
US Training
conmmpaities
contingency

PM = Person Months

bPhase I

78ph 1,482,000
27pM 270,000
69PM 138,000
15PM 30,000
12.5pm 125,000

50,000

42,000

2,137,000

pPhase I1I

117PM 2,223,000
24P 240,000
75PM 150,000
20PM 40,000
5.5PM 55,000
145,000

276,000
3,129,000

Total

195pm 3,705,000
51pM 510,000
144pM 288,000
35PM 70,000
l8py 180,000
195,000

318,000
5,266,000
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b. Income Tax Administration Component
(1) Background

USAID has provided technical assistance to the Ministry of Fimance's Incame
Tax Cepartment (ITD) under a pParticipating Agency Service Agreement (PASA)
with the US Internal Revenue Service (IRS). Assistance was initiatea in 1975
with short-term advisors working in various operational areas. In 1980 the
Tax Administration Project (TAP) was organizea to provige structurea technical
assistance througnh the IRS. The goal of the TAP was to assist in the
mooilization of damestic resources for gevelopment, with a secondary goal to
Lmprove taxpayer equity ana to enhance efficiency with the ITD. Four specific
interventions were plannea to achieve the objectives: (a) reorganization of
the ITD; (b) development of an income tax training capacity; (c)
canputerization or tax functions; and (d) streamlining of collections ana

examination functions.

There have been delays in implementation. The delays are attributea in great
part to inappropriate staffing by poth parties. As a result of the 1983
evaluation, several cnanges were mace. Key miadle management statt were
trained and exposea to new concepts ana significant results have been achievea
over the last two years. FOC example, a National Tax Training Institute (1TI)~
has been estaplished 1n Cairo ana 1s now conducting more than 100 courses per
year. More than 120 trainerS are skillea 1n various areas as diverse as
preparation of training materials ana pnilosophy of training.

Reglonal TTIs have also been establishea at Alexanaria, Tanta, Shepin E1l Kam,
Ben1 Suef, Aswan ana Ismailia. TTI's in Luxor, Mansoura ana Assiyut are
scheaulea to open later this year, with another three aaaea by the ena Or
1988. The new regional Tax Training Institutes will not be fully functional by
tne ena or tne TAP in 1988, therefore, the training of start ana procurement
of training equiprent will continue unaer the new project. The TAP has been
extengea tnrough Septemper 1988 to provide a priage with tne new Public
Finance Administration Project. The results to cate ot the training
activitles are Obvlous in terms ot relative erficlency ot Incame Tax
Department organization ana operations.

The 1983 evaiuation recognizea that institution puilaing woula be a lonyg term
undertaking and suggested that technical assistance ana training programs be
expanaed. In other areas of institutional develgpment the important
constraints have been identifiea and interventions are incorporated into the
new project. The institutional pase nas been establishea for future expansion
and there are "lessons learnea" for integration into initial work with the

Custans ana Excise Departments.
(2) Component Cbjectives

The objectives of this camponent (which builds on the ongoing TAP activities)
are:

1. efticiency in the aaministration of the Egyptian Incame Taxation
Department's (ITD) personal ana business income tax systems; and
2. improvement of incame taxation equity.
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As a result of improved efficiency and policy, it is expected that appropriate
levels of revenue for development and operation of essential govermment
services will be maintained.

(3) Phase I Quputs

The Income Tax Adninistration Component will concentrate on adninistrative,
operational and procedural improvements in the Income Taxation Department's
internal operations. As a corollary to this, 1t will also focus on 1ncreasea
training and 1ncreasea training capacity.

we will continue the 1nitiatives begun 1n the TAP ana fiela test poth 1AP
proposea changes ana those proposea by the Public Finance Administration
Project. The outputs at tne ena or Phase I will be recammencarions resulting
from a series of pilot studis in the following areas:

- unirorm tax enforcement policy;

- 1nterrelationship to other taxes;

- cost ana collectapility or 1ncame taxes;

- 1ncore taxation's effect on private sector development;

- rationalization ot 1ncame tax rates;

- sinplification and clarification of taxation code; and

- uniltication Of lncane taxation scheaules 1nto a gicbal systen.

(4) Phase II Qutputs

The pasic Incaue Tax Department (ITD) organizational planning work has been
conpleted unaer the ongoing TAP. Aaditional long term assistance is needed 1in
strengthening staff capacities lncluding management, mprovement/
stancaraization ot methods ana procequres ana ADP operations. There are four
priority outputs that will be achieved in the area ot Incame Taxation ana
Administration.

Qutput l: Improvea ana Expandea Training

The MOF effort to aevelop a solia caare or trained personnel ana managers at
alLl levels will continue ana be expancea to hanale the 17,000 Incame lax
Department employees. A system for the identification, selection ana
training of new managers will e expanaed ana LRprovea with a goal ot
improving overall management efficiency. In addition to technical and
management course work, training will also tocus on new policies ana
procedures developed ana testea uncer the "Policy ana Administrative Analysis®
canponent and the standaraization OL procedures ana reguiations nationwiae.
By the ena of the project ten fully functional and operating TTIs will exist
thirougnout Egypt with the capacity to train on average 3,000 personnel each
year.,
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Qutput 2: Improved and Standaraized Methods and Procedures
(a) Examination

Currently all lncame tax Leturns 1n Egypt are 1nalviaually aualitea creating a
large unworkable backlog of cases. Service to the taxpayer will be improvea
it returns are categorized ana erficiently processea. The pilot examination
processes will be further refined by: (a) statistical data collection ana
analysis; (D) plementation ot a technical time ana reporting system 1n the
districts tor examination personnel; and (c) 1mplementation ot classification
procedures using guiraelines estaplishea py the ITD. Examination
administration and operational systems will also be computerizea by
incorporatlng appropriate ADP equipment, €.9., microcamputers at the regional
and district level.

(b) Collection

one of the greatest impediments facing improved collection is the lack of
policy, uniform practices and delegated authority in this critical and
sensitive area. As a result of the TAP, there 1s same operational experience
to 1mprove policy ana to create a f1eld test of a more efficient and uniform
(equitable) collection system. The Collect.on Ssector will be given full
operational authority and a collections procedure manual will be prepared.

Output 3:  lhanagement Information System
—

The MIS is an important general support system aimea at (1) stancaraizing
procedures, (2) LMproving camunication ana information fiows witnin ITD ana
to the public, and (3) analysis of revenue variables. As implementation
proceeds ana lessons fram the pirlot programs 1in collection and examlnation are
learnea, aaditional management support proceaures and operations will be
created ang/or up-aatea. The system's 1nitial focus will 1ncluce put not be
limited to the following areas:

(a) Data Information Center

Currently a campilation of taxation gocuments goes not exist outsiae of the
main Ministry of Finance building. A mocern central Data Information Center
will pe establishea that will allow yulick access to important 1tems sudh as
all current taxation laws, Ministerial cecrees, technical procedure manuals,
ana relevant Egyptian ana foreign perioaicals, RQOOks, and other papers
relating to income taxation.

(b) Autamated Data Processing

The initial planning and training for an autamated aata processing (ADP) unit
has been initiated. A core unit is now operating within the Income Tax
Department and must be expanaed. Establishment of a full service ADP unit has
been delayed mainly due to the jack of a computer facility in the Ministry of
Finance. This necessitates the purchase or camputer time fram another
organization. An expinced computer system will be developed to hanale the
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recording of withholding taxes from sales ana purchases, the preparation ot
taxpayers' returns and various reporting ana aualting tunctions to support the
management information ana proceaure eftort (Qutput 3 above), Careful systems
anag procurement planning will be necessary to organize camnputer faciiities
outside of Cairo ana aesign an intercepartmental managenent information system
tnat proviaes appropriate qata ror analysis.

(5) Phase I ana II Inputs

(8)
Phase I Phase II Total

1, Technical Assistance
US Long Term 52PM 968,000 78PN 1,462,000 13upM 2,470,000
US short Term 9pPM 90,000 15pm 150,000 24PM 240,000
BEGY Short Terl 24PM 48,000 51PM 102,000 75pM 150,000
2. US Training 8PM 80,000 15pM 150,000 23PM 230,000
3. cComucaities 450,000 475,000 925,060
4, cContingency 43,000 262,000 305,000
1,699,000 2,621,000 4,320,000

PM = pPerson Months
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C. Customs Administration Component
(1) Background and Issues

A U.S. Custams Service (USCS) survey team reviewed the operations of the
Egyptian Customs Department in January 1987. Several policy and operational
issues were identified and the team's input has provided many of the details
in the design of this component's activities.

(2) Component (bjectives

The objective of this camponent is to imgrove the efficiency and equity in the
incidence, assessment and collection of customs duties. Improvea customs
policies, regqulations and aaninistrative procedures are of critical importance
to the private sector, Efficiency and predictability of customs tax
application on imports and exports has direct impact on business expansion and
overall productivity.

(3) Phase I Qutputs

At tne ena of Phase I, the following areas will have been analyzeda for
possible administrative change and .pilot programs will have been conducted
where appropriate:

- uniform tax enforcement policy;

- develomment of stanaardized adninistrative policies ana operating
procedures;

- Unprovements in adninistrative controls;

-~ ilmprovements in systems for information flows: and

- sumplification and clarification of custams laws and proceaures,

Other priority issues will be identified for analysis as a result of
operational experience and pilot activities.

(4) Phase II Qutputs

The principal outputs will be improvements in all major functions in the
Egyptian Customs Department:

Cutput 1: Improved Management Systems ana Proceaures

In general, emphasis will be on improved efficiency and improved procedures
for poth import and export processing. Management and proceaural systems will
be introduced to: (1) reauce the average time for customs clearance; (2)
improve the consistency and reliability of custams classification ana
valuation; (3) improve the efficiency in handling of perishable export items;
ana (4) wmprove procedures for expeditous release of critical imports for
industry. The USCS survey team also identified specific operational areas for
immeciate work (systems ana proceaures): autamation of entry recoras in
Alexandria; elimination of certain steps in the export process; and the
improvement of auty collection systems.
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Qutput 2: Automatea Data Processing

The project will assist the Custdus Departient to strengthen their autamateu
data processing (ADP) systems for: aamnistration, (e.g., personnel, budget
ana logistics); wareliouse 1nventory ana cargu cuntrols; ana tinance ana
accounting, (e.g., entry oeciarations, cargo clearance ana tax collection).

Cutput 3: National Custaus Training Center

The project wili cevelop a National Customs Taxation Training Institute. fThe
Institute coula pe rocelea arter the Incaue Tax Department's training program
ana, to the extent possible, generic type training, e.g., general managenent
trairing, will be cocrainatea with tne Incame TaX Department as a cost saving
reasure. Tecnical assistance will pbe provicea in the ceveloprent ot
Stahcaraizeq tralnlng curricula ana course liaterials as well as assistance 1n
the management operations of the Institute. Training courses will be
constantly up-aatea ana be basea On 1ESSONS Learnea ana Manges Mace qQuring
pilot efftorts ana policy cmanyges. Althougn 1t nust still be investigated, it
1S 1ntenqgea that the National Custaus Training Center will unuertake its
activities within the pnysical facilities ot the Tax Training Institutes.

Qatput 4: Pubilc Inrormation Systeh

In covperation witn the Aawinistration ana Poiicy Analysls unit, a puwilc
relations anu inforration program willi be developea in the Custons Taxation
Deraruwent whlian wlil ecucate the Eyyptlan pLuullC Ol CuStulLs taxatlon poilcy
ana proceaures. TulS program will inforl the pupllC anu buslness Colnunity on
N tax rates are qeternilnea, assesseq ana coiiecteu. Tne proyram will
cevelop information programs using television, raaio ana grint reaia.

(5) Pnase I ana II Inputs

($)
Phase I Phase II Total
1. Temnical Assistance
US Long Terl 54PM 904,000 75PM 1,306,000 132pM 2,210,000
US snhort Tern 9pPM 90,000 18PM 180,000 27Pd 270,000
BGY Snart Tern 1YFM 38,000 51PN 102,000 70PM 140,000
2. US Training 6PM 60,000 12pM 120,000 18pm 180,000
3. Cornioalrties 307,000 . 41y ,000 725,000
4. contingency 136,000 " ~218,000 354,000
1,535,000 2,344,000 3,879,000

PM = person Months
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d. Excise Tax Administration Component

(1) Background

Efficient and equitable excise tax aaministration is of considerable
importance to both private and public sector enterprise. EXcCise tax is levied
when goods are transferred fram the producer to the retailer or when goods are
imported. The tax is legally incident on producers. However, ultimately the
tax 1s passea on to the consumer in the price of the ena product.

Excise taxes are levied on approximately 155 items, about 74 of which are
significant in terms of revenue. Of the 155 tax levies, 65 are imposea on
imports. Another 12 are incident on domestic products, the most important
being petroleun products which represent about 25 percent of revenues
collected and soft drinks which remresent about 10 percent of revenues
collected. Annual taxes on 33 items are less than LE 100,000 each. Taxes on
sugar and tea are the other large excise tax sources.

The excise tax revenues generated increased tram 17 percent to 24 percent over
the last five years as a percentage of total tax. The actual increase was
fram LE 400 million to LE 2,400 million. The increase 1s attributea in great
part to the addition of items subject to the tax. This has offset the
relative reduction in revenues fram custams tax collections as a result of
recent 1mport restrictions. Some 30 percent of the excise taxes are collected
by the Custams Department. Much of the excise tax is collectea fram public
sector companies, but growing private sector proauction will become an
increasingly large source of revenue,

Some excise tax rate aajustments were imposed in April 1986, and others were
enacted in August 1986 when the customs tax reform occurred. Several general
trends nave emergea from the recent changes in excise taxation. First, there
is a tendency toward ad valorem and away from unit tax rates. Second, many
rates were reauced on imported goods to reflect the increase in the exchange
rate. Finally, there is general trend toward increase in rates, particularly
on luxury 1items.

(2) Component Qbjectives

The objective is to improve the etficiency of the tax administration ana
equity in the incidence, assessment and collection of excise taxes.

This objective is consistent with the project goal of supporting the
development and expansion of a simplified, equitable and more neutral tax
system in Egypt. Improved policy and systems shoula assist in efforts to
encourage private sector investment in productive areas by insuring equity ana
preaictability of excise tax application.

(3) Phase I Qutputs

Growth ana changes 1n excise taxation and the lack of efficiency, consistency
and equity in collection has led to conflicts between clients and the Excise
Department collectors. A serious operational weakness 1s the lack of taxpayer
numpers or mechanisms for passing information about taxpayers across revenue
departments. This is especially critical for excise since the Custams
Department collects sucn a large portion of the taxes.
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The continuous monitoring and controls imposed by the Excise Tax Department on
canpanies are a large and growing administrative inconvenience and cost burden
for both. Presently, taxes are collected every ten days from each firm, plus
there is a month-end clearing of all tax liabilities. More efficient
procedures are needed.

An initial agenda has been developed which includes analysis of key issues

including the following:

- develomment of standardized administrative policies ana operating
procedures;

- 1mprovements in adninistrative controls;

- improvements in systems for information flows; and

- simplification ana clarification of excise laws and proceaures.

Other priority issues will be identified for analysis as a result of
operational experience and pilot activities.

(4) Phase II Qutputs
Qutput l: Management and Operations Systems Design

Technical advisors will conduct an in~depth analysis of the current excise
taxation system, The analysis will aocument: current operation environment
from the perspective of the client ana the Excise Tax Department; formal and
informal systems employed; ana the process ot aaministration. 5ased on the
analysis, 1mproved processes ana procedures will be recommended to reduce the
nunper Oof steps ana reporting burdens of tne private ana puplic sector firms
and to improve the consistency and reliability of excise tax rules ana
regulations ana their adaninistration.

Functional improvements to pe implemented in this area woula be developea ana
tested in a series of pilot activities., Successful pilot activities woula be
expanaed nationwice as approprlate through training ana preparation ot manuals
of operation. As a result of field operations ana pilot testing, issues of a
policy nature woula pe channelea to the Policy ana Aaministrative Analysis
unit for their action and review with the Minister of Finance ana other GOE
officials as apgropriate. It 1S anticipatea tnat existing legislation will
need to be revised to adjust the fee structure. Such legislation would be a
part of the Policy Agenaa aevelopea by the project by year two.

Qutput 2: Automated Data Processing Unit

The project will assist the Excise Department to develop expertise in the
operation of automated aata processing (ADP) systems to improve both its
adninistrative proceaures (personnel, buaget ana logistics) as well as systems
to enhance the processing of duty collection and data sharing with other
revenue departments (Custams). The ADP unit will be critical as the
Department increases its scope of operations to cover new enterprises ana as
more efficient pilling procedures are developed. Over time, the ADP unit
would be important as pilot activities explore opportunities of developing a
sales tax collected at the retail unit on certain luxury items. Other
efficiencies in processing will serve to eliminate existing irritants now
experienced 1n working with private enterprise.
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Qutput 3: Excise Taxation Training Center

The project will explore the request tor estaplishment or a National Excise
Taxation Training Institute. ToO the extent possible, this training shoula be
unagertaken or coorainatea throug: the sister Institutes in the Incaie ana
Customs Departments, e.g., conmputer training, management audit, cost
accounting anu valuation among others. It the viability ot a separate
tacility 1s ceterminea, the training tacility would be provicea by the GOE
Excise Departi.ent ana equlpuent ana naterials procurea unoer project tunaing
ana speciallzea courses woula be cevelopea. In the nore specializea areas
instructors woula pe trainea to conauct training to the more than 4,000
erployees assignea to various oftices througnout Egypt. Training courses will
pe continually up~catea pasea on lessSONs learnea ana changes 1n policCy ana
proceaures,

(5) Phase I ana II Inputs

($)
Phase I Phase I1I Total

1. Technical Assistance
US Long Term 18PN 345,000 6PM 111,000 24PM 426,000
US short Term 6PM 60,000 12pM 120,000 18pPM 180,000
EGY sShort Terh 8pm 16,000 9pM 18,000 17EM 34,000
2. US Training 7pM 70,000 8PM 80,000 15pM 150,000
3. Coutoaities 105,000 75,000 160,000
4. contingency 56,000 41,000 97,000
622,000 445,000 1,067,000

PM = person Montns
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C. PRQJECT MANAGEMENT
1. USAID Project Management

Tne 0ffice of Education and Training (ET) of the Human Resources ana
Development Cooperation Directorate is responsible for project management. A
professional Foreign Service National (FSN) project officer with considerable
management experience will be assigned as project officer. The project
officer will be assisted by a second full-time PSN assigned as an
administrative liaison officer coordinating with each Department at the
Ministry of Finance.

