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CHAPTER I
 

THE FREE ZONE IN CONCEPT
 

A. CONCEPTS AND DEVELOPMENT
 

The concept of free zones is certainly not new. The idea of free
 

zones or "safe ports and harbors" dates back to the early trading days of
 

the Phoenicians who wished assurance of safe passage of merchandise from
 

one country to another through somewhat troublesome territories. In
 

modern history free zones have provided the warehousing, repackaging,
 

relabeling, etc., of goods transshipped from one country to another-

allowing merchandise enroute through a mid-way host Lountry to be
 

exempted from customs duties and often many other trade restrictions.
 

The last two decades have shown a marked increase in the numbers 	of
 

free zones throughout the world (now in excess of 270 separate authorized
 

zones, not all in full operation, however). With the growth of world
 

trade and the increased complications of doing business in foreign
 

markets, the opportunities for the use of free zones will increase 
over
 

the years.
 

In assessing the application of the "free zone" concept to the
 

economic goals of the Arab Republic of Egypt, it is important first to
 

explore the free zone concept itself and establish a basic framework
 

wherein common trade terms and phrases will be clarified for overall
 

background purposes.
 

It is the intent of this background picture to accomplish the
 

following:
 

1. Establish the general information necessary to understand the
 

concept of the free zone, its uses, and applications, and review the
 

as possible alternatives where
requisites necessary to develop such zones 


appropriate.
 

2. 	 Use as examples already existing and functioning free zones
 
to
throughout the world where their unique and common operations apply 


the investment and development needs of Egypt.
 

3. Evaluate possible applications of the free zone concppt within
 

Egypt, with specific emphasis on the development of industrial or private
 

zones.
 

1. Free Zone Concept
 

The term "free zone" shall be used throughout this study to desig

nate a "customs-privileged territory" which is considered within the
 

political jurisdiction but outside the customs--domestic commerce--


Commerce and trade occurring within
jurisdiction of its host country. 


such a zone is typically free of customs duties and import controls,
 

although host country customs officials have the autLority to verify
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inventories within the zone to ascertain that no zone trade is entering 
the host's domestic market without passing through the proper control 
procedures.
 

The term "frec zones" as used in this study is generally synonomous 
with areas called "Foreign-Trade Zones" in the United States (U.S.), free
 

trade zones, export process zones, free ports, transit zones, or other 
similiar designations throughout the world--often with shades of
 

differences in interpretations--but all possessing some degree of customs
 
"privileges." In some cases, there can be special types of free zone
 

facilities such as "sub-zones," "private zones," "bonded" warehouses or
 

other port facilities, "duty free" Ports or shops, etc., which may be
 

established for specific purposes and may possess some of the charac

teristics of the general purpose trading and/or industrial free zones.
 

Except for the commonality of exemptions from customs duties and
 

import restrictions, free zone structures can be as varied as the laws of
 

the countries and the allowances of the authorities within those coun
tries in which the zones are established. The following general fea

tures, however, are common throughout most of the free zones in the 

world: 

1. Imports may be landed and stored in a free zone quickly and 

without the usual customs formalities. Quota restrictions on certain 

merchandise or raw materials and bond requirements are usually not 

applicable in zones. These freedoms are termed "use" incentives. The 

interrelationships of all of the free zone use incentives--as well as the
 

other economic incentives of the host country--must be examined in
 

determining the net value of a free zone to a specific potential user or 
investor.
 

2. User or investor cash flows can be substantially improved in a 

free zone because duties are not paid until prolucts actually leave the 

free zone for export trade or enter the domestic commerce of the host 

country. Products that are held for shipment to a third country through 

a zone are usually exempted from the duties of the host country. The 

free zone user can withdraw his merchandise from the zone in smaller than 

case lots or in partial shipments, paying duties at the time of such 

withdrawals for domestic commerce. This practice enables shipment ir 

more economical bulk or container units for later breakdown into saleable 

parcels for redistribution to either the host country or third country 

markets.
 

It might be noted that in the U.S., free zone users are prohibited 

from selling their products through retail channels. Products can be 

sold on a wholesale basis only. The purpose of tnis iaw is to prohibit 

all but "legitimate" wholesale buyers from entering the customs 

controlled free zone territory and also to encourage a greater industrial 

use of free zones rather than usage as "duty free shops" commonly found 
in most airports throughout the world.
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3. Insurance on inventories held in free zones can be far less 
than insurance on imported duty-paid merchandise because premiums are
 
based on valuations of the products plus freight costs, not product plus
 
freight and duties paid--another operating cost savings.
 

4. Free zone users (the owners of products actually held in the
 

free zone) use inventory receipts for financing purposes, including the 
assignments of title or other inventory collateral since the user/ovner
 
has access to his inventory at any time. The inventory, although under 
customs surveillance, is not in the custody of customs nor the buyer 
until it leaves the zone. This particular free zone use is of signifi
cance to financial institutions, since, with the authorization of the 
owner seeking financing, the institution may also have access to the same
 
inventory surveillance for verification of its collateral as the customs
 
authorities.
 

5. In a free zone, since title of the inventory remains with the 
owner/user, the facility may be used for display of sample merchandise 
where prospective buyers may inspect and possibly even withdraw samples
 
(upon payment of duties as appropriate) prior to major purchase order 
commitments, duty payments, and che expensive onward shipping and 
delivery arrangements. Such samples may also be withdrawn for purposes 
of customs valuation prior to selling products into a market. 

Exhibition facilities are of specific importance to free zones
 
primarily engaged in warehousing, distribution, and trading, such as the
 

commercial activity predominant in the most successful Zona Libre de 
Colon in the Republic of Panama, and the anticipated trading activity of 
the Miami Free Zone in the U.S.A. Exhibition/showroom facilities are 
also important to users of industrial free zones. New machinery, parts, 
local adaptations of capital equipment, etc., can all be tested and 
displayed to potential buyers. 

There are many uses of free zones which apply equally to industrial
 
free zones (such as one of the most successful, and certainly the lar
gest, at Shannon, Ireland, with its major emphasis on export processing)
 
as well as the trading free zones with minimal industrial activity. The
 
following continuation of general use free zone features itemizes 
specifics of perhaps greater significance to those users/investors more 
likely to be engaged in some form of product manipulation or manufac
turing process.
 

6. Products may be processed, manufactured or otherwise manipu
lated in order to qualify them for the lowest possible duties before 
entering domestic commerce. This feature allows the user to combine raw
 

materials from several foreign countries or the host country before
 
fabrication into another product and distribution to third countries or
 

the host country. The ability to manufacture in free zones opens a
 
myriad of opportunities to the user who is generally limited more by his 
imagination than the laws of authorities governing free zones. Some of
 
the variations could be as follows:
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--Quota restricted items, such as a heavily restricted cotton, can
 

be processed into products with either no quotas or a finished product
 

which ma., not be quite as severely restricted. As an example, one
 

potentia] user of the Miami Free Zone is exploring the feasibility of
 

bringing in raw cotton from Egypt to combine with cotton from the State
 

of Texas to spin into a cotton blend bolt fabric which is subject to less
 

quota restrictions than the Egyptian raw cotton.
 

the specific
--Products can be altered in the free zone to meet 


requirements of the domestic restrictions of the host country. As an
 

example, equipment can be brought into U.S. free zones where modification
 

can be accomplished in order to comply with U.S. Environmental Protection
 

Agency air quality laws. This incentive for using free zones is
 

especially important to foreign investors wishing to market products that
 

are subject to agency restrictions.
 

--Salvage or repair to damaged products can be carried out to a
 

maximum advantage in free zones, duty and quota free, while locating the
 

appropriate market for such products. Duties can be saved by not
 

applying them to materials that have suffered seepage or shrinkage, are 

beyond repair, have impurities, or are otherwise found to be substandard. 

These damaged goods, if not salvageable, can be destroyed in the zone 

under customs supervision to avoid duty payments. Many free zones make 

use of this particular incentive to develop quality control testing 

facilities which are used primarily by chemical, pharmaceutical 
companies, and electronics manufacturers.
 

--Relabeling or repackaging of merchandise in the zones avoids fines
 

assessed on improperly marked or inadequately labeled merchandise prior
 

to their entry into the host country's market.
 

are
 

offered a choice of having duties assessed on the foreign components used
 

as materials for fabrication of a product, or requesting that the assess

ment be based on the finished product. This is particularly important in
 

situations of very complicated product evaluations where the sum of the
 

duties on the components may, in many cases (i.e., typewriters and sewing
 

machines), exceed the duties on the finished product.
 

--In some instances, manufacturers of products in free zones 


--One U.S. incentive given to zone importers is the opportunity to
 

have their products or components declared "privileged" or "non-privi

leged." If declared privileged at the time of entry into the zone, the
 

to be applied is fixed by U.S. customs and, in effect,
rate of duty 

freezes the rate regardless of when the product is withdrawn or used in a
 

manufacturing process. This allows the free zone user/investor a degree
 
or an
of a hedge against inflation in the prices of his products, 


increase in the percentage of duty applied later. It is a speculative
 

decision which the user has to make at the time of product entry into the
 
When privileged
zone as he cannot later change the status of the goods. 


status material is used in a manufacturing process before entering the
 

U.S. market, duties are paid on the actual dutiable non-U.S. origin
 

material contained in the finished product.
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Most of the stipulations for doing business in a particular locale 
still apply to a business operating within a free zone. In other words, 
a manufacturing company wishing to fabricate a product in a particular 
free zone must meet all of the requirements for its business as required 
by the host country. Many prior free zone developments have not enforced 
this practice. It appears to be in the best interest of a host country 
to enforce building and anti-pollution guidelines established by authori
ties, etc., for companies operating in rather than outside a free zone. 

In addition to all of the aforementioned advantages of doing
 
business in a free zone, the following more technical advantages may
 
apply to the operations of some prospective free zone users/investors. 
They are generally applicable to free zones world-wide with specific
 
interpretations from one host country's governmental authority to the
 
next.
 

--Aircraft or other international transportation facility supplies
 
and parts may be stockpiled free of duties for use aboard such aircraft
 
or vessels to be engaged in foreign service. In addition to providing
 
the obvious "spare parts and repair depot" facilities for foreign flag
ships and aircraft, this particular incentive is also of advantage to
 
companies supplying cruise ships and in-flight needs for business and
 
tourist travelers.
 

-- Security is much greater for merchandise stored in free zones
 
because, in addition to free zone internal security measures, customs 
officials are especially vigilant in assuring that no thefts result in 
merchandise entering the domestic commerce of the host country.
 

--Domestic exports gain immediate export status if shipped directly
 
into a free zone from a supplier, even though the market distribution may
 
not occur until later when orders have been placed. This is particularly
 
advantageous to manufacturers of such commodities where substantial
 
excise taxes may be charged to consumers in the country where the pro
ducts are actually produced. In the U.S., the manufacturer or supplier 
can generally gain back his excise taxes paid through "drawbacks" upon 
proof that his merchandise has left the country; however, this is usually
 
a long process and involves prior payment of the taxes and extensive 
paperwork. He need not wait for this process if he ships directly into a
 
free zone that part of his production intended for his international
 
market, ther-fore greatly enhancing his own cash flows.
 

-- Merc aodise can be 3tored indefinitely to await the best possible 
market condition, for lthe user/investor. If the original intended 
market, even if 1L may Lave been the host country, is not receptive to 
the merchandise, it can be removed from the free zone to be shipped 
elsewhere. As an example, electronics items sent to a free zone for 
intended sale pending outcome of quality control testing may be found to 
be already obsolete by the time they are intended to be sold. In this 
case the company engaged in the sale of the products may ship the 
products to another market where such products may still have a very 
valid current market.
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--Because there is no time limit on how long merchandise can be
 
stored in a free zone, as may be in the case of bond warehouses, 
suppliers can fill orders from their inventories through whichever
 
accounting procedure is more appropriate for them (i.e., FiFO, LIFO,
 
etc.).
 

Another zone advantage which reduces overhead expenses is the use of
 
public warehouse facilities that can be established within free zones 
where zone officials or specifically authorized private operators can
 
receive merchandise, store it, and then release it to a broker or
 
forwarding agent, thus saving the expense of a user/investor having to 
invest in his own office or special equipment and employees for handling
 
his merchandise. This particular savings, however, must be looked at 
rather closely so that labor and investment goals are still met by the 
zone administration and the host country. In many cases, specific free
 
zone users are required to hire a certain number of local national
 
workers in order to be able to operate in a free zone. If the public
 
warehouse operator authority is granted to a private investor, he too 
must comply with the employment and investment requirements dependent 
upon, perhaps, the number of companies for which he is handling 
merchandise, or the volume of merchandise hand 1 :1 and the size of the 
facility. 

It is appropriate now to examine the development and implementation 
of free zones, particularly those that have developed rather successful 
formulas, with emphasis on their approaches to organization and adminis
tration. 

2. Free Zone Development and Implementation
 

Free zones throughout the world are considered "public utilities" in
 
the sense that they are designed to serve the public needs of the 
particular host country in which they are located, specifically, as those
 
needs relate to the attraction and retention of commerce and jobs,
 
favorable balances of payment, and all of the other indirect impacts that
 
benefit the overall economic goals of the host country.
 

This is not to say that free zones must be government authorities, 
but rather that they are supervised and regulated by government author
ities as their operations are intricately tied with the import duties and 
trade restrictions of the particular host government. Private companies 
(such as the Miami Free Zone Corporation in the U.S.), quasi-government/ 
private authorities (such as the Kansas City zone on public property with
 
a private company operator), and totally government administered and
 
operated facilities (such as the Zona Libre de Colon, Panama, and the 
Port Everglades Foreign-Trade Zone, Florida) can all qualify as free 
zones provided they meet certain specific criteria. 

In the United States, the Foreign-Trade Zones Board in Washington, 
D.C. governs the development and authorization of free zones, although 
the individual zones under its jurisdiction are responsible for their own
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success according to their individual goals and operative structures. 

This structure is much like the Egyptian structure. The Foreign-Trade 

Zones Board, although housed in the U.S. Department of Commerce, is 

regulatory agencies as the Secretaries
actually composed of three federal 


of Commerce, Defense, and the Treasury all sit on the Board: 

-- Commerce, because the Foreign-Trade Zenes Act of 1934 was initally 

passed to encourage jobs in the U. S. by private employers that may be 

tempted to leave the U.S. for cheaper labor;
 

--Treasury, because of the surveillance of all inventories by U.S.
 

customs, and the collection of duties where appropriate; and
 

--- Defense, because the Army Corps of Engineers must approve all 

free zone physical plans and expansion proposals to assure that all 

security and physical development criteria are met.
 

The development profile displayed in Exhibit I-I applies to the 
as a useful guideline for
development of any free zone. It can serve 


testing the merits for establishment of any free zone and for insuring a 

common, structured review from central authorities.
 

After the Free Zone Sector has reviewed the application and 

satisfied itself that all of the criteria suggested in Exhibit I-I have 

been addressed, it could organize a public hearing in the jurisdiction of 

the proposed free zone. The regulations relative to establishment of 

free zones in Egypt through the General Authority for Investment and Free 

Zones, Ministry of Economy and Economic Cooperation, should be closely 

reviewed in efforts to suggest the best possible mechanism for expansion 

of free zone opportunities for investors in Egypt.
 

It is important to note that very few of the U.S. free zones have 

achieved the economic goals for which they were established. Now, more 

than ever, proper marketing and packaging of the free zone concept as 

well as strategically developing incentives wlich a particular geographic
 

location or particular government can offer, are key factors for 

success.
 

In determining the best structure for the free zones of Egyp , it is 
necessary to examine other free zone arrangements and the various incen

tives or natural factors which hive either made them successful or led to 
their marginal benefit or failure.
 

U.S. free zones have historically not been financially successful, 
nor have they produced the jobs they were intended to produce in their 
particular locations. They have, rather, merely created public utility 
facilities at certain major seaports, such as New York and New Orleans, 
in order to accommodate the very specific needs of certain traders 

through those ports. The ,:ee zone, rather "sub-zone" established in 

Hawaii, has been very successful because of the nature of its specific 
purpose for petroleum refining. Additionally, it has not been until 
recently that private investors ive begun to enter the U.S. free zone 
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EXHIBIT 1-1 

FREE ZONE DEVELOPMENT PROFILE
 

I. 	 Description of Location
 

1. Qualification of proposed area (i.e., must be port of
 

entry, etc.)
 

2. 	 Means of segregation from domestic customs territory
 

3. 	 The suitability of the area for a free zone
 

a. 	 water facilities 
b. 	 sewage and/or waste disposal facilities
 
c. 	 power and light facilities
 
d. 	 fuel availability
 
e. 	 fire protection 
f. 	 transportation facilities
 
g. 	 shipping facilities
 
h. 	 labor availability
 

4. 	 Availability of land for free zone expansion
 

5. 	 Legal description of the property, including details of
 
size, etc.
 

II. 	 Acquisition of Land
 

1. Demonstration of ownership or acquisition of title upon
 
zone 	 authorization 

2. 	 Compliance with local restrictions for use of land as a 
free zone 

3. 	 Approval by the necessary local public authorities for use 
of the property, in the case of public ownership of the 
land
 

III. 	Method of Financing
 

Applicant must demonstrate capacity to finance both capital 
investment and operating expenses
 

1-8
 



EXHIBIT 1-I (Continued) 

FREE ZONE DEVELOPMENT PROFILE
 

IV. 	 Economic Justification
 

1. 	 Justification of need for local community
 

2. 	 Industrial incentives
 

3. 	 Industrial promotion 
4. 	 Zone management expertise
 

5. 	 Direct and indirect benefits:
 

a. 	 Industrial users/investors
 

b. 	 Commercial users/investors
 
c. 	 Shipping companies and other ancillary services
 
d. 	 Employment impact, direct and indirect
 
e. 	 Other related service infrastructure
 

6. 	 International trade impact, including balance of trade 
impact of import/export flow in surrounding region 

7. 	 Labor intpnsive usages (i.e., transshipment only or 
industry, also)
 

8. Adequacy and proximity of transportation facilities
 

a. 	 Trucking, rail, steamship, and air cargo facilities
 
b. 	 Freight rates in the given location
 

9. 	 Potential users/investors and their markets
 

10. 	 Best suited uses of the free zone as dictated by the re
sources (natural and/or commercial) of the area
 

11. 	 Projected income and expenses, and their monetary impact 
on the host community 

12. 	 Additional supportive data; i.e.:
 

a. 	 Banking and other commercial paper services
 
b. 	 Consular facilities
 

c. 	 Customs brokerage and freight forwarding facilities
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EXHIBIT I-I (Continued)
 

FREE ZONE DEVELOPMENT PROFILE
 

zone
V. Physical plans of the proposed free 


1. 	 Loading and unloading facilities
 

2. 	 Types and construction of buildings (consideration of 

commodity and capacity factors, as well as open storage
 

and container staffing areas)
 

zone
3. 	 Transportation facilities within the 


4. 	 Power and lighting facilities
 

5. 	 Water, sewage, and waste disposal facilities
 

6. 	 Fire protection, sprinkler systems, etc.
 

7. 	 Enclosures and security measures as required by customs 

authorities 

8. 	 Method of inventory control (must be approved by customs)
 

VI. Preliminary estimates of capital and operations costs
 

VII. Timing
 

1. 	 Date construction to commence
 

2. 	 Date operations to commence
 

3. 	 Schedule for expansion phases
 

VIII. Map of Zone boundaries and proximity to ports for shipping
 

access to be noted on maps
 

IX. Physical layott plans of the Zone
 

X. Legislative Authorization
 

XI. Local Government Authorization
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development scene. Previously, totally government owned, administered 
and operated free zones have had little, if any, profit incentive as they 
are tax supported and do not have to make a profit in order to serve a 
public interest or be financially successful.
 

Through broader interpretations of the regulations governing free 
zones, and increased education of potential investors as to the oppor
tunities in free zones, more investor!3 are looking at free zones as 
development opportunities for their own gain. Although governed as 
public utilities, operators of free zones are not prohibited from making 
a profit. Their various rental rates and service charges provide 
opportunity for self-financing. Egypt appears ready to progress in this 
manner.
 

The Zona Libre de Colon, Panama, is another interesting zone which 
was established primarily as a trading zone because of its strategic 
geographic location at the mouth of the Panama Canal-Caribbean side. 
Traders using this zone have easy access to all Latin American markets 
from Colon, where ocean freight shipments are received from all over the 
world, can be broken down into smaller units, displayed and shipped 
either by sea to just about anywhere, or by truck or rail to the nearby 
busy international airport at Panama City.
 

The Zona Libre de Colon is developed on government (Republic of 
Panama) property and administered fully by government officials. 
Although consisting of just over 90 acres at this time, it provides 
nearly 6,000 jobs. It has acquired approximately 200 acres upon which 
construction has already begun on additional free zone facilities for 
greater industrial usage. After October 1979, the free zone at Colon 
will have access to much greater areas of property when the U.S. Canal 
Zone property reverts to the government of the Republic of Panama. 

The Government of Panama is able to offer a wider range of tax
 

incentives to attract foreign firms to invest within the free zone than 
U.S. free zones are able to offer. Over the past year, Panama has begun 
a major expansion of its free zone promotion in efforts to attract 
additional investment, perhaps somewhat spurred by their view of the new 
Miami Free Zone as a possible competitive threat. Panama and Miami, 
however, offer vastly different facilities to investors with very 
divergent purposes. 

Other U.S. free zones--such as those in Charleston, South Carolina; 
San Jose, California; Kansas City; and that proposed for the Greater 
Philadelphia area--are structured in a quasi-government manner in which 
the property and grant (authorization) from the U.S. Foreign-Trade Zones 
Board have been made possible through the use of publicly-owned land 
leased or contracted to a private free zone industrial park developer or 
free zone operator. The operator can then lease property to individual 
firms so they can build to their own specifications, or the operator may 
develop the facilities for individual firms.
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Another free zone which merits attention as a major industrial 
center is that in Shannon, Ireland. Exports through the Shannon zone are 
expected to surpass U.S. $250 million in 1979, after an eight-year slow
down during the recessive periods of the late 1960s and early 1970s when 
Shannon's industrial growth nearly stagnated. 

Shannon's free zone developed out of efforts to save Shannon's major 
employer, the airport, which had been the major refueling point for 
trans-Atlantic aircraft. It opened its first duty-free shop in 1951. 
The advent of long-range commercial aircraft late in the 1950s rendered 
the duty-free shop superfluous. The initial three goals of the Shannon 
Free Airport Development Company (created by the government in 1951) were 
to develop the airport into a major freight center, expand the duty free 
retail shopping zone, and build up tourism. By the end of the 1950s, it 
became obvious that the first goal would have to be further exploited as 
fewer passenger/tourist airlines were using Shannon as a stopover for 
refueling.
 

Foreign companies began to come into the first export processing 
industrial free zone on the Shannon airport periphery in 1959, encouraged
 
by liberal tax incentives including tax "holidays" until 1990, 
non-repayable cash grants, and freedom from Ircland's import duties. 
These first companies posed no threats to the Irish domestic industry 
since all of the products produced and finished were exported.
 

The Shannon Free Port now has more tnan 300 foreign firms operating 
on its 300 acres, accounting for more than 7,500 jobs. It has finally 
become a rather sophisticated manufacturing center with concentrat-aiton on 
the finishing of high value products such as precision electronic 
components, industrial diamonds, knitwear clothing and furs, pharma
ceuticalF,, and chemicals. For expansion, the Shannon Authority has 
responsibility for an additional 3,000 square mile area around the 
airport and anticipates that eventually the government will turn the 
entire country into a free zone! 

The development of Shannon and other free zones throughout the world 
has not been without problems and uncertainties, however. Some of these 
will be briefly addressed before looking at the specific impact of their 
experiences on the best approach for the development of Egypt's economy. 

In addition to basic, sound business practices, the success of free 
zones will also depend upon the host government's ability to offer free 
zone advantages as part of a total industrial development promotional 
package. One of the problems with the U.S. free zones is that the only 
major attraction for operations within free zones has been that relating 
to customs duty and trade restriction activities with, in some 
communities, the possibility of industrial revenue bond financing to 
qualified investors.
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Certain free zones may have geographic or other natural attractions 
making them more suitable for specific types of development; i.e., the 
Miami Free Zone as the gateway to Latin American and Caribbean markets; 
the Kansas City zone which has been ,uilt in underground caves and 
therefoe provides excellent natural cold storage facilities; or the San 
Jose, California, zone in the middle of the "silicone valley" for 
computer and electro.nics testing facilities; or even the Charleston, 
South Carolina, zone in the middle of the big textile mill area of the 
U.S. where the zone has developed into merely a relabeling-for-onward 
shipping point.
 

Free Zone investors will trade-off between benefits for the location
 
of establishments. As an example, Panama can offer extremely attractive 
tax-free or tax-incentive packages to potential investors in .he Colon 
free zone. However, it does not offer the political stability of the 
United States. This problem of investment security applies to most of 
the free zones throughout the world that are in non-industrialized, 
developing nations. Although plans for expansion of the Colon free zone 
appear very promising and there is much interest on the part of foreign 
firms already located at Colon with needs for expansion, they are 
hesitant pending the future development of Panama when the U.S.-held 
Canal Zone reverts to the Republic of Panama. They are concerned not 
only about their current investments, but about the future administration 
of the Canal and how it will affect the free flow of cargo shipments. 

Political instability of developing nations is not the only case of 
instability caused by governments. Even in the United States, free zone 
users are subjected to vague interpretations of customs authorities in 
assessing duties on products; i.e., precisely what fraction of the
 
product may be dutiable, the value of domestic labor added, what consti
tutes a legitimate wholesale transaction as opposed to the prohibited 
retail trade, and even what constitutes profits made in the U.S. for 
purposes of income taxation.
 

These vague interpretations have led many potential free zone users, 
that could conceivably bring labor intensive processing into the zones, 
to consider alternatives such as using the free zones simply as 
transshipment and exhibition facilities. The free zones must recognize 
the need for stability and concise knowledge and interpretation of 
procedures as the establishment of new precedents will serve to create 
further concise free zone opportunities.
 

The Shannon free zone developm'ent illustrates yet another problem to
 
be considered by developing nations--that of an industrial economy 
dominated by foreign corporations. Domestic industrialists have had a 
difficult time competing with the mammoth foreign companies in the free 
zone; many resent the situation and have called upon the Shannon
 
Development Company to develop new ways of bringing their own smaller 
manufacturing firms into the picture. 
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This increasingly restrictive cycle is not an uncommon situation in 

the development of free zones. It seems that where industrial zones are 

established, host country incentives are very liberal until such time as 

foreign investment appears to compete with local domestic commerce or 

even threatens to completely dominate the economy--a situation which, by 

the very nature of free zones, seems contradictory, since production is 

to be exported. This has happened not only at Shannon, but in other 

countries that have seen rapid economic growth such as Korea, Taiwan, and 

Brazil. These countries have developed their own sophisticated 
industrial bases and have begun to seek investment opportunities in other 

free zones throughout the world for the marketing of their own products. 

Although creating some resentment toward the foreign investment initially
 

risked in the developing nation, perhaps the economic goals of the host 

country are being achieved in a roundabout fashion. 

Other factors to be considered in the development of industrial free 

zones relate to customs duties and restrictions in the host country. If 

duties are very low and restrictions negligible, it may be of no advan

tage for a distribution company to locate in a free zone, particularly if
 

facilities, labor, etc., are cheaper outside the zone limits. A company
 

may have other reasons such as greater security protection, and therefore
 

be willing to pay a higher price to operate in a free zone, in spite of 

the limited duty free aspects. Some tenants merchandising very low duty 

items can expect to have access to a wholesale market buyer group they 

may not have access to in another area. They will pay a premium for 

product exposure in a centralized market trading area.
 

Prospective investors in free zones are going to look at and weigh 

all factors affecting their operations in the host country, as well as 

the simple duty free and eased trade restrictions, prior to making a 

decision to locate in a free zone. These factors will all depend upon 

the economics, demographics, natural resources, and anticipated growth of 

the host; government, and, of course, its stability.
 

B. INDUSTRIAL FREE ZONES
 

It is difficult, if not impossible, to separate an industrial free 

zone discussion from the larger context of industrial estates or 

industrial development planning. The differences between the specific 

nomenclature are not differences in requirements but differences in: 

a) operational orientation, and b) legal restrictions. Otherwise, the 

same production requirements and needs apply to an industrial firm.
 

The development of industrial free zones, upon which Egypt might 

wish to pattern itself, is most highly pronounced in Taiwan and Korea. 

The Philippines also evolved on an industrial free zone course. But, as
 

previously mentioned, as economies develop, the thoughts and philosophy 

expressed by governments regarding industry-oriented free zones tend to 

change. 
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The most notable changes which take place in industrial free zone 
activity occur when a country gains the self-confidence and diversifi
cation of industry needed to compete in the export process on a major 
basis. In Taiwan, it is reported that the customs/duty procedures were 
changed so that any domestic industry wishing to expand exports could do 
so on a basis comparable to industry located in export processing zones. 
The Republic of Korea government has also assisted domestic industry in 
expanding export requirements. The advantages to the host country, given
 

an even-handed policy, are obvious: expansion of export-oriented output 
provides jobs for domestic concerns and expansion of domestic output by 
export processing zones does likewise; the socioeconomic trade-off is 

measured by the amount of jobs created or eliminated donestically and the
 

redistribution of incomes.
 

The concept of the industrial estate applies mostly to small and 
medium industry. Large industry usually requires a single-purpose land 
tract. In this context, it is probably erroneous for Egypt's success 
with free zones to be measured by its record of attracting large, 

multi-national tenants. However, as investment risks are perceived to be
 

similar for multi-national companies of major stature and size, the
 

psychological impact of a "blue chip" investor in the free zones would 
instill confidence in the Egyptian economy and begin the normal "magnet" 
attraction for support development.
 

An industrial estate (district, park, etc.) is any area dominated by
 
industrial activity. It becomes a "planned" area when it is deliberately
 

allocated to restrictive use and control. It should offer industrial 
compatability, design controls, zoning, and proper infrastructure. It 
should also protect against degradation to surrounding neighborhoods 
through control of environmental problems or other sources. The major 

thrust of industrial estate development is to:
 

o 	 Utilize land in an efficient manner; 

o 	 Insure compatible operations;
 

o 	 Provide a land product needed by small, medium, and--occasion
ally--large industrial firms; 

o 	 Attract new employment; 

o 	 Expand fiscal benefits to government. 

The major industries represented in industrial estates vary by 
resource allocation. In the U.S., an Urban Land Institute survey showed 
that 18 out of the 20 major Standard Industrial Classification (SIC) 
groups were represented in industrial estates. The groups were: 
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Major Groups
 
(SIC Number) Manufacturing Activity
 

20 Food and kindred products
 

22 Textile mill products
 

23 Apparel and other finished products made from
 

fabrics and similar materials
 

24 Lumber and wood products, except furniture
 

25 Furniture and fixtures
 

26 
 Paper and allied products
 

27 Printing, publishing, and allied industries
 

28 Chemicals and allied products
 

30 Rubber and miscellaneous plastic products
 

31 Leather and leather products
 

Stone, clay, glass, and concrete products
32 
33 Primary metal industries 

34 Fabricated metal products, except machinery and 

transportation equipment 

35 Machinery except electrical 

36 Electrical and electronic machinery, equipment 

and supplies 

37 Transportation equipment and parts 

38 Measuring, analyzing, and controlling 

instruments; photographic, medical, and 

optical goods; watches and clocks 

39 	 Miscellaneous manufacturing industries
 

Only two SIC major industrial groups in manufacturing had little or 

no representation in industrial parks:
 

Tobacco manufacturers
 

29 Petroleum refining and related industries
 
21 


are dominated by warehousing andMost current industrial estates 
production facilities. Thesedistribution activities rather than 

activities do not typically generate nuisances such as noise, odor, and 

smoke which are characteristic of certain industrial processes. Proper 

planning makes possible the accommodation of unbalanced traffic flow 

which is usually the biggest problem generated by warehouse and 

distribution activity.
 

are characterized byWarehousing and distribution functions 
to building coverage.relatively low ratios of employment relative 

Locations seeking to expand their employment base recognize that manu

wages and employs more workers, and it is importantfacturing pays higher 
to recognize that both warehousing and manufacturing enterprises need 

for all types of industrial activities. Thebalanced industrial parks 

shortage and high cost of land 	for development, difficulties of obtaining
 

water and sewer extension, the 	 increase in environmental controls, and 

fuels are all impediments to the "go it
the shortages in materials and 

be applied to Egypt.
alone" industrial site selection which can 
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Industrial development leads to varying managerial needs over the 
project's evolution. The key management personnel are: 1) overall 
managers representing the official interest, 2) site planners/engineers, 
3) operational/management specialists, and 4) marketing specialists. 
Obviously, the need for these members changes as the development phase 
changes. However, overall policy is continually reflected by the 
ownership or political interest. Final decisions revert to this 
interest. 

In Egypt's case, the overall policy framework is represented by the 
General Authority for Investment and Free Zones and the local Governor.
 
The project representative is the Director who actually has responsi
bility for the free zone and coordinates both sources of authority for 
the proper decisions. As such, the operation's representative is the key
 

for each zone's successful development.
 

The next key member is the engineer/site planner. From its initial 

acquisition, the site must be planned and engineered. Next, the actual 
construction of sufficient infrastructure to satisfy users must be 
promptly supplied. This crucial element is the physical link between 
words and reality. The successful project must properly balance cost 
with need in order to have fully serviceable sites available to the 
interested user.
 

After the engineering phases are satisfied, this role turns more to 
maintenance and housekeeping. At the same time, professional management 
emphasizes sales, public relations, and daily operations for a smooth, 
attractive operation. Hany projects fail because of mismanagement in 
these areas. The good manager should know building design for processing 
and storage activities and also be a responsible industrial promoter and 
public relations man for the project.
 

Management of large-scale, long-term industrial development gen
erally follows a three-phased program which features different priorities 
and goals for each phase. During the initial project implementation 
phase, coordination and timing goals are created to establish character 
and reputation and to initiate the sale or lease of land. The second 
phase covers the maturing stages of development and is primarily 
concerned with sales pace and price levels. The last phase of 

development concerns itself with the residuals (leased buildings) which 
are owned by the ownership group. At this stage, management is involved 
only peripherally except for continual inspections to see that the 
properties are being operated and maintained properly.
 

The project manager's initial tasks are concerned primarily with 
coordinating the process of infrastructure development and attracting 
seed tenants to the development. On-site management, during the
 
embryonic period, is vital at the start of development and should be 
continued as long as feasible. Timely completion of infrastructure is 
vitally important to the seed tenant who will establish overall project 
identity. If the seed tenant experiences delays in occupancy due to poor 
management of problems, it is highly likely he will convey these 
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dissatisfactions to other potential tenants to the disadvantage of the 

project. The project's tenants are the best salesmen a project has. 

The coordination and timing necessary in the initial stages of an 
industrial development project are also necessary during the maturing 

process, but with a different emphasis. Primary emphasis at this later 

stage is placed upon tenant acquisition, occupant relations, enforcement 
of project standards, financial management, and maintenance of the 
estate's reputation.
 

An initial economic analysis will have suggested an optimal tenant 

mix for the industrial project. If the promotion campaign is directed 
toward the desired segments, then the occupancy pattern should fall in 

line with the projected occupancy pattern. Parcelization, locational 

relationships, and compatibility of potential tenants with those already 
committed require continuous attention and re-evaluation.
 

It is particularly important to preselect a seed tonant who will fit 

the optimal market mix for the development. A conflict between the goals 

of the initial tenants and of the development may result in the creation 
of problems which will have a negative impact throughout the entire 

absorption period. If the management group has done its job properly, 
the selection of compatible tenants, and the achievement of the desired 
tenant mix, should fall in line with relatively few conflicts. 

It is particularly important to remember that principles of agglom

eration (linkage) appear to have an almost universal application to 

industrial real estate. That is, similar or linked industries tend to 
locate together. Often, the seed tenants will set the entire reputation 
and character of the project and of the tenant mix. In addition to the 
type of tenants attracted, the size of seed tenants' buildings seems to 
have some relationship to the pattern which follows. It is reported that 

if the first tenants occupy 10,000 square foot buildings, it frequently 

develops that most of the remaining building will be in the category of 

10,000 to 25,000 square feet. If the first seed tenants occupy buildings 

of 100,000 square feet, most of the users attracted later will range from 

50,000 square feet upward. 

Cost accounting, pricing, and new leasing and sales information, 
almost becomes a day-to-day task of the owner's staff during the
 

absorption phase. Whereas the initial objective for the owner's staff 
was timing, coordination, and acquisition of a seed tenant for the 
implementation of the project, the basic objective of industrial manage
ment at this stage is to maximize the long-term financial potential 

inherent in the development. This stage includes planning and budgeting 
both expenses (staff salaries, advertising, legal, accounting, and office 
space rent) and development expenditures (infrastructure costs). 

Quarterly or semiannual updating of the original projections with actual 

project experience is recommended.
 

Throughout the absorption phase, management must work to maintain 
the reputation of the ownership and to continually enhance the project's 
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identity. A project's reputation can create a substantial interest which
 

might otherwise be difficult to sell because of location, topography, or 
parcelization factors. 

At the third stage, the ownership group is concerned with the 
continued leasing and incentive functions.
 

Once the development is occupied, it has been customary for the 
management structure to change, stressing the enforcement of standards. 
The responsibility for enforcement should rest very significantly with 
the tenants, allowing them to act independently to enforce covenant 
requirements. While the creation and nurturing of effective response to
 

tenants needs places another burden on the industrial management team, 
the long-term protection of the initial development objectives yields 
benefits to the tenants, to the community, and to the owner's reputation 
when initiating the next project. From this standpoint, the benefits
 
should more than equal the effort required.
 

In summary, to be successful, the Free Zone Sector should view one 
of its roles as that of a developer, or implementor. This role is one 
which should offer much challenge but also one where the results are 

apparent and rewarding. Each free zone currently has a Director, and is 
operating to the best of its ability. In our professional opinion, 
standard operation management policy, procedures, guidelines, and 
activity roles might be more strongly applied through the Free Zone 

Sector. In effect, a minor training program to improve management skills 
and to express operational implementation would appear to be an 
inexpensive and timely activity, ensuring all zones develop in a 

consistent manner.
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CHAPTER II 

FREE ZONE ORGANIZATION
 

A. 	 LEGISLATIVE, LEGAL, AND ADMINISTRATIVE AUTHORITY
 

Prior to the early 1960s, foreign investment in Egypt was 7.argely 

unregulated, and the national economy benefited only little. In the
 

1960s foreign investment was discouraged. The "Open Door" E!onomic
 

Policy was initiated to stimulate foreign investment for the express
 

purpose of developing the national ecnormy. Law No. 65 of 1971 was 

passed to initiate the new foreign investmient policy, and was replaced by 

Law No. 43 of 1974. 

The 	 General Authority for Investment and Free Zones has been 

delegated power to implement the various provisions of Law 43. While 

being responsible for many elements, some of its more important functions 

relating to the Free Zone Sector include: 

" 	 Preparation of lists of projects and investments which are to 

be encouraged in the free zones;
 

o 	 Tabulating data on free zones and offering information to in

vestors; 

o 	 Reviewing investment applications;
 

o 	 Registering and evaluating incoming capital;
 

o 	 Facilitating the approval of necessary permits and licenses
 

needed in the operation of free zone projects; and
 

o 	 Managing and planning the free zones. 

The majority of the legislative, legal, and political responsibili

ties of the Authority are outlined in Law No. 43 of 1974, as amended by
 

Law No. 32 of 1977, and in Decree No. 375 of 1977. Copies of these
 

documents are widely available, and they have been summarized in various 

publications by and about the Authority. For these reasons, they are not 

repeated here. Rather, the most important articles are summarized and 

discussed, along with recommendations for modification or interpretations
 

where it appears to be appropriate.
 

1977 	revision of Law 43 is the present legal guideline for
The 

foreign investments and the operations of free zones within the country. 

These laws have served to eliminate much of the bureaucracy and un
for offering
certainties involved with investing in Egypt. In return 

various incentives to investors, Egypt hopes to receive a number of 

benefits, notably: 

o 	 An increase in the employment rate of Egyptians;
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o Dissemination of advanced technology and administrative tech

niques; 

o 	 An increase in exports and a more favorable balance of trade;
 

o 	 An increase in national revenue sources; 

o 	 An expansion of more efficient, and thereby more competitive, 
local businesses;
 

o 	 An expansion of the nationol infrastructure; 

o An increase in the flow of foreign capital to Egypt; and 

0 A provision of greater opportunities for the investment of 
Egyptian capital.
 

The Authority's Board of Directors is the governing body of the 
Authority. It has overall responsibility for the free zones, both public
 
and private, and is charged with establishing general policy for the 
Attlhority. As shown in Exhibit I-i, the Chairman is the Minister of 
Economy, and the Board is made up of government and private sector 
individuals with a direct interest or expertise in the Authority's 
operations. Only the Deputy Chairman of the Authority and the Head, Free 
Zone Sector, officially represent the free zones on the Board. Acrording 
to Law 43, the Board may: 

o 	 Coordinate policies and formulate the general planning of free 
zones in conjunction with the competent administrative 
authorities;
 

o 	 Acquire land, converting it to public or private free zones; 

o 	 Approve budgets and accounts of free zones;
 

o 	 Assume the functions of the Board of Directors responsible for 
public free zones which have been established; and
 

o 	 Supervise private free zones until the Board decides to affil
iate such private free zones to a public free zone.
 

Likewise, the Board is charged with reviewing, and subsequently 
acting on, the applications for private free zone status by investors. 
It also establishes the executive regulations which govern all operations 
of the free zones. 

The daily operation of each public free zone is handled by free zone
 
personnel stationed at the zone. Each of these zones is, in turn, guided 
by its own Board of Directors, whose responsibilities include: 

o 	 Reviewing and acting on applications of investors for their 
free 	zone;
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EXHIBIT II-I 

BOARD OF DIRECTORS
 

INVESTMENT AND FREE 

Member 

Dr. Hamed El Sayeh 

Mr. Ali Gamal El Nazer 

Engineer Ahmed Effat 

Engineer Hassan Amer 

Engineer El Ahmady Abdel 
Raouf Gamal El Din 

Engineer Abdel Honeim El 

Maihelmy 

Counsellor Ahmed Amin Hassan 

Mr. Gaber Khalil Hussein 

Mr. Ali Labib Aziz 

Mr. Farouk Mishriky 

Engineer Mari Ahmed Mari 

Mr. Mahmoud Lotfi 
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ZONES AUTHORITY
 

Title and Affiliation
 

Chairman 
Minister of Economy, Economic
 
Cooperation and Foreign Trade
 

Deputy Chairman
 
Minister of State for Economic 
Cooperation
 

Counsellor, iinistry of Economy
 
Economic Cooperation and Foreign
 

Trade
 

Counsellor, Ministry of Economy
 
Economic Cooperation and Foreign 

Irade
 

Representative of General
 
Authority-for Industrialization
 

Representative of Legal Depart

ment, Ministry of Finance and
 
Economy
 

Undersecretary, Ministry of
 
Petroleum
 

Undersecretary, Ministry of
 

Planning
 

Representative Central Bank
 

Member of the board Iran Bank 

Counsellor for Investment
 
Authority
 



EXHIBIT I-I (Continued) 

BOARD OF DIRECTORS
 

INVESTMENT AND FREE ZONES AUTHORITY 

Member Title and Affiliation 

Mr. Ahmed Fouad Mahmoud Chairman of the Board Misr Bank 

Mr. Hamed Abel Meguid First Undersecretary, Ministry
 
of Tourism 

Mr. Salah Fahmy First Undersecretary, Ministry 
of Housing 

Dr. Gamal El Sahrawi Head of Free Zone Sector 
Investment Authority 

Mr. Alaa Khalil Head of Investment Sector 
Investment Authority 

Mr. Hassan Afifi Secretary of the Board 
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o Overseeing the establishment of an infrastructure for the zone;
 

and 

o 	 Pron;iding various services required by investors. 

Again, only the Director General of the particular free zone 
represents the Free Zone Sector on the Board. As currently established, 
the Governor of each area (governorate) chairs the Free Zone Board of 
Directors. Each particular Free Zone Board may be composed of business, 
public, government, and investor membership. The diversity of views 
which are represented by these interests serve to both help and hinder 
the functioning of a particular free zone. However, it is important to 
note 	that:
 

a) 	 Policy and technical guidance comes from Cairo;
 

b) 	 Implementation and day-to-day decisions are performed in the 
free zone locales. 

The free zones are directed to accept manufacturing, warehousing, 
and various types of service operations which meet certain specified and 
some subjective criteria to operate in the zones. More specifically, the
 
types of investments which are permitted in the free zones include:
 

o 	 Storage of transit goods from Egypt and abroad, including ware
housing (and cold storage) and freight forwarding. Goods can 
be brought in, stored, and then shipped to domestic or foreign 
locations.
 

o 	 Sorting, cleaning, mixing, blending, repacking, and other 
processing operations which alter goods stored in the free zone 
for trade purposes.
 

o 	 Manufacturing, using imported and Egyptian goods, involving any 
form of manufacturing operations. 

o 	 A wide variety of commercial and financial service operations, 
such 	as consultants, field servicing, and banks.
 

In practice, these categories are emphasized to varying degrees in 
the different zones with some zones looking more toward manufacturing 
than 	others. This emphasis relates primarily to an Authority policy that
 
prefers manufacturing, since that sector probably best combines the Law 
43 guidelines of employment, technology dissemination, and foreign 
currency transfers. Thus far, however, the majority of the free zone 
manufacturing enterprises have opted for private free zone status, with 
the public zones primarily containing various types of warehousing 
operations. In the smaller public free zones, where land is now in short
 
supply, the emphasis has definitely shifted to use of the remaining land 
for manufacturing.
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In order to maintain coordination of economic activity, planning of
 

currency balances, and economic controls, other government entities are
 

involved to some degree with the free zone investments. When a "new"
 

foreign investor presents an application to obtain free zone status (the
 
report), the
application process is discussed in another section of the 


Authority reviews the technical aspects of the investor's business with
 

the appropriate industry Ministry. Agreement usually assumes acceptance
 

of the investor's project.
 

To speed up the acceptance process, the Supreme Investment Council 

(Exhibit 11-2) was established by Executive Regulation No. 6 of 1979. 

The Minister of Economy, Foreign Trade and Economic Cooperation is
 

President of the Council, which also includes the Ministers of five other
 
In addition, the
economy-related ministries, as shown in Exhibit 11-3. 


Governor of the Central Bank of Egypt and the Deputy Chairman of the
 

Authority are members, as are two experts chosen from the private sector
 

by the Prime Minister. The lacter two persons are both economists. The
 

Council has the right to invite non-member Ministers to meetings when 

items are being considered which are of interest to them. These 

Ministers have the right to participate in both the discussions and the 

voting.
 

The Council has been delegated authority to implement the Open Door
 

Policy, make policy decisions in this regard, and to resolve problems
 

occurring from the policy. Specifically, the Council has been
 

established to:
 

1) 	 Make policy decisions relating to the Open Door Policy and its
 

implementation, which are binding on all other government
 

authorities;
 

2) 	 Solve problems and suggest necessary legislation and procedures
 

to accelerate the Open Door Policy and public and private
 
the overall
development in a way which is most beneficial to 


economy, as well as to establish directives which will assist
 

in accelerating and maximizing the use of available resources;
 

3) Make decisions which help eliminate obstacles which face
 

authorities in implementing investment projects;
 

4) 	 Establish priorities of Egyptian public and private investment,
 
analyze the best methods for using available resources, and
 

issue the decrees necessary for settling any dispute which may
 

arise from implementing the investments;
 

5) 	 Study the most advantageous ways to benefit from foreign loans;
 

and
 

6) 	 Assume the functions of the Council of Ministers set forth in
 

Law 43 of 1974.
 

The Council cannot approve or disapprove of particular investment
 

projects in the free zones, nor can they make laws. They meet when
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EXHIBIT 11-2
 

PRESIDENT OF THE ARAB REPUBLIC OF EGYPT
 

ISSUED DECREE
 
NO. (6) OF 1979
 

CONCERNING THE SUPREME INVESTMENT COUNCIL 

President of the Republic 
With reference to the Constitution 

And Law No. 26 of 1954 concerning (on) some regulations pertinent to
 

the joint stock companies, partnership limited by shares and private 

limited companies, and the amendment made thereto.
 

And Law No. 60 of 1971, promulgating the Law of Public Institutions 

and Public Sector Companies and the amendments thereto, 
And Law No. 43 of 1974 concerning the Investment of Arab and Foreign
 

Funds and Free Zones.
 

And the Presidential Decree No. 198 of 1977 concerning the 

establishment of the Supreme Investment Council,
 

And the Presidential Decree No. 497 of 1977 concerning the 

establishment of National Supreme Investment Council amended by the 
Presidential Decree No. 299 of 1977.
 

Decides 

Article (1)
 

The assimilation of the Supreme Investment Council and the National 

Supreme Investment Council into one Council to be called "Supreme 

Investment Council" 

Article (2)
 

Supreme Investment Council consists of the following:
 

Minister of Economy, Foreign Trade and Economic Cooperation President
 

Minister of Planning Member
 

Minister of Follow-up and Control Member
 

Ministry of Industry and Mineral Wealth Member
 

Minister of State for Economic Cooperation Member
 
Member
Minister of Finance 


Governor of the Central Bank 
 Member
 

The Council holds the power to invite concerned Ministers when the 

subject of discussion is related to fields under their supervision.
 

Concerned Ministers are entitled to participate in the discussions and to 

vote.
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ENIBIT 11-2 (Continued) 

Article (3) 

The Council has competence to implement the open economic policy and to 

ex- mine projects pertinent to National Investment and Private Investment 

and the Council holds full power to make resolutions, recommendations, 

and suggestions when deemed necessary to achieve what is related to these 

objectives. The Council will in particular: 

1. 	Draw up the general policy to be follcwed by apparatus entitled to 

implement operations within the framework of the economic open policy 

or approve these operations and follow up their implementation. 

2. 	 Draw up solutions and suggest legislations and procedures necessary 

for advancing the economic open policy and national development, 
which provides the best and quickest ways, and will issue resolutions
 

and directives which help utilize the available potentials.
 

3. 	Make decision concerning what hinders existing apparatus from 

implementing investment projects and remove impediments. 

4. 	 Determine priorities vis-a-vis national and private Egyptian 

investment and examine the best methods to utilize available 

potentials and issue resolutions deemed necessary to settle 

differences that may arise in implementing investment projects.
 

5. 	 Benefit from foreign loans in the best and quickest ways and means. 

Practice the competences assigned to the Council of Ministers 

pursuant to the aforementioned Law No. 43 of 1974. 

Article (4)
 

Resolutions of Supreme Investment Council are binding to all the State 

apparatus and affiliated economic units, and they are committed to their
 

implementation.
 

Article (5)
 

This decree repeals the aforementioned Presidential decrees No. 198 of 

1977 and No. 497 of 1977.
 

Article (6)
 

This decree will be published in the Official Gazzette.
 

Issued at the Presidency January 8, 1979.
 

Anwar Al Sadat 

Copy to the Minister of Economy, 

Foreign Trade and Economic Cooperation
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EXHIBIT 1I-3 

IIFIBERS OF THE SUPREME INVESTMENT COUNCIL 

Member Title 

Minister of Economy, Foreign Trade and President 

Economic Cooperation 

Minister of Planning Member 

Minister of Follow-Up and Control Member 

Minister of Industry and Mineral Wealth Member 

Minister of State for Economic Cooperation Member 

Minister of Finance 

Governor of the Central Bank Member 

Two economic experts chosen by 
the Prime Minister according to 
topics under discussion Member 
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necessary to interpret the Open Door Policy and the laws related to it, 

to set policy, and to solve problems resulting from the laws or from 
their interpretation.
 

The establishment of this Council should prove to be a major step in
 

implementing the Open Door Policy and Law 43. It is now an official body
 

which represents the government in this regard, and which has the power 

to establish policy. This Council should often eliminate the time 

consuming necessity of passing laws and executive regulations, and should 

help speed up the process of developing free zones. It is important to 

note, however, that where an article of the law proves to be unclear and 

open to continued interpretation by the Council, an executive regulation 

should be passed which clearlystates the guidelines and rules set forth 

in this article. This should be done in the interests of the investors,
 

who are generally skeptical of laws which are left open to much interpre

tation--interpretation which may vary with a change in one or more 

Council members. Most investors are concerned with a stability in the 

laws governing their operation, and it is important to rest that concern 
as much as possible.
 

B. FREE ZONE ORGANIZATIONAL STRUCTURE AND fUNCTIONS
 

As portrayed graphically in Exhibit 11-4, the Egypt Free Zone Sector
 

is a first generation subsidiary agency of the General Authority for
 

Investment and Free Zones, hereafter referred to as "the Authority." The
 

prior section of this chapter established the legal status of the 

Authority and its role in the Egyptian economy. The Authority is guided
 

by a Board of Directors charged with establishing policy toward the 

achievement of the agency's goals. The Chairman of the Board io the 

Minister of Economy, who also serves as the administrative head of the 

Authority.
 

A Deputy Chairman of the Authority with the rank of Minister of
 

State for Economy and Economic Cooperation interprets operating policy 

and is charged with overseeing the operations of the Free Zone Sector as 

well as its two sister agencies, the Inland Sector and a Project 
Evaluation Sector. 

Implementation of Board policy which applies in areas of Egypt's 

Free Zones is the responsibility of the Head, Free Zone Sector, who has 

been delegated the authority to act as chief executivu- of the Sector in 

virtually all internal management situations and in those investor

oriented affairs not reserved by law for Board action. Except for policy 

guidance from the Deputy Chairman, the Head, Free Zone Sector, works 

independently of direction, and is generally free to operate the Sector 

as he deems advisable. Contacts with the Deputy Chairman are most 

frequently informed discussions concerning goals or Board actions. 

Operations of the Free Zone Sector are accomplished through two 

General Departments which are responsible for Planning and Engineering, 

and Inspection. They are managed under the title of Director General, 

and have limited delegated authority from the Head, Free Zone Sector, to 
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EXHIBIT 11-4
 

FREE ZONE ANALYSIS
 

CURRENT ORGANIZATIONAL STRUCTURE
 

RESPONSIBILITY:
 
Goal and policy determinationa for the
 

three sectors of authority; Inland
 

Sector, Project Evaluacion and Free
 

Zone Sector. (Note: Only Free 


Zone Sector Depicted Here) 


SOURCE OF AUTHORITY:
 

Egyptian Law No. 43 of 1974.
 

TITLE(S):
 
Chairman is Minister of Economy
 

Board Members (Appointed)
 

RESPONSIBILITY:
 
Chief Executive Officer of the Authority
 

and Deputy Chairman of the Board.
 

Implements Board's policies through 


directives to appropriate sector. 

Interprets policy and establishes
 
guidelines for sectors' performance.
 

SOURCE OF AUTHORITY:
 
Law No. 43 and Board Actions
 

TITLE:
 
Minister of State for Economy & Economic Cooperation
 

IMMEDIATE SUPERIOR:
 
Board of Directors
 

IMMEDIATE SUBORDINATES:
 
"Heads" of Inland, Project Evaluation
 

and Free Zone Sectors.
 

OTHER CONTACTS:
 
Other Ministries, Authorities
 

CONTROLS:
 
Receives written and verbal reports
 

from Heads. Conducts conferences of
 

Heads and/or contacts as needed.
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INVESTMENT AUTHORITY
 
BOARD OF DIRECTORS
 

(13 MEMBERS)
 

DEPUTY CHAIRMAN - BOARD
 
MR. GAMAL EL NAZER
 



EXHIBIT 11-4 (Continued)
 

IIRESPONSIBILITY: 

FREE ZONE SECTOR
Plan, establish, operate and manage 

DR. EL SAHRAWI
free zones. 


SOURCE OF AUTHORITY:
 

Established by Law 43, interpreted and
 

delegated by Deputy Chairman
 

TITLE:
 
Head
 

IMMEDIATE SUPERIOR: 
Deputy Chairman 

IMMEDIATE SUBORDINATES: 
Directors General of Free Zones and
 

Administrative Departments.
 

CONTROLS:
 
Issues internal written directions,
 

issues verbal instructions of a general
 

nature to be implemented by department
 

heads. Sets specific goals and monitors
 

results through daily contact, periodic
 

reports and periodic staff conferences
 

with Directors General and Department
 

Heads. Monitors all contractual
 
policy related correspondence to and
 

from the Sector Authority. Makes
 

field visits to Free Zones.
 

H. SHAABAN
RESPONSIBILITY: 

Administer policies in specific areas
 

GEL DEPARTMENT
assigned in support of Free Zones'| 

OISPTO
operation. 

SOURCE OF AUTHORITY: 
Directives from Head or Deputy to Research Executive Inspect/ 

General Department Heads. License Depart. Finance 

TITLE(S: TResearch Research ResearchII IA. GAZALI 

General Department supervision by 

"Directors General." Supervision of 

sections is by "Director." 

A GZL 
GEN'L DEPT. OF F.Z. 

PLANNING & ENGINEERING 

CONTROLS:
 
Engineering lAffairs
 

Specific and close supervision, monitoring 


of individual's performance through
 

written reports and observation.
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whom they report. At this level, policy and procedure is communicated
 

from the Head through periodic meetings, memos, and informal contacts, as
 

required.
 

The "department" level is the level at which the agency's adminis

trative and procedural activity takes place. Each department is headed 

by a Director who performs and manages specific functions under the 

direction of one of the two General 	Directors.
 

1. The tianaging Director/"Head," Free Zone Sector
 

As previously stated, the Head of the Free Zone Sector is the chief 

executive officer of the Sector designated by law to administer Egypt's 

Free Zones. In practice the Head of the Free Zone Sector is responsible 

for refining Board of Directors' policies and laws into duties and
 

responsibilities which he assigns to two subordinates. The incumbent,
 

Dr. El Sahrawi, accomplishes this through direct contact with his
 

superior, the Deputy Chairman of the Board, Mr. Gamal El Nazer, and his
 

own subordinates.
 

The incumbent retains responsibility and delegates authority in
 

classic management fashion; however, the actual situation is one in
not 


which maximum delegation is achieved. This is by choice rather than law,
 

and reflects personal operating style.
 

In retaining full responsibilities for all operations, the Head of
 

the Free Zone Sector is conscious of the need to closely monitor its
 

various functions. This monitoring is accomplished through periodic
 

staff meetings, spontaneous one-to-one contact with individuals concerned
 

with specific functions, and various formal reports.
 

Interviews with staff at the first 	and second subordinate levels
 

to confine his contact to the
confirm that the Head makes every effort 


chain of authority, but will contact any staff member as he deems
 

necessary. This style was not seen as a communications problem by his
 

staff.
 

The Head also performs the function of official horizontal and
 
or
vertical communications with the sister Investment Authority agencies 

personnel, as well as with investors or potential investors in many 

cases. He is assisted in this function by his Deputy Head who concur

rently holds the position of Director General of the General Department 

of Inspection.
 

As an illustration of the monitoring and delegation style already 

mentioned, the Deputy Head approves all significant outgoing corre

spondence from staff members, forwarding more critical material for the
 

further approval of the Head.
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2. 	 General Department of Inspection
 

This area of the organization could be described as the "operations"
 

arm of the agency since it is the unit which deals with the promotion of
 

the zones' services, evaluation, and processing license applications,
 

determination of levy rates to be charged and the development and execu

tion of a number of systems for monitoring the zones. In short, it is a
 

major "line" function in the typical "line-staff" concept of organiza

tion, where a line position (operation and production) has duties
 

specific to an implementation process, and a staff position (services and
 

planning) has duties concerning problems in many departments, and
 

provides assistance as needed.
 

Major departments within the General Department of Inspection are:
 

1) Research and License, 2) Department of Inspection and Finance, and 3)
 

Executive Department. Unfortunately, the titles of these departments do
 

not give an adequate clue to their real functions, which are:
 

a) 	 Research and License. The mission of this department is to
 

develop data on which the Authority and the Sector can make
 

decisions concerning both long and short-range planning for the
 

free zones, as well as decisions on the desirability of 

investors. It also handles the licensing of private free 

zones. 

At present, the department consists of a Director and two
 

"Researchers," with clerical assistance provided as required
 

from a central pool. Their staffing level appears adequate for
 

the present workload, although any significant increase in work
 

volume would probably justify additional technical/professional
 

employees. This is especially true if the department is to
 

continue its present and noteworthy efforts toward the develop

ment of systems and procedures for effective accumulation and
 

and This
monitoring of data from the zones their investors. 


department is apparently well managed by its director, who
 

stresses both professional development and high level per

formance by the staff.
 

Another line function is
b) 	 Department of Inspection and Finance. 


performed by the Department of Inspection and Finance, which is
 

the accounting and audit arm of the sector. It is here that
 

investors' operations are audited for the purpose of calcu

lating levies. Working with foreign currency and the various
 

types of individual accounting systems maintained by investors
 

in the zones, the Inspection and Finance Department is a
 

complex operation requiring considerable accounting and
 

auditing expertise by its presently small staff of a Director 

and four Researchers. (While recognizing that the title of 

"Researcher" may be a standardized government classification 

title, or that it may have been affected by translation, it is 

felt that it probably does not adequately describe the occupa
aretional characteristics of employees whose principal duties 


the examination or audit of investors' accounts.)
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No significant automated procedures are now used. However, it 

is our professional opinion that they will be necessary within 

the foreseeable future. Two 	more Researcher positions are
 

authorized for future workload 	 increases, but the complexity 
ready reference to historicalof the system and the need for 
sheer volume would justify the
data, cross-referencing, and 


early implementation of systems which could be brought on-line
 

in an automated manner.
 

staff of the Inspection and Finance Department
The present 


works within a two-tier organization in which two Researchers 

their Director. One Assistant Researcher is
report directly to 
assigned to each Researcher. Communications and problem 

solving sessions are informal and on an as-needed basis, except 

during the absence of the Director, who schedules approximately 

50 percent of his time away from this office to serve as the 

acting Director General of the Suez Public Free Zone. This is 

discussed elsewhere in this report. 

Although the Department Director is not concerned about the 
staff, it is our
availability of qualified employees for his 


opinion that a department so critical to the maximizing of the
 

Sector's revenues should be encouraged to recruit and retain 

the best available accountants and financial auditors.
 
permit
Unfortunately, the compensation range available does not 


the Sector to compete effectively with banks and private
 

businesses, who are sources of appropriate employee training.
 

The Sector does, however, seem to compete adequately for new 

graduates in accounting and economics, and training programs 

are emphasized here and throughout the agency. 

The Inspection and Finance Department is efficiently managed on
 

the basis of today's level of operations. It may not have
 

adequately planned for the volume of work which will
 

since it is felt that the Free Zone Sectorundoubtedly come, 
will be best served with at least some automated systems. The
 

two employees
presently filled position and planned addition of 


would probably be adequate if their training were supplemented 

to operate such systems.
 

c) 	 Executive Department. The Executive Department is primarily
 

concerned with the licensing and operation of private free
 

zones. 
 Its personnel perform the inspections of both documents
 

and imported and exported goods to determine levies and
 

Although its effectiveness is
compliance with contracts. 

largely dependent on "Inspectors" who physically count incoming
 

goods, it appears that the department is understaffed. 

Ideally, this unit should inspect goods immediately upon their 

arrival; however, the present system of assigning Inspectors 

(usually one per warehouse or group of warehouce areas) is 

in that goods may arrive at any hour. Becausedeficient 
goodsInspectors are not available on a multiple shift basis, 
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may not be inspected for a day or more following off-loading in
 

warehouses. From a man-hour/yield point of view, a further 
problem is that shipment may not arrive for days at a time, 
causing idleness, boredom, and wasted productivity.
 

It is recommended that this problem be analyzed in terms of: 

1) requiring investors and/or their shippers to give reasonable
 

notice of delivery dates, 2) considering the possibility of
 

scheduling mobile Inspectors around those scheduled arrival
 

dates, and 3) that the department consider the use of
 
of theirInspectors for other kinds of work in the vicinity 

primary assignments.
 

Internal or headquarters functions of the Executive Department
 

appear to be effective and well managed. The department seems
 

to have analyzed its missions and developed sound systems for 

accomplishing them.
 

3. General Department of Free Zones Planning and Engineering
 

The General Department of Free Zones Planning and Engineering is 

charged with physical planning, facility design, and supporting 

engineering services. In addition, it is responsible for training public
 

as a liaison between the public zones and
free zones staff and acts 

various Ministries. As in the case of its counterpart--The General
 

Department of Inspection--its Director General reports directly to the 

Head of the Free Zone Sector.
 

The General Department consists of two subordinate units, the 

Department of Engineering Service, and the Department of Free Zone 

Affairs.
 

a) Department of Engineering Services. As its title implies, the 
Engineering Services is responsible for theDepartment of 


design, construction, and maintenance of public free zones.
 

While no major design is undertaken by this group, the 

department's present role is to oversee physical planning and
 
the Free Zone Sector.development of each zone on behalf of 

As a result of on-site investigation in each of these free 

zones, it appears that: a) the staff of this department should
 

be increased to permit field assignments of competent,
 

construction-oriented architects and engineers at each of the 

developing sites, or b) professional outside services should be
 

The Directors General of the individualsought in this area. 

express a need for much more on-site involvement by
zones 


free the present, relatively small,professionals which would 
staff in Cairo for management functions; i.e., the higher level
 

negotiations, design problem solving, budget monitoring, and 

scheduling with various contractors, including the free zones'
 
of the competency of thearchitects. This is not a reflection 

staff but rather, of the need to increaseexisting engineering 
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the level of engineering and construction expertise available 

at each zone, particularly during their initial construction 

phases.
 

b) 	 Department of Free Zone Affairs. The Department deals only 

with the affairs of the public free zones. Some comparable 

duties for the -rivate free zones are charged to the Executive 

Department. A primary responsibility of the Department of Free
 

Zone Affairs is to provide assistance in the selection and
 

training of the Director General and the staff of each of the 

public free zones. In additiwn, it is responsible for
 

consolidatiig information related to che free zones through 

monthly rer)rts received from the Executive, Financial, and 

Engineer! ig Departments in Cairo and from the Board of 

Director,, of the various public free zones.
 

Also, the Department serves as a liaison between the public 

free zones and the various ministries. If a problem dealing 

with security or customers arises within one of the zones, Free 

Zone Affairs deals directly with the Ministry in charge of 

providing that service to rectify the situation. This then 

serves as a common point of contact between 'ie public free 
zones and the various Ministries which service them. 

The Director of the Department of Free Zone Affairs has a staff
 

of four persons under him, which he indicates is adequate to 

keep up with the current level of work. However, the growing 

number of projects in public free zones will eventually require 
then the currentconversions to machine technology, rather 

practice of aggregating the reports by hand. 

4. 	 Public Free Zones
 

Each 	 public free zone has its own semi-autonomous organizational 

structure. Exhibit 11-5 depicts the organizational framework which
 

either exists already or is expected to exist at each free zone once it 

is in full operation. Some of the free zones apparently have not 

established each of the eight departments as yet, either because of a 

lack of qualified staff, or because the free zone is in its infancy, and 

there is no need for a large staff. In some cases, certain staff members
 

perform tasks for several different departments.
 

The 	 different public free zones each have their own Board of 

Directors which makes the policy decisions for the zone. It is headed by
 

the Governor of the area in which the free zone lies, and is staffed by 

both public officials and private individuals. The Director General of 

the zone sits on the Board, as does the local Chief of Security and Chief 

of Customs. Several local politicians may be on the Board, in addition 

to a business representative (Chamber of Commerce). Recently, persons 
arerepresenting the investors have been added to the Board. They 

generally selected by the Governor and/or the Director General of the 
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EXHIBIT 11-5
 

PUBLIC FREE ZONES
 

CURRENT ORGANIZATIONAL STRUCTURE
 

FREE ZONES
 

Port Said
 
Alexandria
 

Nasr City
 

Suez
 
Others
 

BOARD OF DIRECTORS
 

Directors Office ] Director General Secretariat
 

2 1 3 

Financial Public Legal
 
Relations Affairs Research
Follow-Up 


4 5 6 7 

L z eStatistics & Financial and I Z 
Executive Information Admin.Affairs Engineering
 

8 9 10 11
 

Adm1istratF
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free zone. It is too soon to evaluate whether these individuals will be 

able to effectively represent the investors in the Board meetings. 

The pattern of organization authorized for each public free zone has
 

generally not been implemented yet. This generic organization is 

reflected in Exhibits 11-5 and 11-6 and described as follows.
 

1) 	 The general operation and management of each free zone is the 

responsibility of the Director General. The Director General's
 

responsibilities are quite broad and it is our observation that
 

time is about equally divided between internal management
 

activities and investor activities. The developing free zones
 

require more attention to physical facilities and we observed 
what we felt was a requirement for an abnormally high degree of
 

follow-up with contractors and architectural consultants in
 

Alexandria and Nasr City. While this portion of the study does
 

not analyze that specific problem, it is apparent that the
 

Directors General of these new free zones could benefit from 
permanently assigned engineering staff or construction manage

ment 	 consultants not only from a time-effectiveness point of 

view, but from their readily available technical expertise. 
Engineering personnel are available on assignment from the
 
Cairo office.
 

The Director General of each zone has a personal staff which 
also provides general office services, such as mail pickup and 

distribution, filing and typing, and similiar administrative 
support functions.
 

2) 	 Director's Office. While shown on each zone's organization
 

chart as a separate operating department, this unit actually 
consists of the Director's personal staff who provide general 
office services, such as mail pickup and distribution, filing,
 

typing, and similiar administrative support. This staff exists
 

in all zones, although it is more formally identified and
 
staffed in Port Said.
 

3) 	 Secretariat. The functions of the secretariat are primarily 
those of an executive assistant, or executive secretary, with 

duties involving preparation of Boards of Directors' agendas, 
minutes of Board meetings, and administrative assistance to the
 
directors. They exist in all zones.
 

4) 	 Financial Follow-up. This department is staffed in all zones
 

except Suez, and is basically charged with monitoring and
 

auditing the inventory and financial systems of zone investors
 

for the purpose of ensuring that the zones collect full 

revenues due under agreements and law. It also audits physical
 

inventories and other assets, as required to ensure that full
 

revenue is determined. This is also the department responsible
 

for 	 ensuring that investors maintain adequate fiscal 
responsibility.
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EXHIBIT 11-6 

ORGANIZATIONAL DEVELOPMENT 

PUBLIC FREE ZONES 

Status of Implementation
Departments 

Authorized 


General Administration 


(Director General)
 

Secretariat 


Financial Follow-up 


Public Relations 


Legal Affairs 


Research 


Executive 


Statistics & Information 

Financial & Adminis

trative Affairs 


Engineering 


*Acting Director General
 

Suez 


Yes* 


Yes 


No 

No 

No 

No 


No 

No 

No 


No 


Source: Reynolds, Smith and Hills, 


Alexandria 


Yes 


Yes 


Yes 


No 


No 


No 


Yes 


No 

Yes 


No 


1979.
 

Nasr City Port Said 

Yes Yes 

Yes Yes 

Yes Yes 

No Yes 

No Yes 

No No 

Yes Yes 

No No 

Yes Yes 

No No 
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5) 	 Public Relations. Only the Port Said Free Zone has full-time 

staff in this organizational area. In other zones, where the 

need is not as fully developed, the functions of the Public 

Relations Department appear to be handled on an "as needed" 

basis by the Director. The planned functions generally include
 

services on behalf of investors which facilitate their 
the
establishment into the various zones. Typically, 


department assists potential investors to obtain information 

regarding application procedures and fee structures, conducts 

promotionally oriented tours for prospects and visitors, 

assists investors in hiring and training labor, and handles 

press relations on behalf of the zones and investors. While
 

not officially designated as a marketing arm, the Public 

Relations Department of Port Said would also be considered the 

nearest thing to a "sales" department. Its head appears 

conscious that the more informed a prospect is and the less 

concern he has over problems of manpower recruitment, relations
 

with 	government agencies, establishment of contacts, etc., the
 

greater is the chance that he will become an investor. 

6) 	 Legal Affairs. Existing only in Port Said, the legal depart

ment performs the typical functions implied by its title. In 

addition to providing guidance to avoid legal conflicts, the 

attorney is specifically charged with conducting investigations 

resulting from complaints by authorities, drafting legal 

documents such as agreements and contracts, and making internal 

policy or resolutions for Board actions. The department at 

Port Said appears to function as a staff section, interfacing 

primarily with the Director, as opposed to an operating-line 

department as depicted on the existing organization chart.
 

7) 	 Research Department. This department does not exist in any of 

the zones. As intended, its basic mission will be to determine 

the suitability of applicants through analysis of various types 

of economic data and to present their findings to the local 
Boards of Directors. Insofar as could be determined, these
 

feasibility reports are now being prepared either by the zone's 

Financial Department or by the Cairo office. 

8) Executive. Existing at all free zones except Suez, this 

department's responsibilities involve the issuance of licenses 

for free zone operations per se, as well as licenses for import 

and export of goods consigned to the zones. It is also the 

organizational unit responsible for the physical inspection and 

registration of goods imported and exported. Unlike other 

public free zone departments, the Executive Department also 

provides these services for those private free zones under the 

supervision of public zones.
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9) 	 Statistics and Information. This department does not now exist 

as an identif-ible entity in any of the zones; however, most of 

those responsibilities required at this stage of development 

are being performed by existing staff as assigned by the 

Directors General. Primary responsibility includes the
 

collection of data pertaining to the economics generated by 

projects of each zone. These date include classification of 

goods and services handled by the investors in each zone, 

analysis of type, value, and quantity of goods imported from 

foreign countries, as well as analysis of general economic
 

trends in Egypt and other Arab nations. While production to
 

date 	has been modest, these departments are also responsible 

for the publication and dissemination of information pamphlets
 

and brochures which will promote the various 
zones.
 

10) 	 Financial and Administrative Affairs. With the exception of 

the Suez Free Zone, this department exists in all of the 

operating zones. In the case of Suez, the function is handled 

by the Director of Finance in the Cairo Office, who is assigned
 

as an acting Director General. He also serves as the Financial
 

and Administrative Affairs head on an average of two to three 

days 	per week by commuting from Cairo.
 

This department is responsible for preparation of operating and 

capital budgets, general accounting for the free zone 

administration and collection of revenues. Serving as the 

Treasurer of each zone, its head is also responsible for 

accounts payable. 

The administration section of the department functions as a 

general administration and clerical operations center and 

personnel department. It is here that employment, training, 

employee benefits, and other employee relations are handled. 

The administrative functions as planned, appear to be highly 

efficient operations, using a minimum staff to accomplish a
 

wide 	variety of administrative responsibilities.
 

11) 	 Engineering. Althougl engineering services are provided by 

Cairo on an "as needed" basis, there is ample justification for 

the appointment of at least one construction oriented engineer 

at each of the zones, with the possible exception of Suez, 

which could share such an assignment with Adabiya. The 

rationale here is that the application of modern construction 
each site--plus the evaluation of
management practices at 


professional expertise at each site to solve the inevitable 

design problems or changes, would not greatly enhance the 

quality of construction, but would result in much closer 

adherence to schedules. It is our opinion that the Alexandria 

Free Zone should receive priority in this area, because of its 

distance from the Cairo office and the present and planned
 

level of construction activity.
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C. RECOMMENDATIONS ON ORGANIZATION 

1. Senior Management
 

The quality of top management in the Free Zone Sector is, in 

general, excellent. There is ample evidence that the Head and his Deputy 

are both highly capable and motivated individuals who command the respect 

of subordinate staff. Interviews with virtually all second-tier 

supervisors indicate that the only relative weakness of top management 

may be in what they feel is "close supervision." Investigation of this 

point did produce reason to believe the Head and his Deputy do not 

delegate a high level of authority to department heads. As an example, 

all but the Sector's routine correspondence is personally checked and 

cleared, usually by the Deputy, prior to mailing.
 

The same is true in the handling of most significant decisions 

relating to the operation of the zones, and in decisions relating to 

internal operations. Our most objective evaluation of these reports is
 

that while there is somewhat of a "tight reign" imposed by top 

management, we find that this is not necessarily negative. On the
 

contrary the Head's management style--applied through a short span of 

only two tiers--is part of a long-range plan of staff development. It is
 

apparent that he has increasingly delegated authority and plans to
 

delegate more as staff competency increases.
 

We also found the Head to have a well developed plan for the 

development of the Free Zone Sector administration, as well as for 

individual department heads. We saw no significant problems in the 

Head's style of management, but we do recommend that he develop a means 

of communicating his plan to appropriate junior management to prevent a 

possible dampening effect on their own enthusiasm and job satisfaction.
 

2. Second Tier Management 

With one exception, the second tier of management consists of
 

individuals who are prepared by education and experience for their 

roles.
 

The Director of Research and License has both a baccalaureate and a 

masters degree in a related field and the Director of Inspections and 
Finance has a Bachelor of Accounting degree. Both men seem to be 

energetic individuals who will continue to contribute and to grow 

professionally. The Director of Finance appears to be technically 

competent and has been selected to serve as acting Director of the Suez 
Free Zone until he--or someone--is permanently appointed. This dual role 

can lead to a possible conflict of interest in his continuing to serve in
 

the free zone headquarters, where he is in the position of auditing the 
figures and other data that he submits to that office, while in his 

position a acting Director General of the Suez Free Zone. We recommend
 

that this dual assignment be terminated as soon as possible. 
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The Directors of the Executive and Engineering Departments are both 

well prepared by training and dedication to accomplish their assigned 

missions. Mr. Fimt Eid of the Executive Department appears enthusiastic 

about his work performance and instills a similar attitude among his 

staff who frequeatly exceed their normal work duties. Mr. Noaman of the
 

Engineering Department is also an enthusiastic individual with a degree 

in Civil Engineering. His close, informal relationship with his staff 

and his past project engineering experience has resulted in an apparent 

smooth operation despite some communication problems with upper level 

management.
 

It is evident that the enthusiasm and commitment of the Director of 

the Executive Department are reflected by the work of his staff, which 

appears competent. 

The General Director of Free Zone Affairs has a baccalaureate degree
 

in accounting, and has taken courses from Shannon and UNIDO to prepare 

for his position. The Director of the Engineering Department has had 

extensive project experience in both Egypt and other Middle Eastern 

countries, and maintains a close informal working liaison with his 

staff. 

The General Director of the Planning and Engineering Department 

should by qualification be well versed in engineering, architecture, and 

general construction techniques. There is evidence that the current 

incumbent does not presently have this experience. We recommend a closer
 

look 	at this operation which is critical at this stage of the Sector's 

development. 

3. 	 Engineering Staffing and Procedural Recommendations
 

Considering the small operations staff available (five persons in 

all), the management of the Free Zone Sector properties and construction 

programs to date have been exceptional. There needs to be a substantial 

revision in the organizational structure, however, which will entail 

addiLional management and staff personnel. The organizational area
 

requiring additional expertise and planning devices including
 

standardized procedures relates most directly to the designing and
 

construction management requirements.
 

o 	 It is recommended that the current Free Zone Engineering Staff 
be increased to accommodate the current construction activ

ities; i.e., to include structural, mechanical, electrical, and
 

civil inspectors as required to control the quality of the 

construction product.
 

o 	 It is recommended that the staff be increased to develop 3tand

ardized design criteria, the prototypes to be provided to the 

design consultants. These staff members should be provided 
with guidelines for design and contracting procedures in order 

to standardize these procedures throughout the free zone. 
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o 	 In addition, it is advisable that full-time construction engi

neers be provided at each free zone location. Their duties 

would include on-site planning, building arrangements, infra

structure development, coordination with investors, design 

standardization, construction procedures standardization, plus
 

a serious orientation toward a more satisfactory management 
plan 	in operations and maintenance of existing infrastructure
 

and 	 facilities buildings. 

Either an independent construction management firm should be 

employed on an on-going consulting basis, or the Sector itself 
should employ a construction manager with an appropriate staff 

0 

to function in a full-service construction capacity.
 

A prepared organization chart for the Engineering Division is 

illustrated in Exhibit 11-7. The job responsibilities of the individuals
 

for the functions illustrated are detailed as follows:
 

a. 	 Director of Engineering.
 

1. 	 Establish and implement policies of sound judgment concerning 
all aspects of planning, construction, and maintenance of Egypt
 

Free Zones.
 

2. 	 Implement directions established by the Free Zone Board of
 

Directors.
 

3. 	 Provide counsel and advice to the Free Zone Board in all 

matters relating to site acquisition, site planning, 

construction, growth, and maintenance.
 

4. 	 Prepare all budgets relative to planning, construction, and 

maintenance of the free zone and present them to the Board of 
Directors in a timely manner. 

5. 	 Provide management for the field and Cairo Staff in accordance 
with personnel guideline3 established by the free zone. 

Recommend staff growth or repositioning to accommodate work 

load.
 

6. 	 Maintain an in-house continuing education program which will 

provide increased technical knowledge to staff to provide
 

normal growth and progression.
 

7. Establish, maintain, and update an appropriate technical 

library which will include material specifications and sources,
 

international periodicals, legal guidelines for planning and 

contracting, and general reference materials.
 

8. 	 Provide advice and counsel to staff on technical matters during 

planning, contracting, construction, and maintenance phases of 
individual free zone development. 
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b. Architect-Planner.
 

1. 	 Establish, publish, and update basic site planning criteria for
 

consultants' guidance during preparation of site development 
documents.
 

2. 	 Establish preliminary site layouts and phase development in 
concert with engineering disciplines.
 

3. 	 Prepare preliminary site development estimates of cost suitable
 

for budget preparation.
 

4. 	 Review submittals prepared by design consultants and provide 
comments. 

5. 	 Confer with field engineers to solve problems of site planning,
 
growth and development.
 

6. 	 Develop space criteria for free zone buildings in program form 
for consultants' reference. Criteria shall be for all Free 
Zone 	Authority-owned buildings.
 

7. 	 Establish appearance criteria or standards for all free zone 
buildings and structures. Review investors' submittals for 
compliance.
 

c. 	 Civil Engineer.
 

1. 	 Establish, publish, and update site development planning and 
performance criteria for consultants' guidance during prepara
tion of site development documents. Effort shall include 
standards for roads and streets, drainage, slopes, topographic 
adjustment, fencing, etc.
 

2. 	 Establish preliminary site layouts and phase development in 
concert with Architect-Planner and other involved engineering 
discipline input. 

3. 	 Prepare preliminary site development cost estimates suitable 
for inclusion in budget preparation. 

4. 	 Review submittals prepared by design consultants and provide 

comments. 

5. 	 Confer with field engineers to solve problems which occur under 
this 	discipline.
 

d. 	 Environmental Engineer.
 

1. 	 Establish, publish, and update site development criteria and 
standards for water supply, sewage disposal, storm drainage 
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control, and industrial waste disposal, for consultants' 
guidance during preparation of site development documents.
 

2. 	 Establish preliminary site layouts and phase development in 
concert with architect-planner and other involved engineering 
input.
 

3. 	 Prepare preliminary site development cost estimates suitable 
for inclusion in budget preparation. 

4. 	 Review submittals prepared by design consultants and provide 
comments. 

5. 	 Confer with field engineers to solve problems which occur under 
this discipline. 

e. 	 Electrical Engineer.
 

1. 	 Establish, publish, and update site development criteria and 
standards for electric supply and distribution, metering,
 

control, and site lighting for consultants' guidance during 
preparation of site development documents.
 

2. 	 Establish preliminary site layouts and phase development in 

concert with architect-planner and other involved engineering 
input.
 

3. 	 Prepare preliminary site development cost estimates suitable 
for inclusion in budget preparation. 

4. 	 Review submittals prepared by design consultants and provide 
comments. 

5. 	 Confer with field engineers to solve problems which occur under 
this discipline. 

f. 	 Construction Administrator.
 

1. 	 Establish, update, and publish contracting procedures for site 
development contracts. Include standard forms and format 

preparations tailored to the projects contemplated and in 
progress.
 

2. 	 Establish, maintain, and update periodically, unit price cost 
schedules of standard construction materials and labor based on 

available information and recent experience. This data is to 

be used by in-house staff during the preparation of budget 
estimates. 

3. 	 Establish, update, and publish insurance minimum guidelines.
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4. 	 Establish and publish minimum standards for safety practices 
and procedures to be enforced by the field engineers on all 

projects. The safety guidelines should be mandatory to 

investors building within the free zones. 

5. Establish appropriate procedures for the management of 

construction.
 

6. 	 Provide consultation support to field engineers during planning
 

and design phases.
 

7. 	 Make periodic site visits to keep current on construction cost,
 

schedule, and quality; and to meet with on-site staff and
 

manage on-site staff activities.
 

8. 	 Prepare and submit periodic progress reports to the Engineering
 

Director concerning construction progress, problems, and 

solutions.
 

9. 	 Review and approve periodic payment requests; recommend 
"payment" to ofDirector Engineering. 

10. 	 Establish and institute an appropriate construction document 

change process whereby the contract is equitably adjusted and 

on-going records of such changes are maintained. 

11. 	 Establish and manage site staging areas for field offices, 

materials storage, ingress, egress, temporary utilities, and 

working areas.
 

12. 	 Coordinate contractor office and field work activities and 

interrelated installations by separate contractors. 

13. 	 Establish and manage procedures in quality control and 
inspection services.
 

14. 	 Accumulate and preserve "as-built" drawings and maintenance 

mauuals. Schedule and manage "start-up" activities, 

orientation, and training. 

g. 	 Draftsman.
 

1. 	 Perform a variety of drafting tasks with skill and independence 
except for support staff direction.
 

a. 	 Prepare drawings from design studies, sketches, computa

tions or other data with a minimum of supervision. 

b. 	 Coordinate work of various disciplines so that presenta
tions are clear and concise. 
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c. Make field dimensions with application to finished 
drawings.
 

d. 	 Develop a good knowledge of up-to-date construction 
materials, methods, installations, and their character
istics.
 

e. 	 Contribute to and assemble estimating data for refinement 
before final presentation. 

2. 	 Maintain record files of shop drawings, preliminary sketches, 
working drawings, and final record drawings in a systematic and
 
retrievable manner.
 

3. 	 Under the Director's guidance, maintain the Technical Library.
 

h. 	 Clerk.
 

I. 	 Provide clerical services such as dictation transcription, 
typing, filing, and mailing of letters, transmittals, docu
ments, and contracts. Receive and distribute incoming mail.
 

2. 	 Establish and maintain filing system for:
 

a. 	 Correspondence and directives
 

b. 	 Reports and forms 

c. 	 Project records and contracts 

d. 	 Project change orders 

e. 	 Project guidelines contracts for various disciplines
 

f. 	 Project progress payments 

3. 	 Develop working knowledge of specific business operations, 
planning, construction contractual procedures, and maintenance 
operations.
 

i. 	 Clerk (At Each Free Zone).
 

1. 	 Provide clerical services such as typing, filing, and mailing 
of letters, transmittais, documents, and contracts. Receive 

and distribute incoming mail. 

2. 	 Establish and maintain filing system for: 

a. 	 Correspondence and directives 

b. 	 Reports and forms
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c. 	 Project records and contracts
 

d. 	 Project change orders 

e. 	 Project progress payments
 

f. 	 Site inspection and maintenance logs.
 

3. 	 Develop working knowledge of specific business operations,
 
planning, construction contractual procedures, and maintenance 
operations.
 

J. 	 Field Engineer.
 

I. 	 Implement the policies of the free zone with respect to plan
ning, construction, and maintenance in his area. 

2. 	 Establish and maintain complete field records.
 

3. 	 Perform management and liaison for infrastructure planning, 
construction, and maintenance activities as such activities 
impact the locality.
 

4. 	 Arrange for adjustments and changes occasioned by investor 
needs and conditions.
 

5. 	 Develop and manage infrastructure systems, demands, and 
conditions to and within the free zone. 

6. 	 Coordinate and manage maintenance requirements in a cost
effective manner.
 

7. 	 Manage the assigned st.,t during the various development and 
operational stages of the free zone. 

8. 	 Provide progress reports on a regular basis to the Cairo staff 
for all planning, construction, and maintenance activities and 
costs.
 

9. 	 Provide responsive engineering support to the lot-al Director of
 
the free zone.
 

k. 	 Planning Engineer.
 

I. 	 Implement the policies of free zones with respect to planning 
and growth of existing established free zones. 

2. 	 Obtain surveys and soils investigations and reports from 
licensed professional consultants. 

3. 	 Prepare planning layouts of proposed growth with respect to the 
needs of proposed investors.
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4. Accommodate the investor mix with regard to traffic, infra

structure, and future maintenance.
 

5. Make recommendations to Cairo staff with respect to appearance 

of investors' planned construction.
 

liaison with local master planners to avoid conflicts6. 	 Maintain 
between agencies and to get most advantage of local area master
 

plans. Keep field engineer aware of any planning problems or 

conflicts.
 