2. GOE Management

Tne principal counterpart officials are tne Minister and Commissioners tor
Income Tax, Customs and Excise. The Minister will appoint a project policy
comittee composed of tne Minister and representatives of tne Income Tax
Administration, the Customs Administration and tne Excise Tax Administration.
Tne policy committee will meet at least quarterly. It will pe responsible for
overall project direction and for the policy dialogue process witn AID. Otner
operational counterparts 1n eacn functional area will pe named by tne
Commissioners and tne Minister, and a project steering committee will pe
appointed tnat will include representatives of the Minister, tne Income Tax
Administration, the Customs Administration, tne Excise Tax Administration and
AID. Tne steering cormittee will meet at least monthly ana will pe
responsible for administrative and financial acecisions that do not change
overall policy and project oojectives., The steering committee will also pe
responsible for montnly project monitoring reports. The format and categories
of tnese reports will pe developed by the steering cormittee no later tnan the
end of the tnird montn following tne appointment of the committee.

SECTION IV: FINANCIAL PLAN

Source of Funds

Tne proposed six year project has an estimated life of project funding of
$20,226,0U0. USAID's contripution will pe grant funded for a total of
$16,200,000, wnicn represents 80% of total estimated project costs. The GOE
will contribute an estimated LE 8,857,127 ($4,025,966 at the current exchange
rate of 2.20), whicn represents 20% of total project costs.

The USAID/Cairo Mission plans to autnorize tne entire USAID portion of tne
estimated project costs ($16,200,0U00) in tnhe project autnorization gocument
out only ooligate §7,000,000 of tnat in FY 88. If a decision is made at tne
end of Pphase I to continue into Pnase II, tne additional $9,200,000 will pe
ooligated, supbject to the availability of funds, oy Grant Agreement amendment
in FY 90.

The following taoles detail the US dollar and Egyptian pound totals for potn
USAID and the GOE contributions. All GOE contriputions will pe in kind
contriputions.

Because of tne division of tne project into four components and two pnases, a
line 1tem flexibility of 20% will oe includea in tne Project Grant Agreement,
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TAHMLE 1
SUMMAKY COST' ESTIMATES
(US$ Luu)
PHASE 1
AlID HOSE COUNIRY
COMPONENTS LC FX Subtotal 1.C subtotal Conpunent Total
1. Mobilization 53 45 1] —U- —U-
subtotal 53 45 98 -u- U+ 98
2. Aduinistration &
Policy Analysis
a. TA
(1) US Lony Term 1442 1442 1452
(2) us short Ternm 270 270 270
(3) BG Shart Tern 138 138 138
(4) BG Statt 30 30 49 49 79
b. Training
(1) us 125 125 125
(2) BG 53 53 53
c. contuoqlrties 50 SU SU
d. Otfice Henovation
& Supplies 33 32 33
e. Publications &
Misc. Support 11 11 11
r. contingency 8 34 42 13 13 55
Subtotal 226 1911 2137 159 159 2296
Totals
phase I 53 45 Yy
phase 11 -0 -0 —U-
X 4% 98
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TAILE 11
SUMMARY CUST ESTIMATES
(Us$ wv)
PHASE 11
AlID HOYI' CUUNIRY
COMPONENTS LC FX Subtotal LC Subtotal Congponent Total
1. Mobilization
Subtotal
2. Mdministration &
policy Analysis
a. TA
(1) US Long Term 2223 2223 2223
(2) US Ghort Term 240 240 240
(3) BG Shart Term 15U 15U 1Hu
(4) BG Staff 40 40 96 96 136
b. Training
(1) Us 55 55 55
(2) BG 82 82 82
c. Camoalties 75 75 145 145
4. Otfice Renovation
& Supplies 37 37 37
e. Publications &
Misc. Support 15 15 15
f. continyency 26 250 276 20 20 296
Subtotal 291 2438 3129 250 25U 3379
Totails
phase I 226 1911 2137 159 159 22906
Phase 1 291 2838 3129 250 250 3379
517 4749 52066 409 409 L/5
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TAHKLE II1
SUMMARY COST ESI'IMATES
(US$ ouu)
PHASE 1
AID HOSI' COUN'IRY
COMPONENTS LC FX Subtotal LC Subtotal Conponent Total
3. Incamne Tax Administration
Component
a. TA
(1) US Long Term 588 988 98H
(2) US short Term 90 90 9u
(3) BG Short Term 48 48 48
(4) BG Staff 263 263 263
b. Training
(1) us 80 80 80
(2) BG 235 235 235
c. Camodities 50 400 450 450
d. Office Renovation
& Supplies 146 146 146
e, Publications &
Misc. Support 49 49 49
f. Contingency 43 43 56 56 99
Subtotal 98 1601 1699 749 749 244b
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TABLE 1V
SUMMARY COST EST1IMATES
(US$ 00V)
PHASE I1
AID HOST COUNTRY
COMPQNENTS LC FX Subtotal LC Subtotal Component Total
3. Incane Tax Adninistration
Conmponent
a. TA
(1) US Long Term 1482 1482 1482
(2) US Short Term 150 150 150
(3) BG Short Term 102 102 102
(4) EG staff 364 364 364
b. Training
(1) US 150 150 150
(2) EG 359 359 359
c. Commodities 75 400 475 475
d. Office Renovation
& Supplies 163 163 163
e. Publications &
Misc. support 68 68 68
f. Contingency 21 241 262 87 87 349
Subtotal 198 2423 2621 1041 1041 3662
Totals
Phase 1 98 1601 1699 749 749 244b
Phase 11 198 2423 2621 1041 1041 3662
296 4024 4320 1790 1790 6110



TABLE V

SUMMARY COST ESTI1MATES

(Us$ 000)
PHASE I
AlD HOSI' COUNIRY
COMPONENTS LC FX Subtotal LC Subtotal Counponent Total
4. Custams Aduinistration
conponent
a. TA
(1) US Long Term 904 904 904
(2) US short Term 90 90 90
(3) EG Short Term 38 38 34
(4) BG staff 165 165 165
b. Training
(1) us 6U 6l 60
(2) EG 181 181 161
c. Cormodities 95 212 307 307
d. Office Renovation
& Supplies 112 112 112
e. Publications &

Misc. Support 38 38 38
f. Contingency 14 122 136 43 43 179
Subtotal 147 1348 1535 539 539 2074
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TABLE VI
SUMMARY COST ESTIMATES

(us$ 0uu)
PHASE II
AID HOST COUNIRY
COMPONENTS LC FX Subtotal LC Subtotal Component Total
4. Custams Administration
Conponent
a. TA
(1) US Long Term 1306 1306 1306
(2) US Short Term 180 180 180
(3) BG Short Term 102 102 102
(4) EG Staff 318 318 318
b. Training
(1) us 120 120 120
(2) BEG 278 278 278
c. Camnodities 80 338 418 418
d. Office Renovation
& Supplies 126 126 126
e. Publications &
Misc. Support 53 53 53
f. Contingency 19 199 218 67 67 : 285
Subtotal 201 2143 2344 842 842 3186
Totals

Phase 1 147 1388 1535 539 539 2074
Phase I1I 201 2143 2344 842 842 3186
348 3531 3479 1381 1381 5260



-33-

TABLE VII
SUMMARY COST ESTIMATES
(USs 00V)
PHASE I
AID HOST' COUN'TRY
COMPONENTS LC FX Subtotal LC Subtotal’ Component Total
5. Excise Tax
Administration Caomponent
a. TA
(1) US Long Term 315 315 315
(2) US short Term 60 60 60
(3) BG Short Term 16 16 16
(4) BG Staff 50 50 50
b. Training
(1) US 70 70 70
(2) BG 59 59 59
c. Cammodities 15 90 105 105
d. Office Renovation
& Supplies 36 3o 36
e. Publications &
Misc. Support 12 12 12

f. Contingency 56 56 14 14 70

Subtotal 31 591 622 171 171 793
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TABLE VIII
SUMMARY COST ESI'IMATES
(US$ wuo)
PHASE I1I
AID HOSI' CUUNTRY
COMPONENTS LC FX Subtotal LC Subtotal Corponent Total
5. Excise Tax
Adninistration Camponent
a. TA
(1) US Long Term 111 111 111
(2) US Short Term 120 120 120
(3) BG Short Term 18 18 18
(4) BG Staff 107 107 107
b. Training
(1) us 80 80 8u
(2) BEG 90 90 90
c. Camodities 15 60 75 75
d. Office Renovation
& Supplies 41 41 41
e. Publications &
Misc. Support 17 17 17
f. Contingency 6 35 4] 22 22 63
Subtotal 39 406 445 277 277 722
Totals
Phase I 31 591 622 171 111 793
pPhase 11 39 406 445 277 277 722
70 997 1067 448 “44p pLILY
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TABLE IX
SUMMARY OF TOTAL PROJECT COST ESI'IMATES
(US$ 000)
AID HOSI' COUNTRY
COMPONENTS . IC FX subtotal LC Subtotal Conponent Total
1. mobilization
53 45 98 9y
2. Administration & Policy
Anaiysis component 517 4,749 5,266 409 5,675
3. Income Tax Administration
Cuinponent 296 4,024 4,320 1,7% 6,11037
4. customs Administration
Calnponent 348 3,531 3,879 1,381 5,260
5. Excise Tax Administration
Conpunent 70 997 1,067 448 1,515
6. Evaluaton & conferences 220 220 220
7. Overall project
contingency 1,350 1,350 1,3%
1,504 14,696 16,200 4,028* Project 1otal 20,228

*he 2,000 above estimated 4,026 is aue to rounding.
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SUMMARY OF PHASE I AND PHASE II COST ESTIMATES

(Us$000)
AID HOST CCUNTRY
PHASE I PHASE II PHASE I PHASE 1II
COMPCINENT TOTALS
IC FX Lc FX LC LC
l. Mobilization 53 45 0 0 0 0 98
2. Adninistration
& Policy Analysis
Cunponent 226 1911 291 283§ 159 250 5675
3. Income Tax
Adnilnlistration
Camponent 96 1601 198 2423 749 1041 6110
4. Customs Aaministra-~
tion canponent 147 1388 201 2143 539 842 5260
5. EXcise Tax
Aaninistration
Canponent 31 591 39 406 174 277 1515
6. Evaluation &
conferences 110 110 220
7. Overall Project
contingency 700 050 1350
665 6236 839 8460 1618 2410 20228
TCTALS: IC 1504 4026 553z
FX 14696 14696
16200 20226
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SECTION V: IMPLEMENTATION PLAN BY COMPONENT

A. ADMINISIRATION AND POLICY ANALYSIS COMPONENT

puring Phase I, the *policy Analysis unit® will unaertake activities related
to: (1) wotn revenue ana expenaiture siges ot MCF operations; (2) analysis of
issues of an aamnistration and policy nature, ana (3) information systems
requireu to link a publlc intormation program to the GOE's expenaiture
pcogram. Efforts on the expenaiture siae will puila on current limitea
asslstance pelng proviacea DY USAID's Econamlc Section or tne program, PolicCy
and Flanning Division.

1. Teanical Assistance

A tnree-person reslcent technical assistance team camposed ot 1) tne
Senior Puplic Finance Aavisor, 2) the public Finance Aavisor and 3) the
tunagement Inrormation System Agv1sor w1ll work 1n tnis component in
cooperation with a group ot snort term Egyptian puplic finance specialists
ana econunists. Tne Senior puplic Finance Aqvlsor wlll oversee ana airect
tne qeveiopment of tne policy agenaa, coorainate wWith other te-anical
asslstance cauponents 1nclualng tne aavlsurs proviaed to the 1ncome,
customs ana excise gepartments, ana aevelop the training plan for the
Aaminlstrative ana PO.1Cy analysis unit. The PuLllC Finance Aavisor will
pe a specialist 1n tax policy qevelopment. The management Information
Systeln AaQV1SOory w1ll ve responsible for the gevelopment ana 1nitial
operation of the new Ministry or Finance hIS ana the aevelopment ot the
overall project procurenent plan. Ai. three long tern aagvisors are
scneaulea to arrive at the peginning of MAY 1955 ana aepart at tne ena ot
Septeuner 1993. A total ot 195 person months of lonyg term teannical
asslstance will pe proviaea. Both US and Egyptian snort term agvisor
neeas will be plannec ana umplenentea as the project progresses. There
w1ll pe a total of 51 person montns of US ana 144 person montns of
Egyptian short term TA proviaea.

Z. ‘Training

A training plan for all project camponents wlll D€ proaucea by the senict
public Finance Aavisor, with appropriate 1nputs from other members or the
TA teams, auring June tnrough Septehwer Of 1968. The 18 person months Or
short term US training will tnen pe planned ana inplementea by the Seniort
puniic Finance Aavisor.

3. Ccommodities

For all project camponents except the Custans Adninistration Coluponent,
project venicles ana all computer and ancillary eguipment wlll be procuread
tnrougn the Public Finance Aavisory Teal contract. 1he prime contractor
may, 1f he wishes, use tne services of a urchasing Services Agent uncer
suucontract. The Manageuent Intormation System AQv1SOr will pe
responsible for coorainatlng inputs ana proauction of a conmputer
procurenent plan for all rour project camponents. Actual procurement
uncer the Customs Aaminlstration Component will pe aone by USAILy(alro.
The plan will pe caupletea no later tnan the end Of tne tnlra montn arter
the arrival or all long term consultant teams and will be upadatea ana
suanittea for appcoval to USAID ana the (O yearly.
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IMPLEMENTAT IUN SCHEDULE

Administration and Policy Analysis Unit

Mobilization

bhiase 1

bPhase 11

ONDJFMAMIJAS ONDJFMAMI JASONDJFMAMJJAS ONDJYEMAMI JASONDY FMAMIJASONDUFMAM) JAS

Technical Assistance
Lony Term Aavisors (3)
Short lerm Aavisors
Eg Short Terin Advisors
Administration and Policy
Plans, Tests, Analyses
Policy and Reform Agenaa
Reforin Ilmplementation
Management Intormation Systens
1raining Procurement klan
Training Needs Assessment
Training Implenentation
Procurenents
Ottices, Furnishings, misc
Microconputers
vehicle

1 1
1 1
1
1 1
1-1
1 1
1 1
I—-1
1 1
1 1
) —— |
I—— e 1

1

Aanlnistrative and pPolicy Analysis Unit - Pertinent kvents

Mobilization Hhase:
Phase I:
Phase I1:

Three lony term aavisors:
ADP short term aavisor:
Other short term aavisors:

1raining U.S.:

Administrative Policy and

Retorm Agenda Agreeauent:

Procurenments
Microcauputers
Oftices, furnishings
Vehilcle

/87 to Y/b8
1b/88 to Y/9U
10/90 to 9/43

5/88 to 9/93

Fiscal Year 1948

3Y munths per annun
tor project auration
3.5 nonths per annu
tor project duration

7/9U0 to 9/9U

1U/6b to 5/8Y
10/87 to Y/93
1U/88 to 3/bY

(oftices, turnishings, start-up agenda tor project)
(Planniny anu analyses tor retorn ayenua)
(Inplenentation or ayreed upon reform agenda)
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INCOME TAXATION COMPONENT

The Tax Aaministration Project (TAP) was extended through Septemoer 30,1988 to
provide a bridge to ana to facilitate the new public Finance Admunistration
project. To a great extent, this is a rollow on phase to the TAP. Tnhe
expansion will be greatly facilitatea by the existing systems ana experience
1n training, pilot prograis 1n examination, ana ADP.

1.

Technical Assistance

This cdiponent will have a resicent aavisory team camposea of 1) the
senior Tax Advisor and 2) the Technical Advisor. A total of 130 person
months ot long term technical assistance wllil be provigea. The Senior Tax
Advisor will rocus primary attention to overall planning, policy analysis
in cooperation witn the Analysis Unit, aevelopment ot the Management
Information System ana the expansion of the Training Institute,

The Teannical Advisor will provice technical expertise in nethoas ana
proceaures 1n the pllot examination expansion program ana will assist in
the planning ana programming ot other functional areas incluaing
collections, training, and the cevelopment of operational manuals ana
hanabooks. :

Sshart-term tenicians will aavise 1n the tollowing areas: trdaining, 6
person months (PMs); ADP, 4PMs; collection, 2 PMs; tax evasion, 2 PMs; ana
examination, 2PMs. Snort-term acvisors wWill assist 1n appropLliate on-site
tralning programs as necessary. The project will include funaing for an
operational support staff consisting or an interpreter/ilaison Otricer ana
a pilingual secretary to facilitate the work of aavisors. Aaditional US
ana Egyptian snort term aavisory neeas will be plannea ana implemented as
tne project progresses. A total of 24 person roaths of US ana 75 person
montns of Egyptlan snort term technical assistance wWill pe proviaea.

vhen the IRS PASA terminates in September 1988 it will not be extencea.
Insteaqa, tne two aavisors wlll nave Deen replaceg Dy twO aavlsuls prouviaeaq
undger the PFAT contract. These two new aavisors will continue to work 1n
tie sane areas as tne IRS aavisors.

Training

A training plan will pe proaucea by the Senior ‘Tax Aqv1sor during June
through September 1988. The 23 person months of short term US training
w1ll pe plannea ana uplewentea Dy the Senior Tax Aavisor,

Corroalities

Component camiodities will pe procurea througn the prime contractor
following approval of the procurement plan,
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IMPLEMENTATION SCHEDULE

Income Taxation Implementation Planning

Mobilization Phase I Phase II
ONDJFMAMJJAS ONDJFMAMJJASONDJFMAMIJAS ONDJFMAMIJASONDJFMAMIJASONDJFMAMIJAS

Technical Assistance

IRS PASA

Long Term Advisors (2)

Short Term Advisors
Management Information Systems

pata Information Center

Automated Data Processing
Training

TTI Expansion

Training Implementation
Procurements

I-I I-I I-1 I-1 I-I I-1 I-I I-I

—————1

Offices, Furnishings, misc I 1

Microconmputers
Audio/Visual Byuipment
Vehicle

Income Taxation Implementation

Mobilization Phase:
Phase 1I:
Phase I1:

IRS PASA (2 advisors)
Two long term advisors
shcret term advisors

Training U.S.
Procurenments

Microcamputers
vehicle

Planning - Pertinent Events

10/87 to 9/88 (otfices, turnishings, coordination with IRS)

10/88 to 9/90 (Examination pilot expansion, collection)

10/90 to 9/93 (Coagitication of policy ana proceaures, expansion ot exam
and collection)

leave 9/88
5/88 to 9/93
20 months per annum from 10/88 to 9/93

3 months from 5/88 to 9/88
4 months per annum from 10/88 to 9/93

10/88 to 5/11
10/88 to 3/89
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CUSTOMS ADMINISTRATION COMPONENT

Assistance to the Custams Administration represents a major expansion of
assistance to the Ministry of Finance. The project will focus on improved
adninistration, including inspection and collections, classification and
valuation (C&V), operations including warehouse and cargo management and
controls, ana strengthening of the ADP capacities in support of administration
and operations.

1.

Technical Assistance

The technical assistance team will be contracted through a PASA fraom the
US Customs Administration. A total of 132 person months of long term
technical assistance will be provided. The team will be camposea of two
resident advisors, the Senior Customs Advisor and the Technical Customs
Advisor. The Senior Custams Advisor will have primary responsibility for
providing advice on administrative, public finance policy and related
issues. The aavisor will also pe responsible for organization of the
management information system, strengthening of the ADP capabilities, and
develomment of the National Custams Training Institute.

The Technical Advisor will have primary responsibility for coordination of”
activities with the Alexandria Custams site, developing pilot activities,
ana testing of improved methods ana proceaures. As the testing is
canpleted and directives issued for standardization, the technical aavisor
will assist in the cevelopment of operational manuals ana handbooks
incorporating new policies and procedures.

Short-term technical advisors will work in the areas of customs warehouse
adninistration 2 person months (PM), internal control systems 6 (PM),
cargo processing 2 (PM), ADP 2 (PM), passenger processing 1 (PM), and
training 7 (PM}. Additional US and Egyptian short term aavisory needs
will be plannea and implemented as the project progresses. A total of 27
person months of US ana 70 person months ot Egyptian snort term technical
assistance will be provided.

Training

The project will develop a National Custams Training Institute (NCTI)
modeled after the Income Tax Training Institutes to provide both technical
and custams-specific management training. To the extent possible,
‘generic' training will be coordinated with the Income Tax Training
Institutes for efficiency and cost savings. Also, if feasible, the NCTI
will be located within the facilities of the TTIs.

The Institute will be staffed with experienced customs officers trained as
instructors under the project. Training courses will be continually
upaated to integrate new policy ang improve procedures developea throudh
the pilot programs. The physical facility will be provided by the GOE
Custams Department or be within the TTIS., Project advisors will determine
equipment requirements to be financed under the project,
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Management training will be an important area of focus in the interest of
1ncreaseq etficiency. Training courses will be aeveliopea ang/or expanaea
wnich concentrate on such critical issues as aelegation of authority ana
accountability at potn the managerial ana executive levels., This will
help aadress the igentifiea problem of nultiple checks ana balances whidh
cause serious aelays in ail areas incluaing assessment, collection ana

release of cargo.

A training plan wiil pe gevelopea auring tne perioa June through September
88 to cover poth (in-country), U.S., ana thira country training. The Tax
Training Institute adquinlstrators w1ll uncergo tedinical ana opbservation
training in the U.S. ana with internatilonal organizations. The 18 person
months or US snort term trainlng will pe plannea ana implenentea Dy the

senior customs AQvisor.

cannioultles

Cauponent cainoalties w1ll pe procurea through the US custams Service PASA
ana will pe contractea by the USAIYCairo Office of contract services
foilowlng approvea caumoalty procurement pians,
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IMPLEMENTATION SCHEDULE

Customs Administration Implementation Planning

Element Mobilization Phase 1 Pnase 11
Description ONDUFMAMJJAS ONDJFMAMIJASONDJFMAMIJAS ONDJFMAMJJASONDJFMAMIJASONDJFMAMIJAS
Technical Assistance

Custams PASA (2) I I

short Term Advisors I-——I1 I-——1I I--—-1 I-—1 I-1
Management Information Systems

Customs System Evaluation I I

Microcanputer Implement. I 1

ADP Systems Planning 1 L I
Training '

Needs Assessment I—-I '

Training Implementation I I
Procurenents

Microcamputers I—————-1

Vehicles I————I

Customs Administration Inplementation Planning - Pertinent Events

Mobilization Phase: 10/87 to 9/88 (otfices, turnishings, start-up agenda for project)
Phase 1I: 10/88 to 9/90 (Evaluation of systems, analyses and planning)
Phase II: 10/90 to 9/93 (Implementation of plans ana further retinements)
Customs PASA (2 Advisors) 4/88 to 9/93
short term advisors 6 months per annum trom 10/88 to 9/91
Training U.S.: 3 months per annum from 4/88 to Y/93

Procurenments

Microcamputers 10/88 to 10/89

vehicles 10/88 to 3/89
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EXCISE TAXATION COMPQNENT

although of equal importance tO income ana customs operations, the technical
assistance ana other inputs planned tor the Excise Departnent will be of a
more modest nature. Excise taxation's interest ana focus is exclusively with
public and private sector operations. As such, the scope of assistance can be
more qirectea ana planned imporvements are targetea at systems planning ana
training.

1.

Technical Assistance

The Policy ana Aaministrative Analysis aavisors will coorainate policy
studies, research ana analysis for the exclse component. The resicent
Systelis Awvilsor will conauct operational stuaies to getermine areas tor
improvement. The interest is to outline the problers 1in rules,
requlations ana operations affecting caimercial taxation ana suggest
alternative mechnisms for improvements that also proviae for efficiency
ana eguity.

Technical assistance will consist or one long term Systems Aavisor. He
will arrive in April of 1989 and remain until APril of 1991. A total of
24 persun months ot long term technical assistance will be proviaea.

short-term technical assistance will be proviced in training ana ADP. It
is anticipatea that very specializea snort-term teainical assistance wilil
De requilrea to aevelop tacilities ana testing netnoas for significant
ilports 1ncluaing causlcals ana naterials supject to evasion. US and
Egyptian short term tecnnical assistance will be plannea ana implementea
as tne project progresses. A total ot ib person nonths or US ana 17
person montns of Egyptlan snort term tecinical assistance will be proviaea.

Training

The 15 person months of US short term trdaining will pe plannea ana
contractea oy the System Aavisor, once the tralning plan is approved.

commodities

All camoaities will be procurea through tne prime-contractor followlng
approval of the commoaity procurement plan.
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IMPLEMENTATION SCHEDULE

Excise Taxation Inplenentation Planning

Element Mobilization bPhase 1 Phase 11
pescription ONDJFMAMJJAS ONDJFMAMIJJASONDIJFMAMIJAS ONDJFMAMIJASONDJFMAMJIJASONDIFMAMIJAS
Tedhnical Assistance
Long Term Awisor (1) I 1
short Term Aavisors I-1 I-—-1 I-1 I-1 I-1
Egyptian Aavisors 1—-1 I-——-1I -1 1-1 1-1
Management Information Systens I ; I
Training I -1
Procurements .
Microcumputers 1 1
Excise Taxation Implementation Planniny - Pertinent Events
Mobilization phase: 10/87 to 9/88 (ottices, furnishings, start-up agenda tor project)
Phase I: 10/88 to 9/90 - (awvlsors planning, analyzlhy ana training)
Phase II: 10/90 to 9/93 (inplenentation)
ne long term aavisor 4/89 to 4/91
Short term aavisors: 3 months for tiscal year 1Y89

6 months tor tiscal year 1990
3 wonths per annum trom 10/90 to 9/93

Training U.S. 5 nmonths per annun trom 10/88 to 9/91

Procurenents
Microcanputers /89 to 10/90
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SECTION VI: DATA CCLLECTION, IMPACT MONITORING AND EVALUATION PLAN

A. SUMMARY

The primary focus of the data collection, impact monitoring and
evaluation plan of the Public Finance Administration Project will be to
provide petter information to GOE managers. Their willingness to proceed
with aaministrative policy reforms as well as implement operational and
procedural cnanges will depend on adequate information indicating a
positive goal ana purpose level impact. The goal is to assist the
Ministry of Finance to link the public more equitably with the GOE's
expenditure program. The purpose is to improve the efficiency of tax
aaninistration ana equity 1n tne assessment, collection and incidence ot
taxes. Unlike many USAID projects, the success in meeting this project's
purpose can be measured quantitatively. Baseline and performance
monitoring data, supplemented with qualitative survey results, should
provide petter tnan average information on project achievements. The
major evaluation tools will be:

- performance monitoring systems incorporatea in the management

information system ana supported by automated data processing,

- analyses, ana

- focusea taxpayer surveys.
Collection or paseline data, development ana implementation of the
performance monitoring system, analyses and surveys of taxpayers will be
tne responsibility of the technical assistance team in the functional tax
departments and the Policy and Administrative Analysis Unit., Together
this information will proviae GOE and USAID managers with cata for
evaluation of project progress on an ongoing basis, at the ena of Phase
I, and at the project's conclusion.

B. PHASE I

1. Data Collection and Evaluation in the Functional Tax Departments

puring Phase I, development of data collection, monitoring and evaluation
systems for the three functional departments of the Ministry of Finance
will pe critical to the long term success of the project. A primary
objective of the technical assistance team will be prablem
identification. Issues that cannot De resolvea througn operational ana
internal administrative changes will become part of the policy reform
agenaa developed by the Policy ana Aaministrative Analysis Unit. Carerul
analysis of both the formal and informal operating proceaures of the
inaiviaual tax departments will be needed to aevelop more efficient,
effective systems. The technical assistance team will carefully
document proolems identified as this will provide baseline cata against
which to measure the increasea efficiency of systems undergoing field
testing. Under the Tax Administration Project, a numoer of baseline
indicators have been identified for the Income Tax Department. For
example:
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- Examiners typically have a four to five year backlog of files to

audit.

- Only two million of the estimated twelve million workforce file

income tax returns,

- The QE incentive system is counterproductive because it

encourages enployees to focus on quantities of forms processed

rather than accuracy and revenue yield.
The implication exists that complicated audits of high income taxpayers
are postponed and that tax buraen falls on most ummeaiately on those with
lower income, salaried class. These issues relate directly to the
project's purpose of tax adninistration efficiency, equity in assessment,
collection and incidence., Resolution through administrative and
operational changes should have a direct relationship to achievement of
the project's goal and purpose. Preliminary key performance indicators
for wnich paseline and ongoing performance aata will be collectea are
shown in a matrix format on page _ .

Once key indicators of unit performance are identified, an evaluation
system applicable to all similar units should be developea ana
implemented. This will nelp GOE managers to spot poorly perf~rming
units, provide feedback to field staff, and measure the effects of
training and other discrete 1nterventions. GOE managers will neea good
evidence about the value of project inputs if these represent a long term
recurring cost. For exanple, many managers view training as a
discretionary cost, The Tax Administration Project nas invested heavily
in training centers and more training is planned for that unit as weil as
Customs and Excise Department personnel. Unless the benefits of an
ongolng training programn are demonstrated, funding ror training will
probably drop off dramatically after project completion. Problems such
as non-standardized enforcement of tax code revisions could rapialy

reappear.

The technical assistance team will also assist individual departments in
developing and field testing improved procedures and systems. The term
"testing” implies camparison of actual results against past and expected
performance. Documentation will undoubtedly be difficult as piecemeal
develomment of systems, delays in training, late arrival of cammodities,
ana other factors mitigate against a "scientific approach®. The
evaluation system described above should facilitate canparison between
units participating in the project ana those unaffected. Still, solid
eviaence that new systems are significantly more efficient and effective
will pe invaluable in persuading senior managers-and policy makers to
rapidly expand pilot efforts. As systems are tested, rapid low cost
studies should be carried out to assess taxpayer reaction.

Quality control systems will need thorough demonstration to persuade GOE
managers that alternative procedures are more cost effective than current
proceaures. For example, preliminary work has icentifiea the 100%
auditing of income taxes and inspection of goods processeda through
custams as a major bottleneck. GOE policy makers and managers will
undoubtedly want clear, convincing data that sampling or classification
procedures are cost effective and will continue to function as intenaed,
particularly if legislative change is required. Althoudh this project is
small in camparison with other USAID Cairo projects, the potential for
widespread impact is substantial.




- 48 -~

The technical assistance team with their @QOE counterparts will have the
responsibility of icentifying a final list ot a few key pertarmance
indicators to be tracked and implementing a performance monitoring system
as well as analyzing aata collectea on a perioqic basis. New procedures
w1ll 1ncluge guality control systems dilscussed above to assure QUE
managers that the new approacnes are tunctioning as anticipatea. In
aadition, the technical assistance team will assist the functional tax
gepartiients 1n conaucting taxpayer surveys to aetermine taxpayer
perception of the current system, reaction to pilot changes inplementea
1n test areas ana proposea major refornus.

2. The Fole ot the Aaministration and bolicy Analysis Unit

The Administration ana Pollcy Analysis Unit (APAU) has the responsibility
for collecting information on the progress of project components and
malntalning a regular review process Of priority operational ana policy
1ssues witn the project steering commttee ana the Minister ot Finance.
Altnougn the aavisors wlthin the functional tax cepartments will report
directly to their aepartment heaas, tney will also proviae information to
ana coilavorate with tne Senior Finance Aavisor in the APAU., Dual
reporting will ensure that the APAU has necessary information ana aata to
aavise tne steering camilttee ana the dinister ot Finance.

The APAU will also uncertake analyses using cata from the various
functional aeparuments, particularly relating to the 1ssues ot 1inciaence
ana eguity of the taxes. These 1ssues have always been an area of
particuiar concern to Egyptian policy makers. Caretul stuay will Le
neeceqa to assess the compined 1npact of proposea changes. The APAU
shoula uncertake rapid, low cost taxpayer surveys to provige qualitative
gata on taxpayers reaction to lrplementea ana proposea changes in tax
auninlstration ana to the puplic information program to ensure that
project activities are having the inmpact intencea. Public opinion is
very mmportant to Egyptian policy makers. Reluctance to cnange policies
ana proceaures 1s otten reinforcea by the apsence of intormation apout
possible negative efrects ana public reaction. Adaitional taxpayer
reeaack will pe obtalnea througn dAiSCusS10N pPeriodaic dlscussions witn
DUS1NeSS groups, suan as the Egyptian Businessmen's Association. An
indicator of this unit's success will pe the willingness of the GOE to
acopt anu 1mplanent the poliCy ana aaministrative rerorm agenaa at the
ena of Phase I.

C. MIL TERM EVALUATION

A rormal external evaluation at the ena or Phase I will review
1mplenentation progress, the Policy Agenaa, project impact to cate, and
actions inaicating GUE caumitmient to proceea with Phase Il. The
evaluation team will also recommend whether or not to proceed with
obiilgation Ot acditionul funas. This evaluation team will review:
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BECTION VIIs DATA COLLECTION, MONITORING AND EVALUATION PLAN -- QUESTIONS T0 BE ADDRESSED.
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! [ 1] assaasa NSO REESESECSENSRISNNARNELEI AN ERSELNENEEANSIEISEIC IS S ISR T It U NSN3 EBEECES IR SIS ZCAIN SRR INEERILNEASEAIEE A IISANIRSICRSISSARTIRZIAIASRS
! [ ] SEDSASSENEESEISE-I0ESACAEAESSINEEPE - RS EEE ISR IR C I TSI IaNCANEZ SN A C NN ANE S I AN ISES S aTEAREINEIIIN IS ICAAENEEEIIZININECIBRSSTIZINZZ3S
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'EFFICIENCY) ! ! ! ! w

'Perforaance Monitoring ', What is the backlog of
tunaudiled foras?

12. what is the ratio of
‘collections to nuaber of
‘eaployees?

'3. How say returns fall into
‘the various prioritization
'categories? over Lise?

‘4, What is the percentage of
‘cases proceeding to

‘negotiation/litigation?
)

o rEr Ve ter tER tER M vER sE ‘e cem om

‘1. What is the tioe required
'to clear goods (iaporis &
'exparts)?

'2. Has pillerage decreased?
'3. dhat is the ratio of Lhe
‘volume, value of goods, and
‘collections Lo esployees?

'§, Whatl are the voluse & value
‘ol each cateqory of isported/
‘exporied goods, revenues and

'level of effort per calegory?
]

‘Analyses 1. How much effort is spent on
")ower /higher priority returns?
‘Has the prioritization systea
‘increased collections &
‘efficiency?

12, What is the aost efficient/
teffective way Lo sisplify code?
! tunify incoss tar into global

! 'systen?

‘1. #Mhich custoas categories
‘take the longest to clear? What
'are priorities for clarification?
‘2. Are custons tarills

‘targeted for efficiency & return?
)

Taxpayer Fandbacki Surveys !1. What is the taxpayers’ per-

! 4 Meetings with Business  ‘ception of current procedures &
' froups 'knowledge of regulations?

! 2. ls tax processing laster?

' '3, Do lax payers believe

H tproposed changes will be

]

‘siapliee?

‘1. Has custoas tlearance been
'siaplified/expedited?

‘2. Are classilications
'clearer?

13, What are the informal costs?
'4, Are procedures for
‘reprocessing exporls clearer?

'I. uhat is the nusber of
‘1teas/fires covered and
'collections per esployes?

'2. Has the excise tax bass
‘expanded? Has the sales tax
'been iaplesenied® for which
‘iteas? ,

'3, Whal are collections Hy area
't levet of elforl by esployees?
'4, Have nuaber of disputes

'{. Which departaents are sost
'efficient based on perforeance
'‘sonitoring data?

2. whith Lax areas show most
‘revenue growth per level of
‘effort and resources?