7. Prepare updated occupancy plans periodically for distribution 

to Cairo staff.
 

use.
8. 	 Make recommendations to Cairo staff for optimum land 


9. 	 Prepare and maintain current cost information as it affects 

planning of free zones.
 

Construction Administrator (Field).
 

1. 	 Implement the policies of free zones with respect to construc

tion 	materials and procedures.
 

2. 	 Maintain a broad knowledge of construction ccsts, inspection 

methods and techniques; construction materials, methods, and 

equipment; trade and craft processes; and safety processes.
 

3. 	 Interpret the contract documents for construction and settle 

disputes which may arise as a result of the contractor's 
understanding.
 

4. Make recommendations to the Cairo staff on contractors' claims.
 

5. Accept or reject the construction work on behalf of the free 

zone.
 

6. Review each payment request prepared by the contractor and make 

appropriate recommendations to the Field Engineer and Cairo 

staff. 

7. Originate contract change order when change is necessitated by 

field condition.
 

8. 	 Witness operational tests of infrastructure utility systems.
 

9. 	 Prepare record drawings of at.-built systems, complete with 

definitive dimensions for future- free zone maintenance. 
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m. Maintenance Engineer.
 

1. 	 Implement the policies of the free zone with respect to mainte

nance of the constructed and operational free zone infrastruc

tures.
 

2. 	 Establish and manage maintenance budgets as approved by the
 

field engineer.
 

3. 	 Establish and implement a preventive maintenance program to 

obtain the maximum life from infrastructure facilities.
 

4. Maintain a supply of critical materials for routine and emer

gency repairs and maintain a "skeleton" maintenance crew.
 

5. 	 Maintain maintenance manuals for maintenance materials and
 

methods including a "trouble shooting" library readily avail

able.
 

6. 	 Provide to Cairo staff "life-cycle" reports on durability of 

installed infrastructure systems with replacemrent costs and 

schedules.
 

7. 	 Review planning and design documents for phased growth to
 
to
existing infrastructure systems and report comments thereon 


the field engineer.
 

8. 	 Take proposals for and write contracts to independent main

tenance contractors for routine maintenance repairs and 

replacements.
 

Devise and enforce on-going operations procedures to establish9. 
operations efficiencies and energy savings.
 

The recommended philosophy for assignment of field engineers and 

their staff which appears warranted for the free zones is detailed
 

below:
 

o 	 Assignment of a field engineer and staff should be made depen

dent upon the development phase or phases of a free zone. If a 

man is well-qualified in planning and construction he would be 

the logical selection for assignment during the initial devel

opment phases. His staff would be oriented along vimilar
 

lines. Then as the zoue operation commences he should develop 

his staff with weight in operation, management, and mainte

nance. From this growth, a person can emerge as a iield 

engineer with operational qualities, releasing the planning and 

construction field engineer for another assignment. Staff 

members retained for their planning and construction knowledge 

can support the field engineer in growth planning and 
construc

tion. Later, as vacancies appear, such a staff member can be
 

promoted to field engineer.
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0 	 At Port Tawfik (Suez), the close proximity to Adabiya indicates 
that one field engineer with a full support staff be utilized. 
This is based on the assumption that both sites will have a 
full schedule of phases for several years, except planning and 
construction at Port Tawfik will be minimal. When Port Tawfik 
is in the operation and maintenance phase, Adabiya will be in 
the construction phases.
 

The free zone can develop an organizational format for the training 
of field personnel. One method is to employ maintenance trainees early 
in the construction phase, allowing them to witness and participate in 

the construction activities while working on the contractor's payroll, a 
payroll which would be partially subsidized by the Free Zone Sector. 
Another procedure would incorporate development criteria for the encour
agement of contractors who employ in-house training and apprentice
 
programs.
 

It is also recommended that the Free Zone Sector employ a pro

fessional firm to undertake a training/improvement program for the 
Engineering Department. A suggested program is outlined in the following 
paragraphs:
 

The professional services which might be required are summarized 
into 	three categories:
 

o 	 Organization Consultation 
o 	 Staff and Personnel Employment Procedures 
o 	 Engineering Group Training 

The services included in the "organizational consultation" category 
are recommended as: 

o 	 Development of a Phased Program for Organizational Modifica
tions
 

o 	 Development of Policy and Procedures Manuals 

o 	 Development and Refinement of Organizational and Work-Flow 
Charts 

Services required for "staff and personnel employment proLedures" 
development include:
 

o 	 Devising of Job Descriptions 
o 	 Establishment of a Compensation Plan/Salary Program 

o 	 Establishment of Recruiting and Hiring Procedures 

The training services recommended for the engineering group 
include: 

o 	 Construction Planning 
o 	 Design Standards 
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o 	 Hiring and lanaging a Design Consultant 
o Scheduling Procedures for Design and Construction
 

" Value Engineering
 
o 	 Life-Cycle Engineering 
o 	 Maintenance Engineering 
o 	 Documents Preparations 
o 	 Contractor Bidding Procedures 

o 	 Contracts 
o 	 Materials, Equipment, and Labor Expediting 
o 	 Project Coordination 
o 	 Inspections and Quality Control 
o 	 Record Keeping 
o 	 Construction Procedures 
o 	 Time and Cost Control 
o 	 Project Completion, Occupancy, and Start-up 

o 	 Operations and Maintenance Requirements 

It is anticipated that the training program would be undertaken in 

Cairo and that the field engineers (and others) would be transported to 

Cairo on a periodic basis (phased to preclude interruptions in existing 

operations). In addition, key Cairo staff members and the various free 

zone field engineers would be given field training in the United States 

of approximately two weeks for each person (on a phased basis); one week 

in observing and receiving instructions design procedures and one week in
 

observing and receiving instructions in construction procedures on
 

selected project sites. 

4. 	 Public Free Zones
 

The recommended reorganization of the public free zones is reflected 

in Exhibit 11-8. Its design is oriented toword the consolidation and 

coordination of similar functions and a reduction in the direct super

vision of the Director General. The number of second tier management 

positions is reduced from eight to four which would substantially reduce 

duplicative effort and improve communications, resource management, and 

supervision.
 

The major recommended changes in departmental organization include 

the following:
 

o 	 The Director's Office: All functions dealing with general 

office services are transferred to the Administrative
 

Department.
 

o 	 Secretariat: Since this is usually a single position and not 

department level in scope, the Secretariat is redefined as a 

staff position within the Director's Office rather than a
 
separate departmental entity.
 

o Financial Follow-up: Recognizing the differences in the
 

mission between the Financial Follow-up Department and the 
Finance and Administration Department, it is still felt that a 
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EXHIBIT 11-8
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combination of the two would result in closer coordination and
 

continuity of overall fiscal policy. The recommended change
 

integrates all fiscal operations--both internal and external-

into 	a common department under a single administrator. This
 

would also enable the Director General to obtain all financial
 

information and to implement all fiscal policies through a
 

single manager.
 

0 Public Relations: As part of the larger role of investor
 

relations, this department should be integrated with those
 

departments which deal directly with the investor. This
 

operation at Port Said could be used as a model for similar
 

departments at other zones.
 

0 Researc'A Department: It is recommended that this and all 

financially oriented departments be combined as indicated under 

Financial Follow-up. In addition to increased continuity and
 

coordination, the proposed combination would allow much greater
 

flexibility for shifts of manpower within the group to cover
 

emergency overloads in individual departments.
 

o 	 Executive Department: The role of the Executive Department in
 

direct investor relations through the issuance of licenses and
 

registration of goods transported through the free zone should
 

be combined with other direct investor related departments
 

including investor services and public relations/marketing.
 

o 	 Statistics and Information: Although this department does not
 

actually exist in any free zone, its function would be better
 

utilized through a combination with the Research Department.
 

o 	 Financial and Administrative Affairs: Because this section is
 

so deeply involved in both human and physical resource manage

ment and because its operations are so far removed from those
 

of accounting, it is recommended that this department maintain
 

its direct line of communications to the Director General
 

through General Department status.
 

In summary, the rationale for all the changes suggested within the
 

free zones' organization is the same; i.e., we have proposed: I) consoli

dation of similar and related functions involving human resources from 

the same professional disciplines; 2) reducing the number of managers 

reporting directly to the Director General; 3) creating greater manpower 

flexibility of manpower; and 4) reducing the possibility of overlapping 

and 	duplication of effort. There also appears need for "hands-on"
 

operational training for public free zone employees. The specific area 

for training initially should emphasize security, facility-investor 

operational coordination, and customs-administration liaison. While the 

overall guidelines appear to be understood, the day-to-day work detail 
may require standardization in approach and methodology. 

11-37
 



5. 	 General Authority/Free Zone Sector Liaison
 

There is considerable evidence that the Free Zone Sector requires 
either more autonomy or direct Board representation within the General 

Authority. It is recommended that in order to accomplish the goals of 

the free zones, strong consideration be given to increasing the authority 

of the Free Zone Sector either within the General Authority or through 

the institution of a separate agency. The rationale for this need has 

been succinctly stated by Thomas Kelleher in a UNIDO publication entitled
 

Handbook on Export Free Zones (page 54):
 

"The organization responsible for promotion and operating Export 

Free Zones must be enterprising, able to take risks, and capable of fast 

decisive action. These are characteristics associated with commercial 

enterprise rather than with the public service. The nature of the public
 

service, concerned as it is with national policy and legislation, and 

accountable as it is in detail for its actions, is to be deliberative, 

risk-avoiding and slow." Hence, the Egyptian free zone organization 

should therefore operate outside the normal civil service contraints. 

Nevertheless, it must be accountable to the government if the Egyptian 

free zones are financed by the government and for part of the overall 

government policy on industrial development. 

The current conditions that are immediately apparent, and which affect 

the Free Zone Sector's satisfaction of objectives, are as follows:
 

" 	 Representation for decisions through the Deputy Chairman of the
 

Board who also has responsibility for Inland Investments,
 

Project Evaluation and Promotion. This current emphasis is in 

the Inland Investment Sector and, as such, the Free Zone Sector 

does not appear to obtain the full commitments necessary for 

program implementation. In effect, a very strong sector is in 

a position to obtain the majority of the Board's time. 

" 	 Promotional activity for the Ftee Zone Sector is administered 

by the General Authority. There are no current plans or 

emphasis on free zone promotion which is desperately needed to 
"sell" overseas investors. Promotional programs are oriented 

toward the Inland Investment Sector. 

" Key staff can be assigned to the Free Zone Sector by the 

General Authority; pay scales are determined by the General 

Authority. While the centralization of personnel activity has 

benefits, the managerial limitations are to be considered. As 

a possible compromise, the Free Zone Sector should be able to 

recommend personnel assignments and the transfer and hire of 
key employees.
 

" 	 The budgetary responsibility of the Free Zone Sector is coordi

nated through the General Authority. Thus, availability of 

funds is limited not only by the Treasury but also by overall 

General Authority commitment.
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We are of the conclusion that the Free Zone, Sector could be more 
effective as a separate agency. The requirements of coordinatior .h 

Customs, Interior, and the other Ministries--as well as the ' .etnal 

needs for personnel, promotion, and other functions--can be enh~aced with 
more autonomy.
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CHAPTER III
 

FREE ZONE OPERATIONS AND INFRASTRUCTURES
 

A. 	 LOCATIONS OF EXISTING AND PROPOSED FACILITIES
 

1. 	 Nasr City (Suburb of Cairo)
 

Nasr City Free Zone Is 5 km southwest of the Cairo International 

Airport, adjacent to newly built Nasr City residential community. The 

elevation varies from 20 to 35 meters (see Exhibit Ill-1). 

2. 	 Alexandria (El Ameria)
 

El Ameria is approximately 28 km southwest of the City of Alexandria 

at the intersection of the Cairo Desert Road and King Maryut Road. The 

northwest border occurs mostly in Maryut Lake. Its elevation varies from 

sea 	level to 45 meters.
 

3. 	 Port Said
 

Port Said Free Zone is approximately 2 km south of the City of Port 

Said between Suez Canal Port on the east, and Lake 1fanzala on the west. 

Its 	elevation varies from 2 to 4 meters.
 

4. 	 Port Suez (Port Tawfik)
 

Port Suez Free Zone is approximately 1 km east of main city center 

the 	south end of the Suez Canal. It is bordered on the northwest by a
at 

bay 	 of the Gulf of Suez, the passenger/freight seaport on the southwest, 

Canal Authority property on the southeast, and privately developed
 

residential/business buildings on the northeast. Its elevation is
 

approximately 1-1/2 meters.
 

5. 	 Adabiya (Proposed New Free Zone to Accommodate Expansion in Port
 

Suez)
 

Adabiya is approximately 8 km southwest of the Suez City central 

business district along the coast between the Ataqa Mbuntains on the west
 

and the Gulf of Suez on the east. The Port of Ras Adabiya is
 

approximately 6 km to the southeast on the west shore of the Gulf of 
Suez.
 

6. 	 Ismailiya 

A 1,000 feddan (I feddan equals 1.038 acres) free zone has been 

approved for the Government of Ismailiya on the Suez Canal.
 

B. 	 EXISTING OPERATIONS AND INFRASTRUCTURE FREE ZONE FACILITIES
 

1. 	 Port Said
 

Comprising approximately 675,000 square meters, the free zone lies
 

about 2 km south of the main business center of the city along Nasr 
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Avenue (Cairo Road) (see Exhibit 1.1-2). The existing main section of 

square meters, is enclosed by a masonry
the zone, approximately 456,000 

The remaining areas are enclosed by a chain-link fence.
security fence. 


All utilities are provided by the municipal system but because of the 
zone


recently increased demands on the electric distribution system, 
free 


have elected to provide stand-by generators when their stored
investors 

would be damaged or seriously affected
product or manufacturing process 

by loss of power from the distribution system.
 

by the investors are varied, dependingConstruction methods chosen 
Cold storage facilities are designedupon activity and/or process. 

A review of the facilities of one such
specifically for that function. 


steel building enclosure surroundinginvestor showed a prefabricated 
rooms. The working floor level was

insulated freezers and cold storage 
truck-bed height. Mechanicalset to accommodate tractor trailer 

spaces.
equipment is located below in well-maintained specially designed 

Storage buildings are two types--multi-use, prefabricated, uninsulated 

steel rigid frame structures with column-free 8-10 meter high
sheet 

four to five meters high.
storage capacity. Access doors are 


the Unitedimported from Europe orGenerally, these buildings are 
built from locally availableStates. Other storage buildings are 

light steel truss roof framing.


concrete and masonry wall materials with 

Roofing is usually corrugated cement asbestos with field applied 
asphalt
 

are, of course, designed for the
coating. Buildings used for factories 

A plastics factory, for instance, employs a particular activity planned. 

light-weight truss roof and cement

prefabricated concrete structure with 

asbestos walls. A prefabricated building manufacturer (investor) has 

wall and column system which accom
employed a prefabricated concrete 

modates a traveling bridge crane. Prevailing types and styles, however, 

concrete frame with plastered masonry infill panels. Low 
are reinforced 
cost materials and available labor with knowledge of the system and erec

favor of the investors.
tion methods appear to have the 


Port Said Free Zone; exact
Access streets are being developed at the 

paving widths have not been established. Control gates and adjacent 

under construction. An adminisbuildings for customs personnel are 
the east control gate has been

tration building site, adjacent to 
Due to the


selected; excavation of unsuitable materials is in progress. 


to residential areas and availability of bus transportation,proximity 
car parking for employees has not been provided.
 

free zone facility which is
Due to the fact that this is the only 

and occupied, it was appropriate for the consulsubstantially complete 
It was
tant to analyze the infrastructure facilities in careful detail. 

capacity in the infrastructurefound that there was an element of excess 

which included the construction of facilities which were not
services 

uses of the facility. However, if thetotally committed to the existing 
change or increase, the infrastructureindividual investor requirements 

or unnecfacility presently available should be adaptable without undue 


essary additional cost expenditure.
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PORT SAID PUBLIC FREE ZONE - PORT SAID 

Upper 
Left: 

View of investor construction and 
ations showing conventional and 
fabricated construction techniques. 

oper
pre-

Upper 
Right: 

Pre-fabricated 
operation. 

cold storage facility in 

Lower View of control gate construction and port 
Left: facilities in vicinity of the free zone 

east entrance. 



Operations and maintenance of the existing infrastructures is mini
mal. The procedures evidenced to date have not seriously hampered the 
ongcing operations of tile free zone area investor/occupants. It is 
important that the free zone develop a good program of operations and 
maintenance very soon.
 

The road under construction is about 20 percent complete, of which 
most is not of final design specification quality. The existing property
 
access is by compacted earth rights-of-way between investors' building
 
construction.
 

The water distribution system and the collection system for sanitary 
drainage are complete except for tie-ias at investors' properties still 
under construction.
 

The primary electrical system has not been identified. The 

secondary system is underground with pad mounted transformers for each 
investor, depending on load. Due to insufficient capacity and lack of 
reliability, some investors have installed stand-by generator systems. 
System characteristics are 2201, 50 cycle.
 

There is a perimeter security fence under construction which is 
approximately 95 percent complete; control buildings and gates are 
approximately 60 percent complete. The light manufacturing area west of 
wain site is not fenced. 

2. Suez City (Port Tawfik)
 

Port Tawfik, comprising approximately 83,000 square meters, lies 
between the Gulf of Suez on the northwest and the port at the mouth (the 
south end) of the Suez Canal on the southeast (see Exhibit 111-3). The 
main entrance and the administration building for the property is located 
on the road from Suez City, which is about one km to the north. 
Immediately adjacent on the south and west side of the port are the 
shipping and docking facilities for passenger and cargo vessels that 

leave for ports along the led Sea and the Arabian Gulf. 

The entire facility is enclosed with a masonry fence and an addi
tional control gate is south entering from the adjacent business and 
residential districts. Although the entire port area was heavily 
bombarded with artillery shells during and after the 1967 war, leaving 

most of the area leveled, reconstruction i,:well underway. Some sites 
have been excavated to remove the rubble and the foundations from 
demolished and damaged buildings. In !iome areas, reconstruction has 
started above the ground over the existirng rubble. 

The entire infrastructure had to be rebuilt to accommodate the 
investors now constructing new warehouses, factories, and facilities on 
the site. The predominant construction method used is reinforced con
crete with masonry infill panels to be exposed, in some instances, and in 
other instances to be plastered over. The site also contains one 
prefabricated steel building which is in use and another which is under 
construction. Paving was left over from the original port layout. 
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PORT TAWFIK PUBLIC FREE ZONE - SUEZ CITY 

Upper Pre-fabricated buildings used for 
Left: warehousing operations. 

Upper
 
Right: New construction on investor site.
 

Lower View of port wharfs and car ferry in the 
Left: vicinity of the free zone and traffic 

waiting to enter the Suez Canal. 



New buildings are placed on sites which follow the original arrange

ment and road system. New paving has not commenced and will not be done
 

until completion of the remaining site developments. Construction
 

progress is obviously hampered by the lack of available labor, since the
 

entire city is in the process of being rebuilt as a result of the war.
 

There is strong competition for all types of labor in all sectors
 

immediately adjacent to the free zone area. When construction in the 

private and public sector in the immediate vicinity is completed, the 

free zone wil make more rapid progress. 

According to the Director General of the free zone, all sites have
 

been reserved by investors, thereby making it imperative that growth in
 

another location be considered. Proximity to residential areas and
 

public transportation has precluded the need for automobile parking on
 

the site when the zone is fully operational.
 

The study into the existing infrastructure installations at the Port
 

Suez facilities was inconclusive. The consultants were informed that all
 

of the areas were totally committed to investors; however, existing
 

infrastructure facilities were resurrected from the battle-torn City of
 

Suez, and there have been problems requiring frequent maintenance. It is
 

the investigators' understanding that the Authority has a program of
 

inspections and repairs which keeps the utility services operational, as
 

required, and that as new investors occupy the area, additional repair
 

and permanent replacements are planned.
 

Except for minor areas of connections to investors' properties, the
 

road system is complete. The height of sewer manhole covers indicates
 

additional wearing surface may be anticipated in the future. All exist

ing exposed surfaces are asphalt.
 

The existing water distribution system of the City of Suez has been
 

repaired and placed in operation. The system formerly supplied buildings
 

which occupied the free zone site before the 1973 war.
 

Like the existing water system, the sewage collection system pre

viously served buildings on the site before the 1973 war. Repairs have
 

been made to continue its operation. The only additonal effort will be
 
developed.
to connect to investors' properties when they are 


The existing underground secondary electrical distribution system
 

has been rebuilt to furnish 220V, 50 cycle power to investors upon
 

applications.
 

A new masonry and concrete security fence has been built at the zone
 
woven
perimeter except for a short segment along the northwe3t side where 


wire has been temporarily used. Access gates are guarded full-time at
 

each end of the site; an additonal acce s gate has been constructed at
 

locked until investor activity
the northeast side but is closed and 

develops a need for it to be manned.
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3. Nasr City (Cairo)
 

This site comprises approximately 700,000 square meters, and is 

approximately 4 km from the Cairo International Airport to the northeast 

(see Exhibit 111-4). This also places the facility approximately 1 km 

from a newly developed residential community called Nasr City. 

Immediately north of the Nasr City is a road network which connects the 

City of Cairo with Port Said and Port Suez and traverses throuph 

Heliopolis. A proposed ring-road will be in tile vicinity of the site.
 

The site is triangular with the administration building and customs 

control gate on the north edge. A high-tension powet source traverses 

the southeast side of the site, and will be used for electric source to a
 

substation on that edge. Tle present main access road also provides a 

right-of-way for the transmiss-on of water and sanitary services to the 

development. 

Approaching the site from the north, the dominant feature is the 

elevated water tank currently under construction in the center of the 

site which will be approximately 30 to 40 meters high when completed. 

The elevated water tank urder construction is being built with a 

slip-forming method using pequot cranes for accessibility and placement 

of concrete. The height of the proposed tower is 30 to 40 meters. The 

position during the visit in March was approximately half way to the 

completed height with the column system. The completion of the tank will
 

probably occur this summer. The water supply line to the tank has 

already been installed and, during the consultant's visit, sewer lines 

were being connected near the property line on the north side. It would
 

appear that the edge of the triangular plot at the east of the site, much
 

higher than the center of the site, would have reduced the overall cost 

of the water tank construction. 

The electric substation has been constructed and outfitted with 

switchgear manufactured in the U.S.S.11. When the switchgear is in
 

position and connected, it will be supplied by the high tension service 

line immediately to the southeast of the site. All electrical distribu

tion on site is underground. 

Immediately to the west is a large administration building which 

will have four office floors, a handling wing, a transportation and 

dispatch wing, and a medium sized exhibition hall. The administration 

building site will also have parking for visitors and will be fully 

fenced. The administration building is reinforced concrete construction 

with masonry infill panels and some decorative elements. The proposed 

completion date is summer, 1979.
 

Investigation of the administration building noted that the metal 

"baffle" devices to decorate space were fabricated from very heavy steel 

plate and, because of their weight, cannot be hung in the space as 
around the site, causingintended. Many of the baffles were scattered 

work interference and material waste. It was also noted that the 
or reasonably truedconcrete formwork was not properly aligned, leveled, 
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before placed, thus causing corrective work to be necessary. Four
 

factories provided by the free zone for investor's sale or rental are in
 

various stages of completion, and one factory has already been leased.
 

The Authority-provided manufacturing buildings are of reinforced
 

concrete frame construction, using saw-tooth roof design with north 

exposure for light. The infill panels are masonry and in some instances
 

have been plastered. The size of the facilities has been designed for 

flexibility; one building is a combination of two factories. Access from 

the front for personnel is through a low office wing entry; access for 

trucks and materials deliveries is at the opposite side using an enclosed 

courtyard to unload and load trucks. The ceiling height at the lower 

portion of the large factory room is about 4 m high. Because of the 

skylights on the north edge of the saw-tooth, the lighting within the 

building is excellent. The flooring systems being installed are precast
 

concrete tiles made on the site and laid on a sand setting bed for a
 

wearing surface. Along each edge of the factory floor, a drain trench
 

has been provided which can be used for cleaning the floor and for 

connection to drainage from manufacturing operations, if necessary. Roof 

drainage is taken inside the building through downspouts into this 

trench; but again, considering the low quantity of rain in Cairo, this 

system is adequate for disposal of roof water. 

The buildings appeared to be about 90 percent complete during the 

consultant's visit in March, 1979. At the entrance gate, the Customs 

Control Building has been completed and is being used at this time by the 

Resident Engineer who is overseeing the construction of the factory 

buildings and the administration building. At the standard factories, it 

was noted that no loading docks were included for the easy handling of 

incoming and shipped goods. Also, it was noted that the installation of 

flooring appeared to be unbonded on an uncompacted sand settling bed. 

The remaining portion of the site is fenced in masonry. The fence 

construction utilizes long columns to footings and heavy grade beams. It 

would appear that the fence lends itself very naturally to the use of 

precast elements.
 

The road construction is about 30 percent complete using limerock 

base over compacted rock sub-base with asphalt cement (hot mix) wearing 

surface. The consultant was responsible for the selection of 11-20 design
 

loading of the American Society of Highway Officials specifications. 

(7,200 kg., rear axle - 1,800 kg, front axle). 

The water system under construction is about 30 percent complete and
 

consists of an elevated water tank constructed of reinforced concrete on
 

concrete columns. The distribution system is cast iron hub and spigot
 

pipe with meters and hydrants. The water source is the Nasr City
 
Distribution System.
 

The sewerage and rain water drainage system under construction is 

about 50 percent complete and is a clay pipe (hard burned) collection 

system. Roadway catch basins are connected to sewage manholes to catch 
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the annual rainfall which is less than ten centimeters. The sewage and 

rain water is disposed of to the north by gravity to the Nasr City 

collection system.
 

The primary source for the electrical system parallels the site 
18 kv. The on-site secondary
along the southeast. Its capacity is 

distribution is underground at 11 kv. 

a perimeter security fence and gate under constructionThere is 
which is approximately 65 percent complete. The administration area 

fence is approximately 70 percent complete.
 

The progression of installed infrastructure appeared to require 

additional field management:
 

water lines had filled back in before water main
o 	 Excavation for 

pipe was installed.
 

o 	 Rough grading for roads was being done by hand near the un

finished electric substation.
 

o 	 Width of paving on rights-of-way needs to be confirmed. In 

contrast, maneuvering at the standard factories appears diffi

cult for full-size trailer trucks. 

" 	 Waste of steel reinforcing by failure to properly field-store 

was noted. Much tangled steel will either have to be 

straightened or discarded because of its deformed condition. 

At this facility, the existing infrastructure facilities appear to be 
tenants
somewhat over-designed and over-constructed; however, if suitable 


are found for the factory buildings presently under construction, this 

situation could change. 

4. 	 Alexandria (El Ameria)
 

this 	free zone is the largest in
Comprising 6,300,000 square meters, 


Egypt. The area established lies approximately 28 kilometers from
 

desert road to Cairo (see Exhibit 111-5).downtown Alexandria along the 
site 	across Maryut Lake connects with the
A new connection north from the 


paralleling the MediterraneanAlexandria Mersa Matrunh Road on a ridge 
on the north edge is in Maryut Lake, and willSea. Part of the site 

require excavation and filling with suitable material for further 

development. The north boundary, lying partially in the lake, is 

measured at 3.2 km running east and west. The north-south dimension is 

2 kin, the south boundary being King Maryut Road also running east and 

west. The main entrance and administration building with exhibition hall
 

is on the east boundary near the junction of the Cairo Desert Road and 

the Alexandria Road, midway along the edge of the site. There are two 

control gates planned, and Phase I which comprises 1,390,000 square 

meters has been developed in the southeast quadrant of the site.
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EL AMERIA PUBLIC FREE ZONE - ALEXANDRIA 

Upper Vaulted ceiling in administration building. The room will house the banking operations within 
Left: the free zone with a matching west wing which will provide insurance and transportation opera

tions. 

Upper Forming of vaults for the administration building in foreground with investor operations and view
 
Right: of Lake Maryut in background. Extreme upper right of photo shows portion of Lake Maryut to be 

filled in subsequent phases.
 



An interesting feature of the site is that the topography goes from 

sea level on the north to 45 meters above sea level on the south in the 

vicinity of the existing newly built substation. Road construction is 

underway from both the control gates and some investors have already 

constructed facilities and begun operations. The administration building 

is enclosed with a fence on all sides, and is about half complete. An 

in-the-ground water tank of reinforced concrete is also under construc

tion and is three quarters complete. A 1,000 millimeter ductile spun 

iron pipe is being installed from the water plant in Alexandria to supply 

the water tank. In addition, a 400 mm water line has been installed as a 

backup supply source and will be in operation shortly. The method of 

providing water pressure to each of the investors on this site is unique 

irk that it will require constant pumping from the water tank in the mains 

to reach the site. This has been occasioned by the fact that the water 

service from Alexandria will not contain enough pressure upon arrival at 

the site to be raised into an elevated tank without pumping at that 

point. Consultants have decided that the water pressure can be 

maintained from an on-site tank using the static pressure in the supply 
line to fill the water tank during the low peak hours from the city 

source. 

The electrical system under construction is 50 megawatts to be
 

available before the end of 1980; the present source is six megawatts. 

It features 220V-50 cycles and underground on-site distribution. A 

Phase I substation has been constructed in a planned green area on the 

high section of the site at the southeast corner. The substation is 

equipped with Yugoslavian manufactured switchgear to be used on a 

temporary basis until permanent electric generation and source is 

developed midway in the site, about I km from the Cairo Desert Road. All 

distribution is planned to be underground. 

A sewage and drainage collection network has been designed for the 

entire site. The network is the combination type using clay pipe sewage 

lines to handle rain flow and street drainage from catch basins installed 

at road intersections. This system is commonly used in areas which do 

not experience heavy amounts of rainfall. The collection system 

discharge is connected to a waste treatment plant 2 km away. 

The roads under construction are about ten percent complete, using 

limerock base over compacted rock su0 L'-e with asphalt cement (hot mix) 
wearing surface. The design loading i; H-20 of American Society of 

Highway Officials Specifications. (7,200 kg rear axle--1,800 kg front 

axle). The primary street widths are 50 meters; the secondary street 

widths are 20 and 30 meters. The curb heights are 18 cm. All surfaces 

are sloped to drain. 

The water system under construction is about 40 percent complete. 

The in-ground concrete reservoir tank is supplied by 1,000 mm ductile 
spun iron pipe from Alexandria approximately 30 km to the east, and 400 

mm pipe from backup source. The distribution system is cement asbestos 

pipe with gasketed pressure joints. The fire hydrants are flush-mounted 
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with cast iron, hinged covers. The system is pressurized with electric 
driven centrifugal pumps. 

There is a security fenct, under construction, although its status is 
presently unknown. 

The administration building, which is under construction at the 

eastern edge of the site, is a combination banking-insurance-control
exhibition facility which will include management offices and large areas 

for investors to exhibit their wares, thereby promoting the growth of the 

free zone. Facing the building, from the entrance gate, the dominant 
feature is the four-story portion which contains offices for the adminis
trative staff. On the east side, a low wing used for banking operations 
is 1-1/2 stories high with a vaulted roof system made out of cast-in
place concrete. An exhibition hall created by parabolic domes attracts 
the attention of the viewer, oringing him into an area which is used for 

product display. Further vest, as an arm of the building, is the 
insurance and transportion ving using matching vaults like those used on 
the banking wing to form the roof system. All construction is reinforced 
concrete, using masonry for decorative element and for infill. Where 
concrete is roughly finished during the construction stage, stucco or a 
plastering operation is carried on to conceal the raw concrete. Liberal 
amounts of fenestration are included at the working level and at the 
skylight level in the arches created by the vaults and domes. The top 

floor of the building provides a good observation point to see the 
activity slated for construction in the free zone. Northwest of the 
administration building site, another smaller building used for communi

cations is planned. This building is complementary to the administration
 

building.
 

C. RECOMMENDATIONS FOR ALEXANDRIA
 

Several aspects of the existing and planned infrastructures appear 
to be questionable, resulting in excessive costs to the free zone.
 

A review of the proposed site plans for the facility indicates that 
the designers have provided abundant green areas between assigned sites, 
and large, boulevard type street systems to provide access and mobility 
within the free zone area. Details have also been included for the 
fencing of the entire site, including that area which is currently in the 

lake. A special design using piles to support the fence is shown on the 
documents for construction. 

We recorriaend that the width of paved roads be recalculated based on 
realistic traffic flow counts. It appears the capacity of the roads far 

exceeds the gate capacities, the density of truck movements and the 
maneuvering requirements.
 

It was noted that road construction was underway before underground 
utilities were installed and that road construction was extended well 
beyond the growth area of investor interest or assignment. Although 

speculative construction is often undrtiken, it is unusual to "over
extend" to the point of paving before utilities are installed. The new 
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paving will have to be cut and patched to install utilities, even if 

medians are used, at intersections and where investor connections are to 

be made including laterals for future service connections, before paving 

construction is started. 

The fence construction progressing into the low side of the site and 

lake was observed. A review of the drawings disclosed that the fence is 

is not shown. Notes on theto be constructed on piling but the length 

drawing also call for an access road to be constructed to install the 

the lake side is so difficult, wefence. Since access to the site from 

question the need for such a heavy expensive fence. It would appear that 
serve the samea corrosion-resistent woven metal (chain-link) fence would 


appear to be included as a control functionpurpose since guard posts 
when Zone operation commences.
 

to a recommendation for
Administration building construction leads 

use of forming design strategy for all future free zone development. The 

building was in the roof-forming stage for the west wing. The roof is 

framed with reinforced concrete barrel vaults spanning about 12 to 13 

meters. At the west wing the vault is repeated 15 times. Even though 

only half of the building was being formed, seven sets of vault forms 

which takes minimal advantage ofwere under construction, a condition 
the building design encourages it. Costrepeated form use, even though 


of labor to build the forms for a single or
of lumber and many manhours 

double use contribute to expensive construction and waste of valuable,
 

similar
scarce material. A section of roof on the south wing, built with 

barrel vaults, had been stripped of forms. The texture was very rough 
vibration wasand evidence of concrete placed in the forms without 


observed.
 

During our site visit, it was noted that considerable amounts of 

cement asbestos water pipe had been installed at the east end of the 

site. Also during the visit, blasting to remove rock was being done in 

the immediate vicinity. Possible damage to the installed piping existed 

with this sequence of work effort.
 

A review of the design and construction documents for the water 

supply system and fire network discloses that most of the road system is
 

lines and that fire hydrants are installed under
provided with dual water 

heavy pattern cast-iron covers. Both conditions add considerable expense 

to the development. (Not only is expense a consideration but visibility 

of fire hydrants during an emergency is of utmost importance in reducing 
lines is about 50 percent higherresponse time.) The cost of the dual 

than the same capacity single line installation.
 

in addition to the type of fire hydrants indicated, location of them 

areas" rather than closer to investor properties isin planned "green 
hydrants are notquestioned. A restudy may show that many of the fire 

necessary for fire fighting since no flammable structures or materials 

will be built in "green areas." This is particularly noticeable in the 

green area adjacent to the electric substation site where six fire 

hydrants are indicated. If irrigation (sprinkling) is anticipated, there
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are less expensive methods to acquire thi, function. Consistency in 

design of this function is recommended; some green areas have no water 

source above the distribution main or artery.
 

A review of sewer and manhole drawings disclosed that spacing for 

manholes is much less (about 1/3) of spacing recommended as good engi

neering practice. Manholes may be spaced up to 120 meters apart when 

pipe size is less than 400 mm size (15") 'nd up to 180 meters when pipe 

size is larger than 400 mm size (15"). "[ drawing notes call for rain 

drains size as 5". This is the size used all over the site regardless of 

area contribution. It is acknowledged that very little rainfall exists 

(4-6" annually). However, the 5" size will easily become blocked or
 

clogged, the material shown is cast-iron, different than the rest of the
 

system, and the cost is much higher than vitreous clay of larger size
 

which would provide the same function.
 

It is a specific recommendation that substantial attention be given 

to the performance of the ilexandria Free Zone. Based upon fairly stan

dard estimates for eLmployee/land area in light manufacturing activity, 

employment in the completed free zone should be about 29,000 persons. 

the
" Alexandria is also the closest major Egyptian port to 

European market with which a preferential trade status exists. 

to reduce construco 	 Alexandria offers substantial opportunity 


tion costs without decreasing employment opportunity.
 

The Authority should develop a phased growth plan for 	appropriate
 
plan should
additions to its existing road and utility systems. This 


coincide with existing and new investor requirements. A carefully
 

planned program of adequate expansion needs to be developed in order to
 

maintain a cost balance against future 
revenues.
 

The appendix at the end of this chapter illustrates a phasing plan
 

for Alexandria which has been initially proposed by our consulting team.
 

Completion of the seven phases requires approximately L.E. 65 million as
 

presently designed in addition to the cost of constructing the waterline
 

a total of over L.E. 69 million. In our professional
from 	Alexandria for 


opinion, the projected cost can be reduced by over L.E. 	14 million by:
 

1. 	 Redesign of water distribution system to provide single pipe 

systen with above-ground fire hydrants in the non-completed 
phased areas.
 

2. 	 Redesign of sewage collectiooi system to increasL spacing be

tween manholes in accordance with good engineering practice. 

3. 	 ltir'ng the above redesign, change rain catch basin piping to 
larger size compatible material.
 

4. 	 Re-evaluation of fencing philosophy at north property boundary 
(lake-side). 
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It is recommended that AID consider immediate assistance to the 
Alexandria Free Zone through support of infrastructure costs requiring 

foreign currency. 

Through year-end 1978, the Alexandria Free Zone had expended over 

L.E. 13 million for land construction. More funds have been spent in 

1979. The Alexandria Free Zone has indicated it needs L.E. 5.5 million 

immediately for maintaining construction momentum, while the Free Zone 

Sector engineering department estimates that the total additional 

requirements to complete the contemplated Phase I will approximate 
L.E. 	10.05 million. Thus, a total of over L.E. 23 million is anticipated
 

for Phase I development. 

At the current level of design and construction, approximately
 

L.E. 	 69.5 million will be spent at Alexandria, or approximately 
L.E. 11/m2. By effecting immediate design changes, we estimate that the 

overall construction cost would be reduced significantly. Delay in 
changes to the design/construc t procedures would surely result in 

overexpenditure of the immediately requested L.E. 5.5 million, and 

possibly some of the additional L.E. 4 million assumed necessary by the 

Free 	Zone Sector for completion of "Thase I."
 

o 	 Assuming that the relationship of contemplated reduced costs to 

current costs is constant, the current L.E. 5.5 million would 
include approximately L.E. 1.1 million of unnecessary construc

tion. Spreading this over a six month period, approximately 
L.E. 	180,000 per month will be overspent.
 

o 	 Delay of any expenditure until October, 1979, would damage both 

the program and image of the Alexandria Free Zone. A decrease 

in tho leasing of buildable industrial lots results in the loss 

of $1.G0/m2. At current absorption rates over $150,000/year, 
or $12,500/month, is coming into the zone. 

o 	 Investors with facilities under construction require services 
within six to nine months. 

The immediate implementation of advisory services will also allow 

for development of the infrastructural phasing program most realistic for 

the zone based on cost and absorption. The zone's construction budget 
would be immediately detailed in order to preclude further uncertainties 

with regard to expenditure levels. A delay in this program would leave 
the free zone in its current position and require remedial activity at a 
Later date iith greater risk of overexpenditure during the intervening 
time period. As the free zone's next expenditure will be for road paving 
(in our opinion the roads are overdesigned), immediate modification of 
standards is necessary. The advisory services recommended are: 

1. 	 A determination of procedures to overcome designing and 
contracting losses to date. 
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2. 	 Review of existing construction contracts to determine the 

means for the execution of cost-reductive changes.
 

3. 	 Determination of the best possible procedure for revising 

existing design and construction documents to eliminate future 

time and cost expenses. 

4. 	 Review and revision of design criteria for electrical 

distribution, water and sewer systems, road design, and wall 

areas.
 

5. 	 Recommend immediate actions which need to be taken to reverse 

the trend towards over-design. 

6. Development of infrastructural phasing program based on 

alternative costs.
 

7. Preparation of project construction budgets and review 

controls.
 

The advisory services and report should be completed within 90 to 

100 days.
 

Services similar to those proposed for Alexandria at the El Nasr 

City and Port Said Free Zones may also be in the best interests of the 

Free Zone Sector. However, we recommend that the Sector allow the 

findings of the proposed Alexandria advisory services to serve to reduce 

the time and effort for similar services at El Nasr City and Port Said. 

D. 	 INFRASTRUCTURE DESIGN AND ENGINEERING PROBLEMS 

The Free Zone Sector has a responsibility to its investors to 

provide a reasonable infrastructure in each of the public free zones. In
 

addition to various services, this includes roads, electricity, water, 

and sewer. The Sector is committed to this goal, but has experienced 

difficulties in meeting time schedules for providing a basic infra

structure. This is of critical concern, as investors cannot afford to 

wait for periods of up to several years beyond the scheduled date for 

provision of electricity, water, etc. The free zones are undoubtedly 

losing potential investors because of these delays, and should take steps 

to correct the problem. 

One basic problem lies in the Sector's need to obtain budget funds 

from the Central Government. The budget requests are, apparently,
 

annually appropriated without the guarantee of fund availability beyond a
 

one-year period. The assurance of completing a construction project is 

thus somewhat limited. Another problem is that the funds approved for 

the Sector may be less than those needed. If allocated to all free 

zones, none is likely to finish a project in a timely manner. 

There are possible solutions to this problem. For example, while 

submitting the budget, an explanation of which Governorate would be
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affected and the resulting loss of revenue to the country could always be 
published. It is this revenue-earning capacity of the Sector which could 

stimulate a departure from standard government finance. The Sector can 

develop a very good case for utilizing its revenues to finance its 

operations and remit its surplus to the government. This approach is 

taken by many public authorities in the United States where the 

government regulating an authority receives contribution-in-lieu-of-tax 
and revenue bonds are sold. Thus, each existing free zone could be 

self-supported once initial tenants are obtained. New zones may require 
an initial loan at soft rates.
 

As an example, a L.E. 1,000,000 loan for ten years at seven percent 

interest requires an annual payment of L.E. 142,500. This is equivalent 

to the annual rent on approximately 100,000 square meters, or the 

possible rent/duty collection on about 40,000 square meters. Of course,
 

extension of the maturity period, or reduction of the interest rate, can 

significantly reduce the annual payment. A 15-year maturity could reduce
 

the annual payment to L.E. 110,000. A six percent interest on 

L.E. 1,000,000 for ten years requires a L.E. 136,000 payment or, for 15 

years, a L.E. 103,000 payment. All of these amounts are apparently 

feasible to cover with successful free zone operations. 

The Free Zone Sector itself has little say in the determination of 

free zone site locations. It is important that the Free Zone Engineer be 

a participating member in the selectlon committee for newly considered 
free zone developments. His participation on this committee will 

preclude some of the cost problems which have developed as a result of 

site selections in the past (a case in point is the Alexandria 

facilities, where the site elevations varied considerably requiring
 

extraordinary cost expenditures in the infrastructure requirements).
 

Payment requests are processed by the consultant and the Sector 

engineer, using the original surveyed quantities and approved unit 

prices. At the conclusion of the work, quantities and actual unit prices 

are applied, providing adjustment to the activity totals. Supplemental 

funding may then be necessary.
 

None of the free zones is totally complete. A reasonable time from 

start of planning to opening of operations is three years. The avail

ability of funds and fund approval causes additional delays. The 

availability of building materials also impacts the three-year total 

time. Past projects have been funded incrementally--sometimes the funds 

have been usurped for other purposes--causing the construction to either 

slow down or halt. Both the Nasr City and Alexandria projects were 
undergoing a slowdown during the consultant's visit.
 

There is no interface between economic and engineering aspects 

during the investor's application consideration. Street and utility 
layouts are made without knowledge or consideration for eventual land 

use. Zoning for all possibilities of land use within a "block" layout is 
employed. There are no railroad sidings on any of the free zone sites. 
All material movements are made by truck. Although some shipping is 
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handled adjacent to the canal, there is no provision to off or on-load a 
ship 'or the movement of goods. Road systems are designed to American 
standards by a consultant employing his judgment to establish the system 

carrying capacity. 

There are little, if any, construction standards or quality criteria
 

developed by the Free Zone Sector Engineering Division. This also
 

applies to material criteria for piping, electrical conductors, road 
building materials, etc.
 

Water distribution pipe at Nasr City is ductile spun iron and is 

cement asbestos at Alexandria. The consultant is responsible for sizes, 
hydrant layout, inspection of pressure tests, etc. The consultant is 
also responsible for most of the specifications standards work due to 
small Authority engineering s-aff.
 

Permits are routine and issued by the Engineering Division as an 
authorization to build within the free zone. For free zone permits, the 

Engineering Division checks all building plans. This is usually a check 
only because of the undersized staff, and usually occurs in one or two 
day's time. There is no designer involvement at this point.
 

In regard to contractor involvement, the situation is the same as 

with the designer. A permit is acquired by the owner, and the contractor
 

will not start work until the owner has received the permit.
 

There are no building inspectors. All responsibility for perform

ance and structural integrity is vested in the contractor and the 
engineering consultant. The responsibility for each is ten years 

(statute of limitation). Records of periodic inspections by the engineer 
are placed on file at the location where building permits are issued. 

Inspectors are engineers (not E.I.T.), rather than trainees. Payment for 

this service is by the owner through his contract with the consultant. 

Consultants commissioned to design free zone facilities are paid 3.5 

percent of final construction costs as determined from the approved 
(final) construction payment request. If on-site representatives of the 

design consultant are employed during the construction phase, an 

additional one percent fee is paid. Fees for design provide five 

complete sets of construction documents; fees for construction 
representatives include all subsistance, and travel and overtime, even if
 
the construction site is remote.
 

Exhibit 111-6 indicates relatively stable and uniform facilities 

costs; however, no current infrastructure costs were available due to the
 

fact that such costs vary exceptionally from time to time according to 
the site. 

Intangible construction costs, which are essentially incalculable, 

include:
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EX11IBIT 111-6 

CONSTRUCTION FACILITIES COSTS
 

In-Place Unit
 

Measuring Prices (Egyptian
 

Construction Work Item @ Unit Pounds)
 

Site Work
 

M2
Clearing & grubbing .500
 

Remove trees each 2.500
 

Limestone sub-base ,2 1.800
 

Limerock base course 112 2.000
 

Bituminous paving (3 layers) M2 3.000
 

Borings M 6.000
 

Fences (Security Walls)
 

M3
Excavation in earth to depth of 3 meters 1.800
 
H3
Excavation in rock to depth of 3 meters 8.000
 
H3
Reinforced concrete in foundations 80.400 

Plain concrete in foundations 113 22.000 
Reinforced concrete formed in 

M3
beams and columns 85.000
 
H2Rubbing of exposed concrete 3.950 
H3Rock facing and infill 30.000 
H3
Clean sand fill 1.000 
H3
Hard fire clay brick 40.000
 

Guard Stations
 

M3
Earth excavation 2.300
 
H3
Rock excavation 6.250
 
t 3Plain concrete foundation 22.000 
M3Reinforced concrete in forms 110.000
 
2
Rubbing exposed concrete t 4.000
 

Buildings 

Excavation in earth to 3 meters depth t 3 2.300 
Excavation in rock to 3 meters depth H3 6.250 
Plain concrete foundations 113 22.000 
Reinforced concrete foundations 13 70.000 
Reinforced concrete for slabs and 

beams in block forms M3 20.000 
Block forms erected ii2 5.000 
Hard fire clay brick 143 40.000 
Erection of brick (hard) 112 5.500 
Erection of brick (soft) t2 4.000 
Roofing Bitumin H2 2.000 
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EXHIBIT 111-6 (Continued)
 

CONSTRUCTION FACILITIES COST!
 

Construction Work Item 


Concrete fill to slope roof 


Concrete troweling (inside) 


Reinforced concrete stairs 


Soft red clay brick 


Reinforced concrete for shell or
 

vaulted roof 

Outside troweling (including painting) 


Plain concrete flooring (base) 


Plain concrete flooring (topping) 


Tile concrete flooring 


Vertical bitumin waterproofing 


Interior painting 

Ceramic tile 

Industrial steel windows 


Wood doors (office) 

Wood windows 

3" roof drains 

4" iron pipe 

Leader head 

Galley trap 

60 cm x 60 cm manhole 


Stored Material Items
 

Gravel 

Sand 

Cement 

Rock 

Reinforcing bars 

150 mm cement asbestos pipe 


300 mm cement asbestos pipe 


* Not installed. 

Measuring 

Unit 


2
11

M2 


M3 


M3 


3
1

142 

i12 

M2 

1.12 

M2 


M2 


t12 

M2 

II2 

2
t

M 

M 

each 

each 

each 


M3 


13 


ton 

M3 


ton 

1 

M 


In-Place Unit
 

Prices (Egyptian
 

Pounds)
 

2.000
 
1.750
 

85.000
 
22.000
 

120.000
 
2.750
 
17.000
 
6.000
 
2.000
 
.500
 

2.000
 
15.000
 
76.000
 
43.000
 
50.000
 
7.000
 
8.500
 
6.000
 

20.000
 
90.000
 

4.500*
 
3.000*
 
15.000*
 
6.000*
 

120.000*
 
5.800*
 
9.000*
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a) U.iavailability of material when needed in construction 

schedule.
 

b) Planning changes occasioned by investor requirements.
 

c) Project funding changes.
 

d) Competition for available labor in local market.
 

e) Delays in availability of water, sewer, and electric service.
 

E. ENGINEERING PLANNING, DESIGNING, AND CONTRACTING RECOMMENDATIONS
 

With regard to El Ameria and Nasr City, the Sector's Engineering 
Division prepared a preliminary site plan showing boundaries, contours, 
existing roads, and other pertinent information. A consultant from the 
"private sector" was then commissioned to prepare studies for the 
property development. The consultant's activities were reviewed by the 
Engineering Division. Upon completion of an acceptable plan, the 
consultant was authorized to prepare working drawings and specifications 
for utilities (including water storage tank), roads, fences, 
administration building, exhibition halls, and customs/gate houses. 
Completed documents were then provided to the Ministry of Housing and 
Reconstruction, who assigned the work to a "public sector" contractor. 
The contractor, in turn, assigned various activities to individual 
subcontractors. A cost estimate was prepared which was used later during 
construction for basis of payment. All costs were assembled by the 
Ministry and furnished for the Free Zone Sector to prepare a funding 
request.
 

The modified, existing procedure is for the Free Zone Sector's 
Engineering Division to obtain permission from the Minister of Economy 
and Economic Cooperation to announce an open invitation for tenders. 
These tenders are reviewed by the Engineering Division and the most 
appropriate selected, which is sent to the Minister for approval for 
funding. 

When projects are funded, the public sector contractor starts work. 
If funding is terminated or reduced, the contractor takes his crews to 
another project which is fully funded. (This has happened at Nasr City 
and Alexandria, causing work to slow down or stop.) During construction 
activities, the consultant provides quality assurance inspections on a 
regilar basis; the Authority's engineer also makes periodic inspections.
 

Due to its nature of operations, the Free Zone Sector has the 
opportunity to overcome various traditional construction procedures to a 
much greater extent than many other governmental agencies. In so doing,
 
the Free Zone Sector will render a service to the entire Egyptian 
government and to the Egyptian economy as well by developing construction 
procedures which are consistent with those now being used throughout the 
Mid-East. 
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Presently, the basic standardization of the designing procedures in
 

the Egyptian marketplace are based upon tradition. Standardization is 

virtually non-existent as employed in the designing procedures used in 

Europe and the United States today. These procedures have been imple

mented to a large extent in other Mid-East countries.
 

Basic
Details for infrastructure requirements must be established. 


details for building facilities requirements should also be developed. 

All the details should be analyzed on the basis of practicality and cost.
 

These details then become part of the design standards. The procedure of
 

developing these details should not be revolutionary; rather, the proce

dures should be evolutionary and based upon an understandable development
 

a designer places on a drawing, especially in a
process. Anything 

to scrutiny on the part of the contractor and hisdetail, is subject 

there are unusual detail changes, contractors arestaff. Where 
frequently unable to respond and construction costs are subsequently 

inflated.
 

Design and construction documents should be standardized. The Free
 

Zone Sector is in an excellent position to develop specificat ons 

standards in its infrastructure requirements. In addition, specifica

tions standards could be developed to control the overall quality of the 

facilities being constructed, and at the same time, the individual
 
and time savings. Theinvestors would be pleased with the resulting cost 

quality of a construction product built under a standardization procedure
 

is evident very early in any given development.
 

There should also be standardization on drawing sizes for Free Zone 

Sector projects; on drawing numbers and title blocks, on drawing scale 

sizes, and in bidding procedures. All of these standardizations lend 

themselves to a procedure in construction which, in time, substantially 

reduces construction costs and schedules. 

There should be a gradual displacement of design criteria 

responsibility which presently belongs to the designer. The Free Zone 

Sector should give attention to the development of its own criteria which 

will provide the designers with a discipline in developing the design 
further implement the standardization
requirements. Such criteria would 


procedures described in the previous section.
 

As part of the development of design criteria, there should be
 
to thestandardized infrastructure facilities' requirements compatible 

operations and maintenance procedures utilized by the Free Zone Sector. 

There should not be specifications and installations of varying types of 
due to the factequipment which may later become difficult to maintait, 

that a large stockpile of varying types of parts are required.
 

In addition, there should be standardization in the design criteria 

for the building facilities so that once the lease expires, the facility 

can be preserved and leased to another investor. Column spacing is 

within buildings and electrical andimportant, as are clear heights 
Design criteria must address these subjects.
mechanical standardization. 
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There should be a decrease in the freedom presently allowed the investor 

in determining his own design requirements. This procedure creates
 
to the needs ofgroupings of facilities that are not easily adaptable 

other future investors.
 

Europeans and Americans would recommend revision of the fencing 
fence building in Egypt is a
requirements (security walls). However, 


is not easily changed.tradition in the construction industry, which 

Therefore, until such times as the fencing requirements can be standard

ized, design criteria need to be developed and design procedures 

implemented which will provide a minimum cost security fencing. A
 

serious cost analysis would be important and a determination of 
toin-country materials' availability which could be readily adapted 

fencing requirements.
 

Our investigators found no substantial evideice to justify the 

employment of a designer representative during the construction phase to 

provide on-site monitoring services. The cost of those services is high 

(one percent of the total construction cost). As an alternative to this 
own on-site representation inprocedure, the free zone could provide its 

persons who would double in a management and inspection capacity. An 

independent construction management firm (project manager) could be 

employed on a contract basis for each project. Experiente on construc

tion projects in the Mid-East and elsewhere has proven that designer 

representation on a construction site has little value, and that either 

direct owner representation or independent construction management 

representation is much more effective in providing insurance for cost, 

schedule, and quality controls.
 

As in the conceptual and organizational aspects, the hiring ok a 

for Free Zone Sector facilities construction work hao beencontractor(s) 
prevalent andexceptionally influenced by the traditional procedures 

generally acceptable in the Egyptian construction industry. Onlymost 
recently has the Free Zone Sector gone to a competitive bidding situation 

with private sector contractors, and the results of this transition 
To date, the public sector hiringcannot be analyzed at this time. 

due to the fact that it is a traditionalprocedure has worked very well 
undue concern among owners and investorsprocedure and it does not cause 

in the free zone areas. The primarywho have constructed facilities 
questionable factor in the public sector non-competitive bid procedure 

has been related to the project cost. There have been no simple means of
 
for that
predetermining or pre-controlling total project costs, and 

to control,reason, construction commitments have been often difficult 

especially where public monies are at stake.
 

areas where the construction industryThroughout the world in the 
has been substantially mechanized, the common procedure for hiring a 

contractor relates to competitive bidding. Frequently, the contratora 

allowed to submit proposals are pre-qualified on the basis of experilce 

and financial responsibility; however, through a system of guarantrees and
 

bonding, even the pre-qualification procedures are often omitted and 

projects go directly into the competitive bidding situation. This
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procedure has worked well. There have been strong financial assurances 
of construction completion on the part of the contractors through the 
media of bond and other guarantees, when such assurances are accompanied 
by strong contract documents, well-defined design and construction
 
procedures, and intensive inspection programs which assure the quality of
 
the facility being constructed. In areas where any of these elements are
 
missing, the competitive bidding procedure becomes less significant
 
because, without guarantees and bonds, contractors can fail to complete a 
construction project and walk away without further obligations. Without
 
strong bid and construction documents, contractors can utilize 
construction procedures and incorporate materials and equipment into the 
project which are suitable to their own economic requirements rather than
 
those of the owner/investor. Where there is an absence of inspection
 
procedures and quality control, the contractor is free to produce a sub
standard facility without having any corresponding responsibility to make
 
corrections in the facility elements. 

With respect to the Free Zone Sector, it would be advisable that the 
Sector engineers specify the qualifications of contractors being 
considered for infrastructure facilities work to determine the quality of 
their management personnel, the capabilities of their field personnel, 
and the quality of their construction procedures and equipment. Integrity 
and financial responsibility should also be investigated as a determining 
factor in the hiring of a contractor. At first, it may not be possible 
to obtain significant participation on the part of qualified general 
contractors through a competitive bidding procedure; however, if a
 
concerted effort is made among trade contractors, the general contractors
 
will adapt to the procedure in time.
 

Much of the field activities in construction are pre-determined and 
managed as a result of the procedures developed within the contractor's 
offices. Through the bid and contracting documents, the contractor
 
should be enco,,raged to develop standardization in scheduling procedures,
 
in purchasing procedures, in the hiring of field personnel, training of 
field personnel, research procedures in construction means and methods, 
field efficiencies, and to develop a procedure to mechanize certain 
routine aspects of his construction activities. All of the field 
activities should be carefully controlled from the contractor's offices. 
The bid and construction documents should require a construction project 
manager assigned specifically to the project and should define his 
responsibilities. There needs to be greater communication between 
contractors, designers, and Free Zone Sector engineers. Communication 
procedures, standard forms, and reporting procedures should be 
developed. 

As in the instance of the conceptual and organizational aspects, the
 
field procedures are very much under the influence of construction 
tradition. In the free zone areas, the Sector should develop organiza
tional procedures dedicated to the improvement of existing construction 
procedures. Few other governmental agencies or private industries have 
an opportunity to develop an evolutionary process in construction 
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procedures due to the fact that there can be an interchange of ideas, 
equipment, and procedures through the free zone concept. 

The Free Zone Sector represents "big business" in terms of con-
struction volume. Therefore, it is expedient that the Sector undertake 
an educational program within the business community, especially the 
construction community, to bring about an exchange of ideas and the 
implementation of construction efficiency both on and off the Free Zone 
Authority properties. This program could be implemented in-house by the 
free zone engineering staff, or it could be implemented through the 
employment of an individual construction management firm. This firm 
would not only have the responsibility of the actual construction 
coordination and project management, but also have the responsibility of 
implementing an educational program in construction procedures within or 
outside the existing Egyptian educational facility.
 

The Free Zone Sector is in an excellent position to promote the 
development of the in-country construction industry materials and equip
ment 	suppliers. There is no better way to promote the development of the
 
industry than through the process of developing standardization in design 
procedures within the free zone network of activities of such a nature 
that other governmental and private sector industries will be influenced 
to do likewise. Such a procedure will do much to reduce production costs 
and time. 

F. 	 ISMAILIYA 

Because of the serious problems initially encountered by the Free 
Zone Sector in the planning, design, and construction of the existing 
free zones, it is recommended that immediate attention be applied to 
Ismailiya to preclude the possibility of overcommitment.
 

During our Phase I analysis, it became apparent that considerable 
interest was evidenced for a new free zone in Ismailiya, midway between 
Port Said and Suez. The Governorate has, evidently, attracted major 
investors and is prepared to embark upon immediate expenditures. We are 
of the opinion that the free zone would serve to reduce unemployment in 
the Ismailiya area.
 

Major factors affecting Ismailiya's location are:
 

(a) 	 Its potential as a logistics center for Sinai development. 

(b) 	The availability of railroad and highway distribution from the 
site to major ports. 

(c) 	The possibility of port development at Ismailiya. 

(d) 	 lsmailiya's agricultural location for food processing.
 

It is recommended that either a prefeasibility analysis similar to 
the Phase I study for Adabiya be accomplished for Ismailiya in a 60 day 
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period; or, instead of the prefeasibility analysis, a feasibility 

analysis identical to that being performed in Phase II of the existing 

Ismailiya. By virtue of the feasibilitycontract be performed for 

be brought into aanalysis, the entire free zone program could 

coordinated posture; the termination of the Ismailiya feasibility would 

coincide with the Adabiya Phase II feasibility under the existing AID 
during thecontract. In addition, the questions normally answered 

prefeasibility wuld be more adequately addressed. 

moreIt is our opinion that both Ismailiya and Egypt will obtain 

benefit following the latter approach. Based upon Phase I report 

need of free zone development is a logical, costdiscoveries, the major 
There are currently conflicting thoughts oneffective, phased program. 


By avoiding
the size and the initial construction program in Ismailiya. 


the existing design construction problems, Ismailiya should be developed 

for approximately 75 percent of the cost/m2 of the existing free zones. 

The total integration of Ismailiya with Egypt's free zone programs should
 
and betteralso result in better effectiveness for the total program 

usage of land allocation in Ismailiya.
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ALEXANDRIA COST SUHMARY
 

Item 	 Egypt L.E.
 

1. 	Roads 5,073,320
 

2. 	Fences 3,400,800
 

3. 	Water, Sewers & Rain Drainage 41,926,400
 

4. 	Electric Distribution 12,106,600
 

5. 	Administration Building, etc. 1,153,680
 

6. 	Site Reclamation 1,094t625
 

Total L.E. 64,755,425
 

Note: Temporary fences are not included in above costs.
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ALEXANDRIA COST DISTRIBUTION SUtMIARY 

Percent of 
Item Total Area Acres Feddans 

Phase I 

910,000 S.M. 15.0% 224.9 216.6 

L.E. 11,329,560 

Phase 11 

810,500 S.". 13.4% 202.5 192.9 

L.E. 7,671,620 

Phase III 

1,110,000 S.M. 18.3% 274.3 264.2 

L.E. 12,181,280 

Phase IV 

924,000 S.". 15.2% 228.31 219.9 

L.E. 9,223,460 

Phase V 

777,600 S.M. 12.8% 192.2 185.1 

L.E. 8,805,650 

Phase VI 

756,000 S.M. 12.5% 186.8 180.0 

L.E. 7,542,150 

Phase VII 

777,600 S.. 12.8% 192.2 185.1 

L.E. 8,001,705 

Total 

L.E. 64,755,425 100% 1,501.21 1,443.8 

S.M. = Square Meters 
L.E. = Egyptian Pounds 
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ALEXANDRIA COST SLUNARY BY DISCIPLINE
 

Fences Roads 

1. 318,000 

2. 338,000 

3. 180,800 

4. 762,000 

5. 694,000 

6. 420,000 

7. 688,000 

TOTAL L.E. 3,400,800 

1,076,880 

582,120 

753,480 

764,960 

1,065,400 

428,400 

402,080 

L.E. 5,073,320 

Water, Sewers and Rain Drainage Tank Disp. Plant 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

6,064,800 

5,401,200 

7,397,600 

6,157,200 

5,182,800 

5,040,000 

5,182,800 

40,426,400 

1,500,000 

L.E. 45,929,600 

+ 500,000 

+ 500,000 

700,000 

300,000 

+ 1,000,000 
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ELECTRICAL DISTRIBUTION
 

1. 1,516,200
 

2. 1,350,300
 

3. 1,849,400 	 2,000,000 (Sub Station)
 

4. 1,539,300
 

5. 1,295,700
 

6. 1,260,000
 

7. 1,295,700
 

10,106,600 	 2,000,000
 

2,000,000
 

L.E. 12,106,600
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PHASE 1 14.98% 910,000 S.1. 224.9 A. 216.6 FE
 

ROADS 50 Ht 

1300 + 1300 + (3 x 600) + (2 x 250) = 4900 1 
1800 500 

Assume paving width 20 It 4900 x 20 = 98000 M2 

ROADS 30 It 

900 + 900 + 300 + 200 + 380 + 460 + 350 = 3490 It 

3490 x 16 = 55840 M2 Assume paving width 16 M 


TOTAL PAVING 
 153840 112 

153,840 112 x L.E. 7 (Unit Cost) = L.E. 1,076,880 

FENCE (AT ADMINISTRATION BUILDING) 

270 + 270 + 525 + 525 = 1590 [1 

1590 M x L.E. 200/M = - L.E. 318,000 

WATER, SEWERS & RAIN DRAINAGE 

= L.E. 6,064,800
@ L.E. 28,000/FE x 216.6 FE 


- L.E. 500,000
WATER RESERVOIR 

ELECTRICAL DISTRIBUTION 

@ L.E. 7,000/FE x 216.6 FE - L.E. 1,516,200 

ADMINISTRATION BUILDING & CONTROL BUILDING 

10032 M2 x L.E. 115/M2 = L.E. 1,153,680 

= L.E. 700,000WATER DISPOSAL PLANT 


TOTAL = L.E.11,329,560
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i 2PIIASE IU 819,500 202.5 Acre 192.9 FE 

ROADS 50 It 470 11 
30 M 

1320 + 350 + 770 + 1360 + 350 + 360 + 100 = 4610 H 

470 x 20 M 9400 H2 

4610 x 16 H = 73760 M2 

83160 12 x L.E. 7 = L.E. 582,120 

PERIMETER FENCE & GUARD STATIONS 

1680 I @ L.E. 200/I = L.E. 336,000 

G.S. @ 400 = 5 @ L.E. 400 = 2,000
 

L.E. 338,000 = L.E. 338,000
 

WATER, SEWERS AND RAIN DRAINAGE 

@ L.E. 28,000/FE x 192.9 FE = L.E. 5,401,200
 

ELECTRICAL DISTRIBUTION
 

@ L.E. 7000/FE x 192.9 FE = L.E. 1,350,300
 

TOTAL L.E. 7,671,620
 

111-35
 



PHASE I1 1,110,000 ii2 274.3 Acre 264.2 FE 

ROADS 50 M 
30 It 

1050 + 900 + 590 + 330 = 2870 M 

ROADS 30 I 

1050 + 300 + 640 + 750 + 400 = 3140. M 

(2870 x 20) + (3140 x 16) 

57400 50240 = 107640 1
2 

107640 x L.E. 7 = L.E. 753,480 

FENCE 

900 M x L.E. 200/M = L.E. 180,000 

2 Guard Stations @ 400 = L.E. 800 

L.E. 180,800 - L.E. 180,800 

WATER, SEWERS AND RAIN DRAINAGE 

@ L.E. 28,000/FE x 264.2 FE - L.E. 7,397,600 

ELECTRICAL DISTRIBUTION 

@ L.E. 7000/FE x 264.2 FE = L.E. 1,849,400 

ELECTRICAL SUB-STATION 

Allowance (Could be included in any phase) L.E. 2,000,000 

TOTAL L.E.12,181,280 
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PHASE IV 924,000 S.. 228.3 Acres 219.9 FE
 

ROADS 50 II 

780 + 780 + 600 =2160 x 20 M 

ROADS 30 M 

1000 + 370 + 300 + 440 + 740 + 740 + 200 + 340 = 4130 x 16 M 

(2160 x 20) + (4130 x 16) = 

43200 66080 = 109280 x L.E. 7/112 = L.E. 764,960 

FENCE
 

800 + 1100 + 1900 x L.E. 200/M. = L.E. 760,000
 
1900/400 = 5 Guard Stations @ L.E. 400 = L.E. 2,000
 

= L.E. 762,000
 

WATER, SEWERS AND RAIN DRAINAGE
 

@ L.E. 28,000/FE x 219.9 FE = L.E. 6,157,200
 

ELECTRICAL DISTRIBUTION
 

@ L.E. 7000/FE x 219.9 FE = L.E. 1,539,300
 

TOTAL = L.E. 9,223,460
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PHASE V 777,600 S.!1. 192.22 Acres 	 185.1 FE
 

ROADS 50 M 

620 x 20 M = 12400 S.M. 

ROADS 30 1M
 

= 4660 12 1000 + 420 + 510 + 680 + 680 + 360 + 360 + 650 


4660 x 30 = 139800 SH + 12400 S.M. = 152200 x L.E. 7 = L.E. 1,065,400 

FENCE
 

1050 + 680 = 1730 M X L.E. 400* = 692,000 

1730/400 = 4.3 use 5 guard sta. @ 400 = 2,000 

= L.E. 694,000 

WATER, SEWERS AND RAIN DRAINAGE
 

@ L.E. 28,000/FE x 185.1 FE 	 = L.E. 5,182,800
 

ADDITION TO WASTE DISPOSAL 	 = L.E. 300,000
 

ELECTRICAL DISTRIBUTION
 

@ L.E. 7000/FE x 185.1 FE 	 = L.E, 1,295,700
 

SITE RECLAMATION
 

1050 x 340 x 3 ** = 1,071,000 C.M.
 

L.E. .25/C.M. x 1,071,000 C.M. 	 = L.E. 267,750
 

(Assume 	dredged spoil disposal)
 
TOTAL = L.E. 8,805,650
 

* Due to being on piles. 

** Average. 

Note: C.M. = Cubic Meters
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PHASE VI 756,000 S.h 186.8 Acres 180.0 FE 

ROAD, 50 11 

620 It 

ROADS 30 It 

1050 + 660 + 620 + 360 + 360 = 3050 

(620 x 20) + (3050 x 16) = 61200 S.1. 0 L.E. 7 = L.E. 428,400 

12400 48800 

FENCE 

1050 It@ L.E. 400 = L.E. 420,000 

WATER, SEWERS AND RAIN DRAINAGE 

@ L.E. 28,000/FE x 180.0 FE = L.E. 5,040,000 

ELECTRICAL DISTRIBUTION 

@ L.E. 7000/FE x 180.0 FE = L.E. 1,260,000 

SITE RECLAHATION 

1050 x 500 x 3 = 1,575,000 C.M. 

L.E. .25/C.H. x 1,575,000 C.UI. = L.E. 393,750 

TOTAL = L.E. 7,542,150 
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PHASE VII 777,600 S.M. 192.2 Acres 185.1 FE 

ROADS 30 M (only) 

1000 + 680 + 550 + 640 + 360 + 360 = 3590 M 

3590 x 16 = 57440 SM @ L.E. 7/S! = L.E. 402,080 

FENCE 

1050 + 670 = 1720 @ 400/M = L.E. 688,000 

WATER, SEWERS AND RAIN DRAINAGE 

@ L.E. 28,000/FE x 185.1 FE = L.E. 5,182,800 

ELECTRICAL DISTRIBUTION 

@ L.E. 7000/FE x 185.1 FE = L.E. 1,295,700 

SITE RECLAMATION 

1050 x 550 x 3 = 1,732,500 C.H. 

L.E. .25/C.M. x 1,732,500 CM = L.E. 433,125 

TOTAL = L.E. 8,001,705 
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CIIAPTEi'R IV 

FREE ZO1i: [rCI;NT1VIES AN;D INDUCEIIENTS
 

The particular attraction of an investor for the Egyptian Free Zones
 

is based solely upon the profit motive. Specific components of the
 

profit motive to which free zones appeal are: a) expansion of sales
 

opportunities, and b) reduction of production and distribution expenses.
 
The major expense reduction elements to which Egypt will appeal are labor
 

costs, reduced tariffs on products, and shipping/duty savings.
 

At this time, a general recap of free zone advantages is presented
 

in order to add the specific Egyptian inducements to the general ad

vantages.
 

1. 	 Avoid fines for improperly marked goods. Change marking before
 

goods reach customs territory.
 

2. 	 Avoid import quotas--no quotas exist within a zone--store
 

merchandise until entry can be made under quota limitations.
 

3. 	 Save import duties on merchandise tr be re-exported.
 

4. 	 Save costs by testing, repairing, or returning substandard
 

imported merchandise before entering customs territory.
 

5. 	 Save duty by manipulation within zone. Duty rate may be
 

lowered by assembly or disassembly within zone.
 

6. 	 Save duty by combining imported merchandise with domestic
 

merchandise and labor within zone for export. Imported
 

merchandise never enters customs territory; therefore, no
 

duties are collected.
 

7. 	 Save duty on processes characterized by scrap, shrinkage, or
 

evaporation. Duty levied only on goods entering customs
 
territory.
 

8. 	 Improve cash flow by storing imported merchandise subject to
 

curing or aging process within zone. Duties are postponed
 
until actual entry into customs territory.
 

9. 	 No bond required for missing documents. Merchandise can be
 
stored until documents are located.
 

10. 	 Retrieval of duties paid on imported merchandise can be
 
obtained; i.e., drawback, by using a zone.
 

11. 	 Save insurance costs. Premiums based only on value of goods
 
insured plus freight (taxes/duties are excluded).
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12. 	 Sell merchandise within zone. Exhibit and sell products before 
they 	enter customs territory.
 

13. 	 Market directions can be changed without payments of duties; 
user can "re-export" without quota or duty obligation. 

A. 	 EGYPT'S ADVANTAGES
 

Geographically, Egypt and the Suez Canal offer ready access to
 
Europe, Africa, and Iliddle East/Asia. The following tables and chart 
show 	that:
 

o 	 The Egypt North Coast offers direct shipping to the Mediter
ranean. For countries bordering the Mediterranean, Egypt is 
convenient to 300 million people with Gross Domestic Products 
(GDP) 	worth $970 billion.
 

0 	 Egypt offers preferential tariff agreements to the 260 million 
person $1,390 billion GDP European Common Market. 

o 	 The Suez area is convenient to the Mtiddle East/Asia countries 
and to Africa ports. Specific country targets offer: 

Africa/MIiddle East/Asia: 60 million people and $65 billion 
GDP.
 

Table IV-1 identifies the specific country allocations, population, GDP 
and air distance to Egypt's nearest port. 

A potentially important Preferential Treatment Agreement was signed 
between Egypt and the European Economic Community (EEC) in 1977. Egypt 
is also a member of the Arab Common Harket, permitting entry of goods 
duty free. These treaties are of unlimited duration and will provide 
Egypt 	and its free zone investors access to most of the major trade
 

markets in wetern Europe and Asia. Egypt, like the member nations of 
the Common Market, will have no tariff placed on its industrial goods 
entering EEC countries. This is valid only for goods manufactured 
entirely in Egypt, or which have at least undergone "sufficient working 
or processing" in Egypt. Until at least 1980, there will be some
 
restrictions on the annual volume of particular items (e.g., refined 
petroleum products, phosphate fertilizers, cotton yarn, and woven 
products) which may be imported duty-free, but restrictions on most 
products have been eliminated.
 

While Egyptian goods will necessarily incur some transportation 
costs en route to Europe, they should still be very price-competitive 
with European-made goods because of the substantially lower labor costs 
in Egypt. Egypt will, of course, also have a cost advantage over the 
many other nations which do not have preferential trade agreements with 
the EEC, and which, therefore, will be subject to duties on their 
products going to EEC countries.
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BULGARRIAI 

M VOROYD 
F 

EGYPT' 

EUROP 

LRIBYA 

THRARFS 

EXPO T AI MRE 
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Area/County 


EUROPE
 

France 

Greece 

Italy 

Spain 

Yugoslavia 


MID-EAST
 

Cyprus 

Israel 

Jordan 

Lebanon 

Oman 

Saudi Arabia 

Syria 

Turkey 

Yemen 


Population(1) 


53.0 

9.0 


56.3 

35.2 

21.6 


0.7 

3.6 

1.7 

3.1 

0.8 

7.5 

8.0 


40.8 

4.7 


TABLE IV-1
 

REGIONAL ECONOMIC INDICATORS
 

DEMAND
 

Gross National Product 
 Value of Imports 

(s Millions) 


$53,600(4) 

$ 6,013(5) 

$47,600(6) 

$18,654(7) 

$ 9,600(6) 


$ 308(4) 

$ 4,g50(6) 

$ 1,420(6) 


NA 

$ 800(6) 

$15,000(6) 

$ 2,638(6) 

$ 5,100(5) 

$ 948(6) 


Distance
 
From Egypt(3)
 

2,500
 
1,000
 
1,700
 
2,800
 
1,900
 

400
 
200
 
300
 
400
 

2,700
 
1,200
 
400
 
600
 

2,100
 

Total(2) 


$458,900 

$ 26,689 

$196,132 

$118,000 

$ 45,590 


$ 790(5) 

$ 14,510 

$ 1,918 

$ 3,000(8) 

$ 2,100 

$ 54,675 

$ 6,665 

$ 40,600(5) 

$ 1,143(5) 


Per Capita 


$8,650 

$2,965 

$3,485 

$3,350 

$2,110 


$1,130 

$4,030 

$1,130 

$ 970 

$2,625 

$7,290 

$ 835 

$ 995 

$ 245 




TABLE IV-1 (Continued) 

REGIONAL ECONOMIC INDICATORS 

DEMAND 

Cross National Product Value of Imports Distance 
Area/County Population(l) Total(2) Per Capita ($ Millions) From Egypt(3-) 

AFRICA
 

Algeria 16.9 $ 19,271 $1,140 $ 6,600(6) 3,700 

Egypt 39.2 $ 17,400 $ 445 $ 5,400(6) -

Ethiopia 28.0 NA(9) NA(9) $ 268(10) 1,800 
Libya 2.9 $ 17,515 $6,040 $ 3,212(6) 900 

Somalia 3.2 NA(9) NA(9) $ 175(10) 2,700 
Sudan 17.0 $ 4,285 $ 250 $ 813(4) 1,600 
Tunisia 6.0 $ 4,960 $ 825 $ 1,766(6) 1,800
 

Notes: (1) Population in millions of persons (estimated).
 
(2) Gross National Product in millions of U.S. dollars (1977 estimate) unless otherwise noted.
 
(3) Kilometers between closest major ports/cities (air distance).
 
(4) Data is for 1975.
 
(5) Data is for 1976.
 

(6) Data is for 1977.
 
(7) Data is for 1978.
 

(8) Due to turmoil in Lebanon, latest available data is for 1973.
 
(9) Data is not available. 

(10) Data is for 1974.
 



However, it must be considered that only certain Egyptian industrial
 
goods will be competitive on the EEC market. Transportation costs will
 
likely make some products too expensive. Also, the EEC countries are 
among the most highly industrialized in the world, and maintain a high 
rate 	of technology and efficiency in their manufacturing processes; there
 
are no duties on goods flowing from one member nation to another, which 
gives each EEC country preferential access to the manufactured products 
of the others. In addition, other countries aside from Egypt have 
signed, or will likely sign, preferential treatment agreements with the 
EEC, potentially adding to the competition. Thus, while the important 
EEC markets are more readily accessible with the treaty than they 
otherwise would be, it is certain that not all Egyptian manufactured 
goods could be competitive. Transportation costs, labor cost savings, 
and competition sources should be carefully analyzed for various 
commodities to determine which could be most competitive in the EEC 
market while operating from an Egyptian Free Zone. A concentrated effort
 
may then be made to attract investors representing their industries to 
the zones.
 

A review of some neighboring lesser developed countries' basic
 
economic data further emphasizes the potential export market which will 
likely attract investors to the region.
 

o 	 Algeria: It is estimated that the 1977 population was 16.9 
million persons, of which 43 percent could be classified as 
urban. Its growth rate (3.2 percent) is one of the highest 
among North African and Middle East countries. Gross Domestic
 
Product is estimated at $19.6 billion (1977), or approximately 
$1,160 per capita. While agriculture is the main source of
 
livelihood for the majority of the country's 3.8 million 
workers, petroleum and gas serve as the main support of the 
economy. Imports in 1977 are estimated at $6.6 billion up 29 
percent from a year earlier and consisted primarily of: 
industrial equipment, iron and steel products, motor vehicles, 
machinery and parts, and aircraft.
 

0 Israel: The population is estimated at approximately 3.7
 
million persons (1977) with an annual growth rate of three 
percent. The economy is heavily dependent on foreign trade 
although it maintains a high level of industrialization and 
rapid growth. Imports in 1977 were estimated at $4.85 billion 
up 17 percent from 1976 and consisted primarily of rough 
diamonds, raw materials, fuel, machinery, and transport equip
ment. Trade prospects identified by the U.S. Department of 
Commerce include: electronics industry production and test
 
equipment, electronic components, computers and peripheral 
equipment, engines and mechanical power equipment, metal 
working equipment, and health care equipment.
 

o Jordan: The 1977 population is estimated at two million per
sons increasing at the rate of 3.3 percent annually. Gross 
National Product in 1977 was about $1.9 billion. Imports grew 
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by 39 percent between 1976 and 1977 to $1.42 billion primarily 
in electric and non-electric machinery, transportation equip
ment, crude oil, food stuffs and manufactured goods. Identified
 
trade prospects include: tractors; irrigation and agricultural
 
equipment; construction, mining, and materials handling 
equipment, medical supplies and health care equipment; building
 
materials and supplies; air conditioning and refrigeration 
equipment; telecommunications equipment; and electric power 
equipment.
 

0 	 Lebanon: Due to the recent turmoil in Lebanon, only partial 
information concerning the economy is available. Estimates of 
the 1974 population suggest three million persons although 
large emigrations occurred during the civil war and is only now 
subsiding with parts of the population returning. Estimates of
 
the 1977 gross national product are believed to be 30 to 40 
percent below the 1974 level of $3.6 billion.
 

o libya: The 1977 population is estimated at 2.9 million persons 
with a growth rate of 3.6 percent. The gross domestic product 
is estimated at $19.4 billion or nearly $6,700 per capita. 
Petroleum contributes approximately 56 percent of the GDP. 
Imports in 1976 were estimated at $3.2 billion primarily in 
foodstuffs, oil drilling equipment, machinery, motor vehicles, 
power generating equipment and clothing. Some identified trade 
prospects include: agricultural equipment, pumps, transport 
and communications, equipment, building materials, health care 
and educational materials, construction machinery, consulting 
and other technical services. 

o 	 florrocco: With a 1977 population of 18.4 million persons, 
Korrocco is one of the largest of the lesser developed coun
tries in the region. Its economy is primarily agricultural 
with growing manufacturing, tourism, and mining sectors. Gross 
National Product in 1976 was estimated at $8.4 billion. The 
value of 1977 imports is estimated at $3.3 billion up 27 
percent from 1976 and included primarily: crude petroleum, 
cereals, sugar, industrial machinery and equipment, and iron 
and steel products.
 

o 	 Oman: Oman's population is the smallest in the region with 
only 772,000 persons in 1977. Its Gross National Product is 
estimated at $2.1 billion, 70 percent of which comes from the 
oil sector. Imports consist of construction machinery, build
ing materials, iron pipe, electric power generating equipment, 
foodstuffs, motor vehicles, air-conditioners, and other con
sumer durables. The value of imports is estimated at nearly 
$1.2 billion. 

o 	 Saudi Arabia: Saudi Arabia's population is estimated at 
approximately 7.5 million persons of which 1.5 million are 
expatriots. Gross Domestic Product in 1977 was approximately 
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$58 billion or $10,000 per capita. Of the GDP, oil accounts 
for 80 percent. Imports in 1977 were value at near $15 billion 
an increase of 36 percent over 1976. Principal imports were: 
building materials, construction equipment, household furnish
ings and appliances, industrial machinery, aircraft and 
avionics, food stuffs, and transportation equipment. Trade 
prospects identified by the U.S. Department of Commerce 
include: building and construction equipment, prefabricated 
building systems, iIustrial equipment, materials handling 
equipment, office furnishings and machines, small computers and
 

software, electrical power generation and distribution equip
ment, water resources equipment and purification equipment, 
distribution and recovery systems, hospital equipment and
 
services, and food stuffs.
 

0 Syrian Arab Republic: The estimated 1977 population is eight 
million persons growing annually at 3.4 percent. Syria's 
economy is primarily agricultural with a growing industrial 
sector. Gross Domestic Product is estimated at $2.19 billion 
in constant 1963 dollars. Imports wre valued at $2.64 billion 

in 1977 and consisted primarily of: metal and metal products, 
machinery, transport equipment, food stuffs, and fuels.
 

0 Tunisia: The 1976 population is estimated at six million
 
persons with an average 2.3 percent growth rate, one of the 
lowest in the region. Agriculture is the principal employer 
for the labor force estimated at 1.4 million persons. 
Tunisia's Gross National Product is nearly $5 billion (1977) or 

approximately $875 per capita. Imports in 1977 were valued at 

$1.77 billion up 16 percent from 1976 with principal products 
consisting of: machinery, wheat, vegetable oil, iron and steel 
products, and petroleum. 

In the aggregate, viable export markets within the North Africa and
 
Mid-East region show excellent potential for several product sectors 
including: transport equipment, materials handling equipment, health 
care equipment, machinery, industrial equipment, metal and metal 
products, agricultural equipment, computers and software, and air
conditioning and refrigeration equipment.
 

In addition to its location to export markets, Egypt offers the 
investor a 40 million person domestic market and a Gross Domestic Product 
approximating $8 billion. Favorable duty credits are applied on goods 
exported to Egypt from the free zones. Egypt also offers a labor force 
estimated at 16 million persons between the ages of 20 and 60. The labor 

force is, on the whole, adequately balanced between skilled and unskilled 
workers, although shortages of skilled labor do exist within certain 

sectors.
 

The Egyptian labor wage rates average, on a per diem basis, the 
following amounts:
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Unskilled Labor $2.50/per diem 

Semi-skilled Labor $5.00/per diem 

Skilled Labor $10.00/per diem 

A minimum wage level of approximately $2.00/per diem applies, although 

$2.50 daily appears to represent the 1979 unskilled labor average.
 

Studies by the ILO and UNIDO on labor statistics are summarized below and
 

highlight the favorable Egypt position (Table IV-2, summary of wages):
 

Additional free zone advantages offered by Egypt include:
 

o 	 Privileged regulations for oreign investment such as: 

--Legal assurance against confiscation or nationalization, 

-- Exception from traditional "public sector" laws, 

--Exception from many labor laws,
 

--Maintenance of foreign exchange account and profit remittance
 

asburances, 

--Exemption from taxation for significant holiday periods.
 

o 	 Egypt is the most industrially advanced of the Arab nations, 
which results in: 

--A railroad infrastructure of approximately 3,600 km,
 

--Over 9,000 km of paved roads,
 

-- Major ports at Alexandria, Suez, and Port Said with new port 

facilities and expansion underway,
 

--Major air transport facilities in Cairo,
 

-- A major upgrading and expansion of the nation's telecommuni

cations system,
 

--A cosmopolitan environment.
 

B. 	 FREE ZONE FINANCIAL INCENTIVES AND COSTS
 

Law 43 exempts free zone projects from virtually all Egyptian taxes.
 

However, the projects are subject to dues payable for free zone services 

and to an annual duty which will not exceed one percent of the value of 

goods entering or leaving the free zone as part of the project's 

business. If, however, the project's main activities do not include the 
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TABLE IV-2
 

FREE ZONE ANALYSIS
 

COMPARATIVE LABOR STATISTICS
 

EUROPE, AFRICA, MIDDLE EAST, ASIA
 

Work Consumer Disputes 

Country 
1973 Dollars/Hour(i) 

Unskilled Skilled 
Week(2) 
Hours 

Prices(3) 
1970 = 100 

Reported 
Number Workers 

Work Days 
Lost Year 

Austria 0.70 - 0.80 0.85 - 1.00 34 161 - 2,352 589 1976 

Denmark 
Finland 

3.20 
1.80 

- 3.50 
- 2.20 

3.80 
2.20 

- 4.00 
- 3.00 

33 
38 

189 
227 

228 
1,633 

36,305 
738,630 

229,700 
2,374,700 

1977 
1977 

Ger. Fd. 
Ireland 

Rep. 2.60 
0.90 

- 3.00 
- 1.25 

3.20 
1.50 

- 3.60 
- 1.75 

42 
43 

146 
250 

-
175 

34,437 
33,805 

23,681 
442,145 

1977 
1977 

Sweden 
Switzerland 

4.00 
2.50 - 3.00 

5.50 
3.50 - 5.00 

31 
45 

180 
149 

35 
9 

13,101 
1,380 

87,151 
4,649 

1977 
1977 

Gibralter 0.90 - 1.00 1.00 - 1.20 45 246 - - 17,000 1976 

Greece 0.80 - 1.00 1.00 - 1.20 41 227 N/A N/A N/A N/A 

Italy 
Spain 

1.60 - 1.80 
0.50 - 0.70 

2.50 - 3.00 
1.00 - 1.50 

39 
42 

237 
259 

3,308 
1,194 

13,802,955 
2,955,000 

16,566,143 
16,641,700 

1977 
1977 

Bahrain 
Lebanon 
Liberia 
Libya 
Mauritius 

2.90 - 3.30 
0.50 - 0.60 
0.15 - 0.25 
0.40 - 0.80 
0.43 - 0.53 

8.00 - 9.50 
0.70 - 1.00 
0.30 - 0.40 
1.50 - 2.50 

-

N/A 
N/A 
N/A 
N/A 
N/A 

N/A 
N/A 
190 
138 
220 

N/A 
N/A 
N/A 
N/A 
41 

N/A 
N/A 
N/A 
N/A 

9,629 

N/A 
N/A 
N/A 
N/A 

11,644 

N/A 
N/A 
N/A 
N/A 
1977 

Morocco 
Senegal 

0.40 - 0.80 
0.25 

1.50 - 2.50 
0.50 

N/A 
N/A 

132 
212 

421 
N/A 

60,433 
N/A 

375,802 
N/A 

1977 
N/A 



TABLE IV-2 (Continued) 

FREE ZONE ANALYSIS
 

COMPARATIVE LABOR STATISTICS
 

EUROPE, AFRICA, MIDDLE EAST, ASIA
 

Work Consumer Disputes 
1973 Dollars/Hour(1) Week(2) Prices(3) Reported Work Days 

Country Unskilled Skilled Hours 1970 = 100 Number Workers lost Year 

Hong Kong 0.32 - 0.68 0.98 - 1.63 N/A 118 38 4,460 10,814 1977
 
India 0.15 - 0.40 0.20 - 1.39 N/A 175 2,653 1,876,710 21,214,281 1977
 
Korea 0.30 - 0.50 0.80 - 1.50 53 260 58 7,975 8,294 1977
 
Malaysia 0.15 - 0.24 0.70 - 1.16 N/A 153 40 7,783 73,729 1977
 
Philippines 0.15 - - 0.25 - - 44 200 30 30,183 N/A 1977
 
Singapore 0.24 - 0.47 0.55 - 0.95 49 127 1 406 1,011 1977
 
Taiwan 0.22 - 0.30 0.80 - 1.00 N/A N/A N/A N/A ,N/A N/A
 
Thailand 0.25 - 0.40 0.80 - 1.20 N/A 173 7 4,868 12,331 1977
 

Egypt 0.25 0.37 - 0.44 42 166 5 1,042 2,541 1977
 

Notes: (1) UNIDO - 1973. 
(2) International labor Office - 1977, Manufacturing - 1978 yearbook.
 