[}

'

[}

‘resulting froa Custoes collection’

‘ol Excise Laxes decreased?

1. Are collection efforts con-
‘tentrated on high return areas?
'2. Is the expansion of the
‘excise tax base/sales tax the
‘result of asore efficient
'systess or additional
‘resources?

'I. Are nem procedures for
‘assessaent fa1r?  less
'cusbersome? predictable?

2. Has ADP 1sproved coordin-

‘at1on between Custoas & Excise?
)

*1, MWhat cosbination of laxes would
'be sost efficient?
'2. Which new areas {property/estate
"taxes} show greatest potential/lavel
‘of effort sequired?

'l. Has the tazation process becose
"less cuabersose? Which departaents
‘isproved aosl?

'2. #hich types of taxes are

‘perceived as less cuabersone?
1
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SECTICN VII: PROCUREMENT PLAN

As justitiea in Annex I. 2, Financial Analysis ana Payment Veritication
pPolicy-Implementation Guiaance Statement, uncer this project all
procurenents will pe conaucted through the use or AID-direct contracting
proceaures. The responsible ottices for contracting will be
UKAID/Calro's contract Services Office or AID/Washington's Office ot
pProcurement. The AID Project Ofticer will pe responsible for
cooralnatlng procurement requests with appropriate contractors ana AID
oftices.

Mobilization

prior to the arrival of the technical assistance teams, a two menoer
project mooilization team will be nirea froi the local Cairo market. The
perioa ot pertoruance will De tne tirst twelve project montns. The team
w1lll have tne followlng scope of activities; (1) secure office space for
tne teainical assistance teans, (2) purchase ofrice eyulpment ana
supplies, (3) arrange for leasing of contractor housing, ana (4)
cooralnate wltn counterparts to organize counterpart statt. The USAID
orrice of contract Services wlll negotiate ana contract both the Personal
Services CONtracts tor the two lnemper project muollization team ana will
issue project runcea purcnase oraers for procurement ot office supplies
ana eyulmment,

Techinical Assistance

Temnlcal assistance wlll pe procurea trom two sources, (ne source will
pe the Unltea States Customs Service (USCS). The USCS will proviae 132
person montns Or long terl, technical assistance ana 27 person montns ot
snort tern teainical assistance for the Customs Aanunistration Component
tnrougn a Particlpating Ayency Service Agreement (PASA). The Mnistry ot
Finance nas specifically requestea USCS services because there are no
private Sources proviaing teqinical assistance ln tné area Or Operatlons
or customs taxatilon systems. The limitea cemana ror sum technical
services as not generatea sufficient interest oy private fiurms to create
consulting capapllit:es in this area. Therefore, ror this project USCS
can pruvice speclallzea anc integratea Customs taxatlon aavlsory
capapilities (e.g., functional expertise, training pLograns incluainy
ouservatiuial visits, ana tne aevelopment or operatiwnal systeis) that
cannot be founa from other possiple sources. A PASA justification in
Annex G aiscusses 1n getail the reasons for tne procturement or USCS
assistance,

Tie secona teainical assistance sovurce wlll pe proviueu uncer the Puolilc
Finance Aavisory Team Contract. Thls team will pe responsible for
proviaing temnical asslstance tor the Adulnlstratioi ana PollCy Anaiysis
Component, the I[ncone Tax Aamnistration Component ana Excise Tax
Adulnlstr ation Couponent. Tnis cuntract wiil De witn eitner a U, bS.
university or a management consulting firm. Uncer the Public Finance
AaQv1lsory contract, 349 person months or lang terls technical ana 43 person
foncs or short term tecnnical assistance will be provicea. Botn
contracts willi pe written to correspona to project pnases ana tne
avallability ot funas: tnere will pe an initial 24 nontn performance
perioa witn tne optlon tO renew LOr ana aoultional 36 nontns if tne
project continues.
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Procurement of required short term technical assistance will be determined
based on the various needs of the canponents. The USCS will provide short
term technical assistance in the areas of training and management system
through the anticipated PASA. The Public Finance Advisory Team Contractor
will be responsible for contractings both US and Egyptian short term
assistance in the areas of policy analysis, ADP, management systems ana tax
examination.

Cammodities

The Public Finance Advisory Team Contactor will pe responsible for all
procurement, except for the Customs Administration Component, unaer the PFAT
contract. The team will icentify appropriate cammodity requirements ana
specifications for the two basis computer systems identifiea below. It will
also develop specifications for procurement of four project vehicles, one for
each component. These two conputer systems will be designea to meet the needs
of all four project camponents. The cammogity procurement camponent may be
sup~-contracted to a PSA by the prime contractor or the prime contractor may
uncgertake the procurement itself, In either case, requirea cammodities will
be procured using appropriate AID regqulations.

Commodity procurement under the Custams Administration Component will be
procured througn AID direct contracts. The Federal Acguisition Regulations
ana AID Acyuisltion Regulations will be followed,

All commodity procurements will be mace basea on an annual plan that will be
jointly approved by the Ministry of Finance ana AID. The first plan will be
presented for consideration no later than three months after the arrival of
tne Puplic Finance Advisory Team Contract ana the US Custams Service Team.

The preparation of the plan will be the responsibility of the MIS advisor
uncer the PFAT contract., ?Procurement of camnodities will be subject to U.S.
source/origin requirements. Source/Origin/Nationality waivers will be grantea
in the event no suppliers camplying with the AID regulations are availabple.
All local procurement will be subject to Handbook I-B, Chapter 18 regulations.

All canputer hardware will have the following minimum specifications:

Hardware:
System "A* Microcamputer with at least 1 mg RAM, 20 mg Hard aisk and 1

800 kb Floppy Disk, equivalent to an Apple Maclntosh SE.

System "B" Microcamputer with at least 1 mg RAM, and 2 800 kb Floppy
disks, equivalent to an Apple MacIntosh SE.

Printers:
Printer "A® Dot Matrix, 120 character capability for spreadsheets,
equivalent to Epson LQ-800.

Printer "B" Laser, high resolution for creating training documents ana
forms, equivalent to an Apple Laserwriter.
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Although precise nunbers for computers, printers and ancillary equipment
cannot be calculated at this time, for buageting purposes we have maae the
following assumptions.

Caniponent Type of conmoaities
computer s pPrinters car
A B A B
policy Analysis 1l 3 2 0 1
Incame Tax 200 392 178 140 1
Customs 2 12 8 1
Excise 1
203 407 188 140 4

Estimated Unit Costs

(8)
Camputer printer car
A = 3000 A = 500 15,000
B = 4000 B = 1000
203 A x 3,000 = 609,000
407 B x 4,000 = 1,628,000
188 A x 500 = 94,000
140 B x 1,000 = 140,000
4 cars x15,000 = 60,000
2,531,000
Training

The project will tuna 74 persan nonths ot short term training. Fiftty-nine
person months will be contractea through the Puplic Finance Aavisory Team
contract ana 15 person months will pe contractea tnrougn tne USCS/PASA
contract. A training plan for all project training will be developea by the
PFAT contract team head, the Senior Punllc Finance Aavisor, ana presentea ror
approval within six months of the arrival of all project corponent technical
assistance teaus.

[Note: Because specific camoaities ana training reyuirements for each of tne
four components will not be known until approved commoaity procurement ana
training plans are in place, precise puageting for tnese activities cannot pe
calculated. Therefore, there will pe a 20% budget line item flexibility 1in
the buaget in oraer to facilitate any requirea shifts.]

A) Aaministration and policy Analysis

l. Teamnical Assistance
Technical Assistance will be provicea through tne
public Finance Aavisory Team (PFAT) through either a
university or consulting firm contract.
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a. Long Term Arrive pDepart Person Months
(1) Senior Public Finance Advisor May 88 Cct 93 65
(2) Public Finance Advisor My 88 Oct 93 65
(3) Management Information System May 8o Oct 93 65
Aavisor
195

b, Short Term

US short-term TA will be proviaed in the ar<as ot policy analysis, ADP,
management systems, exclse taxes and tax exunaination for a total of 51 person
months. Egyptilan short term TA will pe proviacea for a total of 144 person
months ana Egyptian staff for a total of 35 person months.

The project officer will be responsible for preparing the scope of work., The
contracting process will commence immeaiately after the signing of the Grant
Agreement. Thls team will coorainate all components except the Custam
Aaaministration Conponent,

2. Camloalty Procurement

camioaltles wlll be procured by the Public Finance Agvisory
Contractor pasea on the approvea comoaity procurement plan.

3. Training

Snort term US training will be camputer and management relatea, The
timng of the 18 person months will be establishea by the approved
training plan to be prepared by the Senior Public Finance Aav1sor no
later than the ena of the sixth montn following the arrival of all
project tecinical assistance teams.

B. Income Tax Administration
l. Temnical Assistance
Tecnnlcal Assistance will be adninisterea uncer tne overail Public

Finance Aavisory Team Contract. The aavisory team for the Incone Tax
Aaninistration Cunponent will incluae:

a. Long Term Arrive Depart  Person Months
(1) Tax Aguinistration and Training
Aavisor My 88 Cct 93 65
(2) Tax Examination Aavisor Mmay 88 Oct 93 65
0
short Term

US short-term TA will also be provicea in the areas of policy analysis,
ADP, management systems, excise taxes ana tax examination for a total ot
24 person months., Egyptian snort term TA will be provicea for a total of
75 person months.
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Comoaity Procurement

Caumoaity procurement will rocus on the training ana AP areas, The
exact items ana timng will be establishea by the apmrovea commodity
procurenent plan mentioned earlier.

Training

short term US training will pe cauputer ana management reiateda. The
timng of the 23 person months wi1ll be establishea by the approvea
training plan to pe preparea by the Senior Public Finance Agvisor no
later than the ena ot the sixth month tollowing the arrival ot all
project temnical assistance teaus.

customs Aaministration component

l.

Tedinical Assistance

Teanical assistance wlll ve proviaea uncer a PASA with tne US
customs Service. Unaer tne PASA, the U.S. Customs Service will
proviqe puth Long term ana suort term temnical assistance. TwO 1ong
term aqvisors will be provicea for & total ot 132 person months ot
assistance. Snort term assistance willl be provicea for apout 27
person montns, cContracting will pe 1nitiatea 1rmeaiately arter the
project Grant Agreewent 1s Signea.

The scope of work for the PASA wlll pe cevelopea by the project
officer. Tne contract will De negotiatea ana sighea Dy the
AID/Washington Otfice of pProcurement.,

Long-Terii TA Arrive Depart  person Montns
(1) Senior Customs AQV1SOr Apr 88 et 93 66
(2) Custaus Aavisor Apr 8b wee 93 66

1732

US short-term assistance in tralning ana managenent systems will pe
provicea for a total ot 27 person montns. Egyptlan snort term TA will be
provioea for a total ot 70 person ronths.

2.

camnodities

Ccaamowltles uncer thls cauponent will be procurea py USAID/Calro's
contract Services Otfice. The commalties for this component will be
estaplisnea ana upcatea annually vy tne appLoved camoalty
procurement plan ientionea earlier,

Training

short tern US training will be camputer ana management relatea. The
tirang of the 18 person months willl be establishea by the approvea
training plan to be prepared by tne Senior puplic Finance Aavlsor no
later than the ena of the sixth month tollowing the arrival of the
teqinical assistance team for this project camnponent.
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D. Excise Tex Administration
l. Technical Assistance

Techinical Assistance will be procurea uncer the Public Finance
Aavisory Team contract. The aavisory team will include:

a. Long-Term Arrive Depart Person Months
Excise Tax Aavisor Apr 89 Apr 91 24

b. Short Term

US short-term TA will also be provided in the area ot excise tax
aamnistration tor a total of 18 person months. Bgyptian short term
TA wi1ll ve proviced for a total of lb person months.

2. Commoaities

Caumoaities under this cumponent will be procurea uncer the Public
Finance Advisory Team Contract and will be inclucea in its requirea
camoaity procurement plan. Conmoaities to be procureu will be
estaplisnea ana upaatea oy the commpdity procurement plan mentionea
earlier,

3. Training

Short term US training will ve camputer ana management relateq. The
timng of the 15 person months will be establishea by the approveda
training plan to be prepared by the Seruor Punlic Finance Aavlsor no
later than the ena or the sixth month following the arrival ot the
temnical assistance team tor this project cauponent.

Section VIII: TRAINING NEEDS ASSESSMENT AND PLAN

Training needs for tnhe Tax Department have aiready been assesseq uncer the Tax
Aaministration Project (TAP) ana training has been on-going for the past seven
years. There will be no neea to formally reassess training neeas at this
point. Training ror the Tax Department has alreaqy_been buagetea for ang
approvea. However, the other camponents ot this project, wnich represent new
activities, will neea to be assessed pefore training 1S provicea in these
areas.

l. Policy Analysis

Training neeas for the Administration ana Policy Analysis Unit (APAU) will be
assessed upon the initial organization of this unit. It is not expecteda that
there will be more than ten Egyptians assigned to the unit; however, by
necessity, the skill needs of the unit will pe variea. It is anticipatea that
the project will not be ageveloping the huuan resource pase from scratch out
instead some or the requisite skills will alreaay be resicent in the MOF ang
available for the APAU. It 1S expected that ministry enployees passessing at
least BA cegrees will pe available. Nonetheless, short-term training, poth
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in-country as well as in the U.S., will be needed to strengthen these
employees' monitoring, analytical and presentation skills. Short-term
training is anticipated in the following areas: statistical analysis; public
finance econamics; public admninistration; microeconamics; ADP, etc. (see
following table ILLUSTRATIVE TRAINING PLAN)

2. Incane Tax

Training in the area of incame tax adninistration has been ongoing under the
Tax Administration Project (TAP) and will continue under this project. Aside
fram occasicnal opservation tours in the U.S. by mid- to upper management
ministry employees, the project does not envision significant and formal
training in the U,S. The Egyptian Tax Training Institute (TTI) shoula
continue to provide training in the areas of management, examination, and,
possibly, ADP. Other sources of in-country ADP training, in the private
sector, exist and will be utilized.

3. Custams

Under the custams portion of the project, only limited observational tours of
U.S. Customs facilities is anticipated, and that only for mid- to
upper-management level employees. Other training in the areas of ADP ana
management will be provided in Egypt, perhaps at the TTI. Training in
Classification ana Valuation (C&V) ~1ll take place poth on-the-job as well as
perhaps at the TTI. Import specialists are also to receive in-country
training., However, at this juncture it is not clear exactly what the training
needs of the Egyptian Customs Service are, To address this the USCS advisors
will uncertake, as part of their initial work in Egypt, a training neecs
assessment. No training of Customs officers will take place until this
assessment has peen campleted.

4. EXcise Tax

The Senior Public Finance Adivsor will be responsible for preparing a training
needs assessment in the first six months following arrival of all project
canponent long term technical assistance teams. To the extent possible the
training will be coordinated with Income Tax and Customs.

5. Training of Trainers

Training of trainers will be needed and will be provided through TDY
assistance in Egypt. Such training may be provided for TTI instructors, but
may also be provided at Custams, Calro or Custams, Alexandria. The neea for
this training will be assessed by both the Senior Customs Aavisor and the
Senior Public Finance Advisor, prior to any such training.

The following illustrative plan is provided merely as an initial estimate of
the training to be provided under this project. It must be kept in mind that
the training needs assessments will override this illustrative plan and that,
except in the area of incame tax administration, no training will be proviaed
until thorough training needs assessments have been completed.
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ILIUSIRATIVE TRAINING PLAN

Type of training -———number of trainees l/—-———
88/89 89/90 90/91 91/92 92/93 Total US
1. Public Policy:
in country 4 4 4 4 4
u.s. 2 2 2 1 7
2. ADP:
Tax
in country 60 70 90 110 130
in 0.S. 1 2 2 2 2 9
Customs
in country 25 50 50 50 50
in U.S. 1 2 2 2 2 9
Policy Analysis
in country 4 4 4 4 4
in U.S. 1 1 1 1 4
3. Management:
Policy analysis 2 2 2 2
in country 5 5 5 5 5 8
Tax:
in country 60 40 30 30 30
(observation) in U.S. 3 3 3 3 3 15
Custams
in country 15 20 30 30 40
(observation) in U.S. 2 2 2 2 2 10
4. C& V proceaures:
1n country 25 45 65 65 65
5. Import Specialists:
in country 25 45 45 45 35
6. Tax examination:
in country 45 60 90 110 130
7. Training of trainers:
Tax
in country 12 12 12 12 12
Customs
in country 6 6 15 15 10

1/ training on average will consist of one month concentrated effort
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NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

HEANS OF VERIFICATION

IHPORTANT ASSUMPTIONS
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Prograa Goal or Sector

Keasures of Goal Achieveaseni

Increased public exposures to GOE 1.
expenditures through efficient &
aguitable Laxation,

-
Ce

Taxpayer awareness indicated by

- Taxpayer willingness to (1le

- Decline in tax return protests,
- lorpojts awarenes: thsl ivvel of
lases crelates to level ot oUE

expendiluies.

Ministry awareness weasures by

- Willingness Lo publish roaprehen-
cive budgel {including subsidies
and defacil),

= Willingness to persmit pubtlac
opinion Lo shape the size and
(ora of the budget.

Tarpayer Awareness:
- HOF Lata ou nuwber of new

' lllll;i‘ Llar ;1 doot, e
Coti pIDBCEE Ly H

povel o BuEL gy

bl rasrences:
iy ol pubiere b ed tudget,
- Inscussion of budgelary
155ues in priul media.
- laspayer Sur.eys.

BEST AVAILABLE cory

wonbiyetaie,

1.

Lt

fssusplions (ar Achieveaent of Goal

[eplicit taxation 13 teduced or
naine eaplicit,

Cobe S e e -:.].'lll_ll
in the balaet,

oot paykis preter A val 1n

¢ proditurces rolte than @ r1se gu
lutesn,
'

’
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NARRATIVE SUMMARY

SEBASENRSEREDS 3SECIEUNSEERIAEORENSENESSGNRERINETIT S

Measures ol Purpose Achievesenl

Peajoct Purposs

lagraved efficiency of Lax I
sdeinistration and equity in Lhe
incidence, assessaent and colleclion

of laxes. "

ST Avrmilmiice CUry

Principal tax inslrusents confora

to generally recognized standards

in Lhe loilaping cateqories:

Elficiencys

- Tex colleclion cosparad to the
cost af colleclion.