(3) International Labor Office - 1977, General - 1978 yearbook.
 

Source: Reynolds, Smith and Hills, 1979.
 



import or export of goods, then the duty will be determined by the Free 
Zone Board of Directors, giving consideration to the nature and value of 
the activities. In any case, the- duty will not exceed three percent of 
the value added of the project. 

Export duties and other taxes appropriate under Egyptian law are 
levied on Egyptian goods and materials which enter the free zone. Like
wise, customs duties and taxes are paid on goods entering Egypt from the 

free zones, the same as if they were imported from abroad. The duties 
are based on the ad valorem value of foreign components contained in the 
products (Egyptian components have already been taxed), with a 50 percent 
reduction if local components (including labor) constitute at least 40 
percent of the product. 

A review of some free zones indicates that taxes are often imposed 
but called by various other terms.
 

o 	 Jordan imposes what they call a "social welfare tax" of 
one-half percent on the value of all goods imported into the 
free zone. Many zones charge various fees for loading and 
discharging services through their gates in addition to the 
transportation and handling costs, such fees could be based on 
value or volumes and revert back to the zone administration. 

0 	 The Ivory Coast's free zone at Port d'Abidjan imposes on free 
zone 	users "export duties" ranging up to 30 percent. They have
 

a value-added tax system which reduces taxes on items in the 
free zone from 20 percent + to nine percent + or can increase 
the taxes to 33 percent + on certain specific commodities.
 

0 	 Successful zones such as those at Shannon and Colon do not 
impose taxes. They do, however, have certain minimum labor 
requirements.
 

Some free zones tax investment capital from foreign interests in 
free zones. Tanzania and Tunisia apply taxes at the wholesale level of 
trade ranging from 10 to 20 percent in Tanzania, and at 14.1 percent in 
Tunisia for what is called a "production tax" on all imported and 
domestically produced goods including the value of transportation.
 
Honduras applies a three percent general sales tax on EVERY transfer of 
ownership where a specific sales tax is not already decreed, whether or 
not the merchandise is held in the free zone. Freeport in the Bahamas 
also 	imposes a general sales tax on any transfer of ownership. The free
 

ports of Singapore and Hong Kong impose ad valorem duties on just about 
all commodities and products in spite of their duty-free status.
 

Most free zones also impose some form of "property use tax" whether 

property is sold or leased and, although not directly related to the 
volume or value of merchandise held on that property, the volume of 
business and need for property can have some bearing on this tax. A 
summary of competitive free zone statistics is shown on Table IV-3.
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TABLE IV-3
 
FREE ZONE A14ALYSP
 

Number of 
Free Zones/ 

Country Free Ports 

Libya 1 

Morocco 1 

Tunisia >40 

Gibraltar 1 

Greece 3 

Italy 16 

Spain 15 

Yugoslavia 8 

Bahrain I 

Israel 2 

Jordan 1 

Lebanon 3 

C011PETITIVE 

Approximate
 
Area in 


Sq. Meters 


60,800 

36,000 


28,330,000 


11,150 


1,161,700 


986,660 


>7,000,000 


>3,000,000 


>75,279 


>471,000 


1,800,000 


>2,207,000 


FREE ZONES 

Pre-Built Facilities & 
Ave. Rent/Sq. M./Yr. 

Other 
Facilities 

Warehouses-$13 Dock 

Warehouses-$19.40 Railroad; 
Dock; Elec. 
$0.03-$0.06/ 
KWh 

Warehouses-N.A. 
Industrial $19.70 

Docks, rail
roads at 
most zones; 
Elec. rates 

varies 

Warehouses-$12 Docks 

Warehouse-$9 Docks 

Warehouses(Covered)-
$13.20-$448, (Open)-$2; 
Industrial-$17.80; some 
by weight 

Docks; 

roads 

rail

Warehouses-N.A.;Cold 
storage-N.A. ;Indus-
trial-N.A. ;Range=$6.50
$10.80 

Docks; rail
roads 

Warehouses (Covered)-
$12; Warehouses (Open) 
-N.A.; Cold storage-

N.A.; Industrial-N.A. 

Tanks; pipe
lines; docks; 
railroads; 

grain eleva
tors 

Warehouses(Covered)-

$56-$112; (Open)-N.A. 
Docks 

Warehouses(Covered)-
N.A., (Open)-$21 

Docks 

Warehouses-N.A.; Cold 
storage-N.A. 

Docks 

Cold Storage-Warehouses 
(Covered)-$13; (Opirn)-

N.A. 

Docks 
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TABLE IV-3 (Continued)
 

Average Labor 
Country Rates $/Day 

Libya 	 Ave.=$6.76; 

S=$10 


Morocco 	 UN=$7.20-$12 
S=$20-$24 

Tunisia 	 UN=$6-$8 

S=$10-$16 


Gibraltar 	 UN=$10-$12 

S=$16-$20 


Greece 	 UN=$10-$12 

S=$16-$20 


Italy 	 UN=$16 
S=$32-$40 


Spain 	 UN=$8 
S=$12-$16 

Yugoslavia 	 UN=$4-$5.60 
S=$6.40-
$9.60 

Bahrain 	 UN=$6.50-$9 
S=N/A 

Israel 	 UN=$7-$16 

S=$24 


Jordan 	 UN-$9.60 
S-$19.20-
$22.40
 

Lebanon 	 N.A. 


Duties on 

Exports to 

Local Markets 

Must pay all 
normal duties 

Must pay 	all 

normal duties 

5 yr. exemp-

tion on duties 

and taxes 


tlust pay 	 all 
normal duties 


Ilust pay all 

normal duties 


Ilust pay 	 all 
normal duties 


Must pay 	 all 
normal duties 


Must pay 	all 
normal duties 

Must pay 	 all 
normal duties 

N/A 


Must pay 	 all 
normal duties 


Hust pay 	all 

normal duties 


Foreign 

Existing Exchange 
Activities Controls 

only few indust. & Exchange 
warehouse operations Guaranteed 

Numerous ind. & ware- Foreign acct. 

house operations required. Some 
controls on re
patriation of 
foreign currency 

Numerous ind. & ware- Various guaran

house operations tees on repatri
tion 

Numerous warehouse Full freedom of 

users exchange 

Various ind. & ware- Some exchange 

house users control regula
tions 

Numerous warehouse Exchange 
users & ind. guaranteed 

Zones specialize Some foreign 
numerous warehouse exchange regu

users, various ind. lations 

Zones specialize Exchange must 

numerous warehouse be handled in 
& various industries free market 

Zones specialize Some Foreign 
numerous warehouse exchange regu
& industrial users lations 

Some warehouse No exchange 

& light industry controls 

Very few warehouses Exchange 
& industries guaranteed 

Local importers & No exchange 
small businesses controls 

Note: UNUnskilled; S-Skilled 
Source: 	 Tax-Free Trade Zones of the World, W.H. & D.B. Diamond, 1979, Vol. I & 2
 

Reynolds, Smith and Hills, 1979.
 
I 11 A% 

http:S-$19.20
http:UN-$9.60
http:UN=$4-$5.60
http:Ave.=$6.76


There are no exchange control laws affecting the Egypt's free zones, 
and there are some advantageous procedures which must be considered. For 

example, according to Law 43, a free zone project's invested capital can 
take several forms, including: 

1. 	 Free foreign currency used in Egypt by an investor to implement
 

or expand a project; 

2. 	 Equipment (including transportation), machinery, raw materials,
 
and other commodities imported to meet the physical plant needs
 

of a project;
 

3. 	 Free foreign currency used in Egypt to finance studies or to 
cover the initial costs of the investor; and 

4. 	 Profits realized by a project which are utilized in increasing 
capital. 

This 	capital is exempted from custom duties and all other taxes and 

dues. However, the investors may not domestically dispose of any capital
 
asset without obtaining approval of the Authority or Board of Directors 
and incurring taxes and duties on used assets. The Authority should 

assure that this formality is the same as the approval procedure used for 
importing any other goods from the free zones.
 

Invested capital for free zone projects, such as machinery, raw 
materials, and other commodities and expenses related to the establish

ment of the project is to be paid for in free foreign currency through an 

authorized bank. Each project licensed for a free zone can maintain a 
foreign currency operating account at an authorized bank in Egypt. This 

account is used to make all local payments relating to the project's 
activities in the free zone, and shall maintain a minimum balance fixed 
by the Authority. Transactions made with this account are made free of 
Egyptian exchange control laws. No special permission is required from 
the Authority to transfer funds abroad from this account in connection 
with profits or expenses connected with the project. 

In addition, each investor may have a local currency account, used 
to cover miscellaneous operating expenses in the zone. The Authority 
sets limits for this account. Each project must submit a declaration of 
all local expenses every six months to the Authority. 

C. 	 INVESTOR ACTIVITY 

The initial license (lease) issued to an investor is not an approval 

to construct a building. This approval must be obtained from the 
Authority before any construction is begun. Buildings which are 
constructed without approval can be removed by the zone at the investor's 
expense. The process of drawing up construction documents and submitting
 
them 	 for approval normally takes place within the six months following 
the approval of the application. That period may be extended by the 
Board of Directors of the free zone if it is deemed appropriate. 
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The Free Zone Sector has possession and ownership of the land by
 

parliamentary decree or assignment. All utility lines, roads, fences,
 

administration, and control buildings are added by the Authority to
 

develop the land. The only buildings built for investors on free zone
 

lands currently are "standard factories" at Nasr City. These are three
 

concrete framed masonry buildings intended for "light industry" only.
 

All other investor-occupied buildings and enclosures are constructed by
 

the investors for their specific activity and are their property. At the
 

completion of their lease, if it is not renewed, the buildings are either
 

removed or become the property of the Authority. Investors do not
 

sublease space to others.
 

Lease terms are usually ten years for warehousing, 25 years for
 

manufacturing, with a renewal clause for additional time. If an investor
 

wants less time (five years) it could be arranged, but in the case of
 

property which will have a permanent building, the building cost could
 

not be amortized over the shorter period.
 

The lease prices charged to investors in the pub'.ic free zones are
 

calculated by square meters and vary with the type o:: project and with
 

the zone. The difference in rent between zones reflects differences 
in
 

development costs and supply of land. Also, the higher rent charged for
 

warehousing and cold storage projects helps offset the generdlly lower
 

annual duty collected from these operations and the lesser advantages (as
 

outlined in Law 43) of these firms as opposed to industries. In 1979,
 

the annual lease rates were:
 

Dollars/Square Meter
 

Location Industrial Non-Industrial
 

Cairo $1.50 $3.00
 
Alexandria $1.00 $3.00
 

Port Said $1.50 $2.50-$4.00
 

Suez $1.00 $1.50-$4.00
 

It is somewhat surprising that the difference in rent prices between
 

industrial projects and warehouses is so low in the Port Said and Suez
 

Free Zones. both zones are attempting to attract a greater number of
 

industrial firms, and are downplaying warehousing. While the Board of
 

Directors can always reject warehouse applications, it might be better to
 

simply let the rental rate rise for new warehousing operations to what a
 

rather select market will bear. In Port Said, most warehousing firms
 

will undoubtedly seek to locate in the free city itself. At the same
 

time, more land would be available in these zones for manufacturing.
 

The license issued to an investor includes the amount of a guarantee
 

deposit which is required from the investor. The deposit is calculated
 

using a somewhat complicated formula based on gross average wages and
 

salaries for one year, the annual levy, estimated customs taxes and
 

duties, rental value of the land, and the amount paid for Authority,
 

customs, and security services. Certain deductions in the total
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guarantee deposit are available to investors. The guarantee deposit .:an 

be drawn on to pay some of the investor's financial obligations such as 

rent, social insurance, etc.
 

Some of the deposit (for public free zone projects) is held against 

damage and misuse of infrastructure, and for fines levied on various 

violations. The violations are listed in Section Six of Decree No. 375 

of 1977. The fines for such violations 	 are listed in Article 57 of Law 

The maximum fines are obviously43, and range from L.E. 5 to L.E. 200. 


too low to deter an investor from violating the law if it is to his 

financial advantage. 

The Free Zone Sector apparentl-' realizes this fact. It was noted 

that they withhold the issuances of licenses to import goods punishas 
; 

ment and as a deterre,,t. It is recommended that this practic be 

stated in legal documents available to theassessed as it is not clearly 
investors, nor is it in the best interests of the Free Zone Sector. It 

costs the Free Zone Sector in terms of lost revenue to withhold licenses, 

while fines may increase revenue. If the Free Zone Sector wishes to 

the fines to a more logical, yetdeter violations, it should increase 

still fair, rate. If the practice of withholding licenses is considered 

a successful deterrent, then it should be spelled out clearly in a legal 

so it will have the greatestdocument and distributed to investors, 
effect.
 

D. OPERATIONAL IMPACTS OF LAWS AND ORGANIZATIONAL STRUCTURE 

1. Duties and Taxes
 

Egypt's free zone restrictions and tariffs are not considered a 

deterrent to expansion of the free zones. The one exception to which 
one to three percent duty.further thought should be given relates 	 to the 

The Free Lone Sector has since prepared clarifications of the cal
how the duties areculations of these duties, making it clearer just 

determined for various types of projects. The Free Zone Sector should 

make multiple copies of these guidelines and distribute them to potential
 

and existing investors, to eliminate some of the expressed confusion on 

the matter.
 

This duties' system seemingly presents a rather large and complex 
annual basis. It is understoodaccounting task for each investor on an 


that, given the licenses already issued, it would be difficult to change 

the system. However, the elimination of the annul duty, and an increase 

in the rent per square neter, would guarantee the Free Zone Sector a 

of revenue. A standard rent would encourage thesteady and simple source 
high volume industrial firms which the Free Zone Sector wishes to attract 

to the free zones, since a higher volume of business would not raise the 

duties. The higher business volume would in.:rease employment, and 

potentially the level of technology used in the facility. Most firms 

would probably welcome a higher rent and the elimination of the annual 
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duty. This system would only discriminate against the low volume ware

houses, which do not truly meet the intent of Law 43 in any case. 

If it is extremely difficult or impossible to initiate the above 

system, the existing method for calculating the annual duty might be 

somewhat improved if a system of decreasing rates were installed. In 

this case, the one percent factor could be applied to, for example, the 

first L.E. one million of business, 0.75 percent on the L.E. five
 

million, and 0.50 percent on everything thereafter. Again, this would 

encourage larger business firms (and larger business from existing
 

firms), and would better reflect the lower unit cost of services provided 

by the Free Zone Sector for big business firms. 

Also, as long as the Free Zone Sector's revenue exceeds its costs by 

a reasonable amount, once the zones are completely operating there would 

appear to be no real need to set a time limit on the tax-free status of 

investors. The "profit" of the Free Zone Sector represents a gain by the
 

Government of Egypt, which theoretically can be used to maintain the 

infrastructure outside the free zone, for national defense, etc. These 

are services required by the investors, to which, like other firms, they 

should contribute (through their rent and annual duty).
 

2. Decision Making
 

The free zone investor requires streamlined decision authority in 

the free zones, upon which all matters relating to their investment and 

operation can be involved.
 

It is obvious from prior sections that while the General Authority 

for Investment and Free Zones has general control over the operation of 

free zones in Egypt, various other Boards, Councils, and Ministries are 

involved in free zone operations. There is, generally, only one person 

directly linking these groups with the Authority, and no person common to 

all the different Boards.
 

It appears that there are presently too many individuals involved to 

varying degrees with making policy for the free zones. The Authority in 

Cairo, its semi-autonmous offices in tile public free zones, the &uard of 

Directors of the Authority, those Boards of the individual free zones, 

and the Supreme Investment Council are each makin- decisions which shape 

the direction which the various free zones (as well as private zones) are
 

going. A comprehensive program, drawn up by the Free Zone Sector in 

conjunction with the Directors General of the public free zones, and 

approved by the Board of Directors of the Authority, would serve to link 

each of the various groups controlling the free zones to a common plan, 

much as Law 43 links them to common goals and legal guidelines. 

The current system is designed to give each free zone a significant 

degree of autonomy, which theoretically enables people wit? a better 

understanding of the local economy, needs and infrastructure to make 

decisions on the operation of the local free zone. One major disadvan

tage cvf this system is that in the absence of comprehensive planning for 
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free zone contribution to the national economy, the public free zone 
concept becomes a regional--as opposed to a national--development scheme. 
Since the free zones are viewed as being important to national develop
ment, i-, follows that definitive objectives for each free zone (public 
and private) be drawn up. At present, each public free zone is operating 
independently of the others. It may be that warehousing is more 
restricted in Port Said than in Alexandria, or that a priority for 
development in one zone may not be important in another. However, no 
real overall plan appears to exist to guide the development of each zone, 
other than various lists of preferred industries, goals for infrastruc
ture, and laws appropriate to the operation of all free zones.
 

With each zone acting independently of the others, it is expected 
that some important economic factors are being overlooked and it may be 
appropriate to designate particular industries to be emphasized in 
particular zones. For example, Alexandria could be designated as a 
European export processing center, and the zone could strive to attract 
various industries and services related to food processing, such as 
packaging, canning, cold storage, food brokerage, carton manufacturers, 
canneries, printers, etc. While it may not be practical or necessary to 
have all these firms in one free zone, the attraction of such "linked" 
industries can be very important. It would certainly add to the competi
tiveness of these industries by cutting the costs of shipping goods 
between the firms. Of course, there are many other factors to be con
sidered in locating an industry. Continuing with this example, all of 
the public free zones may have advantages for certain end-use markets 
owing to their location, infrastructure, etc., and probably none of the 
zones should be excluded from accepting a particular firm. Yet it might 
be beneficial for the Free Zone Sector to derive an overall program which 
designates industries which should be emphasized in the particular free 
zones.
 

3. Investor Processing
 

Applications for a license to operate a business in Egypt's free 
zones are available at the Authority's headquarters in Cairo, and at the 
offices of each of the public free zones. Investors interested in 
applying for p-ivate free zone status must apply through the Authority's 
main office in Cairo, while those interested in establishing an operation
 
in a public free zone must work through the free zone office at that 
particular zone. The application process is outlined on the following 
two pages in Exhibits IV-1 and IV-2. 

The application form itself is rather lengthy (over 40 pages), and 
is somewhat complex. It should be noted that assistance is often 
required to properly complete the form. 

The Information Office and the Project Evaluation Section at the 
Authority's headquarters in Cairo are the principal places where a poten
tial investor in a private free zone can get assistance in completing the 
form. The public free zone offices attempt to help their potential
 
investors complete the application without sending the investors to the 
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EXHIBIT IV- 1 

PUBLIC FREE ZONE 

APPLICATION PROCESS 

Investor Submits
Application 
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I ~DirectorGeneral of 
Reject~~~~ ~ ~ FreZnadSaf 
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Staff 
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1 Preparation of 
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Incomplet 
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EXHIBIT IV-2
 

INLAND AND PRIVATE FREE ZONES
 

APPLICATION PROCESS
 

Investor Completes
 
Application Form
 

E
 
Application Returne T
 
Investor With Instrutin
 

On Completing Fr
 

Rejection Project Evaluation Section 

And Authority Staff 
 Icmlt
 

Notice Review Application Incomplete
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To Authority Staff
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o4 X Application
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Documents and Plans
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Cairo office. Generally, if a question regarding the form cannot be
 
answered in the local office, the Director General will call Cairo to get
 
clarification. This helps eliminate the frustration which is experienced
 
by an investor when he must shuttle between two places to complete this 
task. The policy of one-stop service in completing applications should
 
remain a high priority.
 

Applications for private free zones (as well as inland sites) are 
submitted to the Cairo office, where they are analyzed by the Project 
Evaluation Section. Economists and researchers review the applications 
and prepare a summary for the Board of Directors. If the application is 
incomplete or improperly completed, it can be returned to the investor 
with comments on how to complete it. The Board reviews the completed 
application, along with comments made by the Authority, and makes a
 
decision to P.ccept or reject the application. With approval, a license 
to commence operations is issued, either by the Chairman of the Board or
 
the Deputy Chairman. 

Applications to the public free zones are submitted to the office at
 
the particular free zone where the investor would like to establish his
 
operation. These applications are then evaluated in the local office by
 
the Director General and, in some cases, staff members, who analyze the
 
application and prepare a presentation for the zone's Board of Directors.
 
It is very rare that the Cairo office's Project Evaluation Section is 
called on for assistance in the analysis. While economists are apparent
ly being trained to help staff the public free zones, those zones 
currently have few people capable of analyzing the complex economic 
questions on the application form. Most of the zones rely on their Board
 
of Directors for assistance in the financial analysis of the application,
 
as that group normally includes several people with a background in
 
finance or economics.
 

The Boards accept or reject the applications. Those which are
 
accepted are forwarded to the Minister of Economy and Economic
 
Cooperation. If no objection is forwarded within ten days, the license to
 
operate becomes valid. The license may be cancelled if no serious action 
for beginning operation is taken within the next six months.
 

Given the varying degree of staff expertise in economics at the 
various public free zones, it is undoubtedly difficult to maintain a 
consistent policy for the financial analyses of the applications at each 
of the zones and at the main office in Cairo. While there may be 
benefits to each free zone in analyzing their own applications, it is 
advisable that they be encouraged to draw upon the economic and financial 
expertise of the staff in the Cairo office when a complex project's 
application is submitted. When each free zone office is staffed with 
people skilled in these types of analysis, they will then rarely need 
Cairo's assistance.
 

The application form is standardized for use by inland, private free
 
zone, and public free zone investors. Formerly, three forms were used, 
one each for manufacturing, warehousing, and services. Now, one 43-page 
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form is used by all types of investors. A problem is that some questions
 

are appropriate only for manufacturing firms, and are not expected to be 

completed by other investors. However, unless this information is
 

verbally passed on to the investor, he has little way of knowing which 

questions are not important except for a few obviously inappropriate 

ones. 

Almost no written instructions accompany the form itself. Some of 

the questions require quite complex answers, but little written guidance 

is provided to assist the investor in developing the correct information. 

As confirmed by Authority staff members in the Information office and the 

Project Evaluation Section as wcll ac all Directors General of the public 

free zones, many of the applications are incomplete or improperly 

completed. They must then be either returned or rejected.
 

An analysis of the application shows that if it is full completed
 

by an investor, it will provide more than enough information upon which 

to base a decision to accept or reject a project for free zone status. 

However, proper completion would, in many cases, require direct assis

tance from Authority personnel. Steps should be taken to rectify this 

situation, as it is inconvenient for some foreign investors to make a 

trip to Egypt to complete the application, and it wastes Authority 

staff's time as well.
 

If the Authority and Free Zone Sector and satisfied with the type of 

questions and the length of the existing form, one or two options should 

be taken to improve it. Supplemental written instructions should be 

provided at the beginning of the application form which, for the more 

complex questions, details the type of information desired. As an 

alternative, the same type of information can be provided as footnotes to 

the individual questions on the bottom of the respective pages. It is 

obvious from discussions with people in the Project Evaluation Section in
 

Cairo, and to the Directors General of the individual free zones, that 

they know what information they are looking for in particular questions. 

However, the incomplete and incorrect forms which the Authority receives 

attests to the fact that the information which is desired is not always 

obvious in the wording of the questions. If the form is to be retained, 

appropriate members of the Authority should assess which questions are 

frequently answered incorrectly, or are often left incomplete, and 

compose explanatory footnotes for those questions. In some questions it 

is particularly difficult to determine whether the information desired is 

for the entire operation of the company, or for the proposed free zone 

project only. It would only take a few more words to explain the 

questions fully, and it would save frustrations, both for the investor 
and for the Authority personnel. 

It may, however, be appropriate to revise the application form 

slightly. Given the fact that much of the 43-page application is 

actually space for answering the questions, the form still appears to be 

lengthy. Several Authority people, including the Free Zone Sector and 

some at the public free zones, noted that the form was long and many of 

the questions were not truly appropriate for most of their projects.
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Many successful free zones in other parts of the world use one or 

two page application forms. It is understood, however, that Law 43 

stresses a number of guidelines (employment, technology transfer, foreign 

exchange, etc.) for investors, the compliance of which should be deter

mined from the application. This may make it necessary to have a 

somewhat longer than average form. Still, financial questions could be 

limited to first year and peak year operations, rather than attempting to 

obtain guesses for all other years.
 

If the excess questions asked of warehousing and storage firms truly
 

pose a problem, it is suggested that two forms be devised. First, all 

standard questions to be asked of all firms could be placed on one form. 

Second, an addendum--or second form--could be supplied to the major 

manufacturing firms. This form would include the questions which are 

specific to those types of firms. Again, it is important that the 

questions be more fully explained than they currently are on the form, if 

such detailed information is truly necessary to make a decision on an 

investor's application.
 

4. Licenses
 

With the acceptance of an investor's application, the Board of
 

Directors issues a license which authorizes the project to begin 

operations in a specific location. In addition, the license specifies 

the rent, guarantees deposit amounts, and the expiration date of the 

lease. It also mentions various standard obligations of the investor. 

The license form appears to be adequate in most respects, although a few 

parts might be improved.
 

For instance, the rent of the investor is specified in Article 2, 

along with a statement on increases. It now states that the annual rent 

may be raised a maximum of 50 percent every five years. Given rising 

costs associated with free zone operations, this may not be an unrea

sonable amount. However, it may be in the best interest of the investor 

and the free zone for the rent to be established at the going set price 

per square meter in that zone, and specify an annual increase limited to 

a maximum percentage. In this way, the investor would not have a large 

increase in his rent at one time, and the free zone revenue would 
increase with rising costs.
 

The free zone should also consider making provisions to add items 

specific for a particular investor at the end of the license. This may 

already be done at one or more of the public free zones, but it is not a 

universal practice. The Authority's office in Cairo indicated that 

particular restrictions, obligations, or rights of a specific investor 

are sometimes agreed upon verbally at Board meetings, but are never
 

included in the lease. In order to protect both the free zone and the 

investor, it should become practice to include these agreements, where 

considered important, at the end of the license. These agreements could 

include pollution controls, maximum daily water usage, etc., in those 

cases where such items are important. 
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Licenses are issued to the investors for importing and exporting 

specific goods. A separate application must be made to import or export 

items not on their existing license. Various invoices and other docu

ments are used by the free zones to verify what goods are entering and 

leaving the free zones, for record-keeping purposes and to make sure all 

shipments are licensed.
 

A major handicap in the system, however, is that no standard classi

fication system is used to register the goods entering or leaving the 

free zones. The invoices, bills of lading, etc., contain general des

criptions of the goods, but these descriptions are frequently too general
 

to accurately deiermine what the item is. For instance, Authority per

sonnel indicated that terms like "electrical equipment" are used. It is
 

and nature of the item, and likewiseimpossible to determine the size 
import-export cycle. Record-keeping
impossible to follow it through an 


thereby becomes extremely difficult and inefficient.
 

The records have not yet been computerized. The first step in the
 

free zones should be to adopt a systemcomputerization process for the 
such as the Standard International Trade Classification recommended by 

the United Nations for reporting foreign trade statistics, and which is 
is used by countries throughoutpresently used by Customs. This system 

the world for this purpose, is relatively easy to use and very adaptable 

to computerization. The system is set up so that every item can be 
number with each digit tellingclassified by a particular five digit 

progressively more information about the product. Each successive digit 

is, then, a subcategory of the previous digit. The Free Zone Sector 

could derive a sixth, or even a seventh digit, to more specifically 

categorize certain products. 

In this way, the free zones, Free Zone Sector, and Customs would 

know more specifically what is entering and leaving the free zones. In 
would assist greatly inaddition, computerization of this information 

data gathering, customs, and tax and duty checking. Presently, when 

product has entered orinformation is desired on how much of a particular 

left free zones in Egypt, all invoices have to be pulled and personally 
be labeled differentlyscanned. Invoices for the same product might also 

by different companies. The standardization of the description of goods, 

and the computerization of information on all imports and exports, should 

be given high priority. It will make record-keeping much more efficient, 

and enable the Free Zone Sector to better monitor the goods which enter 

and leave the free zones.
 

5. Customs/Security
 

On the operational side, the free zones and its controls intermingle 

with both the Ilinistry of Interior (Security) and Customs. Both these 

forces represent a positive chance for protection and convenience to the 

free zone user. Unfortunately, the coordination between the three groups
 

has been spotty, and it is recommended that a serious dialogue be 

initiated to develop coordinated procedures which would better recognize 
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the interests of the user, the government entities, and the benefits to
 

each community.
 

A current disharmony exists between Customs and the free zones, 

although not universally in each free zone. Users have indicated that 

Customs is neither cooperative nor responsive to their needs regarding 

imports and exports. It has been noted that delivery of goods into a 

free zone may not be inspected by Customs (or the Free Zone Authority) 

for days. It is rumored that Customs wants the overall control of the 

free zones and considers the Authority an interloper in the Customs 

playground. We cannot professionally confirm or deny this position, but 

would recomaiend, again, the need for a good working relationship between 

the free zones and Customs, which are both organs of the Egyptian 

Government.
 

It is believed that the first step should be a rapid resolution that
 

the parties work together and that standardized, applicable procedures be
 
It is recommended thatestablished between Customs and each zone. 


responsibilities be shared in order to prevent a free zone user from 

having to go through repetitive procedures.
 

As Customs is primarily concerned with the value of goods exported 

from Egypt to a free zone and imported by Egypt from a free zone, careful
 
This process is comconsideration on these activities is essential. 

plicated by the duty reduction on goods reentering Egypt if 40 percent or
 

more of its value added is derived from Egyptian resources. The general 

free zone decrees provide an overall framework for customs/free zone 

requirements but do not clearly express the mechanics of the interface.
 

There is sufficient documentation for goods entering and leaving the
 

free zones for the free zone administration and Customs, to achieve all 

required crosschecks. There is advance delivery notification, bills of 

lading, consignment documentation, and sale invoices to allow for
 
are
accurate counts on merchandise. As long as shortages the
 

in the form ofresponsibility of the user, and he is aware of penalties 
duties and taxes for shortages, the integrity of the free zones can be 

Also, the documentation lends itself to easy computerization
maintained. 

as evidenced by the Miami Free Zone's alternative inventory system which 

U.S. Customs has accepted for control purposes.
 

A second area requiring active interface is that of security. 

Currently, each user provides its own security for its products while 

general security is scheduled through the Ministry of Interior. The 

possible conflict of the security provision could lead to safety hazards 

for employees of the user and free zone staffs alike.
 

itOne of the benefits of a free zone for a user is the security 
two points of entry.offers. The free zone is fenced with no more than 

In a correctly secured free zone, no personal cars are allowed, employee 

badges are in evidence, and no one else can enter the processing or 

warehousing area. Good security also alleviates fears which customs
 
zone area.
might harbor concerning the shortage of goods from a free 
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The Free Zone Authority is encouraged to develop and present a com

prehensive security program to its users at a free zone Board meeting. 

Special problems could be addressed on a local basis. However, the 

advantages of overall security should result in a cost reduction to 

individual free zone users. The provision of the security forces appears 

to be feasible through the MLinistry of Interior on a 24-hour basis with 

the free zone paying the Ministry of Interior for its costs. In time, 

the free zones could secure the funds needed for the security through its 

lease rates. The foremost benefit would be control of security and the 

avoidance of untrained or otherwise incompetent persons carrying lethal 
weapons on site. 

6. Communications
 

Communications among the various departments of the Free Zone 

Sector, between the Authority and the Free Zone Sectors, the Free Zone 

Sector and the free zones and investors in the free zones, and between 

the Authority and the various public free zones take various forms: 

informal discussions, internal memoranda, and a system of periodic 

reports. The latter is the most standardized practice and is designed to 

allow management review of the overall impact of the free zone concept on 

the Egyptian economy, as well as the internal workings of the free zone 

system.
 

The reporting procedure is a three-step process from investor to the
 

Authority's Board of Directors and is segregated into separate channels 

according to the status of the investor (private versus public free zone 

status). Both channels seem to operate similarly, except that the size 

of the public free zone staffs currently reduces the amount of depart

mentalization in the reporting network. The frequency of reports varies,
 

but the most common is a monthly consolidated status report in memorandum
 

format from the Head of the Free Zone Sector to the Chairman and Deputy 

Chairman of the Board of Directors. The procedural steps involved in the 

preparation of this document typify the organizational responsibilities 

of the various departments and the communication linkages between the 

investor and the Authority. The final report contains information 

covering the entire operation of the free zones. 

The first step in the preparation of the consolidated status report 

involves the relationship between the investor and the free zone system.
 

It is not an actual reporting mechanism, but is the normal procedure in 

the issuance of licenses which is later used in developing the status 

report. Each time an investor seeks to import or export goods, he must 

first obtain a license from either the Authority in Cairo (private free 

zones) or the local Office of the Director General (public free zones). 

The licensing procedure requires the investor to provide the appropriate 

office with a bill of lading, invoice, and transit guarantee certificate 

concerning the merchandise transaction. The licensing official records 

tile contents of tile documents in the free zone records for future use in 

accounting, follow-up, inspections, and control. The investor must also 

obtain approval before a work permit can be issued for either foreign or 
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local employees. This includes delivery of an employment contract to the
 

appropriate official in the public free zone or the Authority, and 

includes the job description or occupation being filled and the name, 

nationality, and wage of the employee. Additional procedures require the
 

investor to get prior approval for changes in authorized investment and 

destruction of unserviceable or spoiled goods; provide the appropriate 

officials with annual statements, and balance sheets and semi-annual 

reports of banking transactions (foreign currency operating accounts, 

local currency operating accounts, and petty cash accounts); and conduct 

an annual physical check of inventory under the supervision of Free Zone 

Sector or local personnel. All of these procedures form the basis for 

the subsequent steps in the monthly reporting system.
 

The second step in the preparation of the consolidated status report
 

involves a monthly accounting of each free zone project's activities by 

the various departments within the Authority or public free zone staff. 

This accounting is primarily the responsibility of the Financial and 

Executive Departments within the Free Zone Sector or the staff of the 

various public free zones. Each month, the Financial Department consoli

dates the various private free zone investors' transaction licenses and 

reports of inspections relating to inventory adjustments to determine the 

duties collectable. The two resulting reports--one listing the financial 

activities of each company and one in aggregate form--list the previous 

month's balance forward, total collections, adjustments, type of currency
 

used in the collections, and the ending balance. Similarly, the Execu

tive Department consolidates the import and export licenses issued during
 

the month to the private free zone investors to report the quantity, 

origin/destination, and value of imports and exports during the month. 

wages according 

These are segregated into either current or fixed capital assets. In 

addition, the Executive Department reports the number of employees and 

to local and foreign components based on the employment 

contracts furnished by the private free zone investors and any changes in
 

the executive status of applicants (i.e., recently approved, under
 

execution, or in production). The Department of Research and License
 

reports any changes in authorized investment or investment through new 

approvals as they occur. The Directors General of the public free zones
 

maintain the same data as specified for the private free zones, on those 

investors under their control. The only exception is in the financial 

report which, in addition to the listed items, also contains the collec

tions for annual rental fees, for which there is no parallel in the 

private zones since they are owned outright by the investors themselves.
 

Independent of the other reports developed under the second step, 

the Engineering Department prepares two monthly reports: one on the
 

status of construction activities and another on construction problems 

and proposed solutions for the various public free zones. This report 

outlines the planned infrastructural construction activities overall and 

for the year and a percentage completion estimate for the current month 

and the year to date for each individual activity (e.g., road grading, 

paving, water lines, electrical distribution, etc.). The report also 

includes a list of problems encountered during the month which may affect 
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the planned construction schedule and the solutions proposed by the 
Engineering Department to deal with these problems. 

In the final step of the monthly reporting process, the Free Zone 
Affairs Department receives all of the reports from both the public free 
zones and the various departments of the Free Zone Sector. It aggregates 
this data into two reports for distribution from the head of the Free 
Zone Sector to the Deputy Chai-.man of the Board of the Authority. The 
first of these reports is a statement of the financial condition of the 
free zone projects and a review of the month's activities as reported 
from 	the public free zones and the Financial and Executive Departments of
 
the 	 Free Zone Sector. The second is a statement of construction 
activities based on the reports from the Engineering Department.
 

The general reporting format is sufficient to support the management
 
decisions and policy evaluation processes of the Authority's Board of 
Directors and principal staff. It also allows monthly evaluations of
 
investor performance by the departments in charge of investor operations,
 
particularly the Financial and Executive Departments of the Free Zone 
Sector and the individual public free zones. At present, however, all of
 
the reports are prepared by hand which requires an inordinate amount of 
effort on the part nf the various departmental staffs. Greater effi
ciency, more timely reporting, and increased report depth could be 
achieved through the use of machine technology. The implementation of 
computerized accounting systems would also allow the Free Zone Sector to 
conduct historical trend and other statistical analyses on the individual 
companies or principal activity sectors to support projections for free 
zone operations and promotional activities, and allow the individual 
departments to better control the operations of the investors. For
 
example, it is currently difficult to identify the domestic export pro
portion or the local labor and wage components, all of which could be 
made readily apparent by machine tabulations. Such a system would also 
allow the Free Zone Sector to compare actual operation statistics with 
that proposed in the application form supplied by the investor prior to 
licensing. The aggregations of data from the various public free zones 
and departments within the Free Zone Sector would require substantially 
less effort and handling by the Free Zone Affairs Department, resulting 
in more rapid processing of the monthly reports. Other advantages
 

include:
 

o 	 The consolidation of files from various offices into a single 
file (at present, the Departments of Finance, Research and 
License, Statistics, and the Executive Department all maintain
 
files on the individual private free zone investors resulting 
in substantial overlapping effort);
 

o 	 The lessening of multiple duties by some staff personnel-
particularly the Executive Department; 

o 	 The introduction of high technology in the clerical operations 
of the Free Zone Sector with little or no need for reduction in 
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personnel--some clerical positions would have to be transferred
 
to machine operator positions;
 

o 	 Reduction in file storage space needs, particularly in the 
future; and 

0 
 User flexibility in data manipulation and retrieval.
 

7. 	 General Problems
 

General problems which also affect the efficient operation of the 
Authority include:
 

o 	 A lack of coordination between the laws governing customs 
responsibilities and Authority responsibilities, problems of 
definition between the laws, and the amount of documentation 
required by investors and the Authority for customs clearance.
 

o 	 Hard copy communications do not yet exist between the Authority 
and the various free zones, except for Port Said, nor between 
the free zones and Customs. Hard copy requests or replies must
 
rely on the mail or courier and entail excessive time loss for 
simple problem solving. 

o 	 Site selection for public free zones and the method of 
selection and approval for the zones has not been finally 
standardized. 

o 	 Approval of applications for free zone investment projects 
commonly precedes the development of general opportunity 
studies, pre-feasibility studies, engineering, and design work.
 
While the short-term benefits of immediate revenues may be 
accomplished in this manner, the long-term goals of the open 
door 	 ecoromic policy require more complete planning at the 
outset.
 

Other problems which currently impede the ability of the Free Zone 
Sector to effectively manage the operation of the private free zones, 
and 	which are likely to become increasingly apparent as industrial
 
development proceeds in the public free zones include the following: 

0 	 Penalties for infractions of the law by investors are insuffi
cient. The current practice of withholding import or export 
licenses as punishment is harmful for both the investor and the 
Authority, since no income is generated through the duties on 
the volume of trading.
 

o 	 Technical expertise on the part of inspectors is insufficient 
to control the vast diversity of manufacturing and other 
investment in Egypt's Free Zones. While the present staff may 
be competent in their respective fields, the small number of 
inspectors are unable to adequately provide the necessary 
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control which the Authority must maintain, or the speed of 
response that the investors require.
 

0 	 Two sets of laws still govern the public sector investor in the 
free zones. This problem results in incomplete data being 

obtained by the Authority and could lead to improper accounting 

and control. 

0 The granting of licenses for imports and exports requires 
separate documentation for each occurrence. This results in 

lost time on the part of both investors and Authority personnel 
in the issuances of licenses and required documentation. 

0 	 All reports and documentation are conducted by hand. While 

presently not a substantial problem, the increasing investment 
in the free zones will likely overburden the capacity of the 
current staff to operate efficiently and in a timely fashion.
 

IV-31
 



CIIAPTER V
 

PROMOTION
 

A. CURRENT CAMPAIGN
 

The status of promotional activity for the free zone program is 

currently embryonic. Tools for promotion which are currently in use 

consist of: 

o Copies of Law No. 43 as amended in 1977; 

o Decree No. 375 of 1977;
 

o Occasional use of copies of "Egypt - an Investment Guide;"
 

o "Facts and Figures" (commonly distr.buted);
 

o Mimeographed sheets which have some data on particular free 
zones;
 

o Speeches/presentations. 

The General Authority for Investment and Free Zones is responsible 

for promotion. The Authority has not pursued a campaign for promoting 

the free zones to foreign investor's. Admittedly, most of the public 

zones have been hindered from attracting many investors because of a 

slowly developing infrastructure. However, as the infrastructure becomes
 

more complete at El Nasr City and Alexandria, and later at Adabiya, 

active promotional activity will be essential in order to attract manu

facturing investors. It would help to initiate this activity as soon as 

possible for the existing public free zones. 

The majority of the Authority's promotional activity has thus far 

centered on assisting the investor once he has made contact with the 

Authority on his own initiative. It is only natural that most of these 

investors are in the warehousing business. For companies currently 

distributing (or desiring to distribute) goods to the Middle East, and to 

certain portions of northern and eastern Africa, Egypt is obviously a 

good geographical location as a distribution point. These companies will
 

most likely go out of their way to seek possibilities of locating a 

warehousing operation in Egypt at the lowest cost. More of these types
 

of projects would likely locate in Egypt if there was a major promotional 

campaign aimed at 'hem. However, it may not be desirable to attract a 

larger number of warehousing projects to the public free zones, given the 

limited space and Egypt's desire for more industries.
 

While obvious lacational and political advantages will attract
 

warehousing operations, even without any promotional activity on the part
 

of the Authority, the same cannot be said for most industries. To 

attract more industries, more active marketing should take place. The 

Authority will need to convince manufacturing firms of the benefits of 
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establishing a project in Egypt. Manufacturers may not be aware of the 
labor and tax advantages which Egypt can offer and may therefore never 

plan to open a factory in the country.
 

Manufacturing goods in a foreign country can be an expensive as well 

as extremely speculative proposition for most firms. Certain areas of 

the world--Puerto Rico, Hong Kong, Singapore, and others--have attracted 

and continue to attract many industries because of their well-known labor 

and locational advantages. Those countries each have a certain momentum 

which enables them to continue to attract firms at the expense of neigh

boring countries. Each of those areas have advertised heavily in order 

to build up their foreign industrial bases. 