- Reduction in documseni
processiag Lise.

Equity:

= Equal Lrealeenl of indivicuals
and lires equally circuastanged.

- lepraved tax incidence.

Elasticiips .

= Responsivensss of lax revenue Lo
changes in Lax base. {Tax
elasticily should be greater
than zer0,)

Neutralatye

Tax insiruaenls should have
ainisus uninlended distortion
on individual and corporale
behavior,

MOF willingness and capabihily lo
seek and correcl ineificiencies,
inequilies and distorticns as Lhey
srise due Lo changes in Lhe
Egyptian economy.

WAPAU1 Mdsinistralive and Policy Analysis Unit

Project Design Sumasry, Lugical [remework.

NEARS OF VERIFICATION

C.

ny

Elficiency:

(1) MOF Monitoring & Evalualion

Systes Dala on:

- expenditures ¢ colleclions by

departmentl & office.
- docusenl processing tise by
deparlaent & office.

12)  Income Tax Departaent & APAUN

analyses of elfect of priority

teview systeas.

Equity;

- lazpayer surveys.

- Analyses by APAU & Ueparlaenls
of lax incidence.

Elasticitys

Anaiyses by APAU L Deparlmenls

on effecl of increased nusber of

incose tax {ilers, cospaniss

paying excise lax, and efiecl of

sales Lazes as well as polential

ol proposed additions]l Laxes

(property, estate, sales).

Neulrality:

- APAU analyses on tax inCidence.

- laxpayer surveys.

MOF and USAID dotumentation on
adainistrative changes aade to
increase efficiency, progiess on
iapleaenling new sysleas, progress
on putlic adareness caspaign, and
proposals sade within GOE and to
Feople’s Asseably,

UGS T SRS AN TSR P AR BRI I IR I AT NSO IR EIIIARNSCICAAIGNSAEASUNEUSDERALNCECAOEECCRANINIT2D

OBJECTIVELY VERIFIABLE INDICAIGRS

INPORTANT ASSUMPTIONS

AR NIl IS RN IR AREANPER NS SARSRECRNAROENANSLIEAZENSRIERED

Assusplion Relaled Lo Purpose

[

. Consensus can be reached on Lhe

operalional definition of
efficiency, equity and neulralily.

. The 60E will balance its need for

revenue against the other
priaciples of taxalion.

. Necessary policy, legal and

ndlin{llrallve changes witl be
snacled tn & tisely sanner,

. The desand for greater Lar revenues

uill be reduced by expenditure culs
and use of user (ees where
pproprisle.

. The GOE will continue ils eaphasis

on the growth of the privale sector.
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Oulpuls Reasures of Oulpuls Achievesent Assunplions Related Lo Dulpul
I, fa enacled body of legislation, 1. Revised Lax laws, MOF decress and 1. Policy Reforas 1. Adequate GOE Budgel as neaded to

policy statesenl and adelnistrative Llax departaest’s operations - USAID and MOF docusentation on

procedurss which structures aa

procedures asauals. adainistrative changes & 6OE lax 2.

afficient and aquitable tas systes. code.

Perforssace Moaitoring Systen
which perails ongoing evaluation
of the rolative efficioncy aad
parioraance at each level
(Beparinent and Office).

- Taxpayer Sutveys.

2. Perforsance Moaitoring Systes 2. NOF Perforsance Moniloring Systes:
used fors - Reporls, 1.
- Evalustion of the relative - Analyses.

elficiency and perforsance at
each level (Dopt. b Oifice), and
- Identification ol proYleas for
analysis,

3. Cosprehensive in-service trafming 3. Adequate stalf and facilities Lo 3. Parlorsance Nonitoring Systes

4.

systess in each of the priacipal
tax departoents.

NLS System

- RIS's luactioning in sach of
Lhe principal tax departaents.

= 4 ainistry wide NIS which links

train all new esployees issedialely reporls indicaling Lhal esployses
upon entry. are following new procedures and
- Proper in-service Lraining of all that efficiency has isproved.

eaployees on new procedures
within the schedule sel for
public ispleaentation of the
nes procedures.

- Adequate in-service skills
upgrading courses to supporl the
Lax systeas’ responsibililies and
esployee career developaenl needs.

4. NIS's capable of respanding lo 4, MHIS reporls available on a tisely
analytical and organizational basis,
sidnagesent needs,

Lhe tax departaents NIS's and the
sxpendituras side of the afaistry.

A operationa] national inforsstionS. Public inforeation readily . 5. Taxpayer Surveys.

coapaign relaled to taxes,
sapmditures and Lhe dudget.

isplesenl changes on schedule.
Legisiation necessary Lo change tax
law can be processed Lhrough the
People‘s Asseably.

. Mo exogeneous faclors upset

Pecple‘s Assesdly.

No exdgeneous faclors upsel
procuresenl, TA and traiming
schedule required to 1splesent
changes according Lo Lhe project’s
design.

i?!?:?}’44b$4[L44£3£‘5-<?<7,,)’



SECTION IX: ANNEX F
VEHICLE PROCUREMENT JUSTIFICATICN

SUBJECT
Justification: Project Funded Vehicle Procurement
REQUIRMENTS

M.0. 5-8 requires that all proposed project-funded vehicle procurements be
approved by IS/CMI in the project planning stage as required in M.0. 5-4.

The Public Finance Aaministration Project (PFAP) (USAID Project No, 263-0209)
requires procurement from U.S. sources of the following vehicles:

QUANTITIY, TYPE AND PRICE

4 utility vehicles similar or equivalent to Jeep Wagoneers, at an estimatea
cost of $15,000 each, or a total of $0,000.

PROPOSED USE

The four vehicles will only be used by the contract teams providing technical
services to the project. One vehicle will be used for the U.S. Customs team
as it is imperative that the team travel often petween Cairo and Alexandria,
as well as to various outstations and ports around the country. The U.S.
Customs team will also need the vehicle for travel within the Port of
Alexandria, which is quite large, not well paved and does not provide adequate
internal transportation.

The second vehicle will be used by the Public Finance Advisory Team for
visiting income tax and, later, excise tax sites around Egypt. The Tax
Training Institutes are scattered around Egypt and will also be visited by
these advisors.

The third vehicle will be used by the Incame Tax Advisory Team, which will
need the vehicle for arranging conferences and for visiting outstations of
incame tax offices.

The fourth vehicle will be usea by the Excise Tax Advisor for visiting excise
and customs offices throughout Egypt.

VEHICLE TYPE JUST IFICATION

All of the vehicles must be large enough to carry passengers but sturdy enough
to operate in poorly paved port areas and travel on unpaved or very rough
roads in the hinter reaches of Egypt, where many of the income tax, excise tax
and customs operations are located.
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Inpuls
AlD: ($16,200) AlD:
1. 1A $10,741 (513 PH) Progect files, site visils.
2. Cossodities 2,025 (ADP and other
related equipaent)
3. Traindng 740 (U.S. Trainiag)
4. Evaluation/Conlferences 200
3. Olher 2,494 Ginllation and other
aisc. contingencies)
6OE: (In-kind contribution BOE: GOE:
estisated at LE 8,857,127}
Site visits, Funding comsiteents
1. Counterparl Staff 400 ADP and other staff aaintained.

directly working on project
eleaents (est. LE 3,106,540)

2. Farilities/Logistics Office space, training centers,
ADP, furnishings, ulilities,
elc. (est. LE 1,540,000

3. Training In-house trasning, support
for ADP, NIS, ather
fest. LE 2,970,000)

4. Publicalions Printing of aznuals, KIS
information, etc. (est. LE 584,000)
3. Other Inflation, misc. (est. LE 654,487}
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STATUS OF OBJECTIVELY VERIFIABLE INDICATORS AT THE END OF PHASE 1:

13 ¥

Taspayer awareness will be seasured

through surveys by

- Response to {ield testing of more
efficienl sysieas.

- Resction Lo proposed tax policy
telores.

Hinistry avarenuss will be sessured
by willingness to publish budgel.

PURPOSE s

Efficienty:

The Perforsance Monitoring Systes will
increase deparleents’ awarness ol
their efficiency seasured by the ratio
of collections 1o costs. The sysles
will provide & baseline, track
1aprovaenls, and allow toaparison

of standard and new procedures being
field tesled.

Equily:

Analyses of equity and tax incidence
will reveal biases in current sysies
and provide basis proposed palicy
reloras.

Addilional seasureable oulpuls will
depend on adainistralive reforas
isplesenled during Phase 1.

No measureable resulls are expected in
Lhe areas of elasticily and
neutrality until Lhe full package of

Project Deslgn Suamary, Logical Framework.

QUTPUTS:

1. Froposed body of legislation,
policy and adsinistrative changes to
be enacled mith a prioritized
inpleaentation plan,

2. Functioning Perforeance Monitoring
Systea thal provides baseline 1infor-
sation and documents progress Lo date.

J. Completion of needs assessaenl and
training plans. Design ind 1mpleaen-
Lation of 1nilal prograa. Systea for
evaluating Lraining jepact and annual
plan up-date in place.

4. Design ol MIS systes cospleted.
Testing and Lraining of personnel
underway.

5. Public awareness caapaign designed,

f1eld tested and recoamended.

of administralive and policy reforas areb. Special studies on estate and

iapleaenied during Phase 1l.

properiy Laxes compleled.

Inputs (AID}

- Cosaodities
- Training

Technical Assistance

$ITSCZZSEEERECESIEZITECSSCICSIELICIZECICIESCIBACIIESICENZASSESIEISCACARSRETCES

(000)

84,567
912
335

- Conferences and Evaluation 110

- Contingency

Inputs (GOE}
- Stait !

- Trainyng

- Logastics

- Conlingency

9

LE 1,818




" SECTIONIX: ANNEX C °°

Public Finance Administration II

Project (263-0209)

5C(2) - PROJECT CHECKLIST

Listed below are statutory cciteria applicable
to projects. This section is divided into two
parts. Pact A includes criteria applicable to
all projects. Part B applies to projects funded
trom specific sources only: B(1) applies to all
projects funded with Development Assistance;
B(2) applies to projects funded from Developaent
Assistance loans: and B(3) applies to projects
funded from ESF.

CROS6 REFERENCES: IS COUNTRY CHECKLIST UP TO
DATE? HAS STANDARD ITEM
CHECKLIST BEEN REVIEWED FOR
THIS PROJECT?

A. GENERAL CRITERIA FOR_PRCJECT

FY 1987 Cont olutio ec. 523;

FAA Sec. 634A. Describe how
authorization and appropriations
committees of Senate and House have
neen or will be notified concecrning
the project.

2. S 3 Prior to obligation
in excess of $500,000, will there be

(a) engineering, financial or other plans

necassary to carfy out the assistance,

Congressional committees wil
be notified in accordance
with regular Agency
procedures. No funds will L
obligated for the Project
until AID/W notifies
USAID/Eqypt that the CN-
waiting period has expired.

(a) Yes

and (b) a ceasonably firm estimate of the (b) Yes

cost to the U.5. of the assistance?

m_mt_uxu.uu- It legislative
action is requized within recipient

country, what is basis for reasonable
expectation that such action will ba _
coapleted in time to perait orderly
accoaplishment of purpose of the
arsistance?
FAA Sec, 611(Di; 7

; . 1f project is for
water or water-celated land resource
construction, have benefits and costs
been computed to the extent practicable
in accordance with the principles,
standacds, and procedures established
pursuant to the Nater Resources Planning
Act (¢2 U.8.C. 1962, oL .)? (Bee
A.1.D. Handbook 3 for guldelines.)

All international agreements
must be ratified by the
People's Ascambly. 1In the
past, the Assembly has
ratified all grant
agreements in a timely manni

N/A



5.
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. 1f project is capital Yes; see Annex VII

FAA Sec. 6ll(e)
assistance (¢.9,, construction), and

total U.8. assistance for it will exceed

—$1 million., has Mission Director

6'

7.

10.

certified and Regional Assistant
Administratc: taken into consideration
the country's capability effectively to
maintain and utilize the project?

FAA Sec. 209. 1Is project susceptible to The Project is not
execution as part of regional or susceptible to execution as
multilateral project? 1If so, why is a regional multilateral

project not so executed? Information and project.
conclusion whether assistance will
encourage regional development programs.

FAA Sec. 601(a). Information and (a) Yes

conclusions on whether projects will (b) Yes

encourage efforts of the country to: (c) Yes

(a) increase the flow of international (d) Yes

trade; (b) foster private initiative and (¢) ves

competition; (c) encourage developaent (£) Yes; the relevance of
and use of cooperatives, credit unions, this project to the

and sazvings and loan associations; foregoing issues is indicate
(d) discourage monopolistic practices; in the Project Paper

(e) improve technical efficiency of
industry, agriculture and commerce; and

~ (f) strengthen free labor unions.

FAA Sec. 601(b). 1Information and Private enterprise in the
conclusions on hoy project will encourage ynited States will obtain
U.S. private trade and investment abroad jincreased export and

and encourage private U.S. participation jnvestment opportunities

in foreign assistance programs (including ag a result of the Project
use of private trade channels and the '
services of U.S. private enterprise).

. Describe steps gog-
taken to assure that, to the maximum willpggvtgggiizgaéogurrency

extent possible, the country is domesti .
contributing local currencies to “"‘-1”‘develop;eﬁiaézlggesgiional
cost of contractual and other services, facilities. Where AID is
and foreign currencies owned by the U.S. financing local currency

are utilized in lieu of dollars. costs, AID-owned local
currenc ill b i i
FAA Sec. 612(4d). Does the U.S. own of dollﬁer e used in lit

excese foreign currency of the country
and, if so, what arrangements have been No,
made for its release?



1.

12,

13.

. N/A
1f assistance is for the production of
any commodity for export, is the
commodity likely to be in surplus on
world markets at the time the resulting
productive capacity becomes operative,

~and is such assistance likely to cause

substantial injury to U.B8. producers of
the same, similar ot competing commodity?

987 Co ego on Sec. 55 N/A
(as interpreted by conference report).
1f assistance is for agricultural
development activities (specifically, any
testing or breeding feasibility study,
variety improvement or introduction,
consultancy, publication, conference, or
training), are such activities (a)
specifically and principally designed to
increase agricultural exports by the host
country to a country other than the
United States, where the export would
lead to direct competition in that third
country with exports of a similar
commodity grown or produced in the United
States, and can the activities resasonably
be expected to cause substantial injury
to U.S. exporters of a similar
agricultural commodity; or (b) in support
of research that is intended primarily to
benefit U.S. producers?

FY 1987 cContinuing Resolution Sec. 559. N/A

Will the assistance (except for programs
in Caribbean Basin Initiative countries
under U.S. Tariff Schedule “"Section 807,"
which allows reduced tariffs on articles
asgsembled abroad from U.S.-made
components) be used directly to procure
feasibility studies, prefeasibility
studies, or project profiles of potential
investment in, or to assist the
establishment of facilities specifically._
designed for, the manufacture for export
to the United States or to third country
markets in direct competition with U.S.
exports, of textiles. apparel, footwear,
handbags, flat goods (such as wallets or
coin purses worn on the person), work
gloves or leather wearing apparel?




14.

FAA Sec. 1l8(¢). Does the assistance
conply with the environmental procedures
set forth in A.1.D. Regulation 16? Does
the assistance place a high priority on
conservation and sustainable management
of tropical forests? Specifically, doss
the assistance, to the fullest extent
feasible: (a) stress the importance of
conserving and sustainably managing

forest resources; (b) support activitieb

which offer employment and income
alternatives to those who otherwise
would cause destruction and loss of
forests, and help countries identify

and implement alternatives to colonizing
forested areas; (c) support training
programs, educational efforts, and the
egtablishment or strengthening of
institutions to improve forest
management; (d) help end destructive
gslash-and-burn agriculture by supporting
stable and productive farming practices;
(e) help conserve forests which have not

yet been degraded, by helping to increase

production on lands already cleared ot
degraded: (f) conserve forested
watersheds and rehabilitate those which
have been deforested; (g) support
training, research, and other actions
which lead to sustainable and more
environmentally sound practices for
timber harvesting, removal, and
processing; (h) support research to
expand knowledge of tropical forests
and identify altarnatives which will
prevent forest destruction, loss, or
degradation: (1) conserve biological
diversity in forest areas by supporting
efforts to identify, establish, and
maintain a representative network of
protected tropical forest ecosystems

on a worldwide basis, by making the
establishment of protected areas a
condition of support for activities
involving forest clearance or
degradation, and by helping to identify
tropical forest ecosystems and species
in need of protection and establish and
maintain appropriate protected areas;
(J) seek to increase the awareness of

Yes, see Project Paper -
Environmental Analysis
Section. Since the purpose
of this project is to provide
technical assistance in the
area of fiscal administration
and policy, none of its
activities relate to
management of tropical
forests.



U.S. government agencies and other donors
of the immediate and long-term value of
trcopical forests: and (k) utilize the
resources and abilities of all relevant
U.8. government agencies?

Sec. 119 4)-(6). Will the Since the purpose of this
assistance (a) support training and project is to provide .
education efforts which improve the technical assistance in the
capacity of recipient countries to area of fiscal administration
prevent loss of biological diversity: and policy, none of the
(b) be provided under a long-ternm issues referred to are

agreement in which the recipient country addressed by this project.
agrees to protect ecosystems or other

wildlife habitats;: (c) support efforts

to identify and survey ecosystems in

recipient countries worthy of

protection: or (d) by any direct or

indirect means significantly degrade

national parks or similar protected areas

or introduce exotic plants or animals

into such areas?

16. FAA 121(d). If a Sahel project, has a N/A
determination been made that the host
government has an adequate sysem for
accounting for and controlling receipt
and expenditure of project funds (either
dollars or local curfency generated
therefrom)? .

17. FY 1987 Continuing Resolution Sec. 532. No.
18 disbursement of the assistance

conditionsd solely on the basis of the
policies of any multilateral institution?

8. FUNDRING CRITERIA YOR PROJECT

1. Davalopment hgsistance Project Crjteria.

a. FAA Secs., 102(b), 111, 113, 281(a). N/A
Describe extent to which activity
will (a) effectively involve the poor
in development by extending access to
economy at local level, increasing
labor-intensive production and the
use of appropriate technology,
dispersing investment from cities
to small towns and rural areas, and



insuring wide participation of the poor
in the benefits of development on a
sustained basis, using appropriate U.S.
institutions; (b) help develop
cooperatives, especlally by technical

zssistance, to assist rural and urban

poor to help themselves toward better
life, and otherwise encourage democratic
private and local goverhmental
institutions; (c) support the self-help
efforts of developing countries; (d)
promote the participation of women in thé
national economies of developing
countriec and the improvement of women's
status; and (e) utilize and encourage
regional cooperation by developing
countries.

FAA Secs. 103, 103A, 104, 105, 106, N/A
120-21. Does the project fit the

criteria for the source of funds

(functional account) being used?

FAA Sec. 107. Is emphasis placed on use N/A
of appropriate technology (relatively
smaller, cost-saving, labor-using
technologies that are generally most
appropriate for the small farms, small
businesses, and small incomes of the

poor)?

FAA Secs. 110, 124(d). Will the N/A
recipient country provide at least

25 percent of the costs of the program,
project, or activity with respect to whch

the assistance is to be furnished (or is

the latter cost-sharing requirement being
waived for a "relatively least developed"
country)?

FAA Sec. 128(b). If the activiey N/A
attempts to increase the institutional

capabilities of private organizations ot
the government of the country, or if it
attempts to stimulate scientific and
technological research, has it been
designed and will it be monitored to
ensure that the ultimate beneficiaries
are the poor majority?




FAA Sec, 281(b). Describe extent to N/A
which program recognizes the particular
needs, desires, and capacities of the

people of the country; utilizes the

country's intellectual resources to

encourage institutional development; and
supports civil education and training in
skills required %or effective

participation in governmental processes
essential to self-government.

FY 1987 Continuing Resolution Sec. 540. N/A
Are any of the funds to be used for the
performance of abortions as a method of
family planning or to motivate or coerce

any person to practice abortions?

Are any of the funds to be used to pay
for the performance of involuntary
sterilization as a method of family
planning or to coerce or provide any
financial incentive to any p2tson to
underqgo sterilizations?

Are any of the funds to be used to pay
for any biomedical research which
relates, in whole or in part, to methods
of, or the performance of, abortions or
involuntary sterilization as a means of
family planning?

FY 1987 Continuing Resolution. Is the N/A
assistance being made available to any
organization or program which has been
determined to support or participate in

the management of a program of coercive
abortion or involuntary sterilization?

I1f assistance is from the population
functional account, are any of the funds
to be made available to voluntary family
planning projects which do not offer,
either directly or through referral to or
information about access to, a broad
range of family planning methods and
services?

FAA Sec. 60l(e). Will the project N/A
utilize competitive selection procedures

for the awarding of contracts, except

where applicable procurement rules allow

otherwise?
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9 olution. How much N/A

of the funds will be avallable only fot

activities oL aconomically and soclally
disadvantaged enterprises, historically
black colleges and universities, and
private and voluntary organizations which
are controlled by individuals who are
black Americans, Hispanic Americans, or
Native Americans, or who are economically
or socially disadvantaged (including
women)?

FAA Sec. 118(c)(13). If the assistance N/A
will support a program ot project
significantly aftfecting tropical forests
(including projects involving the
planting of exotic plant species), will
the program or project (a) be based upon
careful analysis of the alternatives
available to achieve the best sustainable
use of the land, and (b) take full.
account of the environmental impacts of
the proposed activities on biological
diversity?

FAA Sec. 118(c)(14). Will assistance N/A
be used for (a) the procurement or use

of logging equipment, unless an

environmental ascessment indicates that
all timber harvesting operations involved
will be conducted in an environmentally
sound manner and that the proposed
activity will produce positive econonic
benefits and sustainable forest
management systems; or (b) actions which
significantly degrade national parks otf
similar protected areas which contain
tropical torests, or introduce exctic
plants or animals into such areas?

FAA Sec. 118(c)(15). Will assistance be N/A
used for (a) activities whith would
result in the conversion of forest lahds
to the rearing of -livestock; (b) the
construction, upgrading, or maintenance
of roads (including temporary haul rbads
for logging or other extractive
industries) which pass through relatively
undegraded forest lands; (c) the
colonization of forest lands; or (d) the
construction of dams or other water
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control structures which flood relatively
undegraded forest lands, unless with
respect to each such activity an
environmental assessment indicates that
the activity will contribute
significantly and dlrectly to improving
the 1ivelihood of the rural poor and will
be conducted in an environmentally sound
manner which supports sustainable
development?

2. Development Assistance Project Criteria

(Loans Only)
a. FAA Sec. 122(b). Information and N/A

d.

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

FAA Sec. 620(d). 1If assistance is for N/A
any productive enterprise which will

compete with U.S. enterprises, is there

an agreement by the recipient country to
prevent export to the U.S. of more than

20 percent of the enterprise's annual
production during the life of the loan,

or has the requirement to enter into such

an agreement been waived by the President
because of a national security interest?

FY 1987 Continuing Resolution. If for a N/A
loan to a private sector institution from
funds made available to carry out the

provisions of FAA Sections 103 through

106, will loan be provided, to the
maximum extent practicable, at or near
the prevailing interest rate paid on
Treasury obligations of similar maturity
at the time of obligating such funds?

F Sec. b). Does the activity N/A
give reasonable promise of assisting
long-range plans and programs designed

to develop economic resources and

increase productive capacities?



Qo te

FAA Sec, 531(a). Will this assistance Yes.
promote economic and political

stability? To the maximum extent

feas'ble, is this assistance consistent

with the policy directions, purposes, and
programs of Part I of the FAA?

FAA Sec. 531(e). Will this assistance be No.
used for military or paramilitary
purposes?

ISDCA of 1985 Sec. 207. Will ESF funds No.
be used to finance the construction,
operation or maintenance of, or the
supplying of fuel for, a nuclear
facility? 1f so, has the President
certified that such country is a party to
the Treaty on the Non-Proliferation of
Nuclear Weapons or the Treaty for the
Prohibition of Nuclear Weapons in Latin
America (the "Treaty of Tlatelolco"),
cooperates fully with the 1AEA, and
pursues nonproliferation policies
consistent with those of the United
States?

FAA Sec. 609. If commodities are to be N/A
granted so that sale proceeds will accrue

to the recipient country, have special
Account (counterpart) arrangements been

made?
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5C(3) - STANDARD ITEM CHECKLIST

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

funds.

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

A. PROCUREMENT

1. FAA Sec. 602(a). Are there arrangements Yes; announcements of

to permit U.S. small business to procurements will be
participate equitably in the furnishing published in the AID Bulleti:
of commodities and services financed? and the CBD and awarded
_ competitively.
2. FAA Sec., 604(a2). Will all procurement be
from the U.S. except as otherwise Yes.

determined by the President or under
delegation from him?

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

4. FAA Sec. 604(e);: ISDCA of 1980 Sec.

705(a). If non-U.S. procurement of N/A
agricultural commodity or product thereof

ie to be financed, is there provision
against such procurement when the

domestic price of such commodity is less
than parity? (Exception where commodity
financed could not reasonably be procured
in u.8.)

S. FAA Sec, 604(g). Will construction or N/A
engineering services be procured from
firms of advanced developing countcies
which are otherwise eligible under Code
941 and which have attained a competitive
capability in international markets in
one of these areas? (Exception for those
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countries which receive direct economic
assistance under the FAA and permit
United States firms to compete for
construction or engineering services
financed from assistance programs of
these countries.)

FAA Sec. 603. Is the shipping excluded No.
from compliance with the requirement in
section 901(b) of the Merchant Marine Act
of 1936, as amended, that at least

50 percent of the gross tonnage of
commodities (computed separately for dry
bulk carriers, dry cargo liners, and
tankers) financed shall be transported on
privately owned U.S. flag commercial
vegsels to the extent such vessels are
available at fair and reasonable rates?

FAA Sec. 621(a). If technical assistance Yes.
ig financed, will such assistance be Yes.
furnished by private enterprise on a

contract basis to the fullest extent
practicable? will the facilities and
resources of other Federal agencies be
utilized, when they are particularly
suitable, not competitive with private
enterprise, and made available without

undue interference with domestic programs?

International Air Transportation Fair Yes.
Competitive Practices Act, 1974. If air
transportation of persons or property is
financed on grant basis, will U.S.

carriers be used to the extent such

service is available?

FY 1987 Continuing Resolutjon Sec. 504. Such a provision will b
1f the U.S. Government is a party to a includeg in any direéc ¢

contract for procurement, does the AID contract.
contract contain a provision authorizing

ternination of such contract for the

convenience of the United States?

10. FY 1987 Continuing Resolution Sec. 524. Yes.

If assistance is for consulting service

through procurement contract pursuant to
5 U.S.C. 3109, are contract expenditures
a matter of public record and available

for public inspection (unless otherwise

provided by law or Executive order)?



FAA Sec. 601(9). If capital (e.q.. N/A;
construction) project, will U.S. !

engineering and professional services be
used?

FAA Sec, 6l1l(c). If contracts for N/A

construction are to be financed, will
they be let on a competitive basis to
maximum extent practicable?

AA Sec. 6 k). If for construction of N/A
productive enterprise, will aggregate

value of assistance to be furnished by

the U.S. not exceed $100 million (except

for productive enterprises in Egypt that
were described in the CP), or does
assistance have the express approval of
Congress?

C. OTHER RESTRICTIONS

1.

2.

FAA Sec. 122(b). 1f development loan N/A
repayable in dollars, is interest rate at

least 2 percent per annum during a grace
period which .s not to exceed ten years,
and at least 3 percent per annua
thereafter?

FAA Sec. 301(d). If fund is established N/A
gsolely by U.S. contributions and
administered by an internationzl
organization, does Comptrollz: teneral

have audit rights?

this is not a

construction project.

Do arrangeisants exist Yes; procurements will be
to insure that United States foreign aid limited to authorized sourc
is not used in a manner which, contraty countries and commingling
to the best interests of the United will not be permitted.

States, promotes or assists the foreign
aid projects or activities of the
Communist-bloc countries?
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4. Will arrangements preclude use of The Grant Agreement will
financing: provide that funds provided
. by such agreement can only
a. FAA Bec. 104(f); PY 1987 continuing be used for the specific
Resolution Secs. 525, 549 (1) To purposes set forth in the

pay for performance of abortions as Grant Agreement. The

a method of family planning or to prohibitad uses listed in
motivate or coerce persons to paragraphs a through 1 will
practice abortignl: (2) to pay for not be permitted by the
performance of involuntary

sterilization as method of family Grant Agreement.
planning, or to coerce or provide
financial incentive to any person to
undergo sterilization: (3) to pay for
any biomedical research which
relates, in whole or part. to methods
or the performance of abortions or
involuntary sterilizations as a means
of family planning; or (4) to lobby
for abortian?

b. FAA Sec. 483. To make reimburse-
bursements, in the form of cash

payments, to persons whose illicit
drug crops are eradicated?

c. F Sec. 620 . To compensate
owners for expropriated or
nationalized property, except to
compensate foreign nationals in
accordance with a land reform program
certified by the President?

d. FAA Sec. 660. To provide training,
advice, or any financial support for
police, prisons, or other law
enforcement forces, except for
narcotics programs?

.0,

e. FAA Sec. 662. For CIA activities?
£. PAA Bec. 636(i). For purchase, sale,

long-term lease, axchange or guarcanty
of the sale of motor vehicles
manufactured outsidz U.S., unless 2
waiver is obtained?

g. F 7 Continul Rasolution Seg.
503. To pay pensions, annuities,
retirement pay, or adjusted service
compensation for military personnel?
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y 0 c. 505.
To pay U.N. assesshents, arrearages or
dues?

FY_1987 continuing Resolutiop Sec. 506.
To carccy out provisions of FAA section -
209(d) (transfer of FAA funds to
multilateral organizations for lending)?

1987 Co u olu e .
To finance the export of nuclear
equipment, fuel, or tschnology?

FY 1987 Continuing Resolution Sec. S11}.
For the purpose of aiding the efforts of

the government of such country to repress
the legitimate rights of the population
of' such country contrary to the Universal
Declaration of Human Rights?

FY 1986 Continuing Resolution Sec. 516.
To be used for publicity or propaganda
purposes within U.S. not authorized by
congress?
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DO NO’i‘ REMOVE FROM BACKING SHEET UNTIL READY FOR FILB

ANNEX D

87

ARAB REPUBLIC OF EGYPT Al
/ <
MINISTRY OF INTERNATIONAL COOPERATION — \‘)
4 D
DEPARTMENT FOR ECONOMIC COOPERATION chesre PP L0 ’
WITH U. 8. A acvion ranen sevs / [/
| :“ M NaLg ,
Nov 1S, 19 87 - -
\ . _th_.- PRI T PR t
Mr. George lLaudato ‘407 1 \987 )
Acting Director ‘ - . '
USAID / C -

Sub. Ppublic Finance Administration
Project Paper ( 263-0209 ).

Dear #r. Laudato:

We are writing this letter to request USAID's assistance
in the amount of $16.2 million to start our mutual financing
of the Public Finance Administration Project. This amount
covers life of project obligations. The GOE contribution is
the equivalent of $4,026,000 over life of project.

The purpose of the project is to improve the efficiency
of tax administration and to maintain equity in the assessment
and collection of taxes.

The project will be implemented In 2 phases and is divid-
ed into 4 Components - Administrative and Policy Analysis com-
ponent, the Income Tax Administration Component, the Customs
Administration Component and the Excise Taxation Component.

Your assistance in obtaining the amount requested to
start this important activity will be greatly appreciated.

Best regards.

Sincerely yours,

R
Ahmad Abdel Salam Zaki -
Administrator.

2w



SECTIONIX: ANNEX E

MINORITY CONTRACTING ASSESSMENT

Procurement under the project will consist of technical services, training and
commodities. Part of the project's technical services and training will be
provided under a PASA with the U.S. Custams Service. The balance of technical
services, training and commodities will be provided by a separate contractor
(the "prime" contractor), probably a university or private consulting firm.,

The technical services and training that will be provided by the prime
coatractor will be of a very camplicated nature, requiring experience in
research, overseas training, management specialties, public finance, ADP and
MIS. The technical services ana training capacity may not be of a nature that
can readily be provided by an 8(a) firm: however, the prime contractor will be
encouraged to sub-contract to target groups.

commodities under the project, procured by the prime contractor, will be
procured by a Purchasing Service Agent (PSA) as a sub-contractor to the prime
contractor, There are 8(a) firms that could possibly provide this service.

We intena to recamend that the prime contractor award the PSA sub-contract to

a qualified Gray Amendment firm.'



SECTIONIX: ANNEX G
PASA JUSTIFICATION

The following discussion justifies A.I.D. procurement of technical services
and training under the Public Finance Administration Project (PFAP) through a
PASA with the U.S. Custams Service (USCS).

Discussion

The technical services and training that USCS will provide under the project
include two long-term resident advisors and observational training tours at
USCS sites ana facilities in the U.S. The technical services will be in the
areas of classification and valuation of imported goods subject to duty,
streamlining of Egyptian Custams procedures and operations, preparation of a
national customs procedures manual, and assistance in the establishment of a
National Custams Training Institute,

Training that the resident advisors and short~-term aavisors will impart to
Egyptian Customs officials will include in-country training in the areas of
classification and valuation, import specialties, and custams procedures and
operations. U.S. training provided by USCS will mostly consist of
observational tours for mid- to upper management Egyptian Custams officials at
USCS facilities and operations.

USCS 1s uniquely qualified to provide the above discussea technical services
and training, The area of customs operations is not sufficiently attractive
that private sector firms have developea any expertise 1in this area. Training
facilities in the U.S., especially those that will serve for abservation tour
sites, are run by USCS and will prove very worthwhile in meeting project
aobjectives,

USCS has an international program that specializes in this type of technical
assistance and training. Currently USCS provides similar assistance in other
countries, such as Saudi Arabia and Liberia. Discussions with USCS inaicate
that this PASA would not interfere with its abilities to carry out its
damestic programs.

In sum: keeping within the guidelines of FAA Section 62l(a), which authorizes
an exception to OMB Circular A-76, a PASA with USCS is justified based on the
following considerations:

- The services desired mostly consist of technical assistance, and
only to a limited degree do they consist of U.S. training.

- USCS is uniquely qualified to carry out the technical assistance and
training activities,

- The furnishing by USCS of its services to the Project will not
unduly interfere with USCS's domestic program.

- If use of the USCS under a PASA is apprived, a PIO/T will be
prepared, in accordance with the provisions of Handbook 12, Section
1B2c, for signature by the Mission Diiector.



CERTIPICATION

Acoording to USAID Mission Order 5-8 the GOE must certify that it is able to
fully support, monitor and control the vehicles. However, since the vehicles
will only be used by the contract teams the need for GOE certification is
abviated.

The maintenance and repair for each of the vehicles will be the responsibility
of each of the team leaders. Such a requirement will be incorporated directly
in their individual scopes of work. Maintenance facilities are available in
the country at privately owned service and repair stations. Only licensed
drivers on the contract teams will be permitted to drive the vehicles.

BN
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Certification Pursuant to Section
611 (e) of FAA 1961 as Amended

Backgqround

This prcject is being authorized with the goal of improving the
Egyptian Government's public finance administration and policy
analysis so as to ensure greater equity without creating undue
economic disincentives. The purpose of the project is to
institutionalize policy analysis and upgrade administrative
capacity of the Income Tax, Customs and Excise Tax Departments,
through technical assistance, training and commodities.

By far the principal component is policy analysis and its
institutionalization within the Ministry of Finance. Of
secondary importance is the ADP systems and other administrative
improvements, brought about through technical assistance and
training in the Tax, Excise and Customs Departments.

The physical capital assistance provided by the project will be
primarily computers and computer peripherals.

Under the lead-on project, Tax Administration Project (TAP),
computers and peripherals were installed in the Ministry of
Finance for use of the Income Tax Department. These computers
are being maintained, are operating on double shifts, arnd
represent a very valuable contribution of the TAP.