Currently, no country in North Africa or the Middle East enjoys a 

historical advantage with respect to attracting large numbers of foreign 

industries. Egypt offers locational advantages, labor, tax incentives, 

and political stability which are desired by foreign industrial 

investors, and can establish itself as the region's leader in manufac

turing. However, a substantially greater promotional effort than that 

presently being attempted is needed. Much could be done at only moderate 

cost to the Authority. 

Each public free zone is currently charged with the responsibility 

of self-promotion out of its operating funds. Each zone office has, 

therefore, a rendering of the site, location of buildings, and details on 

costs, infrastructure, etc. Interested investors appear to be attracted 

mostly to a free zone through: a) tenant friendships, or b) their 

internal business plans which require a free zone investigation. No 

investor contacted had become interested in the free zones through 

official channels.
 

Further investigation into the extent of the promotion reveals that 

only in Egypt are there people familiar enough with free zone operations 

to be of any real assistance in promoting this opportunity abroad.
 

Authority personnel recognize that the various foreign offices represent

ing the Egyptian government are not of real assistance in applying for a 

free zone license or in specifying free zone advantages. A telephone 

call and a personal visit in February, 1979, to the Egyptian Economic 

Mission in New York City verified the office has no information on free 

zones in Egypt. A telephone call to the Consulate of Egypt in San 

Francisco in March, 1979, also revealed that no one there could assist in 

free zone applications.
 

As a temporary measure, it is recommended that the foreign offices 

listed on the back page of the semiannual "Investment Facts and Figures" 

at least be supplied with enough information that they can respond to 

questions on Egyptian free zones. At the very minimum, they should be 

able to direct investors with their questions to the Authority's office 

in Cairo. "Facts and Figures" probably gets more circulation than other 

publications of the Authority, and it presumably draws some interest of 

potential investors. With this in mind, the complete names of the 

foreign offices should be listed, along with their addresses and phone 
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numbers. In the case of the New York office, both the name (Egyptian 

Economic Mission) and the phone number (212/682-6390) are missing, making 

it difficult for a potential investor to contact them. Hopefully, in the 

near future, some or all of these foreign offices will be in a position 

to promote the free zones. 

B. DEVELOPMENT OF THE PROMOTIONAL PLAN
 

Marketing of a 	 free zone should begin at the time of the establish

ment of a free 	zone area. To be successful, the initial stages should be
 

conducted swiftly, utilizing the input from development and planning 

studies conducted for the free zone itself and other economic development 

studies for the general area. The development of a list of industry 

types which would meet the needs of the local area and which are 

especially suited to local resources, combined with the development of a 

promotional plan designed particularly for these types of industries 

should be conducted simultaneously. The general advantages of the 

location for export markets must also be marketed. 

From this point of coordination, a few "seed" tenants with obvious 

potential in the local area or who have shown particular interest in the 

local area should be contacted personally, outside the normal advertising 

channels, to set the mood of development. If large scale enterprises ari 

deemed appropriate, these initial contacts should meet this criterion, 
similarly, small scale industries should be encouraged where numerous 

small operations or rapid development may be preferred. In either case, 

the "seed" tenants should be selected carefully and with the character of 

overall free zone development as a key criterion.
 

The following program is considered typical to a successful free 

zone approach. The basis of this program reflects: a) consultation with
 

local, state, and national development personnel and chambers of 

commerce; b) experience gained in similar activity for industrial 

developers; c) knoledge gained in analyzing Egypt's free zone activity; 

and d) the experience of actual promotion in the Miami Free Zone 

(Florida). In essence, all location decisions deal with markets or 

materials. Egypt's domestic industry support and proximity to export 

markets are important factors for industrial location decisions. The 

targeting process and resulting promotional efforts are outlined below:
 

Phase I: 	 Target the industries for further investigation (see the 
section for "Targeting Industries"). 

Phase II: 	 Develop Promotional Plan (outline and materials as Phase I
 

is initiated).
 

"The next major step is to set up a comprehensive promo

tional plan. Some sectoral analyses have been performed, 
and target industries specified. Individual large 

companies with potential for international operations 

should be targeted as part of this plan. A well-written 
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form 	 letter should be drawn up for targeted companies, 
along with promotional material. 

Phase III: Develop multi-national prospect list of industries most 

likely to invest in free zone manufacturing facilities.
 

A. 	 Develop list of largest manufacturing firms:
 

1. Top 1,000 in United States; 
2. Top 1,000 in rest of world.
 

B. 	 Screen these 2,.000 firms for products matching those 
most feasible from Phase I general review. 

C. 	 Screen firms with feasible product mix for their 
involvement in international arena and potential for 
investment in Egypt.
 

D. 	 For firms remaining after B and C screening proces
ses, locate manufacturing plants in or near the 
region.
 

E. 	 Develop mailing list of chief executive officers and
 

plant location executives for firms in D; both those 
with plants in the region and those without plants in 
the region.
 

Phase IV: 	 Develop realistic projection of potential investment on an 

annual basis for five years. This projection should be by 
country and product type. 

Phase V: 	 Review location by country of industrial firms with poten
tial for investment in Egypt as identified in Phase III.E. 

and determine countries or regions with potential for 

benefit from being represented by Egyptian commercial 
office or a firm specialized in industrial knowledge to 
assist in promotional efforts. 

Phase VI: 	 Develop promotional and sales brochure material for use in 
promoting potential investors derived from the above 
research and by other means. All procedures for invest
ment should be clearly defined so that investors can make 
decisions based on full knowledge of the potential for 
profit and risk involved. Questions related to costs, 
utilities, transportation, personnel policies, treatment 
of company executives in Egypt, educational opportunities 
for their children, potential joint vanture partners,
 

insurance, wage and salary information by manufacturing 
employee type, and other items related to investment 
decisions should be developed and readily accessible to 
potential investors. A positive process must be developed
 
to expedite commitments to specific investors based on 
what the free zone can provide and commitments from the 

investor.
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Phase VII: Establish the marketing program.
 

A. 	 Establish training program and organization for
 
in-house promotions staff in Cairo.
 

B. 	 Provide promotion materials and back-up information
 

to each free zone.
 

C. 	 Initiate a more extensive international advertising
 

campaign. Depending upon budget, carefully selected
 
publications couid include national, Middle-Eastern
 

and international newspapers, business magazines
 
(including airline in-flight magazines) and economic
 
trade journals.
 

D. 	 Activate and implement channels of communication in
 
selected countries. The Head, Free Zone Sector, and
 

other top-level staff to meet with business and trade
 

organizations (such as regional chambers of commerce)
 

in selected countries and establish formal communica
tions with the Free Zone Sector.
 

E. 	 Train promotion officers to be attached with commer

cial offices in selected countries. Ideally, the 
overseas promotion officers to be trained at the 
same time as in-house promotions staff. Once 

established, the promotion officers would follow up 

investment possibilities identified by the Free Zone 

Sector in Cairo, identify and contact new potential 
investors; and help arrange meetings and schedules 

for visiting top-level management from the Free Zone 
Sector. Overseas offices should be linked via telex 
with the central Cairo office. 

C. 	 IDENTIFYING TARGET INDUSTRIES
 

Article 3, Law 43 of 1974 and its amendments provide general policy
 

guidance for the structure of foreign capital investment in the Arab
 

Republic of Egypt. Accordingly, the purpose of investment incentives is
 

to further the goals of the open door economic policy by attracting 
industry suitable to the needs of the Arab Republic of Egypt--"projects 
in need of international expertise in the spheres of modern development 

or in projects requiring foreign capital." It provides for special
 

priorities in the spheres of:
 

o 	 Export generation;
 

o 	 Tourism development;
 

o 	 Reduction of the need to import basic commodities;
 

o 	 Advanced technology expertise; and
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o 	 The use of patents and trademarks of worldwide reputation. 

All of these, with the exception of tourism, are well suited to the
 
responsibilities of assigning special priorities and in targeting pro
jects for the free zones. 

The Law also specifies in broad terms those economic sectors for 
which investment is allowed. As applied to the free zones, these sectors
 
include:
 

o 	 Storage of transit goods or indigenous goods on which taxes 
have 	been paid;
 

o Sorting, cleaning, mixing and blending goods, packing and 
repacking, and similar operations;
 

o 	 Services for the projects or employees of the free zone; and 

o 	 Manufacturing, assembling, mounting, processing, renewing, or 
other activities. 

It further authorizes the development of a target industry list by 
the Board of the Authority to be approved by the Council of Ministers. 
At least two such lists--one for El Nasr Free Zone and another from 
existing or anticipated projects within the free zones--have been devel
oped, although they do not appear to have been applied in any promotional 
or project evaluation activities. Both of these lists are specifically 
directed to the manufacturing sector, and while neither list is intended 
to be all-inclusive, the range of products is so extensive as to be of 
little use in project evaluation, especially at the current stage of free 
zone development, or in devising promotional activities. In fact, it 
appears that the actual evaluation mechanisms allow for little more than 
follow-up confirmation of credit and sincerity on the part of the
 
investor and assurances that the proposed industry will not unduly 
compete with existing local industry. Few project applications are 
rejected by the various free zones, especially the public free zones, 
although it is reported that negotiations between the free zones and 
potential investors commonly alter the details of a project to meet the 
needs of the local area. It appears this occurs most frequently in areas
 
such as technology transfer and employment. The principal exception to 
this has been at Port Said where the proliferation of warehousing and 
storage has caused a temporary freeze on new approvals in these 
activities.
 

The short-term benefits from the current approval process are 
obvious. Even in its current stage of infancy, the free zones have been 
able to generate substantial capital investment primarily in new con
struction to the extent that the current revenues exceed operating
 
expenses. This rapid development, while mainly in warehousing, guaran
tees the continued feasibility of the free zone concept in Egypt both 
fiscally and as a source of security for potential investors. However, 
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the long-term potential of these existing industries fails to support the 

goals of the open door economic policy or to support the special 

priorities of investment identified above. 

1. 	 Development of the Target List
 

The establishment of priorities in the targeting of industries, 

particularly manufacturing and processing industries, is a logical next 

step 	in the development process and should be vigorously applied both at
 

the national and local levels. Some steps have been taken in this 

regard, through the Cairo office, and might also be applicable at the 

public free zones. Three key criteria form the principal goals of free 

zone development. These include the generation of new employment, the 

introduction of new technology, and the improvement of Egypt's balance of
 

trade, particularly with respect to hard foreign currency exchange. 

While these provide guidelines tor selecting target industries, they are 

primarily directed toward the approval of applications. 

The Authority can improve this situation by providing the public 

free zones with an appropriate methodology for conducting general 

opportunity studies and specific project opportunity studies shortly 

after the selection of the Director General and his principal staff. The
 

engineering and design efforts should reflect the capacity of services 

and appropriate design to facilitate the industries specified in the 

opportunity studies, and the promotional program can be developed with 
use
these industries in mind. Such studies should be conducted by making 


of available resources within the governorates including the local
 

Authority for Industrialization, the Interior Ministry representatives, 

the Customs representative, the Governor's representative, the Petroleum 

Authority representative, and a representative of the local council, all 

of whom normally serve as board members, as well as other members of the 

community such as bankers and area investors, as necessary. These
 

studies should be conducted at little cost to the Authority and should be
 

completed as soon as possible after establishment of a free zone.
 

The general opportunity studies would identify investment oppor

tunities particularly suited to the local economy and which would wdrrant 

investigation through a specific project opportunity study. At a 

minimum, the study would review: 

o 	 The availability of local resources, including agricultural 
products which provide potential for processing, and manufac

turing or assembly operations which would be appropriate to an 

export oriented industry;
 

o 	 The local demand for consumer goods with growth potei."ial as a 

result of population increase or of increased purchasing power 

with 	primary emphasis on goods which are presently imported;
 

Identification of existing successful manufacturing activities
0 
which might provide interlinkages through common labor pools, 
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labor training, repair services integration, and other 

economies of agglomeration;
 

o Possibilities for diversification from established industries; 

o The local investment climate; 

" Policies concerning industrialization and growth in the gover
norate;
 

" Costs and availability of production factors, particularly 

labor availability; and
 

o The existing export markets, level, and types of exports. 

Exhibit V-I provides a basic outline for the conduct of a general 
opportunity study as recommended by UNIDO. Some of the detail shown in 
the study outline should be modified to represent actual free zone needs. 
Following completion of the study, which would be used in the initial 
promotional campaigns, a follow-up should be accomplished through 
specific project opportunity studies. These would refine the general 
opportunities in terms of specific products showing advantages in the 
local market which would support the export oriented investor. The study
 
should be sufficient to allow prospective investors the basic information
 
necessary to conduct a market or industrial feasibility study and enough 
information to properly evaluate the investment profile proposed in the 
application form. 

2. Existing Studies
 

At the national scale, the identification of industrial opportuni
ties has begun through several agency papers and may provide substantial 
guidance for the targeting of industries for the Free Zones. Among these 
are several sectoral opportunity studies conducted for the General 
Organization for Industrialization (G.O.F.I.) by the World Ban&. A 
review of the investment outlook for these sectors may aid in developing 
a target list at the national level. A synthesis of those opportunity 
studies is reported in An Assessment of Egypt's Industrial Sector by
 
Arthur D. Little, Inc., and outlined below.
 

Textile products which commonly provide either labor-intensive or 
intermediate labor-intensive opportunities have long been Egypt's princi
pal export commodity. It is the only industry which provides a positive 
trade balance and offers potential for substantial linkages with existing
 
industry. It may also draw from an existing trained labor pool.
 

Forecasts of capacity, production, and consumption suggest that 
increases in cotton imports or synthetic fiber production will be 
necessary during the early 1980s with a greater emphasis on the latter. 
Needed investment in this sector is likely to approach $1.2 billion (1976
 
US) by 1985, of which nearly half would be in foreign currencies. 
Reduced exports to East European countries are forecasted to reduce the 
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EXHIBIT V-i 

OUTLINE OF A GENERAL OPPORTUNITY STUDY
 

1. 	 The basic features of the area: the area size and leading physical 

features, with maps showing the main characteristics. 

2. 	 Population, occupational pattern, per capita income, and socio
economic background of the area, all set in the context of the 
country's socioeconomic structure, highlighting differences of the 

area compared. 

3. 	 Leading exports from and imports to the area.
 

4. 	 Basic exploited and potentially exploitable production factors. 

5. 	 Structure of any existing manufacturing industry utilizing local re
sources.
 

6. 	 Infrastructural facilities, especially of transport and power, con
ducive to development of industries. 

7. 	 A comprehrnsive check list of industries that can be developed on 
the basis of the available resources and infrastructural facilities. 

8. 	 A check list revising the one mentioned in Item 7 by a process of 
elimination, excluding the following industries:
 

a. 	 Those for which present local demand is too small and transpor
tation costs too high; 

b. 	 Those which face too severe competition from adjoining areas; 

c. 	 Those which can be more favorably located in other areas;
 

d. 	 Those which require feeder industries not existent in the area; 

e. 	 Those which are geographically not suited to the area; and
 

f. 	 Those which do not fit in with national plan priorities and 
allocations. 

9. 	 Estimation of present demand and identification of opportunity for 
development based on other studies or secondary data, such as trade 
statistics, for the list of industries left after the revision of 
Item 	8.
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EXHIBIT V-1 (Continued)
 

OUTLINE OF A GENERAL OPPORTUNITY STUDY
 

10. 	 Identification (by considering the best economic sizes of plants and
 

transportation costs) of the approximate capacities of new units 
that 	could be developed.
 

11. 	 Estimated capital costs of selected industries (lump sum) taking the
 

following into account:
 

a. 	 Technology;
 

b. 	 Equipment;
 

1) Production equipment;
 
2) Auxiliary equipment;
 
3) Service equipment;
 
4) Spare parts, wear-and-tear parts, tools;
 

c. 	 Civil engineering works, including:
 

1) Site preparation and development;
 

2) Buildings;
 
3) Outdoor works;
 

d. 	 Project implementation;
 

e. 	 Pre-investment capital expenditures, including expenditures for
 

preparatory investigations;
 

f. 	 Working capital requirements.
 

12. 	 Major input requirements. For each project approximate quantities
 
of essential inputs should be estimated, so as to obtain the total 
input requirements. Sources of inputs should be stated and clas

sified (i.e., local, shipped from other areas of the country, or
 

imported). Inputs should be classified as follows:
 

a. 	 Raw materials; 

b. 	 Processed industrial materials;
 

c. 	 Manufactures; 

d. 	 Auxiliary materials;
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EXHIBIT V-I (Continued)
 

OUTLINE OF A GENERAL OPPORTUNITY STUDY 

e. 	 Factory materials; 

f. 	 Utilities;
 

g. 	 Manpower.
 

13. 	 Estimated production costs to be derived from Item 12.
 

14. 	 Estimated annual sales revenue.
 

15. 	 Organizational and management aspects of project sponsor(s), or a 
potential enterprise. 

16. 	 An indicative time schedule for implementation.
 

17. 	 Total investment contemplated in projects.
 

18. 	 Projected and recommended sources of finance (estimated).
 

19. 	 Estimated foreign exchange requirements and earnings (including 
savings). 

20. 	 Financial evaluation: approximate pay-off period, approximate rate 
of return. Assessment of possible enlargement of product mix, 
increased profitability and other advantages of diversification (if 
applicable). 

21. 	 A tentative analysis of overall economic benefits, and especially 
those related to national economic objectives, such as dispersal of 
economic activity, estimated savings of foreign exchange, estimated 

generation of employment opportunities, economic diversification, 
and the introduction of new technology. 

Indicative figures based on reference programming data, such as 
surveys and related studies, secondary data, performance of other 
similar industrial establishments, should be sufficient for this 
purpose.
 

Source: United Nations Industrial Development Organization, 1978, Manual
 
for the Preparation of industrial Feasibility Studies, New
 
York.
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overall export potential in this sector, although the report suggests 
that if high efficiency and high productivity are able to reduce costs 

and raise quality, convertible currency markets in Western Europe and 
Canada might become available for exports.
 

Food processing accounts for 30 percent of industrial output in 

Egypt and has been aimed primarily at import substitution rather than 

exports. The industry is well established and contains a large trained 

labor pool. The investment outlook for this sector should be about 

L.E. 250 million between 1977 and 1982, equally divided between local and
 

foreign sources according to the 1977 five year plan. The largest 

investment areas are, in order of importance: sugar; edible oils and 

soap; tobacco and cigarettes; starch and glucose; oeverages; and canned 

products. The general development strategy contains several key points 
with respecot to priorities in this sector. These are to increase the 

direct value added, reduce food imports and keep import content minimal, 
increase exports, minimize capital requirements, begin reducing subsidy, 

and increase indirect value added. Although exports have generally been 

insignificant and are expected to remain so, some specialty processing in
 

preserved foods, sugar and confectionary products, alcoholic beverages 

and oils have displayed some export potential. The government's 

principal aim, however, is to decrease trade imbalances through import 
substitutions.
 

The metallurgy industry is dominated by the public sector in all six 

major categories: steel, aluminum, copper, brass, lead, and zinc. The 

industry is plagued by capacity under-utilization ranging from as low as 
17 percent to 67 percent in steel production, and averaging under 50 
percent in most of the non-ferrous operations. The investment outlook 
for this sector, while substantial, does not appear suitable for public 
free zone development. Production is aimed solely at the domestic market
 

and export potential appears limited due to high costs and the fact that 

both the Middle East and North Africa regions are expected to be net 
exporters by the 1980s. 

The engineering industries in Egypt account for about eight percent 

of industrial output. In the recent past, these industries have grown 

slightly faster than manufacturing in general, particularly the private 

sector. Among its industries, electrical machinery showed real growth of 

54 percent between 1972 and 1975, and transportation equipment production 

was up 18 percent. Metal products, non-electrical machinery, and pro

fessional and scientific equipment showed poorer results. The value of 

imports increased substantially between 1970 and 1975, although most of 
this increase consisted of price inflation. The proportion of imports in 

this sector to total imports, however, declined over the period. Exports 

have risen slightly during the 1970s, particularly fabricated metal 

products, 24 percent of engineering exports in 1975; transportation 
equipment, 60 percent of exports; and professional and scientific 
instruments, 12 percent of the exports. Principal markets in the past 
have been Eastern European and Middle Eastern countries. The private 
investment potential for this industry appears relatively good. Existing
 

capacity in Egypt is insufficient to cope with growing demand, and will 
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increase the need for imports or import substituting industries. Export
 

markets in the Hiddle East, especially Sudan, Libya, Tunisia, Syria, and 

Iraq may be available to the investor who is able to maintain low costs 

through high labor productivity. 

The building materials sector showed a steady decline of exports in 

cement, its principal product, from nearly one billion tons in 1971 to 

less than 30,000 tons in 1976, with domestic consumption rising 40
 

percent over the period. There are no significant exports in any other 

and the potential for such is extremelycommodities in this sector, 
.Liddle Eastern markets are rapidly developing cementlimited since the 

expansion programs and other building materials industries and are 

expected to produce net surpluses in cement by 1985.
 

Based on other independent analyses, the Genera]. Authority for 

Investment and Free Zones has identified several areas of industrial 

promise for an export market and a sizable supportive domestic market. 

In addition to sizable food processing and textile potential, the 

Dessert will greatly improve Egypt'sregaining of control in the Sinai 
petroaccess to petroleum reserves and its potential for numerous 

chemical investments. Linkage industries such as plastics and 

Other chemicals such aspharmaceuticals have excellent growth potential. 


and nitric acids have also shown significantfertilizers and sulphuric 
export promise. In addition, although direct agricultural activities are
 

not provided for under Law 43, opportunities based on the growth of this 

sector include: production of agricultural implements, handling of spare
 

parts, and intermediate and capital goods.
 

D. TilE PROMOTIONAL CAMPAIGN 

Once the character of the free zone has been developed through the 

targeting of potential investment opportunities and selection of "seed" 

tenants, an aggressive campaign is necessary to encourage rapid 

development. Several implementing mezhanisms, however, must first be 

established at the national and international scale in order that the 

promotional needs of the local public free zones can be met. Among these 

are: the establishment of communications channels between the Authority 

of the Government of Egypt in the internationaland representatives 
to assist thearena; the screening of firms in several key countries 

Authority in promoting the free zone concept in Egypt; screening poten

tial enterprises and maintaining close contact with potential investors; 
other advertising
the development of general interest brochures and 

literature; and the establishment of communications linkages between the 

Authority and major international advertising media. 

I. Foreign Office
 

It is imperative that persons in Egypt's foreign offices be informed 

about the free zones, their regulation, application process, and other 

relevant matters. At present, it is apparent that the foreign offices 

are of little or no assistance to potential investors. When both 

Egyptian consulnte offices in the United States were contacted early in 
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1979, neither office had anyone who expressed a willingness to discuss 
the free zones.
 

This 	situation should not persist. For instance, a foreign investor
 
who comes across a copy of "Facts and Figures" would assume that he could 
obtain additional information on the free zones by contacting the 
Egyptian foreign office in his country. However, upon making contact, he
 
would find that he already knew more about the free zones than the 
offices listed in the pamphlet. A system should be set up to regularly 
supply promotional materials and regulations applying to the free zones
 
to each of the foreign offices. A possible approach would be for the 
Authority, or its consultant, to:
 

1) 	 Bring documents to offices or recall responsible person for one 
week.
 

2) 	 Provide all with seminar/training in effective sales promo
tion. 

3) 	 Give all participants list of potential contacts. 

4) 	 Assist participants on initial contact, if necessary. 

5) 	 Require weekly reports on schedules, presentations carried out, 
etc. 

2. 	 Consultant-


As it would be expensive for the Authority to set up its own offices
 
in targeted cluntries, selected consultants should be utilized to direct 
follow-up of activities or perform active promotional activities in those 
areas. Carefully selected target companies would be contacted by the 
consultants by mail, telephone and personal visits. They would explain 
the advantages for locating _n an Egyptian free zone, discuss the 
regulations involved, and explain the application procedure to the 
potential investors.
 

Companies indicating definite interest from the promotions and
 
visits could then be invited to Egypt for more detailed discussions on 
investment, or given additional requested data. The free zone should be 
ready with procedures developed to obtain and give commitments to 
,xpedite investment and development.
 

These procedures would permit active promotion of Egyptian free 
zones to take place, which the present foreign offices are unable to do. 
If desired, the consultants could also assist in compiling and producing 
promotional literature-specific to the country or countries of interest-
to be used in an active marketing campaign, including necessary tranlsla
tions, legal and tax advantages of the host country, or existing markeis 
which could be better served from Egypt. 
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3. Promotional Literature
 

Prior to the development of specific site brochures within the 

individual free zones, the Authority should develop a set of general 

interest materials to acquaint the international market with the 

investment climate in Egypt. Some steps have been taken in this area and 
could easily form the basis for a more comprehensive program to develop 

general awareness within industrial circles. Some of the most basic 
items in this regard are the general interest brochures which could be 
made available on request by foreign offices and consultants or by direct 

mail from the Authority, letters of introduction directed to major 
international corporations or free zone participants in other countries, 
general advertising in international publications, particularly those of 

interest to business executives. 

A general brochure on the free zones is currently being made, and is
 

badly needed. Virtually all of the Directors General of the public free 

zones, and many people in the Authority's Cairo offices, indicated an 

urgent need for such a brochure. This item is basic to promotional 
activity, as it is the single best source of information to interest an 

zones. No number of legal guides and statistics
investor in Egypt's free 

will help if there is no effective way to arouse the investor's interest. 

The various free zones have received requests for these general 
be provided as soon as possible.brochures, and it is important that they 

The Authority produced a brochure a few years ago, but copies are no 

longer readily available. This brochure is not significantly out-of
date, and additional copies should have been made to be ised until the 
new brochure is ready. 

It should be understood that almost any brochure of this type will 

be somewhat out-of-date even before it gets printed. Laws, rent, land 

availability, infrastructure, etc., will all change over short periods of 

time, and it would not be very cost-effective to make a new brochure 

every year. Specific information regarding rent, land, and infra

structure availability, and similar items, should be omitted from the 

brochure. These should be replaced with general informationmarketing 
which will not change markedly over a five year period. For instance, it 

can be said that rents vary from $1 to $5 per square meter, depending on 

the type of project and the particular free zone. Or, all mention of 

prices could be omitted entirely. In this way, the brochure will last 

much longer, will be more cost-effective, and will contain very little 

out-dated information. 

The brochure currently being produced, "Egypt's Free Zones at the 

Crossroads of World Trade," is a good attempt at a high-quality brochure. 

However, it has a few drawbacks. First, it is somewhat long, and will 

probably be expensive to rept,]uce. The brochure should be limited to 

between four and eight pages (includlig photographs), in order to keep 

the reader's interest, and also to k( ., the price down. What is defin

itely not needed is a brochure which is so expensive that the Authority 

only wishes to give out a limited number of copies. it shuuld be short, 

to the point, and thousands of copies should be produced. The object of 

the brochure is to get investors intere:;ted in Egyptian free zones, and 
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should indicate quite clearly how additional information can be obtained 
on the laws, rental rates, appllcat tons, and similar items. 

Industrial brochures typically satisfy many needs by using an open 

jacket approach. The jacket approach allows multiple use of the cover 

with appropriate materials inserted, depending upon the recipient. For 

example, a lead article, steps for licensing, and free zone advantages 

could form three "pull" documents to set out general materials. For a 

specific free zone, a rendering of the site, parcels for lease, configur
ations, road and utility networks, spaces already leased, location maps 

and a summary of the technical brochure's data can all be inserted. The 

brochure should have professional and factual integrity. 

A mail-back sheet should also be included in this type of brochure. 
It accomplishes a number of tasks such as determining if the respondent 

has service interest, giving the Authority more knowledge of the 

respondent's characteristics, and allowing further communication. The 

mail-back sheet would indicate information such as presented in 
Exhibit V-2. 

Several of the Directors General of the public free zones indicated 

that they are expecting the Authority to produce specific brochures for 

the zones. However, the Authority apparently has no such plans at 

present. While the AutL.ority may take charge of producing these 

pamphlets, or information sheets, each Director General should have input 

into its compilation, as he is the one who will be obliged to answer 
investors' questions which may arise from the material.
 

Several back-up doctunents need to be included with the responses to 
the serious investor. Fortunately, technical publications already exist 
in a largely acceptable form. Law 43 of 1974 and Decree 375 of 1977 are 
widely available to investors. The "Legal Guide to Investment in Egypt" 

is a good stmmary and explanation of the above documents, and should be 

extensively available to potential investors. These documents could be 
kept up-to-date with a correction sheet which summarizes new executive 
regulations and policies. In this way, the legal guide would not have to 
be revised often. This would be cost-effective, and should be done as 

soon as possible. Some of the new regulations and interpretations have 
apparently not been translated into English, and are not readily avail
able to investors. This should be corrected.
 

The Free Zone Sector tabulates quite a bit of statistical informa

tion for its own use. This data is summarized every six months in the 
publication "Facts and Figures." While having only limited promotional 
value, it is used by Authority staff for their own work, and does provide 

some information to investors. To be of greater promotional value, 
several improvements should be made. First, it is very possible that 

potentiat investors may obtain a copy of "Facts and Figures" without 
seeing any other promotional materials. With this in mind, the introduc

tory statement by the tinister of State for Economic Cooperation should 
be expanded to include a description of inland, and especially free zone, 

advantages. Currently, no mention of what the free zones are, or any 
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EXHIIT V-2
 

!IAIL-BACK SiHEET 

Facility 1. Plant facility
 
(Circle One) 2. Distribution facility
 

3. Relocation of existing facility
 

Area Requirements 1. Raw parcel (unit of size)
 
2. Serviced parcel (unit of size)
 

Building I. Will build
 
(Circle One) 2. Will lease
 

Building N. ds 1. Floor area (unit of size)
 
2. Dimension by (unit of size)
 

3. Largest (unit of size)
 
4. Docks by (unit of size)
 
5. Type of construction
 
6. Outsize stage needs (unit of size)
 

Transportation Needs I. Trucking service (annual tonnage)
 
2. Road service (annual tonnage)
 

3. Air (annual tonnage)
 
4. Port Service
 

(a) (annual tonnage)
 

(b) Equipment:
 

Waste Type and quantity:
 

Labor Needs 1. Skilled (male) (female)
 
2. Sem 4-skilled (male) (female)
 
3. Unskilled (male) -(female)
 
4. Skilled needs:
 

H|aterial and Support Service Needs:
 

Other Requirements:
 

Source: Reynolds, Smith and Hills, 1979.
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Given the sizable circulation
other promotional statements are included. 

take the opportunity to promote


of this publication, the Authority should 


investment.
 

whether four different columns of
The Free Zone Sector should assess 


investment capital information are really necessary for 
this publication. 

There is also confusion--primarily outside the Authority-on exactly what 

the terms "approved," "in production," and "under execution" actually 

mean as applied in the document. Perhaps a footnote could be included at 

exactly what is meant by
the bottom of each respective table, 	 explaining 

the full name, address, and phone
those terms in one sentence. Again, 


number of each foreign office should be provided at the back of the
 

pamphlet.
 

4. International Media
 

The Authority should consider initiating a more extensive adver

when and if funding permits. National, Middle-Eastern,tising campaign, 
business magazines (including in-flight

and international newspapers, 
are all potential

magazines on airlines), and economic trade journals 
interviews

places for such advertisements. The Authority could provide 

Admittedly, these advertise

to these publications whenever requested. 

careful consideration should 

ments can become quite expensive. However, 
in a few select periodicals, as the

be given to placing an advertisement 

budget permits.
 

that the promotional aspects should
It cannot be emphasized enough 

be vigorously pursued. It is recognized that in an economy where 

are directed toward production, the expenditure for promotion
resources 
may seem frivolous. In this case, the promotional campaign reflects on 

investment which creates economic activity.
 

advantage of the
Beyond advertising, the Authority 	 could take 

trade shows, fairs, and catalog
opportunities provided by international 

corporationsassociations and withexhibitions. Contacts among trade 

which promote trade shows and exhibitions would also enhance the 

the Egypt's free zone advantages.
visibility of 


the above recommendations are designed to increase the
 
Most of 


without
cost-effectiveness of the Authority's promotional activities 

costs. Existing and planned brochures can 
substantially increasing the 


a longer life by omitting specific items which will
be designed to have 

them on a separate inexpensiveyear or so, and placingchange every 
sheet. The only additional expense should be in the making of more 

In order for a truly significant
copies for adequate distribution. 
to Egypt's free

number of foreign industrial investors to be attracted 

that a more active promotional campaign will be 
zones, it is likely 

hiring of marketing consultants and aThis should include thenecessary. 
require additional

stepped-up advertising campaign. These actions will 
result in a greater foreign

funding from the Authority, but should 
for the Government


investment in Egypt and, therefore, increased revenues 


of Egypt.
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5. Individual Projects 

Once the mechanism for international marketing is established, the 
requirements of individual project promotion are minimized. As discussed 
earlier, the targeting of industries suited for a particular free zone 
should be accomplished at the earliest possible time, coinciding with 
project planning and engineering programming. With these industries 
specified, a promotional plan can be developed which will utilize the 
mechanisms already established by the Authority including consultants, 
foreign offices of the Egyptian Government, business contacts who have 
already responded to the general marketing effort, trade show promoters, 
the international media, and trade associations. 

The most important elements of the individual project marketing 
efforts are the identification of specific target industries for the free 
zone and a marketing package to be used by the marketing experts. The 
marketing package should consist of a general brochure, a technical 
brochure for distribution to interested enterprises, and sufficient 
supplemental information from the project opportunity studies to assist 
the marketing consultants to sell the specific locational advantage of 
the particular free zone. 

The general brochure is typically an attractive jacket brochure 
which identifies the project and its image. It would parallel the design
 
of the Authority's general brochure, listing the basic advantages of free
 
zone tenancy and location with respect to markets, the types of 
industries to be developed, and some general statements concerning 
infrastructure, size, and location within Egypt. It should also contain 
the names, addresses, and telephone numbers of individuals to contact in 
Egypt as well as those to contact overseas. Requests for information 
from potential investors should be handled promptly. The information 
should be accompanied by a short personal letter, if the request appears 
sincere. Meetings with interested investors should then be set up with 
the foreign officers or marketing consultants for an explanation of the 
application process and Law 43 or other investment regulations.
 

The technical brochure should contain the follow-up data required to 
give an investor specific knowledge to determine if he wishes to spend 
more time and money to pursue the free zone opportunities.
 

At a minimum, this description should contain the following infor
mation: name of the free zone, size of the free zone, location of free 
zone site, distance from the free zone to port, business centers, and 
mdjor markets (geographic), description of soils and land characteris
tics, assurances for loan bearing capability, drainage plan and 
topography, utility cost data, utility sizing data (pressure, line sizes,
 

capacities), transportation benefits, road data (costs of access roads, 
road widths, accessibility), site improvements available, security 
programs, customs procedures and coordination, lease rates, and services 
provided. In addition, general information should be included on:
 
housing, health and medical facilities, recreational facilities, 
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educational facilities, expansion potential, climate, business 

associations, employment availability, population size and projections, 

port rates, fire and security protection, development constraints.
 

In addition to making the project opportunity studies available to 

the marketing consultants, the Authority or the individual free zone 

should supply lists of industries which have been supplied with the
 

general or technical brochures to facilitate follow-up marketing. Names 

and types of industries which sign lease agreements, including "seed" 

tenants, should also be forwarded to these consultants to add to the 

basic technical package. 

E. PROMOTIONAL PROGRAM COSTS
 

A typical marketing budget for a private industrial developer re
a nationalquires approximately five percent of expected revenues within 

market. International promotion can cost substantially more due to the 

cost of duplicating the advertising in international media, travel, and 

the costs of maintaining international contacts. The most significant 

costs in relation to revienues will obviously fall in the early years when 

revenues are low and costs of establishing a program and contacts in the
 

since the Authority isinternational market place are high. However, 

currently receiving substantial revenues without promotion expenses, this
 

proportional difference would be minimized.
 

revenues 

listed in Chapter VII, national revenues from the public free zones 

during the 1979 to 1982 period are anticipated to increase from approx-

Based on the projected absorption rates and the existing 

4.4 million to L.E. 6.9 million in constant rates (Tableimately L.E. 
V-I). Accordingly, a budget outlay of L.E. 500,000 per year for 

allow for a decreasing proportional commitpromotional activities would 
ment of 11 percent in the early years to approximately seven percent by 

1982 and would appear to be sufficient. Once the international 

mechanisms are fully established, simple maintenance may further reduce 

funds toward the five percent level.
the 	proportional commitment of 

F. SUMMARY RECOMIIENDATIONS 

The 	 Free Zone Sector urgently requires a professional promotional 

to implement the free zone program of industrial development.campaign 
To date, the General Authority has not shown interest in the creation of 

this program with the vitality that is required for success.
 

that the Free Zone Sector be allocated a promo-It is recommended 
tional budget and the authority to conduct its promotional campaign. The
 

Free Zone Sector should utilize the capabilities of the Authority's 

in those areas where broader, common promotion serves aPromotion Center 
dual purpose (inland and free zone).
 

Without a promotional campaign oriented to the free zones, the rate 

of job creation and infrastructure absorption is anticipated to remain 

sporadic and continue to reflect the activity trend of 1978.
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TABLE V-I 

FREE ZONE ANALYSIS 

PROHOTIONAL CA1PAIGN ALTERNATIVES, 

(EGYPTIAN POUNDS) 

1979-1982 

Category 1979 1980 1981 1982 

Revenues 

Promotional 
Budget 

at 5% 
at 10% 

4,350,000 

250,000 
435,000 

5,250,000 

330,000 
525,000 

6,150,000 

400,000 
615,000 

6,850,000 

470,000 
685,000 

Percent at Con
stant LE 500,000 

At 8% to 5% 

11.5% 

350,000 

9.5% 

370,000 

8.1% 

370,000 

7.3% 

340,000 

L.E. 500,000 = $725,000. 

Source: Reynolds, Smith and Hills, 1979. 
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A successful promotional program necessitates careful integration of
 

the following factors; public relations activity; adequate budgeting, 

brochure design, and media channel selection. It is recommeded that the 

Free Zone Sector be given sufficient flexibility to provide suitable 

marketing materials and to establish a permanent, well-trained staff. 

This staff would provide two essential marketing components; an 

aggressive promotion campaign abroad, and an effective reception program 

for investors visiting Egypt. 

The establishment and implementation of an effective, in-house
 

program will take time, and therefore it is recommended that, during the 

interim period, the Free Zone Sector should consider the possibility of 

utilizing short-term consulting services to help develop and implement 

the program. These services would include the training of personnel; 

determining the cost-effectiveness of individual program items; designing
 

and structuring the brochures; analyzing and screening potential free 

zone companies; and providing overall guidance.
 

During the initial period, the Free Zone Sector may also wish the 

consulting services to include actively marketing and promoting the Free 

Zones.
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CHAPTER VI
 

PRE-rEASIBILITY STUDY - ADABIYA 

A. 	 ADABIYA FREE ZONE AREA
 

1. 	 Physical Assets
 

a. 	 Location and Site Selection. The proposed Adabiya Free Zone area, 
meter,defined for purposes of analysis, is a 2,250,000 squareas 

km south of the urban area of Suez-Portrectangular land tract eight 

Tawfik (see Exhibit VI-1). The property is bounded on the east by Suez 

it is transversed by 35 kv electric transmission lines; it is servedBay; 

by highway access and the ability to link with railroad transportation. 

falls under the Suez Governorate.
The proposed free zone 


urban employmentThe area of Suez-Port Tawfik has been a leading 
1967 a population of 

area in Egypt. Statistics show that prior to 

300,000 persons was supported by the area's economic activity; principal

ly canal transportation support services and petroleum services. Severe 

war damage was inflicted on the area in 1967 and the city has yet to 

to pre-war status as evidenced by existing infrastructural recover fully 
1978.
damage and current population estimated at 200,000 in 


On Port Tawfik, a free zone encompassing 83,200 square meters is 

currently in operation. Its location and orientation lends it to provi

sion of storage, warehouse, and distribution functions. Area congestion, 

which can be expected as Suez grows in the 1980-2000 period, argues 
zone. Indeed, anagainst slow conversion to industrial activity in the 

alternate plan under consideration to create more free zone land at Port 

fill operations may be economically weak given theTawfik by dredge and 

overall growth intentions of Suez. Industrial activity is more logically
 
road accessibilityserved at the western edges of Suez where rail and 

allows for less industrial and commercial traffic movement.
 

There is substantial harbor activity surrounding the proposed Suez 

City Free Zone site. In a southward direction from western Suez City 

there are: 

2,000 meters of water frontage able (at
a) 	 Tanker berthing of over 


one time) to handle tanker deliveries with limitation mainly by 

channel depth and storage capability. 

piers nowb) 	 Ataka area--400 meters of water frontage with finger 


mainly suited to olt.'le'td,1l fishing.
 

c) 	 Adabiya--with cargo handling cranes and fairly deep water. 

d) 	 Offshore oil terminal at El Sadat.
 

Harbor improvements were under engineering design in 1978. Antici

pated improvements to the areas are being coordinated via Agency for 
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EXHIBIT VI-1
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International Development (AID) support. In summary, sufficient detail 
foris available for the interested reader to conclude that the momentum 

port improvement in the Suez area will strengthen the area's regional 

economy.
 

Employment growth in the Suez area appears to be broadly based, with 

emphasis on industrial activities. The characteristics of the Suez 

economy show:
 

Based upon the 1966 Census, this employmentCanal-water transport: 


sector reportedly contributed about 	 9,000 jobs to the Suez 
at this time, it appearscommunity. lWhile it is hard to estimate 


that much of this employment has been recovered in the area,
 

although rebuilding activity continues.
 

appears toConstruction and Rebuilding: The construction industry 

be the major employer in Suez. The replacement and rehabilitation 

of damaged structures and facilities, and the construction of new 

project and residential areas is in evidence throughout the city. 
to be available. Iaterials,
Construction workers (unskilled) appear 


be the limitations tosupervisory depth, and money are estimated to 


a further activity pace combined with housing limitations.
 

Refining: Prior to 1967, the Suez refineries were principal sources 

of petroleum products for Egypt. The refining emphasis has recently 

moved to Alexandria and Cairo, but the Suez oil refining industry is 

Expected through-put approximatesapproaching a normalized status. 


4MB/Day. Primary and secondary employment created by the refining 

activities should approximate 2,000 persons.
 

Fertilizer Production: A 250,000-300,000 metric ton fertilizer 

plant appears to be a major employer in the Suez City area. Combined 

with bagging activity, the plant related employment may approximate 

over 2,000 persons.
 

The remaining industrial orientation at Suez is toward water-related
 
trade of grain andactivity--fishing, ship repair, and import/export 

service sector appears to be the largest employmentmaterials. The 
generator in Suez with much mercantile/commercial employment generated by 

small shops.
 

2. Market Potential
 

Ti.? overall success of the proposed Adabiya Free Zone is ultimately 
City area and complementarydependent upon the growth of the Suez 

and development--expandedindustrialization. Growth implies commerce 

port activity, communications, and labor development. In an environment 

of increased population and facilities, the free zone will provide 

the Suez growth process and will, as indicatedemployment to assist 

above, look to the area's growth for its overall volume potential.
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In performing the pre-feasibility analysis for the free zone, review 

of much material concerning Egypt's industrialization programs and the 

Suez area has served to develop parameters concerning the ability of the 

free zone to successfully contribute to employment and technology 

transfer. Specific reference is made to the Suez Master Plan Study for 

the Mtinistry of Housing and Reconstruction which served as an overall 

parameter regarding Suez area potential, and within which our team has 

initially adapted to more current conditions. It is anticipated that 

Phase 2 of the study will update the prospects for the Suez area in 

greater detail.
 

The overall projections for the Suez City area developme:,L were 

prepared assuming a real national growth of 6.5 percent in gross domestic 

product. Based upon the 1975-1977 trends established by the Egyptian 

economy, this growth rate appears attainable over the near-term period. 

A committed policy to growth may allow the growth trend to continue 
through the year 2000. 

In order t:o accomplish the rate of gross domestic product growth 
upon which the Egyptian economy is based, there has to be maintained a 

substantial investment in the industrial sector. Capital formation has 

been restricted by the military considrations reflective of Egyptian 

priorities. The problems foreseen with subsidation of food products and 

the lack of rapid investment in the manufacturing and industrialization 

sectors has led the Government of Egypt to solicit a new approach toward 

providing funds to build up its productive capacity. As the Egyptian 

economy is currently between 75 and 80 percent in the hands of the public 

sector, this increased emphasis on private investment represents a large 
social change. This environment, known as the Open Door Policy, is 

explained in other sections of this report. However, it is anticipated 

that the solicitation of these investments by developed nations into 

Egypt's economy will substantially contribute to raising the amount of 
exports which Egypt could produce.
 

Egypt's industrial growth may take the trend of resource 

development--intermediate manufacturing--final good creation--light 

manufacturing. Of particular interest is the current prospect for 

economic integration with Sudan. Sudan is rich in minerals and comple

ments Egypt's mineral base. Suez, via the Red Sea, represents a prime 

port-of-entry/exit for the Sudan-Egypt trade. Competitive to Suez is 

Aswan and the movement of goods via Egypt's railroad system. 

The development of intermediate/final good manufacturing is in the 

best interests for the Egypt and Suez economies. Investment in natural
 

resource development is capital intensive; the processing and manu

facturing functions are more labor oriented, and the area will have an 

abundant need of employment centers. Suez, like the rest of Egypt, will 

offer low wages, educated and skilled workers, and a relatively rebuilt 
industrial base. The development of Suez as an industr'al center will 

have positive benefits to the Egyptian economy. Of Egypt's total manu

facturing activity, exports have accounted for only a small percentage of 

total output. The Egyptian exports of manufactured goods and of textiles 
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have remained relatively stable. The implications for a country sub

sidizing its foodstuff production with fixed prices are a diversion of 

valuable foreign exchange assets to subsidize part of its economy. To 
and/or there must bealleviate this problem, exports must increase 

locally produced goods for imported goods. 	 The
increased stbstitution of 

the latter processes may welldevelopment of free zone activities for 

provide positive benefits to tile E-yptian economy.
 

The location of Suez relative to the Red Sea Arab countries, to 

and Far Eastern imports and exports,Africa an, az :tport for Indian 
makes it extremely :Attractive for projections of future growth. Suez is 

by far the most develuped of Egypt's Red Sea oriented ports. Competition 

for exports from the area will come from Jordan, with a small free zone, 

and from Saudi Arabia. None of these countries can compete with Egypt in 
and the abundanceterms of the basic educational level of its employees 

of labor at extremely competitive prices. 

Gulf markets hasThe proximity of Egypt to the rapidly expanding 

prompted recent suggestions for the establishment of pan-Arab regional 

market manufacturing centers, which could lend themselves readily to 

public free zone participation. Possible activities could include the 
steel pipe, manufacturing andmanufacture of power generators, 

Although it is
construction equipment and other key industrial products. 


the impact of the recently announcedtoo soon to adequately assess 
of Egypt, this action might restrict theintended Arab League boycott 


number of joint ventures and regional investments over the short term.
 

In the long term, however, the concept of 	 such centers merits serious 

attention.
 

With regard to the proposed Adabiya Free Zone, potential industrial 
in the Unitedsub-sector industries for tile Suez region were discussed 

Nations Development Programme's 1976 report, Suez Canal Region. The 

sub-sectors and corresponding industries are presented in Exhibit VI-2. 

Several of these industries (including leather goods, food 	and beverages,
 
products) are
automobile tires and tubes, furniture, clothing, and metal 


also listed by the General Authority as types of activities that are
 

to operate within the country's freepresently operating or expected 
zones.
 

Specific opportunity studies for the Eastern Desert and Suez area 

have been initiated as part of this existing study, and include the above
 

industries. It is anticipated that the identification and study ,f
 

in the developtarget industries for the Adabiya Free Zone will assist 
Host of the industriesment of industries at other free zones in Egypt. 


outlined in the preceding paragraphs are of national significance, and 

the ability of the individual free zones 	 to capture a portion of the 
depend on the Identificationinvestment potential will to a large extent 

of specific local opportunities and effective promotional campaigns 

directed to these target industries. The implementation of new invest

ment programs will raise the quality of production in the Egyptian 

serious problems competing with newer manufacturingeconomy which hres had 
processes throughout the world. It would also appear that Egypt has not 
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EXHIBIT VI-2 

POTENTIAL SUB-SECTOR INDUSTRIES FOR DEVELOPMENT 

IN TIHE SUEZ REGION 

IndustriesSub-Sec tor 

Food, beverages, and tobacco 	 Canning, fish processing, 

intermediate food products 

Leather products 	 Footwear 

Textiles 	 Spinning, weaving
 

Non-metallic mineral products 	 Cement, refractory products, 

limestone and sand products, 
construction materials and
 
components
 

Rubber products 	 Tires and tubes, household and
 
plumbing products
 

Wood products 	 Furniture, building components
 

Chemicald and allied products 	 Petro-chemicals, plastic
 

products, fertilizers 

Clothing 	 Ready-made garments, kititwear,
 

synthetic fibers
 

Printing and publishing 	 Boxes, bags
 

Metal products 	 Household appliances, steel
 

fabrication for structural and
 
industrial uses
 

Source: United Nations Development Programme, Suez Canal Region, Volume
 

III, p1age 37, 1976.
 

Reynolds, Smith and Hills, 1979.
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developed its fair share of the Arab market as its trade with Arab coun

10 percent of its total exported products.
tries is 	reported to be only 


The Suez 	area appears to offer the following advantages:
 

I. 	 Reputation as an industrial city prior to its demolition in the
 

1967 war. The strategic location of the city and its past 

reliability as an industrial production center, combined with 

the new industrial processes which have been rebuilt, should 

contribute to a more rapid than anticipated capacity to absorb 

industrialization activities.
 

2. 	 Another advantage is its location for fishing, quarrying, and 

other processing activities. 

3. 	 A third advantage for Suez is its relatively accessible road 

position and its ideal suitability for supplying export 

markets. Suez could be regionally linked with the Ismailiya 

area 	 and Port Said through the transport factors associated 

canal. A further linkage offered by Suez is pipelinewith 	the 

accessibility to the Port of Alexandria and the ability to 

transport petroleum products through that pipeline. Rail
 

access 	 from Suez also offers the possibility of 

container/piggyback cargos between Suez and Alexandria for 
major port movement. 

3. 	 Population
 

The prospects for Egyptian development are dependent upon its 

capacity to house and productively employ an anticipated population 

approximating 60 million persons in the year 2000; a growth from 1979 of 
Egypt must increase itsapproximately 20 million persons. In adaition, 

domestic product even more to allow its population to enjoy normal 

expectations for prosperity and better times. Major commitments are 

being implemented by the government in order to achieve a better standard 

of living for the populace. One of these commitments is for houeing 

through the creation of new cities and infrastructural development in 

existing cities. Pressed by anticipated population growth, it is 

estimated that the Suez area will contain approximately one million 

persons by the year 2000; five times greater than a population estimated 

but only 	three times greater than the 1966 population
at 200,000 in 1978, 

in the area. Under the aegis of strong ceiitral government and planned
 

regional 	 development, population dis~ribution may well approach the
 

figures listed in Table Vt-i.
 

The Suez percentage of total urban population increase against other
 

urban areas reflects the relatively small population base in the Suez 

area itself. For a country dominated by desert, the sea and mountain 

vistas offer an attractive, livable alternative environment. Its 

industrial base destroyed in 1967 is reaching pre-war levels. The
 

increased canal usage, coupled with suspension of hostilities with 

Israel, offers a restoration of confidence for life and property.
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TABLE VI-I 

SUEZ CITY 

NATIONAL AND REGIONAL POPULATION
 

Category 


Rural 


Urban
 
Cairo/Alexandria 

Nile Valley 

Suez 

Other 

Subtotal Urban 


Total 


Suez % of Urban
 
Population 


Average Annual 
Population Growth %
 

Urban 1975-1980 

Urban 1980-1990 

Urban 1990-2000 


1975 - 2000
 

(In Millions)
 

1975 1978 


23 21 


9 11 


4 5 

0.15 0.20 


0.85 	 1.80 

14 18 


37 39 


1.1 1.1 

1980 1990 2000
 

21 21 22
 

11 14 16
 

6 9 12
 

0.30 0.65 1.0
 

2.70 	 4.35 9.0
 
20 28 38
 

41 49 60
 

1.5 2.3 2.6
 

7.4
 
3.4
 

3.1
 

Source: Reynolds, Smith and Hills, 1979.
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forms a
The translation of population growth into households 


secondary basis for estimation of labor force and housing requirements in
 

to the Suez Master Plan Study, household
the Suez area. According 


statistics were projected as shown in Table VI-2.
 

It appears, on the surface, optimistic to assume that the rural and
 

1.71 persons,
urban households would decline by 1.53 persons and 

1.0 and 1.25,
respectively, over the 1975-2000 period. A decline of 


increase in
respectively, would be more realistic when coupled with an 


the decline in persons per household
real income. It would appear that 


would not be an impact in urban population planning until the mid-1980s,
 

while the rural area .persons per household" would be dependent upon
 

Suez should be significantly
education and birth control programs. 


different from the urban statistics as its household formation age
 

grouping is projected to remain relatively constaut at 46 to 48 percent
 

we would assume the household levels inin the 1980-2000 period. Thus, 
Suez shown in Table VI-3. 

4. Eznployment 

of the Suez area which relate to employment areThe characteristics 
consketchy, at best, due to the disruptive anomaly of the 1967 war and 

tinual hostilities over the past 12 years. The Suez Master Plan shows 

statistics on employment (see Table VI-4). 

The employment growth curves for Suez show a lowering of growth in
 

the 19O-2000 period. This trend implies a prognostication of recession

ary pressures in the 1990-2000 period, and therefore, a new direction to
 

Egypt's gro;ith potential. It should be anticipated that industrializa

tion builds on itself through investment and consumption. Therefore, we
 

would prefer to average out the trends to achieve the employment profile 

for Suez shown in Table VI-5.
 

Further refinement is anticipated to be necessary for the total 
in the year 2000employment figures. An employment of 400,000 persons 

represents 74 percent of the total population aged 20 to 50. Females 
The decliningmake up approximately one-half of the 20 to 50 age group. 


rate of growth in the service sector of the Suez economy might well serve 

to reduce female employment opportunity. It is our expectation that 

employment in the year 2000 will approximate the following range: 

Employment (000)
 

Year Low High
 

1980 81 90 
1990 199 215 

2000 337 350 

5. Free Zone Employment Base
 

to the Suez Master Plan, 1,630 feddans of industrial and
According 

808 feddans of light industrial areas should be allocated for
 

industrial
manufacturing/industrial growth in the city. The major 
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TABLE VI-2
 

PROJECTED HOUSEHOLDS 


Category 


Rural Population (Million) 


Households (Million) 

Persons Per Household 


Urban Population (ttillion) 

Households (Million) 

Persons Per Household 


Suez Population (Million) 


Households (Million) 


Persons Per Household 


Source: Suez Master Plan Study. 
Reynolds, Smith and Hills, 1979.
 

IN EGYPT 

1975 2000 

23 19 

4 4.5 

5.75 4.22 

14 37 

2.5 9.5 

5.60 3.89 

0.150 1.0 

0.029 0.256 

5.17 3.91 

VI-lO 



TABLE VI-3 

SUEZ CITY
 

HOUSEHOLD FORMATION
 

1975 - 2000
 

Category 1975 1978 1980 1990 2000
 

Population (Thousands) 150 200 300 650 1,000
 

Persons per Household 5.17 5.71 5.10 4.50 4.10
 

Households (Thousands) 29 39 59 144 244
 

Household Average Annual
 
Growth %: 1975-1980 15.3
 

1980-1990 
 9.3
 

1990-2000 5.4
 

Source: Reynolds, Smith and Hills, 1979.
 

VI-11
 



TABLE VI-4 

SUEZ CITY 

PROJECTED SUEZ EUPLOYMENT (TOTAL) 

1980 - 2000
 

Category 	 1980 1990 2000
 

700 1,000
Population (Thousands) 300 

Households (Thousands) 65 167 256 

Employment - Total (Thousands) 90 235 400 
( 110) ( 210)
Basic ( 	36) 

( 125) ( 190)Service ( 	54) 

30 33.5 40Employment/Population % 


Household Participation 
to Employment 1.38 1.41 1.56
 

Basic Employment - Average
 
9.2
Annual Growth % 


Service Employment - Average
 
6.5Annual Growth % 

Average Annual Employment 
7.7
Growth % 


Source: 	Suez Master Plan Study.
 
Reynolds, Smith and Hills, 1979.
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TABLE VI-5 

SUEZ CITY 

EM1PLOYIENT PROFILE 

1975 - 2000
 

Category 1975 1978 1980 1990 2000 

Population (000) 150 200 300 650 1,000 

Households (000) 29 39 59 144 244 

Employment/Population % 28 29 30 35 40 

Employment (000) 42 58 90 228 400 

Household Participation 
to Employment 1.33 1.36 1.38 1.45 1.56 

Employment Based on House
hold Participation (000) 39 53 81 209 381 

Employment Range (000) 39-42 53-58 81-90 209-228 381-400 

Source: Reynolds, Smith and Hills, 1979. 
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expansion is considered more compatible with existing land uses if 

oriented toward the southwest coastal areas of Suez. Of major 

importance, the port of Adabiya is programmed as the major bulk cargo 

port for the Suez area. It is in the environs of this port development 

that land has been set aside for the industrial free zone and light 
spur and new road accessindustrial activity is also reserved. Railroad 

has been recommended for the area. 

Because of the resettlement conditions existing in Suez and the 

alternative urban areas for residency, a flat predictability for Suez 

cannot be made. Within the framework of overall populationdevelopment 
growth, supported by housing activity, the economy for Suez can be
 

developed in a coordinated manner. As previously mentioned, free zone 

employment, based on a percentage of overall economic participation, is a 

contributor and a beneficiary of Suez's overall development. According 

to the Suez Master Plan, to maximize its contribution to the Suez econo

my, the free zone should be operational by the early 1980s. Table VI-6 

summarizes the Master Plan assumptions for the Adabiya Free Zones: 

The location of the Suez Free Zone is at the southern tip of the 

major, planned industrial corridor for Suez. Thus, the free zone:
 

1) 	 is well located for bulk cargo facilities;
 

2) 	 can provide complementary services to industry;
 

3) 	 can provide a base for secondary and light manufacturing for 
domestic/export potential; 

4) 	 has easy, major accessibility by planned road development;
 

5) 	 serves as a divergent area for free zone activity, allowing 

Port Tawfik to serve as a transit shipping point; 

6) 	 is conveniently located to rail service;
 

7) 	 has electric infrastructure;
 

8) 	 affords sea frontage for oil platform activity. 

Based upon the Mtaster Plan, 170 feddans of the industrial land is 

reserved for "heavy" industrial free zone activity and 75 feddans is 

reserved for "light" manufacturing. A further free zone for offshore oil 

activity has been allocated 182 feddans, in concept. Thus, the total 

Suez City Free Zone area proposed in the Master Plan is: 

Industry Type 	 Area
 

Oil and heavy 352 feddans
 

Light manufacturing 75 feddans
 

Total 	 427 feddans
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TABLE VI-6 

INDUSTRIAL AREAS
 

EHPLOYMENT* AND LAND REQUIREMENTS 

1975 - 2000 

Phase 1/1975-1980 Phase 2/1980-1985 Phase 3/1985-1990 Phase 4/1990-1995 Phase 5/1995-2000 

Land Land Land Land and 
Employ- Required Employ- Required Employ- Required Employ- Required Employ- Required 

Category ment (Feddan) ment (Feddan) ment (Feddar.) ment (Feddan) ment (Feddan) 

Oil Refineries 4,000 500 4,000 500 5,000 500 5,000 500 5,000 500 

Principal Indus
trial Area 6,400 245 9,725 415 13,350 625 14,475 645 17,100 709 

Free Zones: 

Off-shore Oil 2,000 80 4,000 100 5,000 125 6,000 150 7,500 182 

Other Heavy 
Mfg. 300 20 1,000 65 2,000 130 2,500 170 2,500 170 

Light Mfg. 700 5 4,000 30 8,000 60 10,000 75 10,000 74 

Light Industrial 
Areas 6,500 58 10,000 90 25,200 225 46,000 410 90,300 810 

Total 19,900 908 32,725 1,200 58,550 1,665 83,975 1,950 132,400 2,445 

*Includes all categories of employment in industrial areas-non-manufacturing basic and services in addition 

to manufacturing. 

Source: Suez Master Plan Study. 



A key assumption in the taster Plan is the anticipated employment density
 

for the free zone activity. The Master Plan makes the following 

distribution of employment.
 

Oil Related :182 feddans x 40 employees/feddan - 7,500 employees
 

Heavy Manufacturing:170 feddans x 15 employees/feddan = 2,500 employees
 

Light Manufacturing: 75 feddans x 135 employees/feddan =10,100 employees
 

Total 20,100 employees
 

Concern is expressed regarding the above figures. First, the differen

tial employment of oil activity versus heavy manufacturing for the free 

zone creates an economic bias to the oil activity, and if its development 

was not forthcoming to the extent suggested by the plan, employment would 

be overstated. A different concern Is expressed for the light manufac

turing activity. The 135 employees/feddan may be reasonable on a net 

ground coverage basis. However, it appears unreasonable to assume a net 

density (assuming a 2:1 land/building relationship of 270 employees/net 

feddan). For the prefeasibility analysis, our employment density is 

based on current free zone levels of 49 employees per net feddan. 

6. Free Zone Area
 

The selected Adabiya site covers approximately 2,250,000 square 

meters on appro.iimately 535 feddans. Thus, the area set aside for the 

free zone is appLoximately 25 percent greater than the area recommended 

in the Master Plan.
 

It should be noted that the current storage/transit free zone in 

Port Tawfik is in a currently congested area. Land value and congestion 

may create the desire for prospective tenants to locate on the new free 

zone areas. It is reasonable to assume that a portion of new free zone 

land will be set aside for this eventuality in a semi-restricted land 

area at the heavy manufacturing site. The overall impact makes for a 

less specialized land package but, based upon current activity at the 

existing free zones, little negative impact in overall employment/feddan 

should be expected. A representative area for the free zone assuming 

industrial orientation is as follows:
 

Total Area: 535 feddans
 

Less: Infrastructure and 
Non-Building Areas (57%) (305) feddans
 

Net Buildable Area 230 feddans
 

Warehouse/Distribution ( 25) feddans
 

Heavy Manufacturing ( 70) feddans
 

Oil Related (75) feddans
 

Light Manufacturing (60) feddans
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overall estimatedConsidering the employee ratios per net feddan, 

employment for Adabiya is:
 

230 net feddans x 49 employees/feddan = 11,270 employees 

At capacity, the actual employee levels will exceed this total 

figure. Excluded in the employee assumptions are work relief, pnrt-time 

employees, and miscellaneous contract labor. Also excluded from this 

employee count are free zone employees, security guards, and customs 
the site is
personnel. The anticipated total employement count at 


approximated at:
 

Industry Employees 11,270
 

Shift, Part-Time, Other 900
 

Security, Customs 50
 

Free Zone 
 40
 

Total Employment 12,260
 

B. FINANCIAL ANALYSIS
 

1. Revenues from Adabiya Free Zone
 

Using constant 1979 rates, the procedures used to calculate the 

Adabiya Free Zone revenues applied existing results at the other public 

free zones and current rental rates.
 

At capacity, rental income from Adabiya is calculated as:
" 


967,500 sq. m. x L.E. 1.25/sq. m. - 1,209,375 L.E./yr.
 

" Duty and tax collections are based on Port Said actual 1978 
to theexperience, where fees of L.E. 1,235,285 were charged 

zone users in 1978. This amounts to L.E. 3.59 per square meter 

of occupied land (L.E. 1,235,285/343,930 M2). Applying the 

L.E. 3.59 to Adabiya's 230 feddans results in potential fees of 

L.E. 3,468,766. This amount is felt to be conservative due to 

the fact that only four of 70 projects in production at Port 

Said can be classified as industrial.
 

Total direct fees and charges at capacity are estimated at:
o 


Rental L.E. 1,209,375
 

Fees L.E. ?,468,766
 
Total L.E. 4,678,141
 

say 4,700,000
 

2. Cost of Adabiya Free Zone
 

The development costs for Adabiya have already been established and 

amount to approximately L.E. 27,000,000 plus annual inflation and 

professional fees. The feasibility analysis, which is to be conducted in 
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study effort will include off-site development costs such
Phase ii of the 
off-site road improveas additional electric generation capacity costs, 

ments, etc. For purposes of the pre-feasibility analysis, however, these
 

costs are temporarily excluded.
 

is assumed fully staffed with 40 personnel.The Adabiya facility 
The staffing and current costs are estimated at:
 

Function 	 Number Daily Wage Annual Total
 

Management 4 15 L.E./day 	 21,500
 

Engineering/Research 4 12 L.E./day 	 17,500
 
22,000
Accounting/Finance 6 10 L.E./day 


13 8 L.E./day 38,000
Inspection/Service 
Maintenance 13 8 L.E./day 38,000 

L.E. 137,000
Total 	 40 


security services and customs inspectorsAdditionally, the cost of 

should be charged as a cost to the free zone. At an average current cost
 

annual cost of L.E. 90,000 is obtained.
of L.E. 5/day, 	an 


The Adabiya Free Zone must also bear its fair share of overall 

Adabiya will require its ownpromotion expense. To be a success, 
and contribute to the general promotional packagespromotional package 

which the Authority in Cairo will provide. It is anticipated that the 

require promotional expenses approximating
initial development years will 


L.E. 	 100,000, decreasing to an average of L.E. 50,000 thereafter. An 
costs wouldannual contribution of L.E. 40,000 to Cairo's promotional 

also be a reasonable expectation.
 

The final cost 	 consideration for Adabiya is maintenance expense 

free zone. The materials portion of the maintenance(materials) for the 
expense is calculated as one percent of cumulative investment at the free
 

zone. Following this assumption, maintenance material expenses are as 

shown below:
 

1992-1995 L.E. 226,000
 

1984-1987 L.E. 103,000 

1980-1983 	 L.E. 73,000 


1996-2000 L.E. 267,000
 

1988-1991 L.E. 159,000
 

costs areThe annual operating costs for Adabiya, Ln constant 1979 

stunmarized as:
 

Staff 137,000 (less in early years)
 

Customs/Security 90,000 (less in early years)
 

Promotion 90,000 (L.E. 50,000 higher in first years)
 

Maintenance 159,000 (Average)
 

Total 	 430,000 L.E. Annual 
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3. Location Infrastructure
 

The proposed Suez City Free Zone (Adabiya) area is bounded on the 
east by Suez Bay and the foothills of the Ataqa mountains on the west. 
It is served by a two-lane highway which parallels the Red Sea and 
railroad transportation which originates about 20 km south of the site. 
The topography is nearly flat at 2 to 3 meters above sea level, except 
the west side which rises to a height of approximately 25 meters above 
sea level.
 

The existing 35 kv electric transmission lines traversing the site 
north and south appear exceptionally limited in capacity. Water and 
sewer utilities have not been developed. Proposed site development plans 
indicate a new 225 meter wide right-of-way to accommodate infrastructure 
development. 

The proposed site has been visited and evaluated to determine 
infrastructure requirements. It is noted that the site is devoid of 
improvements suitable for inclusion in future site developments. The 
existing railroad is planned to be relocated to the west in the proposed 
right of way with highway and utility distribution systems. 

The following infrastructure construction costs have been estimated 
on the basis that all work would be undertaken in tile same time frame.
 

Site Development L.E. 901,600
 
Roadways 2,800,000
 
Fence* 1,810,000
 
Railroad Demolition 40,000
 
Administration and Control Buildings 500,000
 
Water, Sewage, and Storm Systems 14,000,000
 
Elevated Water Tank 500,000 
On-Site Sewage Treatment 1,000,000 
Electrical Distribution 5,000,000 
Total 26,551,600 

Say L.E. 27,000,000** 
U. S. $38,600,000 

* Three sides, not including shore line. Also, redesign should be 
considered to reduce costs. 

** An appropriate design and construction management fee should be 
added.
 

Assuming that phased and increnental development would be the more 
prudent approach and thLt investor needs would be more timely met, the 
following schedule is presented as a guide to cost impact and resulting 
cash flow benefits. 
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Phase I
 

Site Development 
Roadways 

Fence* 

Administration Building 

Water, Sewuage, Storm 
Sewage Treatment Plant 

Electrical Distribution 


Phase Total 


* See previous note reference. 

Phase II
 

Site Development 

Roadways 

Railroad Demolition 
Water, Sewage, Storm 

Electrical Distribution 


Phase Total 

Say 


Phase III
 

Site Developtient 

Roadways 

Railroad Demolition 

Water, Sewage, Storm 
Electrical Distribution 


Phase Total 

Say 


Phase IV
 

Site Development 

Fence 

Roadways 

Water, Sewage, Storm 

Elevated Water Tank 

Addition to Sewage Disposal 

Electrical Distribution 


Phase Total 

Say 


Phase V
 

Site Development 

Roadways 

Water, Sewage, Storm 

Electrical Distribution 


Phase Total 

Say 


192,942 
1,027,460
 
794,500
 
500,000
 

2,996,000
 
750,000
 

1,070,000
 
7,330,902
 

115,405
 
299,600
 
18,600
 

1,792,000
 
640,000
 

2,865,605
 
2,870,000
 

227,203
 
567,000
 
21,400
 

3,528,000
 
1,260,000
 
5,603,603
 
5,604,000
 

199, 254
 
1,015,500
 
546,000
 

3,094,000
 
500,000
 
250,000
 

1,105,000
 
6,709,754
 
6,710,000
 

166,796
 
373,800
 

2,590,000
 
925,000
 

4,055,596
 
4,100,000
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The proposed Suez City Free Zone site requires power, water, on-site 

sewage facilities, communications, and roadway systems. In comparison 

with other free zone facilities, the infrastructure requirements at this 

location can be satisfied easier than those at the other existing sites. 

This means that the costs of developing the infrastructure facilities on 

a phased basis at the Suez City site could be comparatively less than 

those costs incurrz_ on the other sites, especially the Alexandria site.
 

It was determined toat the existing facilities operated by the Free 

Zone Sector all had -. asonable access. Transportation and communication 

access to the exiscing facilities and to the newly proposed facilities 

are exceptionally important to the operations of any free zone facility. 

With respect to the existing facilities, the utilization of rail trans

portation may not have been adequately considered.
 

The Free Zone Sector property has structure service requiremcnts of 

varying natures and degrees, all of which should be reasonably 

depeniablc. Therefore, the location of a free zone facility in an area 

where such services are not readily available presents problems.
 

The topography of the site at the Suez City location appears 

conducive to the development of infrastructure facilities on a phased 

basis. The site is relatively flat and those areas which are at higher 

elevations could be utilized to the advantage of the development 

Authority to reduce infrastructure designing and construction costs to 
some extent.
 

The soil conditions on the Suez City site appear suitable for 

development of structures without exceptional cost factors. That is, the
 

site appears to have structural stability and soil conditions which 

permit minimal design in the facilities requirements. There are no 

indications of soil erosion or other seasonal rainfall or moisture 

conditions which would significantly impact the construction of the 

infrastructures required.
 

While the Free Zone Sector has experienced difficulties in varying 

types of sites at its other free zone locations and is faced with the 

possibility of developing a new site where new problems could be 

confronted, there are advantages in having considerable past experience 

which can be applied to a new site. It is the opinion of our investi

gators that the Sector is ready to enter into a well-coordinated planning 

program for the new Suez City site. 

Technically, the new Suez City site appears to represcent an oppor

tunity for substantial advancement of the free zones concept in Egypt. 

The site has a strategic location and the entire sector in which the site 
is located is due for substantial development activities.
 

Our investigators indicate that the Free Zone Sector engineering 

staff has reached a point where the new site provides an excellent 

vehicle for the implementation of new procedures developed from old 

experiences. 
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4. 	 Financial Profile
 

Considering first only a static profile, the following leveraged and
 

deleveraged positions are anticipated for Adabiya:
 

a. 	 Payback Profile Year 5 Year 10 Year 20
 

Average Revenue (M LE) 1.2* 2.4** 4.7*** 
Average Costs (M LE) * (0.3) (0.4) (0.5) 
Development Cost (M LE) 10.2 15.8 27.0 

Payback (Averaged) 11.3 yrs 7.9 yrs 6.4 yrs 

*5th 	year revenue; **10th year revenue; ***Maturity revenue.
 

b. loan Coverage 	 Year 5 Year 10 Year 20
 

Anticipated Revenue (M LE) 1.2 2.4 4.7 

Operating Expenses (1 LE) (0.3) (0.4) (0.5) 

Development Loan Payment 

(20 year, 6%) O.9* l.4** 3.5***
 

Loan Coverage I.OOX 1.43X 1.20X
 

*L.E. 10.2 Million; **L.E. 15.8 Million; ***L.E. 27 Million. 

Considering the static financial profiles, with the understanding 
the only real money at risk
that 	construction at Adabiya would be phased, 


is approximately L.E. 7.3 million which is required for the first phase. 

the free zone undertake the business risk of building facilitiesShould 
in addition to the infrastructure, the risk factor may be higher but a 

commensurate greater return would be obtained through higher l.ase ratio 

to cover the facility cost. If one is in general agreement that Suez
 

will develop industrially between 1980 and 2000, the risk does not appear
 

speculative.
 

On a dynamic basis, the rate of return on investment appears 

acceptable on a purely financial level. The cash flow provided in Table 

V-7 is considered conservative as it is based upon the following 

assumptions: 

o 	 Total occupancy is not achieved until the year 1996. 

o 	 Investment expenses are assumed to occur in one-year periods, 

although expenditures will normally cover two years; no 

allowance for interest earned or paid during construction is 
considered.
 

To offset only one year of maturity, the undepreciated value of
 

invested facilities, excluding site development and demolition,
 
o 


is taken as a credit in year 28, assuming a 30 year average 

depreciation rate.
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TABLE VL-7 

FREE ZONE ANALYSIS 

ADABIYA FREE ZONE CASH FLOW
 

(L.E. MILLIONS)
 

Free Zone 

Year Investment Revenues Expenses Income Cash Flow 

- (7.33)0 (1979) (7.33) - 

.23 .27 (.04) (.04)
1 

2 .46 	 .27 .19 .19
 

3 	 .69 .27 .42 .42
 

.27 .65 (2.22)
4 (2.87) .92 


5 1.15 	 .28 .87 .87
 

6 1.38 	 .28 1.10 1.10
 

7 1.61 	 .28 1.33 1.33 

1.84 .28 	 1.56 (4.04)8 (5.60) 
9 2.07 	 .36 1.71 1.71 

2.04
10 	 2.40 .36 2.04 


11 	 2.53 .36 2.17 2.17
 
(4.18)
12 (6.71) 2.89 .36 	 2.53 


13 	 3.26 .44 2.82 2.82
 

14 	 3.63 .44 3.19 3.19
 

15 	 3.99 .44 3.55 3.55
 

3.92 ( .18)16 (4.10) 4.36 .44 


17 	 4.70 .50 4.20 4.20
 

18 	 4.70 .50 4.20 4.20
 

19 	 4.70 .50 4.20 4.20
 

20 	 4.70 .50 4.20 4.20
 

21 	 4.70 .50 4.20 4.20
 

22 	 4.70 .50 4.20 4.20
 

23 	 4.70 .50 4.20 4.20
 

24 	 4.70 .50 4.20 4.20
 
4.20
25 	 4.70 .50 4.20 


26 	 4.70 .50 4.20 4.20 
12.71
27 	 8.51 4.70 .50 4.20 


Total (18.10) 85.11 (10.90) 74.21 56.11
 

Present Value at 10% = 8.88 

Internal Rate of Return = Approximatel 11% 

Source: Reynolds, Smith and Hills, 1979.
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The cash flow profile indicates that a discounted rate of return of 

approximately 11 percent could be generated over the 1979 to 2006 time 

period, based upon satisfaction of a successful project. The rate of 

zone built facilities for industrialreturn would be less if the free 


leasing, as the return on the leases would trend lower due to the
 

need to shelter itself for tax purposes.
authority's inability or 


5. Environmental and Social Aspects
 

a. Environmental Aspects. The location of an industrial free zone at 

the northern extremity of the Gulf of Suez warrants serious attention to 

the potential risk of environmental degradation, particularly with regard 

to local marine resources. With restricted water circulation, an average 
only 120 square
depth of 30 meters and a total areal extent of 


threshhold for discharge
kilometers, Suez Bay offers a limited pollution 


of sewage and industrial effluents. Of particular concern would be the
 

disposal of untreated industrial residues into the bay. These contam

inants, in conjunction with those from other existing and planned
 

spills and discharges emanating
itd'strial activities and potential oil 


from oil....nk. traffic and the Suez oil refinery operations, would have
 

the bay's marine biota and severelya serious, adverse impact upon 

restrict water recreation activities. 

Similarly, land disposal of industrial residues would need to be
 

carefully restricted or prohibited to prevent pollution of groundwater
 
this report include the
resources. The infrastructural costs outlined in 


provision of adequate sewage and industrial effluent treatment 
facili

ties, which would minimize the danger of marine and groundwater
 

contamination.
 

in the free
Depending on the type of industrial activities located 


zone, toxic wastes and gases could be emitted in an outborne form. Since
 

the predominant winds are from the north and northwest, the siting of the
 

Suez City should
proposed industrial free zone to the southwest of 

prevent airborne pollution occurring in residential areas. However, such 

pollution could adversely affect recreational activities at El Sadat 

beach, just to the south of Adabiya. 

Master Plan, an environmental impact
As recommended in the 1976 Suez 


study should be undertaken for every major industrial project in the
 

The Suez Master Plan also recommends that the
Adabiya public free zone. 


Gulf of Suez be declared a special area under the 1973 International
 

Convention on pollution, and that environmental control agencies at 	the
 
are
local and regional level be strengthened. Both of these suggestions 


warranted given the significant pollution potential with the free zone
 

area.
 

b. 	 Social Aspects. As noted previously, before the outbreak of
 

a thriving community -with an estimated
hostilities in 1967, Suez City was 

1966 population of 235,000. With the extensive demolition of the city 

and Port Tawfik, a large exodus of population occurred, and it was not 

large numbers. By
until 1974 that former residents began returning in 
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1975, the area's population had reached 150,000, and its estimated 1978
 

total was 200,000.
 

The area has, therefore, exhibited little social stability over the
 

past decade. According to the 1976 Suez Master Plan, this condition will
 

continue:
 

"The present and next generation of Suez inhabitants will live in an
 

environment where constant change and massive construction activity are 

features of everyday life."
 

A massive reconstruction program has already begun, with the
 
the construction of
restoration or replacement of damaged buildings and 


new housing communities such as Faisal City and the Tradesmen's housing.
 

Even so, an additional 8,000 new housing units will need to be
 
this century. The proposed
constructed each year for the remainder of 


new Suez City will encompass 80 square kilometers, and will require a
 

construction labor force of approximately 50,000 for its completion.
 

Within this overall "boom town" context, the social impact of the 

proposed Adabiya Free Zone would be relatively insignificant in terms of 

population growth and associated housing and services demand. Moreover, 

its development would help provide a platform for economic growth by 

providing an estimated 10,500 manufacturing jobs arid by further 
diversifying the area's economic base.
 

As addressed in the preceding section on environmental aspects, the
 

location of the free zone to the southwest of Suez would minimize any
 

adverse impact of pollution on residential areas. The proposed activity
 

would affect, however, beach-oriented recreation activities within the
 

immediate area, necessitating the use of additional beaches further rom
 

Suez City.
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CILAPTER Vii
 

FREE ZONE CONTRIBUTION TO EGYPT
 

A. GENERAL
 

The evaluation of free zone performance can be measured in many 

ways: annual growth, physical plant constructed, jobs added, foreign 

exchange created, investment inquiries, etc. However, these measurements 

must be united in an overall reference frame. It is appropriate to 
as autilize statistics on Egypt's overall industrial growth patterns 

background for the free zone programs.
 

It is also important to note that the free zones are important 

representations of private investment as opposed to governmental decision 

making and fund allocation. Tihe Egyptiart Government's responsibility in 

the free zones has been limited to infrastructure and management. This 

role is anticipated to increase with the free zone experiment of 

providing buildings for general usage, but should not include capital 

outlay for equipment. As firms locate in the free zones, they supplement
 

the Egyptian and international group assistance for building up the 

industrial/distribution capacity of the country.
 

It is noted at this point that an AID sponsored report(l) recognized 

Egypt's need for industrial improvements in the Egyptian economy. The 

shortcomings of Egypt's industrial climate included: 

o Excessive bureaucratic and legal procedures 
o Price controls 
o Foreign exchange uncertainty 

o labor laws which reduce managerial capability 

o "Oppressive" taxation 
o Inefficient low quality, high cost operations 

o Lack of managerial expertise 
o Poor marketing programs and export initiative 

All pose a formidable problem for development of competitive industry for 

the international sector.
 

Under these limitatio -. t.,encouragement of foreign investment 

represents a serious progr: *.. technologicai, social, and administra

tive creativity to "boo:sL;.,' the Egyptian industry into the world 

arenas. Amid a powerful undercurrent of protest by existing industry, 

the General Authority for Investment and Free Zones has embarked upon its 

program to improve Egyptian industrial skills. Recall that the stated 

objectives of the Authority are: job creation, technology transfer, and 

(1) An Assessment of Egypt's Industrial. Sector, A.D. Little, Inc., 

January, 1978.
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foreign exchange. The real influence of the Authority is more subtle.
 

As mentioned in the AID-sponsored industrial report, Egypt must:
 

o 	 Make industry more efficient,
 
o 	 Make industry internationally more competitive,
 
o 	 Develop a larger export base.
 

The report goes on to recommend the introduction of modern managerial
 
techniques, better use of equipment, finding appropriate partners to
 
contribute know-how and, most importantly, stimulating exports. The free
 
zone structure generates positive benefits in all areas.
 

o 	 The first free zone activities became operational in 1976.
 
They represent new buildings and the latest use of equipment
 
and material handling techniques. Key supervision in the free
 
zone establishments appears to be non-Egyptian for the most
 
part, with secondary supervision supplied by Egyptian
 
technicians. Given any entrepreneurial incentive, these 
management skills will be transferred to the domestic economy.
 

0 	 The non-infrastructural investment in the free zone sector has 
been provided by private, non-Egyptian sources except for joint
 
venture companies. Little "public" sector government funds
 
have been utilized. Thus, needed foreign exchange has been
 
saved and jobs created without diversion of funds needed to
 
improve existing industry.
 

o 	 Linkages to Egyptian industry are being developed by the free
 
zones. The location of each free zone in industrial areas has
 
resulted in the noticeable growth of support/complementary
 
surrounding land parcels.
 

Based upon data taken from secondary sources, industrial investment 
in Egypt has expanded at a rapid rate, tripling during the period 1973 to 
1976. It should be cautioned that the figures in Table VII-1 represent 
planned investment outlay; not actual expenditures. However, the trend
 
which can be derived from the growth in the investment levels is still of
 

an upward nature and shows a steady climb in an important economic
 
indicator. Although it is unsound to combine statistics from different
 
sources, the potential free zone and inland investment contribution to
 
Egypt's industrial growth aspirations might be summarized as shown in
 
Table VII-2.
 

Of interest to the free zone analysis is the amount of foreign 
capital provided for the projects. Statistics show that the public free 
zone sector capital is over 90 percent foreign-source capital. This 

compares to an approximate 40 percent participation of foreign capital in 
the public industrial sector. 

Private free zones are excluded from the analysis due to substantial
 
iluctuation in activity between its "approved" and "production" stages.
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IABII'E VLI- 1 

FREE ZONE ANALYSIS 

INVESTIENTS IN PUBLIC/PRIVATE SECTOR
 

(L.E. IILLIONtS, CURRENT PRICES) 

Category 1973 1974 1975 1976 1977 

Public Sector 

Textiles 30.0 35 59 69 65 

Foodstuffs 14.0 24 38 29 32 

Chemicals 23.0 28 45 56 89 

Eng./Metallurgical 20.0 18 62 97 99 

lining 0.5 1 2 7 8 

Subtotal Public 87.5 106 206 258 293 

Private Sector 17.0 19 67 95 71 

Total 104.5 125 273 353 364 

Private/Total % 16% 15% 25% 27% 20% 

Foreign Capital/Total 
Public Capital 29% 36% 50% 51% 50% 

Source: iinistry of Industry, Petroleum and MIining. 

Reynolds, Smith and Hills, 1979. 
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TABLE V1[-2
 

FREE ZONE ANALYSIS
 

INVESTMENT TRENDS
 

1973-1977
 

(L.E. MILLIONS) 

Private Public 
Public Sector Sector Inland Free Zone 

Total Total Capital Capital 
Year Investment Investment Investment* Investment Total 

1973 87.5 17 20 - 124.5 

1974 106.0 19 45 - 170.0 

1975 206.0 67 53 23 349.0 

1976 258.0 95 58 34 445.0 

1977 293.0 71 182 11 557.0 

* 	 Excludes "non-industrial" approved capital outlays and investment. 

Excludes private free zones. 

Source: 	 General Organization for Industrialization.
 
Reynolds, Smith and Hills, 1979.
 

VII-4
 



Ibwever, the great majority of private free zone capital is foreign 

capital. 

1. Employment
 

Industrial employment in Egypt has been growing at a respectable 

rate in the 1970s. A summary of employment growth is shown on Table 

VII-3. 

From the trend established, it is seen that the industrial and 
1974 and 1976, of which onlyservices sector added 360,000 jobs between 

100,000 were added in the 1975-1976 period. The industry, petroleum, and
 

mining subsector added but 50,000 jobs over the 1974-1976 period.
 

Further analysis of the employment trend is detailed in Table VII-4 

which segregates the public and private sectors, segregates inland 

investment industrial employment from the private sector, and adds free 

zone reported employment.
 

From the statistical trend, it is evidenced that the number of jobs 

being created in the industrial sector needs the added impact of inland 

and free zone investment. Because of the relative infancy of the free 

zones, there has not been significant impact in industrial employment. 

However, the overall anticipated employment from free zone activities, 

including the warehousing and storage, is beginning to make an impact. 

While the reader must be advised not to rely on the accuracy of the 

employment figures, they do reflect a trend. Also, in that the free 

zones are currently in heavy construction activity, the employment 

levels--if inaccurate for industrial breakdown purposes--certainly
 

reflect employment created in construction activity.
 

In order to comply with the spirit of the free zone activity-

exports, training, domestic linkage creation--the thrust toward job 

creatioi for semi-skilled workers should be a free zone priority. Tech

nology and investment in highly skilled labor projects are, of course, 

needed to compete in the international marketplace. These industries and 

processes can provide transfer of skills. However, industries special

izing in intermediate value added processes should be encouraged. 

In this light, the acceptance of used capital equipment in free 

zones, which is still in good condition, is a recommendation of this
 

report. One of the biggest incentives to export from Egypt is the wage 

scale. New technology has normally been oriented to high wage rates and,
 

therefore, substitutes equipment cost for labor cost. With the outlook
 

of a substantial population increase in Egypt between 1980 and 2000, 

stimulation of employment opportunities musL be a priority goal which 

free zones can assist.
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TABLE VII-3 

FREE ZONE ANALYSIS 

EGYPTIAN EMPLOYMENT BY SECTOR 

1974-1976 

(Millions) 

Category 

1974 

Workers Percent 

1975 
Workers Percent 

1976 
Workers Percent 

< 

0-

TOTAL 

Less Agriculture 
Less Government 
Subtotal 

9.03 

(4.21) 
(1.86) 
2.96 

100.0 

( 46.6) 
( 20.5) 

32.9 

9.43 

(4.22) 
(1.99) 
3.22 

100.0 

( 44.7) 
( 21.1) 

34.2 

9.63 

(4.23) 
(2.08) 
3.32 

100.0 

( 43.9) 
( 21.6) 

34.5 

Industry & Services 

Industry, Petroleum, Mining 
Electricity 
Construction 
Transportation, Communications, Storage 

Trade & Finance 

Housing Services 

Public Utilities 

1.15 
0.03 
0.32 
0.40 
0.88 

0.14 

0.04 

12.7 
0.4 
3.5 
4.4 
9.9 

1.5 

0.5 

1.18 
0.04 
0.44 
0.41 
0.97 

0.14 

0.04 

12.5 
0.4 
4.7 
4.3 
10.3 

1.5 

0.5 

1.20 
0.05 
0.44 
0.42 
1.02 

0.14 

0.05 

12.5 
0.5 
4.5 
4.4 
10.6 

1.5 

0.5 

Source: Overseas Business Reports, U.S. Department of Commerce, September, 1978.
 

Reynolds, Smith and Hills, 1979.
 