Certification

Consequently, I, Marshall Brown, Director, the principal officer
of the Agency for International Development in Egypt, having
taken into account, among other things, the maintenance and
utilization of projects in Egypt previously financed or assisted
by the United States and technical assistance and training
planned under this project do hereby certify that in my
judgement Egypt has both the financial capability and human
resources to effectively install, maintain and utilize the
capital assistance to be provided to the Ministry of Finance
under the Public Pinance Administration Project.

Marshall Brown

Date:




SECTIONIX: ANNEX I.l

TECHNICAL AND ADMINISTRATIVE ANALYSIS

1. General Issues

The various tax departments -- i.e., incame, custams, excise and real estate
-— constitute separate entities within the Ministry of Finance. Each reports
to the Minister throuch its Cammissioner or Undersecretary. The taxation sige
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.

The key technical and management issues relate to weaknesses in the flow of
information, standardization of procedures, internal monitoring and controls,
and delegation of authority., Another serious barrier in the system is the
lack of salary/incentives to encourage improved performnce,

The present tax departments have grown physically ana geographically without
commensurate changes in management Structures, comminication systems ang
management information systems. As noted in the discussion on Policy ana
Administrative Analysis (Component A above) generally:

~ directives flow fram the center with the expectation that they will be
understood and followed at the far reaches of the system.

- The information chain is prone to breakage ana those below the break never
hear the orders,

- Internal controls and follow-up are not well developea, information gaps
and misunderstandings at branch offices are not quickly spotted ang
carrected,

- Those who aisagree with an order ignore it with impunity for long perioas
of time,

- There is virtually no management information on the activities and
performance of the tax system and its enmployees,

- Information provided to senior officials through the chain of camana can
be managed, limiting maragement 's knowledge of the system's performance,

- Departmmf—specific technical and management concerns to be aaaressea by
the project include:



The Custams Department has also been saddled with procedures related more to
currency control than import control. Consequently, a good deal of effort is
spent reviewing a variety of bank documents which trace the movement of the
currency which paid for the imports. Similarly, the importer spends a good
deal of time arranging for the proper documents and clearing them through the
right personnel.

Cc. Excise Tax Administration

In Excise Taxation, the procedures require a weekly visit to a campany by the
excise tax assessor. There has been no automation of the assessment and
collection process. The staff demanas of this effort has forced the
department to delay implementing a comprehensive sales tax and has restricted
the base of the current excise tax to slightly over 150 items.

2. Interventions Planned to Address Issues

The project will address the management and administrative weaknesses through
extensive training, development of manuals and handbooks and very importantly
coorainated management information systems linking all departments to the
central administration. The project structure also provides for managemefnt
and operational issues to be analyzed by the Policy and Administrative
Analysis unit and research and studies undertaken leading to new directives,
training and revised handbook information disseminated to all offices.
Standardization and simplification of the tax systems should provide for
efficiencies, elimination of abuses and clarification of the law and
procedures for taxpayers as well as the Ministry personnel. Planned technical
assistance, training and other support provided under the program are all
appropriate to address the major issues already identified. The Policy and
Administrative Analysis Unit early-on will need to develop a revised policy to
address the important issue of salary incentives for performance.



SECTION IX: ANNEX I.2
PINANCIAL ANALYSIS

The project life is proposed for six years. Total funding is budgetea at
$22,226,000. USAID's grant-funded contributions will be $16,200,000, of which
an estimated $1,504,000 will be in local currency costs; the GOE's in kind
contribution is $4,025,000 (LE equivalent). Project elements for financial
reporting under Mission Accounting and Control System (MACS) will be four
elements: Mobilization Team, Prime Contractor Technical Services; PASA
Services; and Evaluation.

A. GOE CONTRIBUTICN

The GOE counterpart contribution is made up of project-related operations,
support, staff, facilities, commodities, and office and secretarial support
for the technical advisory teams. The GOE's in-kina contribution represents
20 percent of total project costs, There is no cash contribution. Other
indirect in kind QOE support, e.g., support personnel, facilities ana
logistical support can only be estimated at $6,000,000 (LE equivelant).

GOE contributions as discussed above are sumnarized in the attachea table,
Although the project design has not devised a method for tracking GOE
contributions this will be a concern of the project officer. Details of
A.I1.D. requirements for tracking of GOE counterpart contributions will be
included in PIL $#1, and reference to the tracking of these contributions will
be made as a covenant in the project agreement.

Recurrent Costs

Support and recurrent costs of the project are primarily in the establishment
and maintenance of training and computer facilities. These costs will be
offset by increased efficiency of tax aaministration which will also impact on
revenues, The ADP and National Tax Training Institutes now have their own
annual operating budgets and are independently responsible for buageting ana
expenditures subject to an annual review by the Ministry.

No aaditional personnel are to be aaded to the MOF organizations. New
positions createa in policy, ADP, MIS and training areas will be recruited
fram internal staff. The added puraen of pramotions will be nominal.

The recurrent costs that the GOE will face in maintaining these systems will
be relatively high. However, substantial penefits are expected to accrue as a
result of greater administrative efficiency gained through improved training,
management and ADP systems. The Monitoring anag Evaluation Plan establisnes a
mechanism for tésting the relative efficiency and cost effectiveness of
project policy and aaninistrative changes. The GOE will, it is assumed, make
aecisions for change based on the likelihood of increased efficiency. Because
of the establishment of the basis for an infoimed, efficiency-orientea
decision making process, it is assumed that only policy changes that are more
efficient and therefore greater revenue producers will be implemented.
Therefore, after termination of AID's project funding it is anticipated that
the Ministry of Finance will need no further outside financing beyona normal
GOE budget appropriations. Estimated annual post-project recurrent costs that
this the GOE will incur are:



1. Training of 200 employees per year LE 400,000.00
2. TTIs, NCTI, facilities(O&M) 350,000.00
3. ADP training of 50 employees p.a. 150,000.00
4. ADP general maintenance (4 systems) 100,000.00
5. ADP systems maintenance contractors 400,000.00
6. ADP incentive pay (180 workers
€@ LE 300.00 p.m.) 648,000.00
7. other (warehousing, supplies, etc) 200,000.00
TOTAL LE 2,248,000.00

B. AID CONTRIBUTION

(see attached budget tables for A.I.D. contributions)

Financing will provide for: technical assistance

(66 percent), camodities ( 12 percent), U.S. training ( 4 percent),
evaluation ( 1 percent), support ana miscellaneous costs (estimated at 7
percent) and inflation (9 percent). The AID contribution represents 80
percent of the total project costs.

1. ADMINISTRATION AND PQLICY ANALYSIS COMPONENT

The project canponent total costs amount to $5,998,000 including
contingencies and miscellaneous of approximately 10%, Approximately $730,000
equivalent will be provided by the GOE in the form of in-kind counterpart
support, facilities, personnel and office space. Of the $5,266,000 provided
by AID, $4,749,000 will be for dollar costs and $517,000 for local currency
costs.,

2 INCOME TAXATION COMPONENT

The project camponent total costs amount to $5,520,000 including approximately
108 for misceilaneous ana contingencies. Approximately $1,200,000 equivalent
will be provicea by the GOE in-kind in the form of counterpart support,
facilities, personnel ana office space. Of the $4,320,000 provided by AID,
$4,024,000 will be for dollar costs and $296,000 for local currency costs,

3. CUSTOMS ADMINISTRTION COMPCNENT

The project canponent total costs amount to $5,000,000 including
approximately 10% for miscellaneous and contingencies. Approximately
$1,060,000 equivalent in-kind will be provided by' tne GOE in the form of
counterpart support, facilities, personnel and office space. Of the
$3,879,000 provided by AID, $3,531,000 will be far dollar costs and $348,000
for local currency costs.
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4. EXCISE TAXATION COMPONENT

The project camponent total costs amount to $1,900,000 plus approximately 10%
for miscellaneous and contingencies. Approximately $735,000 equivalent will
be provided by the GOE in-kind in the form of counterpart support, facilities,
personnel and office space. Of the $1,067,000 will be providea by AID
$997,000 will be for dollar costs and $70,000 for local currency costs.

Summary
AID GOE TOTAL

FX LE Bquiv. S§Bjquiv.
Mobilization Team - $§ 53 ~ 53
Administration & Policy Analysis $ 4,749 517 $ 732 $ 5,998
Income Tax Component 4,024 296 1,200 5,520
Custams Administration Component 3,530 348 1,058 4,936
Excise Tax Component 998 70 735 1,803
Evaluation ana related Conferences - 220 - 220
Other (Inflation) 1,395 - 300 1,695

817,896 504 ¥4,025 0,22












C.

1.

METHODS OF IMPLEMENTATION AND FINANCING

Chart of Methoas of Implementation and Financing

Payment Verficiation Policy Inplementation Guidance (PVPIG) Statement
5.B.2.a. requires an assessment by the Mission Controller of the proposea
methods implementation and financing. The assessment should justify the
use of methods differing from AID's preferred methods. The chart on the
following page lists the current and proposed methods for the entire
project. Narrative justification is provided where required, and
explanations are given where necessary.

Narrative on Methods of Implementation and Financing
All financing methods are AlID-preferred.

The 1mplementation methods proposed for this project are exclusively AID
direct contract instruments. USAID/Cairo policy states that Host Country
Contracting 1s the preferred moae for procurement. An analysis has
determinea that the project undertake direct contract procurement based on
tne followling considerations:

a. Within the MOF there will be a number of agencies involved in
irplementation, none of which has experience in procurement with
regara to AID procurement requirements. The only toreign donor
financea project with which the MOF has had a long term relationship
1s the TAP with the IRS under a PASA. The PASA was directly arranged
by AID. The new PASA with the U.S. Customs Service will also be
arrangea airectly by AID. Tne secona contract unaer this project will
be with either a U.S. university or a public administration/consulting
contractor, whicn will pe responsible for proviaing services to three
departments of the MOF. The one time procurement of technical
services for the PASA and the umbrella contractor would be outsiae of
MOF experience and abilities ana there is no programmatic need for the
MOF to develop an expertise 1n undertaking contracting uncer AID
requlations.

b. During the life of the project it is plannea that all major planning
activities, including local technical assistance, equipment, and
training will pe through two U.S. institutions. The numerous small
contracts for local stuaies, technical assistance, evaluation
conferences and seminars must be handled expeditiously ana in a timely
manner to be effective. The equipment procurement will be through PSA
utilizing plans ana specifications developed by the umurella
contractor. Accordingly, this major contractor will be given the
responsibility for coordinating the procurement activities of the
entire project.
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In summary, it is recommended that AID;

- contract directly with the USCS

- contract directly with one institution for all other services,
including the coordination of equipment procuremet by a PSA, local
technical assistance, training and services,

Detailed Assessments

PVPIG 5.G.2.c requires a detailed assessment of the host country
implementing agency's specific proceaures for contracting, commodity
procurement and payment verification. However, since no host country
contracting is proposed for this project, such an assessment is not
necessary.

Aldit Coverage
PVPIG 6. requires an evaluation of the need for audit coverage, and a

description of planned contract and project audit coverage by the hcst
government, AID, and/or independent public accountants. Project funds

'should be budgeted for independent audits unless adequate coverate by the

host country is reasonably assured, or unless auaits by thira parties are
not warranteda as, for exanple, in the case of direct AID contracts or
direct placement of participants by AID,

No project funds need by budgeted for audit because the AID direct
contracts, ana the project itself, are auaitable vy the AID Inspector
General's Office,
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CHART ON METHODS OF IMPLEMENTATION AND FINANCING IN ‘IHE
PUBLIC FINANCE ADMINISTRATION PROJECT
LIFE OF PROJECT AID FUNDS ONLY
SEPTEMPER 15, 1987

ITEM NO. ACTIVITY ME1HOD OF IMPLEMENTATION METHUD OF FINANCING APPRUXIMATE HC OR
CosT AID
($000)
Mobilization
1. Mobilization Team AlD Direct Contract Direct Pay 53 AlD
Policy and Administration, Income Tax,
Excise Tax Activities, and
Customs Taxation (commodities only)
2. a) Public Fin. Adnin. Team AID Dbirect Contract Direct Pay-ir private firm 10,044 AIDb
(Technical Assistance, to prine contractor Treasury LOC it university
Training)
b) Local T.A. Subcontract to prime Direct Reubursement to 542 AID
to prine contractors
N
— c) PSA Subcontract to prime same as item $2 162 AID



d)

PSA Caumodities

Customs Taxation

Technical Assistance,
Training & Commodities

Evaluation & Mobilization

Technical Services

Overall Project Contingency

- 10 -

Subcontracted to
prime

PASA

AlD Direct Contract

Bank L/Com it private prime
contractor, otherwise
inclucea in ‘Treasury LOC

of prime contractor.

Direct Pay

birect Pay

2,025

3,154

220

AlD

AID

Alb



SECTION IX: ANNEX I.3

Economic Analysis of the public
Finance Administration Project

This annex will present an analysis of GOE tax revenue performance, the role
this project wiil play in furthering policy rerorm in Egypt, anda an
illustration of some direct benefits ana areas where this project can be
expectea to have inpact.

Tax Revenue Perfornance

In nominal termns GUE total revenues, as well as tax revenues, have 1ncreasea
consistently petween 1981/82 and 1985/86. Untortunately, in real terms tax
revenues declinea over thls perica except 1n 1985/86 when they increasea by
slightly more than tive percent, as presentea in tables I, II and III. In
terms of share of GNP, tax revenues ceciinea from 22.3% or GNP 1n 1981/62 to
only 18.2% in 1984/85, ana recoverea slignhtly in 1985/86 to 19.4%, as
iilustratea i1n tavie V.

The blygest loser was the conpany profit tax on tne o1l sector ana Suez canal,
which declinea from 3.5% of GNP in 1981/81 to only 1.9% in 1985/86. Another
loser was taxes on 1nternational trade, or 1LLport auties, wnich aeciinea trol
7.8% of GNP 1n 1981/82 to 5% in 1985/86, auring which perioa imports
fiuctuatea from $10.9 biilion ana $12.6 villion, but geclinea apout 7% 1n
1985/86. As we see in taple III, import auties have aroppea at an alarming
rate, averaging an annual aecline in real terns orc nore than 10 percent. This
1S apbout aouble the rate of decline for total tax revenue overall.

As lllustrateq 1n table V, tne most llgortant tax earners have been the
company profit tax, import auties, althougn aeclining in relative importance,
anu taxes Ol goods ana services, wWnla 1lncreasea 1n snare trom 12% to 17% or
total revenues from 1981/82 to 1984/85, put ceclinea again in 1985/86 to only
lo%., Tme least Lnportant taxes 1n terms Or relatlvVe share 1n total revenues
are taxes on property (incluaing reai estate)} wnich amount to a less than one
percent snare, ana tne personal 1NCohie tax whl cane tu only a 3% share in
1985/86.

AS we see from taple I personal 1ncone tax has grown pnenonendally, alpeit from
a small base, with an average growtn rate of 35% p.a. Personal income tax
recelpts have increasea from L.E. 85.5 nallion in 1981/82 to L.E. 303.2
mallion in 1985/86. In the two years from 1983/84 to 1985/86 personal income
tax receipts more than doubled., During tnis perioa there was little growth 1n
real terms in incanes and tax rates were not raisea. Indeed, this increase is
most likely due to broauening of the tax base tnrough lhgLrovea intourmation,
ana tighter management.



Support for policy Reform

e USAID mission along with the IMF has been actively engagea in a policy
reform aialogue with the GOE. The point of policy reform is to return Egypt
to a stabilizea position 1n 1ts palance Ot paynents ana to reauce the
government's budget aeficit. Other aspects of the reform progran are designea
to aaaress the concerns of structural aajustment ana return the country to a
basis for reneweg economiC growtn.

Auong other things, tne policy rerorm agenca .n Egypt incluces:

- reduction of the buaget aeficit to 13% of GNP

- exanange rate retorm, unification ana gevaluation

- hidher interest rates
raising energy prices
raising farm proaucer prices for various proaucts.
Althcugh the GOE has not been wholly successful in following this reform
progranm througn, there have peen signiticant policy medasures taken., The
Egyptian pound has been cevaluea for nany transactions. Some prices have been
ralsed ana there 1s 1naication that the buaget cerlcit target nay be met,
These reforms, 1t 1S hopea, will help return Egypt to a growth path that it
will pe able to sustaln without again unauly resovrting to foreiyn tinancing ot
domestic consumption.

Qur retorm program lnciudes provialng Egypt with foreign exchanye resources to
help meet short term neeas, offering technical assistance in assessing the
agricultural ana energy Sectors, and providing Coifioalty ana tinanclali ala
that will help in stabilizing the current account.

It 1s within thls context tnat the Puplic Finance Aaninistration Project wiitl
provide technical assistance ana policy aavice., As the QUE attempts to meet
1ts qericilt targets 1t 1S llkely to exert greater errnrt on tax CoLlections
that will pear revenue fruit 1n the short run with less concern for the longer
run economic ertects sucn poilcies will have., Thls pLoJject will provice
resources to the GOE that will help in aaaressing these concerns, help the GOE
neet 1ts legitinate revenue neeus wlthout 1lncreasing econondc alsuicentives
(1.e., excess purden) or treatlng economic agents 1n an lnequitaole nanner.

In a sehse, the project can oe expectea tu pday another roie, two. That 1s,
tnis project is seen by the GOE as an important aisplay of suppert for the
reroriy program ana wWill help the GOE take other nara ana politically unpopulal
decisions in order to effect stapilization ana structural aajustment,

Project Benefits

7y developing countries, such as Egypt, 1t 1S much more alrricuit to 1lLpose
ana collect many forms of taxes than in more cevelopea countries. Not only
are the skills ana tacilities of tax awmnistration, as well as 1nternai
control and systems of accountabiliity, less acveloped, but the structure ot
tie econony 1S such that 1t artoras fewer ana Less aceyuate "tax hanates®.
Aside from public sector proauction, most other income is gerivea from
seif-erployment, inclucing snail rarmers, ana most wage earnings cone from
small establishments. Thls nakes income taxation much more difficult,
althouygn we must acxnowieage the rapld growth 1n 1ncone taxes 1n Egypt over



-3-

the recent past. To make matters worse, accounting practices are not well
aevelopea nor stancaraized to permit errective ana eyuitable taxation of
incame and efficient auaiting procedures. AS pressures persist to generate
LOre tax revenues, greater etfort in income tax culiection, left uncheckey,
woula likely impose a greater ana greater burcen on public sector employees,
publlc corporations, and businesses ana enployees 1n the mocern sector.
Assistance 1n tax examination along with a broacening of public knowledge
apout the system 1s likely to nelp miticate these purdens.

Training, ADP equipment ana systems wmuprovement, prioritization of examination
ana management systens improvement 1n general, nave lea to greatly broaaenea
personal 1ncome tax base. Wiile the objective of this project 1s not to
expana revenues, per se, wWe ao hope to adhieve this througn a greater tax
sharing, 1.e,, by expanaing the tax base rather than through higher tax

rates.

The legal basis for taxation ot income follows a two-tier system. There is a
progressive lncome tax ana a glooal income tax. The progressive income tax
was estaplisnhea by iaw no. 14 of 1939, wnile the gloval tax was estanlisheu by
law no. 63 in 1949. The progressive taxes are leviea on four types ot income:
Qlvicenas anu interest, protits, protessional incoune, ana wayes ana salaries.
The glopal income tax 1s leviea on income of 1naivicuals only. The tax laws
have unceryoie rreyuent cnanges. The latest moairication was mace in 1981,
The objective was to move gradually trom the two-tier system to a unifiea
SYSteR Or generai 1ncome tax.

By expanalng tne activities Of the current Tax Aaninistration Project in tne
areas ot personal income tax, ana further into the area ot business income
tax, alony the sane ilnes Ot training, prioritization ana AP systels
wnprovenent, this project component will continue to yiela high returns, both
1N terLs Or greater governnent revenues, ana 1n termns Or €xXpanalng the pDase
ana uaproving the equitable enforcement of the law,

A sales tax woula pe even mocre aitficult to aananister than the incoue tax.
Retail taxes are maqe aifficult by the existence ot small ana nonpermanent
retail outiets. Althougn in the apsence ot the 1ncoune tax a very broaa sales
tax woula cause minimal economic aistortion ana reauce excessive tax buraen,
sun a tax 1s not yet feasible 1n Egypt. Consunption (excise) taxes at the
pcoaucers' level generally are not pbroadly appliea in LDCs due to the large
nuroer ot Shail proaucers usually 1nvolvea as well as the unageraevelopea state
of acoounting practices mentionea previously. However, in Egypt, where
approxinately two-thiras of inoustrial proauction takes piace 1n the puolilc
sector this problem is in large part mitigated.

Anotner obvious ana readay "tax hanale® 1s 1kports wnich colie to apbout
one-thira ot GNP. Import auties are imposea at a limitea number of sites ana
tnererore they yield high revenues at a low aaulnistrative cost.

A plethora of amenaments, cecrees ana regulations have been annexea to the
custons coae, IN acaitlon, there are separate laws governing areas sua as
tree zones, tourish ana energy sectors, ana foreign joint ventures. The
Ministry or ECONOmy lssues uecrees tnat Custons MUSt 1ipienent. In general,
many or the laws, regulations ana cecrees are very vague ana therefore subject
to a wiue varlety ot interpretations, trom site to site ana tine to tine.

\Q\
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This multiplicity of decrees anda regulations, couplea with the latitude in
interpretation create enormous difficulties for the private sector, ranging
from delays in clearing goods to 1nappropriate assessments. Businesses not
only sutter losses aue to long arawn out procequres but are subject to
unnecessary uncertainties with regara to how customs auties will be assessea
at any particular time., The classification ana valuation of inports 1s not
stancardized ana leads to assessments that often appear to be arbitrary. The
high costs 1nvolvea ana the uncertainty that arises make 1t very altticult to
unaertake long range business planning ana undertake investment. cConsicering
the i1nportance of customs auties ana the buraen the custons system piace on
private importer, project attention to this area can be expectea to yiela hign
returns,

m1s project will proviace tedinical assistance, training ana equiphent in
orcer to help standaraize ana lmprove customs procedures, especially
classification ana valuation, ana i1centity turther bottienecks in the systen,
n the policy side, the project will aaaress issues relating to tarifts, code
sinplirication, cooraination of customs auties with the rest of the tax
system, especially the consumption (excise) tax, ana aaministrative changes
tnat must take place at the policy level,

In this sense, the project will most airectly benefit private sector importers
Dy one, reaucing the aaministrative ana tinancial pburaens 1nposea by the
confusing, non-stancardizea ana naphazaraly enforcea customs system, ana two,
reauclilg the agegree ot uncertainty tacing private 1LpOrters.

consumption (excise) taxes are imposea on approximately 150 proaucts. This
tax couplea with inport auties propably cover most consuher proaucts, asige
frcm agricultural goods, ana together can be consigerea a broaa basea tax. In
oraer to make sure that economic aistortions ana excessive buraen are
minimized, excise ana tariff rates will neea to be examinea ana coorainateaq.

The exclse coge 1s simpler ana therefore easier to adiunister than is the
customs code. Nonetheless, tnere are management 1mprovements that coula be
rnaae ana have sighlficant cost savings 1npact on the private sector. For
instance, the excise tax autnority airectly observes ana cnecks the quantities
progucea ana witnarawn at the point of origin or sum culdioqltles as are
subject to the tax. The excise tax authorities place seals on production
lines, packages, machinery, ana the like, at the ena or eacm business day, ana
must then take them off at the begqinning of each .cay. As a result, proauction
at tnese facilities depenas on the presence or the tax autnority. Thls can
often leaa to early shut aowns ana late start ups. An 1mprovea system for
moni1toring Conmualtles proauctlon, basea on auait, SpUt Aiecks, ana other
controls would reduce the unnecessary burdens this tax imposes.

In sum, 1t is anticipatea that this project will yiela, inter alia, the
follcwing benefits:



-5 =

1, Support for the policy aialogue process.

2. Greater attention of the GOE ana apility to adaress matters concerning

economic efficiency ana social equity with regara to tax revenues,

3. Cocaraination of the three major taxes: 1ncone; consumptlofl; ana customns, so

as to minimize the negative effects on economic incentives that ooula arise

from greater tax ettort.

4. Lower costs to the GOE in financial terms with regara to greater

efficiencies ang improved management ana information the aaministration of

taxation,

5. - Lower costs of Qoing business ana reaucea uncertainty facing private
sector importers, aue to stancardization ot procedures and improvements in
classitication ana valuation.

- Ingrovenents 1n customs classification ana valuation proceaqures which
will better ensure more equitable, ana consistent, treatment uncer the law,
- Management lnprovenents 1n the excise aepartments willi help reauce shut
down time at the plants of comestic proaucers arising from the excise tax.,
- A broacenea incone tax base will ensure fairer treatnent ot econonac
agents ana reduce economic aisincentives,
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TARLE 11

iqypt: Central Governaent Revenve, 1981/82 - 1985/84 1/
dellated by CP} 1781/82 1982/83 1983/84 1984/85 1985/84
CPI 1966767 = 100.1  307.0  356.0  419.0  SO1.3  560.8
lin 198867 sillions of Egyptian Pounds)

central Sovernsent tax revenue 1,735 14,508 12.800 11,814 12,454
Tazes on net incose and prolits .41 5.3B5 3902  1.945 .8
Coapany profit Lax (3.139)  (5.070)  (3.590) (3.591) (4.284)
of which: o1l sector and
Suez Canal (2,291} (.482) 11.221) (1. 188} (3.230)
Personal Incoar Taz 0.279)  (0.311) (0.307) (0.354) (0.541)
Tazes on property 0.12¢  0.033  0.034  0.032 0,02
Estate tases 10.027)  10,033) (0.034) (0.032) (0,021)
Tates on issovable property (0.097)  0.000 0.000  0.000 0,000
Tares on qoods and services 84T 3.3 3108 2.880 2,942
Consusption tas (2.647) (3.358) (3.108) (2.880) (2.942)
ol shich: 1eports 0.000 (0.82%) (0.816) 0.000  0.000
Taves on international trade 5.135 4,619  4.583  3.803  3.210
lsport duties (5.125)  (4.619) (4.583) (3.803) (3.210
Cthee lazes LA LAY LT LISE 1.4%
Stasp tazes 0.779 10,7151 (0.735) 10.587) (0.478)
Other 10.638)  10.498) (0.438) (0.467) (0.779)
1nt=3] Sovernsenl nontaz revenues b.745  1.313  b.7S3 S.466 S.38%
Transierred profits b1 "2 S T [ T X £ B OV & B AT
of shich: 0il sector and
Suez Camal 63133 (3.4 .20 12.319 @210
Fers 0.806  0.485  0.391  0.383 0.3
Riscellaneous LOOY 1102 f.6il 1,226 402

otal Central Governaeat revenus 2476 21921 19.553  12.281  17.838



TABLE 111

Eqypt: Cenlral Governaent Revenue, 1982/83 - 1985/84
percent change over previous year

1982/83 1983/84 1984/85 1985/86  1982/83 1983/84 19
nosinal -==real
Central Governsent Lax revenue 15.01 LI 10,41 1291 -0.81 -12.41
Tazes on nel income and prolils 1531 -1, 21,01 3.8t -0.61 -21.41
Cospany profit Llax 14,51 -16.81 19.51 3341 -1.31 -29.21
of which: ail seclor and

Suez Canal LT 414l 121 18,01 1.01 -50.21
Fersonal Incose Tax 8.1 .21 3.1t .91 11.81 -1.21
Tares on property -69.11 22.01 .11 -2%,01 -13.41 .n
Estate Lares 0.31 22,01 11,11 -25.01 A.11 n

Tazes on issovable property '
Tates on goods and services .11 .91 0.1 Mt %.1 -1.51
Consuaplion taz .11 8.9  10.9T 1.3 26.91 -1.51

of which: 1spoarts 18.31 -100.01 -1t -
Tazes on international trade 4.51 16,81 -0.71  -S.51 -9.11 -0.81
laport dulies 451 .81 -0.71  -s.81 9.1 -9.8
Other lares <8 1N N ua -ua -1.31
Staep lares 641 2N 11.81 10.31 -0.21 .91
Other -9.51 .41 .81 ge.sl -22.01 -12.11
Central Bovernsent nontar revenue nn 1 -l .21 8.1 1.1
Transierred profils 3.2 141 5.2 4.01 8.01 -13.81
of which: 0i] sector and

Suer Camal -8.91  1LS1  -1.0! LI9} SRS N} -3.31
Fees 0.3 -1t ot Ln 1.3 -16.01
Miscellaneous 26,61 SO 401 28.91 t.11 8.01
Total Central Governsent revense. 1’4 3.01 L1551 .11 -10.91

84/85

1985/84

S.41
2.3
19.31

5.51
52.81
-33.01
-0

¢
¥

-15.81
-15.81
1.1
~1.41
66.81

-1.31
-1.01

-b.41
1.31
15.21

.2
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TANE IV

jypt: Central Governaent Reveace, 1981/82 - 1983/86 1/

as percentage of GNP 1901/82 1982/83 1983/84 1984/85 198%/84
NP 20,29 28,802 27,886 32,316 34,039
entral Bovernsent taz revenue 2.31  a.01 9.1 1.2 1.4
Taxes on nel incose and profils L2 .n . b, 11 1.51
Cospany profit Lax 1.81 1.31 3.0 5.31 6N

of which: oil sector and
Suez Canal AR 4 .91 1.81 1.81 1.1
Personal Incose Taz 0.1 0.41 0.91 0.31. o.81
Taxes on property 0.21 01 0.11 01 .01
Estate Laxes .01 .01 0.11 .01 .01
Tazes on issovable property 0.11 0.01 0.01 0.01 0.01
Tazes on qoods and secvices .01 4.81 L L4 4.61
Consusplion tax 401 (N “n 4141 4.6
of whichs isporis 0.01 .a . 0.01 0.01
Tazes on international trade 1.8 .61 6.1 5.9 5.01
laport duties 1.0 8,61 6.9 3.9 3.01
Other tazes .11 1.7 1.81 1,81 2.0
Stasp lazes .2 1,01 .11 t. 11 L1
Other 1.01 0.71 0.71 0.1 L2
-entral Sovernseal nonlar revenue 10.21 10.51 10. 11 8.4 8.41
Transierred profits 8.1 .21 1.4 6.0 3.81

of which: Oil sector and
Suer Canal 8.481 AN 4.8 3.61 AN}
Fees 0.81 N 0.81 0.61 0.81
Fiscellaneous 1.91 1.1 a1 1.91 rie !

Total Central Bovernaenl revenue .31 M.S1 9.4 2641 2281
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TADLE ¥V

Egypt: Central Governsent Revenur, {981/82 - 1983/88 1/
as percentage of total revenue

1981/82 1982/83 1983/B4 19B4/8S 1985/86

Central Governseal taz revenue in (3) 451 81 101
Tazes on net incose and profits ) a1 201 al amn
Cospany prolil taz Wl a1 .mn PA) ari})

of which: oil sector and
Suer Canmal i 1 -b1 -N -n
Personal lacoae Taz 11 11 -1 -2l -1
Taxes on property 1l 01 01 01 0l
Estate taxes 01 0l 01 0l o
Tates on 1asovable property 0l 01 01 0l ol
Taxes on goods and services 1 151 161 mn 161
Consuaption tax ¥4 151 161 m 181
of which: 1sports 12 1 L} o0l 0l
Tases on internalional trade PL)} Al Al P4) 181
laport duties P1} an P84 al 181
Other lares n bl [} n il
Stasp tazes a 1 [} [} 1}
Other a2 A < b} 4l
Central Governsent noatax reveswe m 1313 ht) 4 1 Jo1
Teansierred profits Pe)s P{}9 e} Peds {23

of which: Dil seclor 2ed

Suer Camal 1) 161 141 131 hed
Fees a 1 a a a
Riscellaneous ) 1 n n 1
Total Central Gavernaeni revenue 1001 1001 1001 1001 1001



SECTIONIX: ANNEX I.4

SOCIAL SOUNDNESS ANALYSIS

1. Social Considerations

The payment of taxes is never a desired feature of life in any society.
Research in developed countries shows that there is fundamental divergence
between the demand for public goods and society's willingness to pay for

them. Consequently, efforts to improve the efficiency of taxes are generally
not welcamed by the taxpayers. However, in a society such as Egypt, with wide
disparities in tax assessment and collection, efforts to improve equity in the
incidence of taxation are valuea by those groups who are paying more than they
should.

Egyptian preoccupation with tax avoidance results fram the legacy of inequity
in rates and assessments. There are a number of contributing factors. First,
the variety and progressiveness of the current tax rates on incame could be
considered intrinsically inequitable, Tax avoidance is particularly important
for those individuals and firms at the upper incame levels.

Second, the complexity of the system results in great confusion even if both
the tax department and the taxpayer are seriously trying to follow the rules.
The third reason for tax avoidance is the belief that one must do it because
everyone else is doing it. The taxation policy camponent of the project,
supported by the technical advisers in the operational component areas, will
directly work to assist the GOE to rationalize its taxation system with its
current inequities in taxation rates and assessments.

The project has several important socio-econamic long-term effects. First,
the efficiency and competitiveness of the private sector should improve as the
tax distortions are reducea. The project has a private sector orientation in
its equity consideration., cConcerning tax questions, the priority given by
Egyptian private sector enterprises interested in expansion of operations is
equal income, customs and excise taxation policies and procedures. The
improvement of the campetitive enviromnment of the market ana encouragement of
expansion of private sector enterprise is important in terms of service and
employment. Private sector enterprise has been shown to be the most efficient
utilizers of resources; the most productive employment generator per
investment dollar; and the most willing to provide the public with better
goods and services at the most competitive prices. Therefore, efforts to
improve the investment climate through tax efficiency and equitable treatment
will result in important benefits to Egyptians.

Second, popular interest in controlling goverrmment fiscal behavior should
increase as the real ocosts of current government programs become clarified by
the inaividual's tax bill. If public awareness rises and translates into
restraints on government expenditure programs, an environment more conducive
to private sector provision of goods and services will emerge. While a
dramatic taxpayers' revolt such as has happened in a number of U.S. states is



not expected in Egypt, heightened and visible public interest in controlling
expenditures and reducing taxes could occur. Finally, with improved public
finance adninistrative systems the GOE will be better able to manage the
nation’'s revenue and expenditures with increased accuracy and efficiency.

2. Beneficiary Analysis

The beneficiaries of the project are the private sector and the public at
large, The project's inputs will also benefit the staff of the various tax
aepartments of the GOE Ministry of Finance. The Incame Tax Department has
approximately 19,000 enployees; the Customs Department 13,000; the Excise Tax
Department 4000; and the Real Estate Tax Department 7000. Through the
training, advisory services and MIS equipment, the performance of all of these
officials will be improved. With the institution of improved tax law ana
policy, simplified procedures and more appropriate administrative structures,
the tax departments' overall performance and service to the public will be
improved.

3. The Role of wWamen

The GOE does not aiscriminate in appointing wamen to important technical and
managerial positions such as the Minister of Finance's senior
advisor/assistants. The effort to train wamen to assume technical positions,
started under the Tax Administration Project (263-0115), will continue. Women
will especially take an active role in the expansion of ADP services in the
Ministry.

A



SECTION IX: ANNEX XI.S

ENVIRONMENTAL ANALYSIS

The project provides resources of a technical aavisory nature aimed at
developing efficient and equitable tax departmentsion the Ministry of Finance.
There are no enviramental considerations in the activities to be financed
since the primary concern of the project is the upgrading of public finance
adninistration systems through improving managerial and technmical capabilities
of institutions, Accordingly, the project qualifies for a categorical
exclusion under AID Environmental Procedures from performing an Initial
Environmental Examination, an Environmental Assessment, ana an Environmental
Impact Statement. 22 CFR 216.2 (c) (2) (i) excludes "technical assistance®
projects except to the extent that such projects directly affect the
environment.

The Mission Envirommental Officer has reviewed the Project Paper and conurs
with the decision that this project ualifies for a categorical exclusion.