TABLE VII-4
 

FREE ZONE ANALYSIS
 

EI1PLOYHENT CONTRIBUTIONS
 

INDUSTRIAL AND TOTAL
 

FREE ZONE AND INLAND INVESTMENT
 

(Thousands)
 

Public Private Inland Free Free Zone 

Year Sector Sector Investment Zone Total % 

1972 505 589 6 - 1,100 

1973 515 598 16 - 1,129 -

1974 499 623 24 3 1,149 0.2 

1975 526 639(E) 41 8 1,214 0.7 

1976 548 650(E) 61 9 1,268 0.7 

1977 568 670(E) 74 10 1,322 0.8 

Jobs Added 
1972-1977 63 81(E) 74 10 222 

Note: Private free zones have been excluded because of 

problems. However, employment projected in 1'78 

persons. 

reporting 
was 5,200 

Source: Reynolds, Sith and Hills, 1979. 
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2. Free Zone Growth
 

As discussed previously, two distinct types of free zones presently 
exist within the Arab Republic of Egypt. The first, private free zones, 
may be located anywhere in the country to serve the necessary
 
requirements of individual projects. Beginning in 1972, private free 
zone projects in production totaled 39 by year-end 1978, with a planned 
total capital of L.E. 99.9 million and employment of 5,200 people. 

The four public free zones--near Cairo (El Nasr City), Alexandria 
(El Ameria), Suez (Port Tawfik) and at Port Said--have been established 
since the promulgation of Law 43 of 1974. These zones essentially serve 
as large industrial estates which provide utilities and services for a 
broad mix of industrial and non-industrial projects. While no formal 
feasibility studies were undertaken prior to the establishment of the 
public free zones, various criteria were considered, including proximity 
to major ports and adequate overland transportation. By the end of 1978, 
the four zones contained a total of 104 projects in production, repre
senting planned capital expenditures of L.E. 74.9 million and employment 
of approximately 5,300 (see Table VII-5). 

Table VII-6 portrays the yearly increments of approved projects in 
production over the seven year period. It may be seen th:it while the 
period 1975-1976 was particularly active for both public and private free 
zones, the last two years have witnessed a significant slowdown, 
particularly in the former sector. The decrease in approved projects in 
production in the private free zones during 1978 can be at least 
partially explained by the deliberate policy of the General Authority for
 
Investment and Free Zones to place greater restrictions than in previous 
years on the approval of such zones. While the granting of private zones
 
has been liberal in the past, the investor must now prove to the 
Authority's satisfaction that a particular location outside of the public
 
free zone areas is necessary for either the production of goods or 
provision of services.
 

The decrease of approved projects in production since 1976 in the 
public free zones is largely attributable to delays incurred in comple
tion of the zones' infrastructure. Once the zones have been provided 
with the necessary basic utilities, and a promotional program establish
ed, it is anticipated that new project activities will again increase. 
As shown in Table VII-7, a large number of projects associated 4ith each 
of the four public free zones are either under execution or approved. It 
is probable that a majority of these projects will commence production 
within a short time after the needed infrastructure is provided. In 
addition, while the number of private free zone approvals has declined 
over the last year, the number of applications from investors for the 
granting of this status has inrreased. The public free zones are thus in 
a favorable position to attract several of these pro"jcts which have been 
denied private free zone status. 
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TABLE VII-5 

TOTAL PROJECTS IN PRODUCTION 

PUBLIC AND PRIVATE FREE ZONES
 

1972 - 1978 

Cumulative Total
 

Category 1972 1973 1974 1975 1976 1977 1978
 

Total Number of Projects 1 5 12 54 116 134 143 
Public Free 7one - - - 32 88 97 104 

Private Free Zone 1 5 12 22 28 37 39 

total Capital (L.E. -tillio,)* 0.49 10.34 17.63 82.22 144.34 164.32 174.75 
Public Free Zone.- 22.73 56.52 67.21 74.84 

Private Free Zone 0.49 10.34 17.63 59.49 87.82 97.11 99.91 

Total Investment Costs
 
(L.E. 	MilI ton)* 0.49 10.34 17.70 89.36 154.41 181.94 197.5C 

Public Free Zone - - - 24.41 60.45 71.83 80.82 

Private Free Zone 0.49 10.34 17.70 64.95 93.96 110.11 116.68 

Total Employment* 210 2,323 2,761 6,792 9,417 10,135 10,599
 
Public Free Zone - - - 3,302 4,985 5,166 5,301
 
Private Free Zone 210 2,323 2,761 3,490 4,432 4,969 5,298
 

Figures represent planned estimates, rather than actual totals.
 

Source: General Authority for Investment and Free Zones.
 
Reynolds, Smith and Hills, 1979. 



TABLE VII-6 

TOTAL PROJECTS IN PRODUCTION 

PUBLIC AND PRIVATE FREE ZONES 

1972 - 1978 

Category 1972 1973 1974 
Year of ApJproval 

1975 1976 1977 1978 

< 

7-. 
0 

Total "'umberof Projects 

Public Free Zone 
Private Free Zone 

Total Capital (L.E. flillion)* 
Public Free Zone 

Private Free Zone 

1 

-
1 

0.49 
-

0.49 

4 

-
4 

9.85 
-

9.85 

7 

-
7 

7.29 
-

7.29 

42 

32 
10 

64.59 
22.73 

41.86 

62 
56 
6 

62.12 
33.79 

28.33 

18 
9 
9 

19.98 
10.69 

9.29 

9 
7 
2 

10.43 
7.53 

2.80 

Total Investment Costs 
(L.E. Million)* 

Public Free Zone 
Private Free Zone 

0.49 
-

0.49 

9.85 
-

9.85 

7.36 
-

7.36 

71.66 
24.41 
47.25 

65.05 
36.04 
29.01 

27.53 
11.38 
16.15 

15.56 
8.99 
6.57 

Total Employment* 
PL!ic Free Zone 
Private Free Zone 

210 
-

210 

2,113 
-

2,113 

438 
-

438 

4,031 
3,302 

729 

2,625 
1,683 
942 

718 
181 
537 

464 
135 
329 

* Figures represen, planned estimates, rather than actual totals. 

Source: General Authority for Investment and Free Zones. 
Reynolds, Smith and Hills, 1979. 



TABLE VIi-7
 

STATUS OF PROJECTS BY FREE ZONE
 

YEAR-END 1978
 

In Under
 

Free Zone Production Execution Approved
 

Public Free Zones
 

Cairo (El Nasr City) 13 i 27
 

Alexandria (El Ameria) 15 17 47
 

Suez (Port Tawfik) 6 26 51
 

Port Said 70 35 120
 

Private Free Zones
 
Cairo (El Nasr City) 19 3 25
 

Alexandria (El Ameria) 15 8 34
 

Suez (Port Tawfik) 1 - 4
 

Port Said 4 4
 

Source: General Authority for Investment and Free Zones, 1979.
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Table VI-8 provides a comparison of the types of activities 
presently located in public and private free zones. So far, the public 
free zones have attracted a significantly greater proportion of 
non-industrial activities than industrial projects. Of a total of 104 
projects in production in 1978, 82 percent were in the non-industrial 
sector; of those, 86 percent were warehousing activities. 

The mix of industrial/non-industrial projects in the private free 
zones is more evenly balanced, primarily due to petroleum facilities. Of
 
a total of 39 projects existing in 1978, 17 (44 percent) were classified 
as industrial, and 22 (56 percent) were classified as non-industrial 
activities. In spite of the differential share of activities, the public 
and private free zones as a whole in 1978 employed approximately the same 
number of workers (5,300 as compared to 5,200, respectively). In both 
sectors, over 90 percent of these employees were Egyptian. In contrast, 
the great proportion of total capital associated with the free zone 
projects is foreign in origin.
 

The number of projects in production and total planned capital and 
employment are shown for each free zone in Table VII-9. It should be 
emphasized that the capital and employment data are planned, rather than 
actual estimates, and may differ significantly from reality. Also, the 
number of projects listed as being in the public free zones is also 
misleading; in Alexandria, for example, only two projects are currently 
in production within the physical parameters of the public free zone, 
whereas an additional 13 projects are temporarily located outside of the
 
zone until infrastructural work within the zone is completed.
 

Finally, Table VII-10 depicts the total area already occupied within 
each public free zone. Because of its comparatively small size, the Suez 
(Port Tawfik) zone has already reached near saturation. The extremely 
large zone at Alexandria (El Ameria), with its planned phased develop
ment, still provides ample area (1.8 million net square meters) for the 
establishment of major industrial projects.
 

In conclusion, despite a slowing down of new activities in the 
public free zones since 1976, progress to date has been encouraging. 
With completion of the necessary infrastructure, the public free zones 
will experience a significantly increased growth rate, and provide a 
viable channel for foreign investment and the generation of local 
employment. 

B. FINANCIAL STABILITY: 1974-1978
 

Statistics provided by the Free Zone Sector on revenues and expenses 
are presented in Tables VII-I and VlI-12. Table VII-I1 reflects the 
current revenue position of the free zones. These figures were not 
audited by the Consultant. The figures reveal the potential of the free 
zones, as evidenced by Port Said, to contribute either to the Egyptian 
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TABLE VIL-8 

TOTAL PROJECTS BY SECTOR 

PUBLIC AND PRIVATE FREE ZONES 

1978 

Sector Public Private Total 

Non-Industrial 
Warehousing 73 7 80 

Services 2 12 14 

Commercial and Financial 10 3 13 

Subtotal 85 22 107 

Industrial 
Textile 5 2 7 

Engineering - I I 

Chemical 3 4 7 

Petroleum 8 8 16 

Agricultural - 1I 

Food and Beverage 2 1 3 

fletallurgical 1 -

Subtotal 19 17 36 

Total 104 39 143 

Source: General Authority for Investment and Free Zones. 
Reynolds, Smith and Hills, 1979. 
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TABLE VLI-9
 

STATUS OF INDIVIDUAL PUBLIC AND PRIVATE FREE ZONES
 

YEAR-END 1978
 

Number of Total Planned 
Projects In Capital Total Planned 

Free Zone Production (L.E. 1000) Employment 

Public Free Zones
 
Cairo 13 5,420 1,049
 
Alexandria 15 12,053 2,760
 

Suez 6 1,889 88
 

Port Said 70 55,481 1,404
 

Private Free Zones
 
Cairo 19 24,062 3,519
 

Alexandria 15 49,019 1,213
 
Suez 1 26,034 433
 

Port Said 4 792 133
 

Source: 	 General Authority for Investment and Free Zones, 1979.
 
Reynolds, Smith and Hills, 1979.
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TABLE VII-1O 

AVAILABLE AREA FOR DEVELOPMENT 

PUBLIC FREE ZONES 

lID-1 978 

Net Total Area Already* 
Total Area Project Area Occupied (Pct.) 

Region (Square Meters) (Square Meters) of Net Area) 

Alexandria 6,300,000 2,433,414 24.2
 

Suez (Port Tawfik) 80,000 44,630 92.0
 

Port Said 1,008,000 422,000 81.5
 

Cairo (El Nasr City) 697,640 335,760 12.8
 

* 	 Includes areas committed to projects in production, under execution, 

and approved. 

Source: General Authority for Investment and Free Zones, 1979.
 
Reynolds, Smith and Hills, 1979. 
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TABLE V1l-1l
 

FREE ZONE ANALYSIS
 

REVENUES RECEIVED FOR SERVICES
 

Public Free Zones 


Port Said
 

Rent 

Fees 


Subtotal 


Suez
 

Rent 

Fees 


Subtotal 


Alexandria
 

Rent 

Fees 


Subtotal 


Nasr City (Cairo)
 

Rent 

Fees 


Subtotal 


Total Public Zones
 

Rent 

Fees 


Total 


Private Free Zones 


TOTAL FREE ZONES 


(L.E.)
 

1976 


652,024 

67,149 

719,173 


-

-
-


-

-

-


-
-
-

652,024 

67,149 

719,173 


-

719,173 


1977 1978
 

720,542 1,305,478
 
406,613 1,235,285
 

1,127,155 2,540,763
 

68,777 56,607
 
4,305 14,733
 

73,082 71,340
 

- 264,899
 
- 260,059
 
- 524,958
 

- 135,338 
- 23,894 
- 159,232 

789,319 1,762,322
 
410,918 1,533,971
 

1,200,237 3,296,293
 

197,413 405,505
 

1,397,650 3,701,798
 

Source: Reynolds, Smith and Hills, 1979.
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TABLE VII-12 

FREE ZONE ANALYSIS 

OPERATING AND CAPITAL EXPENDITURES 

(L.E.) 

Area 1974 1975 

Fiscal Year 

1976 1977 1978 

Budget 

1979 

Alexandria 
Legalized Costs(1) 
Actual Costs 

205,000 
205,000 

1,000,000 
450,000 

2,300,000 
2,299,377 

4,725,000 
4,628,296 

3,418,100 
6,091,111 

1,525,000 
-

Nasr City 
Legalized Costs(1) 
Actual Costs 

307,000 
307,000 

2,255,000 
841,000 

970,000 
967,876 

1,642,500 
1,641,727 

2,318,700 
4,007,380 

630,000 
-

Port Said 
Legalized Costs(l) 
Actual Costs 

-
-

-
-

1,000,000 
546,408 

400,000 
399,886 

705,000 
1,271,823 

320,000 
-

Suez 
Legalized Costs(l) 
Actual Costs 

-
-

-
-

600,000 
600,000 

200,000 
200,000 

51,000 
50,537 -

Adabiya 
Legalized Costs 

Actual Costs -

-
-

- - 35,000 



TABLE VII-12 (Continued)
 

FREE ZONE ANALYSIS
 

OPERATING AND 	 CAPITAL EXPENDITURES 

(L.E.) 

Fiscal Year Budget
 
1978 1979
Area 	 1974 1975 1976 1977 


Authority and
 
Operating Costs(2)
 
Legalized Costs 38,000 245,000 155,000 127,500 428,700 650,000
 

99,213 433,185 	 73,768

< Actual Costs 37,057 40,897 


Total
 
3,160,000
Legalized Costs(1) 550,000 3,500,000 5,025,000 7,095,000 6,921,500 


6,969,122 11,854,036 	 
549,057 1,331,897 4,487,429
Actual Costs 


(1) 	Budget level.
 
Economic
(2) These costs (legalized and actual) include the following: Salaries, Operation Costs, 


to the free zones and the
Studies, Automobiles, Other Transport Charges, and Office Equipment due 


third section of the Authority Budget.
 

Source: Reynolds, Smith and Hills, 1979.
 



Treasury or to assume direct responsibility for loans required to finish
 
infrastructural improvements.
 

Table VII-12 identifies budget and actual figures for construction 
expenditures at each free zone and operating costs for the combined 
Authority. Again, these figures have not been audited. It should be 
cautioned that the Authority did not really begin to approach full staff 
levels until recently. Also, there is a dearth of operating personnel at 
the free zones which implies a substantial rise in the operating account 
figures.
 

It is suggested that by applying these revenue figures to the number 
of facilities established and the land leased, projections for free zones 
can be approximated. Also, by applying current costs to the remaining, 
undeveloped portions of the free zones (excluding the massive Alexandria 
zone), it becomes possible to approximate the remaining capital 
requirements at the existing zones.
 

C. FINANCIAL AND COST/BENEFIT ANALYSIS
 

From these relatively few statistics, the task of projecting the 
anticipated contribution of free zones to Egypt becomes formidable. By 
following a practical approach and through the use of fairly conservative 
assumptions, a profile of attainable benefits can be developed. It is 
the Consultant's recommendation that the following program serve as 
measurable objectives for the Free Zone Sector to judge its annual per
formance and as a basis for future planning.
 

1. Assumptions
 

For the cost/benefit analysis only costs to the Government of Egypt 
for establishing and operating the free zones, and the benefits to the 
economy of Egypt, are considered. Costs which accrue to investors, and 
the benefits which other countries receive through foreign ownership 
considerations, are of no real concern in this analysis. Several studies
 
and past experience have indicated that many different types of 
industrial, warehousing, and service operations can run a profitable 
business within Egyptian free zones. It is up to the individual investor 
to determine the profitability of potential free zone operations, and it 
is up to the Free Zone Sector to analyze the investor's application to 
determine if Egypt will benefit significantly from the venture. The 
analysis assumes complete absorption of available land in the free zones, 
which is probably dependent on the normalization of relations between 
Egypt and the other Arab nations.
 

Employment. It is assumed that the future free zone projects will 
have at least the same rate of employment and business volume per feddan 
as do the existing investors. Given the increase in industrial parti
cipation which is expected in the future, the projected benefits herein 
can be considered conservative estimates. 
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As of June 30, 1978, the 243 approved projects in the four public 
Egyptian free zones accounted for 1,047,072 square meters of land 
absorbed for development out of a total available area of 8,085,640 
square meters. Those investors projected their production level 
employment to reach a total of 12,213. This implies an average of 
approximately 49 employees per net developed feddan (1 feddan equals 
1.038 acres). This figure is somewhat lower than what might reasonably 
be expected in the future owing to the current high concentration in 
warehousing operations. A larger percentage of industries in the future 
would serve to increase the average number of employees per net 
(developable for projects) feddan. However, the figure of 49 employees 
per net feddan is used herein to make projections of future employment 
and equates to approximately 20 employees per gross feddan. In addition 
to the justification for using this figure based on historic trends is 
the fact that the ratio most likely provides a conservative estimate upon 
which to base some of the benefits. In other countries, figures of 50 to 
75 (or more) employees per net acre are frequently assumed for intensive 
development situations like a free zone. If the future proportion of 
industrial usage compared to that for warehousing is high relative to 
current usage in Egyptian free zones, then the employment benefits will 
be somewhat higher than calculated herein. Regardless, it is doubtful if 
employment per net feddan will decrease in the future unless a 
substantial shift to capital intensive projects occurs. 

In the case of existing public free zones, the projected employment 
for existing projects was added to that derived from using 49 employees 
per feddan for the remaining available land in the zone. The 49 per 
feddan figure was used for all developable land in the Adabiya Free Zone. 
Tables VII-13 through VII-16 indicate the anticipated investor employment
 
trends; the anticipated Free Zone Sector employment including customs, 
security, and central office employment; construction employment; and 
total man years. 

Assumptions on percentages of unskilled, semi-skilled, and skilled 
workers which will likely be employed in the future within the public 
free zones are difficult to verify, as are their wages. Wages for
 
"Approved" and "In Production" projects in the public free zones are 
available only in the form of projected wages. These figures were 
derived from applications submitted over the past several years, but 
there has been no attempt to bring these figures to current dollars. The 
Free Zone Sector intends to begin field-checking these figures in the 
near future, Actual wages paid to both Egyptians and non-Egyptians in 
the privat( free zones ir.1978 are, however, available. We chose to use
 
the average a-nual wages paid in these free zones (L.E. 1,634 for 
Egyptians and L.E- 6 001 for non-Egyptians) for our estimates of wages 
paid to public free zone workers. The use of this data is justifiable 
for several reasons. It is recent, and the jobs represent the approxi
mate skills which will be required in the public free zones. Therefore,
 
the skilled/unskilled ratio should be similar, as should the average 
wage, to that of the public free zones. The public free zones will 
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TABLE VII-13 

FREE ZONE ANALYSIS 

LAND SUPPLY/DEMAND EXPECTATIONS 

AT FREE ZONES 

Item Port Tawfik Port Said Cairo Alexandria Adabiya Total 

< 

Total Area (000 Sq. Meters) 

Net Area (000 Sq. Meters) 

Percent 

80 

45 

56 

1,008 

422 

42 

698 

336 

47 

6,300 

2,433 

39 

3,200 

1,376 

43 

11,286 

4,602 

41 

1978 Occupied Area (000 Sq. Meters) 

Percent of Available Land 

Projected Absorption/Annual 
(000 Sq. Meters) 
1991+ 

Build-out Year 

41 

92 

15 

1980 

344 

82 

40 

1980 

43 

13 

40 

1985 

200 

8 

80 

2006 

-

-

50 
80 

2001 

628 

14 

Source: Reynolds, Smith and Hills, 1979. 



TABLE VII-14
 

FREE ZONE ANALYSIS
 

INVESTOR PROJECTED E4?LOYMENT BY FREE ZONE
 

EGYPTIAN/NON-EGYPTIAN
 

Port Tawfik Port Said El Nasr City Alexandria Adabiya Total 

Non- Non- Non- Non- Non- Non-

Year Egi:2t Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Total 

1978 72 16 1,146 258 564 127 2,190 493 - 3,972 894 4,866 

_< 1979 212 48 2,009 452 945 212 2,952 664 - - 6,116 1,376 7,494 

7 1980 425 95 3,021 670 1,325 298 3,714 835 476 107 8,961 2,005 10,966 

1981 425 95 4,071 850 1,705 384 4,745 1,007 952 214 11,898 2,550 14,448 

1982 425 95 4,071 850 2,086 469 5,237 1,178 1,428 321 13,247 2,913 16,160 

1983 425 95 4,071 850 2,466 555 5,998 1,350 1.904 428 14,864 3,278 18,142 

1984 425 95 4,071 850 2,847 640 t, 760 1,521 2,380 535 16,483 3,641 20,124 

1985 425 95 4,071 850 3,256 732 7,522 1,692 2,856 642 18,130 4,011 22,141 

1986 425 95 4,071 850 3,256 732 8,283 1,864 3,331 750 19,366 4,291 23,657 

1987 425 95 4,071 850 3,256 732 9,045 2,035 3,807 857 20,604 4,569 25,173 

1988 425 95 4,071 850 3,256 732 9,807 2,206 4,283 964 21,842 4,847 26,689 

1989 425 95 4,071 850 3,256 732 10,568 2,378 4,759 1,071 23,079 5,126 28,205 

1990 425 95 4,071 850 3,256 732 11,330 2,549 5,2- 1,178 24,317 5,404 29,721 

1991 425 95 4,071 850 3,256 732 12,146 2,666 6,019 1,329 25,917 5,672 31,589 

1992 425 95 4,071 850 3,256 732 12,990 2,755 6,841 1,440 27,583 5,872 33,455 

1993 425 95 4,071 850 3,256 732 13,759 2,919 7,663 1,551 29,174 6,147 35,321 

1994 425 95 4,071 850 3,256 732 14,617 2,994 8,485 1,662 30,854 6,333 37,187 

1995 425 95 4,071 850 3,256 732 15,392 3,152 9,307 1,773 32,451 6,602 39,053 

1996 425 95 4,071 350 3,256 732 16,263 3,214 10,130 1,883 34,145 6,774 40,919 

1997 425 95 4,071 850 3,256 732 17,042 3,368 10,130 1,883 34,924 6,928 41,852 

1998 425 95 4,071 850 3,256 732 17,928 3,415 10,130 1,883 35,810 6,975 42,785 

1999 425 95 4,071 850 3,256 732 18,712 3,564 10,130 1,883 36,594 7,124 43,718 



TABLE VII-14 (Continued)
 

FREE ZONE ANALYSIS
 

INVESTOR PROJECTED EIPLOYIIENT BY FREE ZONE
 

EGYPT IAN/NON-EGYPT IAN
 

Port Tawfik Port Said El Nasr City Alexandria Adabiya Total 

Non- Non- Non- Non- No n- Non-
Year Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Total 

2000 425 95 4,071 850 3,256 732 19,612 3,597 10,130 1,883 37,494 7,157 44,651
 
2001 425 c5 4,071 850 3,256 732 20,400 3,742 10,130 1,883 38,282 7,302 45,584
 
2002 425 95 4,071 850 3,256 732 21,188 3,887 10,130 1,883 39,070 7,447 46,517
 
2003 425 95 4,071 850 3,256 732 22,107 3,901 10,130 1,883 39,989 7,461 47,450
 

2004 425 95 4,071 850 3,256 732 22,900 4,041 10,130 1,883 40,782 7,601 48,383
 
2005 425 95 4,07: 850 3,256 732 23,693 4,181 10,130 1,983 41,575 7,741 49,316
 
2006 425 95 4,071 850 3,256 732 24,416 4,309 10,130 1,883 42,298 7,869 50,167
 

Total 
Pct. 0.8 0.1 8.1 1.7 6.5 1.5 48.7 8.6 20.2 3.8 84.3 15.7 100.0
 

Source: Reynolds, Smith and Hills, 1979.
 



TABLE VII-15
 

FREE ZONE ANALYSIS
 

SUDRIARY OF FRi> ZONE CONSTRUCTION WORKERS* 

(MAN-YEARS)
 

Port Tawfik Port Said El Nasr City Alexandria Adabiya Total 

Free Free Free Free Free Free 

Zone In- Zone In- Zone In- Zone In- Zone In- Zone In-

Year Sector vestor Sector vestor Sector vestor Sector vestor Sector vestor Sector vestor Total 

1978 28 i6 74 377 259 115 456 362 817 914 1,731 

-
1979 
1980 

5 48 
12 

11 
126 

377 
377 

30 
100 

107 
107 

233 
100 

215 
215 

244 
134 

523 
326 

747 
845 

1,270 
1,171 

1981 107 215 134 456 45b 

1982 107 215 134 456 45b 

1983 107 215 96 134 96 456 552 

1984 107 297 215 134 297 456 753 

1985 273 115 215 134 273 464 737 

1986 215 134 349 349 

1987 215 187 134 187 349 536 

1988 215 134 349 349 

1989 214 215 134 214 349 563 

19)0 
1991 

215 
215 224 

134 
215 224 

349 
430 

349 
654 

1992 215 215 430 430 

1993 215 215 430 430 

1994 203 215 215 203 430 633 

1995 215 137 215 137 430 567 

1996 215 215 430 430 

1997 215 215 215 

1998 174 215 174 215 389 

1999 215 215 215 



TABLE VII-15 (ContinLed)
 

FREE ZONE ANALYSIS
 

SUMMARY OF FREE ZONE CONSTRUCTION WORKERS*
 

(MAN-YEARS)
 

Port Tawfik Port Said El Nasr City Alexandria Adabiya Total 
Free Free Free Free Free Free 
Zone In- Zone In- Zone In- Zone In- Zone In- Zone In-

Year 	 Sector vestor Sector vestor Sector vestor Sector vestor Sector vestor Sector vestor Total
 

2000 215 215 215
 
< 2001 215 215 215
 
- 2002 186 215 186 215 401
 
I 	 2003 215 215 215
LA 	 2004 215 215 215 

2005 215 215 215 

2006 	 196 196 196
 

Based on current estimates of Alexandria Free Zone, where one construction worker exists for each
 

L.E. 30,000 spent on construction.
 

Source: Reynolds, Smith and Hills, 1979.
 



TABLE VII-16
 
FREE ZONE ANALYSIS
 

FREE ZONE EMPLOYMENT TOTALS (MAN YEARS)
 

Port Tawfik Port Said El Nasr City 
Free Con- Free Con- Free Con-

Year Zone Investor struction Total Zone Investor struction Total Zone Investor struction Total 

1978* 7 88 88 183 12 1,404 451 1,867 16 691 374 1,081 
1979 7 260 53 320 20 2,461 388 2,869 10 1,157 137 1,304 

1980 10 520 12 542 30 3,691 503 4,224 13 1,623 207 1,843 

1981 10 520 530 30 4,921 4,951 16 2,089 107 2,212 
1982 10 520 530 30 4,921 4,951 18 2,555 107 2,680 
1983 10 520 530 30 4,921 4,951 20 3,021 107 3,148 

1984 10 520 530 30 4,921 4,951 23 3,487 107 3,617 
1985 10 520 530 30 4,921 4,951 25 3,988 388 4,401 

< 1986 10 520 530 30 4,921 4,951 25 3,988 4,013 
1087 10 520 530 30 4,921 4,951 25 3,988 4,013 

01 1988 10 520 530 30 4,921 4,951 25 3,988 4,013 
1989 10 520 530 30 4,921 4,951 25 3,988 4,013 
1989 10 520 530 30 4,921 4,951 25 3,988 4,013 
1991 10 520 530 30 4,921 4,951 25 3,988 4,013 
1992 10 520 530 30 4,921 4,951 25 3,988 4,013 
1993 10 520 530 30 4,921 4,951 25 3,988 4,013 
1994 10 520 530 30 4,921 4,951 25 3,988 4,013 
1995 10 520 530 30 4,921 4,951 25 3,988 4,013 
1996 10 520 530 30 4,921 4,951 25 3,988 4,013 
1997 10 520 530 30 4,921 4,951 25 3,988 4,013 
1998 10 520 530 30 4,921 4,951 25 3,988 4,013 
1999 10 520 530 30 4,921 4,951 25 3,988 4,013 
2000 10 520 530 30 4,921 4,951 25 3,988 4,013 
2001 10 520 530 30 4,921 4,951 25 3,988 4,013 
2002 10 520 530 30 4,921 4,951 25 3,988 4,013 
2003 10 520 530 30 4,921 4,951 25 3,988 4,013 
2004 10 520 530 30 4,921 4,951 25 3,988 4,013 
2005 10 520 530 30 4,921 4,951 25 3,988 4,013 

2006 10 520 530 30 4,921 4,951 25 3,988 4,013 



TABLE VII-16 (Continued) 
FREE ZONE ANALYSIS 

FREE ZONE EMPLOYMENT TOTALS (MAN YEARS) 

Alexandria Adabiya Total 
Free Con- Free Con- Free Con-

Year Zone Investor struction Total Zone Investor struction Total Zone Investor struction Total 

1978* 20 2,683 818 3,521 - - - 55 4,866 1,731 6,652 

1979 15 3,616 448 4,079 - - 244 244 52 7,494 1,270 8,816 

1980 20 4,549 315 4,884 18 583 134 735 91 10,966 1,171 12,228 

1981 20 5,752 215 5,987 18 1,166 134 1,318 94 14,448 456 14,998 

1982 20 6,415 215 6,650 18 1,749 134 1,o001 96 16,160 456 16,712 

1983 20 7,348 215 7,583 18 2,332 230 2,580 98 18,142 552 18,792 
1984 20 8,281 512 8,813 26 2,915 134 3,075 109 20,124 753 20,986 

1985 40 9,214 215 9,469 26 3,498 134 3,658 131 22,141 737 23,009 
< 1986 40 10,147 215 10,402 26 4,081 134 4,241 131 23,657 349 24,137 

= 1987 40 11,080 215 11,335 26 4,664 321 5,011 131 25,173 536 25,840 

1988 40 12,013 215 12,268 35 5,247 134 5,416 140 26,689 349 27,178 
1989 40 12,946 429 13,415 35 5,830 134 5,999 140 28,205 563 28,908 
1990 55 13,879 215 14,149 35 6,413 134 6,582 155 29,721 349 30,225 
1991 55 14,812 215 15,082 35 7,348 439 7,822 155 31,489 654 32,298 
1992 55 15,745 215 16,015 53 8,281 215 8,549 173 33,455 430 34,058 
1993 55 16,678 215 16,948 53 9,214 215 9,482 173 35,321 430 35,924 

1994 55 17,611 418 18,084 53 10,147 215 10,415 173 37,187 633 37,993 

1995 70 18,544 215 18,829 53 11,080 352 11,485 188 39,053 567 39,808 
1996 70 19,477 215 19,762 70 12,013 215 12,298 205 40,919 430 41,554 
1997 70 20,410 215 20,695 70 12,013 12,083 205 41,852 215 42,272 
1998 70 21,343 389 21,802 70 12,013 12,083 205 42,785 389 43,379 

1999 85 22,276 215 22,576 70 12,013 12,083 220 43,718 215 44,153 

2000 85 23,209 215 23,509 70 12,013 12,083 220 44,651 215 45,.086 

2001 85 24,142 215 24,442 70 12,013 12,083 220 45,584 215 46,019 
2002 85 25,075 401 25,561 70 12,013 12,083 220 46,517 401 47,138 
2003 100 26,008 215 26,323 70 12,013 12,083 235 47,450 215 47,900 
2004 100 26,941 215 27,256 70 12,013 12,083 235 48,383 215 48,833 
2005 100 27,874 215 28,189 70 12,013 12,083 235 49,316 215 49,766 
2006 100 28,725 196 29,021 70 12,013 12,083 235 50,167 196 50,598 

* 1974 to 1978 cumulative totals. 

Source: Reynolds, Smith and Hills, 1979.
 



presumably begin to more closely approximate the private zones in their 

mix of industry and warehousing.
 

In addition, the private free zones had 81 percent Egyptian 

employees and 19 percent non-Egyptian in 1978. These same proportions 

were utilized to make projections of total wages paid to free zone 

workers at the smaller free zones, while Alexandria and Adabiya were 

assumed to have a declining proportion of non-Egyptians over time. 

It is assumed that all wages paid to Egyptian workers will accrue to 

Egypt's economy, while 50 percent of those paid to non-Egyptians will 

accrue to Egypt. Half of foreign employee's income may legally leave 

Egypt, and it is assumed that it will. 

The Government of Egypt will also receive benefits in the form of 

money paid by investors (through fringes on wages) for health and 

community services for employees. The actual figure of fringes paid on 

salaries by investors is close to 24 percent of wages. For the benefit 
of theanalysis, we lowered that figure to 20 percent, since not all 

fringes will accrue to Egypt as the investors are allowed to have their 

own plans for employee benefits. Therefore, some profits and benefits of 

the fringes will be paid in foreign countries. The rest will go to 

Egyptian hospitals, or to Egyptian employees in their old age, etc., and 

should be counted as benefits to the Egyptian economy. Table VII-17 

summarizes the impact of investor wages and fringes for the free zones. 

A similar analysis has been performed of the Free Zone Sector employees 

and is summarized on Table VII-18.
 

Fees and Rental. Various benefits will accrue to the Egyptian
 

economy through the sales of goods and services by free zone investors.
 

To estimate the total sales volume of the free zones, data from the Port 

Said Free Zone was used. In that zone, fees of L.E. 3.59 per square 

meter of allocated space were collected. It was assumed that this 

the sales volume of the zone per square meter.represents one percent of 
According to Article 46 of Law 43, annual duties will not exceed one 

percent of the value of goods entering or leaving the free zones. The 

fee collected for these items is actually closer to 0.75 percent. Also, 

transit goods are exempt from the fee, while fees collected on services 

do not exceed three percent of the annual value added of the project. 

Given the concentration of the Port Said Free Zone on warehousing and, to 

a lesser degree, industry, fee collection averaging one percent is 

are not expected to have
reasonable. Also, in the future, the free zones 

a high volume of services, so the assumption of one percent should still 

be valid. 

Therefore, the annual sales volume at Port Said is assumed to 

average L.E. 359 per square meter (using the one percent assumption), or
 

L.E. 1,508,159 per feddan. These figures are then used to make 

conservative estimates of the sales volume of the various free zones. 
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TABLE VII-17 

FREE ZONE ANALYSIS 

PROJECTED INVESTOR WAGE, FRINGE BENEFITS 

ACCRUING TO EGYPT 

(L.E. MILLIONS) 

Port Tawfik Port Said El Nasr City Alexandria Adabiya Total 
Non- Non- Non- Non- Non- Non-

Year Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Total 

1978 0.1 - 2.3 0.9 1.1 0.4 4.4 1.8 - - 7.9 3.1 11.0 
1979 
1980 

0.4 
0.8 

0.2 
0.3 

4.1 
6.1 

1.6 
2.4 

1.9 
2.7 

0.8 
1.1 

6.0 
7.5 

2.4 
3.0 

-
1.0 

-
0.4 

12.4 
18.1 

5.0 
7.2 

17.4 
25.3 

1981 0.8 0.3 8.2 3.1 3.5 1.4 9.6 3.6 1.9 0.8 24.0 9.2 33.2 
1982 0.8 0.3 8.2 3.1 4.2 1.7 10.6 4.2 2.9 1.2 26.7 10.5 37.2 
1983 0.8 0.3 8.2 3.1 5.0 2.0 12.1 4.9 3.9 1.5 30.0 11.8 41.8 
1984 0.8 0.3 8.2 3.1 5.8 2.3 13.7 5.5 4.8 1.9 33.3 13.1 46.4 
1985 0.8 0.3 8.2 3.1 6.6 2.6 15.2 6.1 5.8 2.3 36.6 14.4 51.0 
1986 0.8 0.3 8.2 3.1 6.6 2.6 16.8 6.7 6.7 2.7 39.1 15.4 54.5 
1987 0.8 0.3 8.2 3.1 6.6 2.6 18.3 7.3 7.7 3.1 41.6 16.4 58.0 
1988 0.8 0.3 8.2 3.1 6.6 2.6 19.9 7.9 8.7 3.5 44.2 17.4 61.6 
1989 0.8 0.3 8.2 3.1 6.6 2.6 21.4 8.6 9.6 3.9 46.6 18.5 65.1 
1990 0.8 0.3 8.2 3.1 6.6 2.6 22.9 9.2 10.6 4.2 49.1 19.4 68.5 
1991 0.8 0.3 8.2 3.1 6.6 2.6 24.6 9.6 12.2 4.8 52.4 20.4 72.8 
1992 0.8 0.3 8.2 3.1 6.6 2.6 26.3 9.9 13.9 5.2 55.8 21.1 76.9 
1993 0.8 0.3 8.2 3.1 6.6 2.6 27.9 10.5 15.5 5.6 59.0 22.1 81.1 
1994 0.8 0.3 8.2 3.1 6.6 2.6 29.6 10.8 17.2 6.0 62.4 22.8 85.2 
1995 0.8 0.3 8.2 3.1 6.6 2.6 31.2 11.3 18.8 6.4 65.6 23.7 89.3 
1996 0.8 0.3 8.2 3.1 6.6 2.6 32.9 11.6 20.5 6.8 69.0 24.4 93.4 
1997 0.8 0.3 8.2 3.1 6.6 2.6 34.5 12.1 20.5 6.8 70.6 24.9 95.5 
1998 0.8 0.3 8.2 3.1 6.6 2.6 36.3 12.2 20.5 6.8 72.4 25.0 97.4 
1999 0.8 0.3 8.2 3.1 6.6 2.6 37.9 12.8 20.5 6.8 74.0 25.6 99.6 



TABLE VII-17 (Continued) 

FREE ZONE ANALYSIS 

PROJECTED INVESTOR WAGE, FRINGE BENEFITS
 

ACCRUING TO EGYPT
 

(L.E. MILLIONS)
 

Port Tawfik* Port Said El Nasr City Alexandria Adabiya Total**
 

Non- Non- Non- Non- N6n- Non-


Year Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Total
 

< 2000 0.8 0.3 8.2 3.1 6.6 2.6 39.7 12.9 20.5 6.8 75.8 25.7 101.5 
77.4 26.3 103.7
3 2001 0.8 0.3 8.2 3.1 6.6 2.6 41.3 13.5 20.5 6.8 

C 2002 0.8 0.3 8.2 3.1 6.6 2.6 42.9 14.0 20.5 6.8 79.0 26.8 105.8 

2003 0.8 0.3 8.2 3.1 6.6 2.6 44.8 14.0 20.5 6.8 80.9 26.8 107.7 

2004 0.8 0.3 8.2 3.1 6.6 2.6 46.4 14.5 20.5 6.8 82.5 27.4 109.9 

2005 0.8 0.3 8.2 3.1 6.6 2.6 48.0 15.0 20.5 6.8 84.1 27.9 112.0
 

8.2 3.1 6.6 2.6 49.5 15.5 20.5 6.8 85.6 28.4 114.0
2006 0.8 0.3 


* Port Tawfik's Egypt figures are based on L.E. 1634/year plus 24% benefits. 

Port Tawfik's Non-Egypt figures are based on L.E. 6,000/year plus 20% benefits and Egypt accruing 50%. 

** Non-Egypt figures are based on the value of foreign exchange. 

Source: RLynolds, Smith and Hills, 1979.
 



TABLE VII-18
 
FREE ZONE ANALYSIS
 

FREE ZONE SECTOR COSTS, EMPLOYMENT (L.E. MILLIONS)
 

Port Tawfik Port Said El Nasr City 
Free Zone Free Zone Free Zone 

Customs Total Customs Total Customs Total 
Security Wages* Other Egypt Security Wages* Other Egypt Security Wages* Other Egypt 

Year Em ploymt. Fringes Costs Costs Employmt. Fringes Costs Costs Employmt. Fringes Costs Costs 

1978** 7 .02 .01 .03 12 .04 .01 .05 16 .05 .07 .13 
1979 7 .02 .01 .03 20 .06 .04 .10 10 .04 .07 .11 
1980 10 .03 .02 .05 30 .10 .07 .17 13 .04 .22 .26 
1981 10 .03 .02 .05 30 .10 .07 .17 16 .05 .25 .30 
1982 10 .03 .02 .05 30 .10 .07 .17 18 .06 .24 .30 
1983 10 .03 .02 .05 30 .10 .07 .17 20 .07 .24 .31 
1984 10 .03 .02 .05 30 .10 .07 .17 23 .07 .20 .27 

< 1985 10 .03 .02 .05 30 .10 .07 .17 25 .08 .20 .28 
T 1986 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 

1987 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
1988 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
1989 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
1990 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
1991 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
1992 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
1993 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
1994
1995 

1010 .03
.03 

.02

.02 
.05
.05 

30
30 

.10

.10 
.07
.07 

.17

.17 
25
25 

.08

.08 
.11
.11 

.19

.19 
1996 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
1997 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
1998 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
1999 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
2000 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
2001 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
2002 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
2003 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
2004 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
2005 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 
2006 10 .03 .02 .05 30 .10 .07 .17 25 .08 .11 .19 



TABLE VII-18 (Continued)
 
FREE ZONE ANALYSIS
 

FREE ZONE SECTOR COSTS, EMPLOYMENT (L.E. MILLIONS)
 

Alexandria Adabiya Total 
Free Zone Free Zone Free Zone 
Customs Total Customs Total Customs Total 
Security Wages* Other Egypt Security Wages* Other Egypt Security Wages* Other Egypt 

Year Employmt. Fringes Costs Costs Employmt. Fringes Costs Costs Employmt. Fringes Costs Costs 

1978** 20 .07 .08 .20 55 .18 .23 .41 
1979 15 .05 .10 .15 - - - - 55 .17 .22 .39 
1980 20 .06 .28 .34 18 .06 .21 .27 69 .23 .76 .99 
1981 20 .06 .33 .39 18 .06 .21 .27 70 .24 .84 1.08 
1982 20 .06 .33 .39 18 .06 .21 .27 72 .25 .83 1.08 
1983 20 .06 .33 .38 18 .06 .21 .27 73 .26 .83 1.09 
1984 20 .06 .33 .39 26 .09 .19 .28 82 .29 .77 1.06 
1985 40 .13 .40 .53 26 .09 .19 .28 104 .37 .84 1.21 

< 1986 40 .13 .40 .53 26 .09 .19 .28 104 .37 .75 1.12 
- 1987 40 .13 .40 .53 26 .09 .19 .28 104 .39 .75 1.14 

1988 40 .13 .40 .53 35 .11 .25 .36 113 .39 .81 1.20 
1989 40 .13 .40 .53 35 .11 .25 .36 113 .39 .81 1.20 
1990 55 .17 .50 .67 35 .11 .25 .36 128 .43 .91 1.34 
1991 55 .17 .50 .67 35 .11 .25 .36 128 .43 .91 1.34 
1992 55 .17 .50 .67 53 .17 .27 .44 146 .49 .93 1.46 
1993 55 .17 .50 .67 53 .17 .27 .44 146 .49 .93 1.46 
1994 55 .17 .50 .67 53 .17 .27 .44 146 .49 .93 1.46 
1995 70 .22 .58 .80 53 .17 .27 .44 161 .54 1.01 1.59 
1996 70 .22 .58 .80 70 .21 .29 .50 178 .58 1.03 1.61 
1997 70 .22 .58 .80 70 .21 .29 .50 178 .58 1.03 1.61 
1998 70 .22 .58 .80 70 .21 .29 .50 178 .58 1.03 1.61 
1999 85 .26 .66 .92 70 .21 .29 .50 193 .62 1.11 1.73 
2000 85 .26 .66 .92 70 .21 .29 .50 193 .62 1.11 1.73 
2001 85 .26 .66 .92 70 .21 .29 .50 193 .62 1.11 1.73 
2002 85 .26 .66 .92 70 .21 .29 .50 193 .62 1.11 1.73 
2003 100 .31 .74 1.05 70 .21 .29 .50 208 .67 1.19 1.86 
2004 100 .31 .74 1.05 70 .21 .29 .50 208 .67 1.19 1.86 
2005 100 .31 .74 1.05 70 .21 .29 .50 208 .67 1.19 1.86 
2006 100 .31 .74 1.05 70 .21 .29 .50 208 .67 1.19 1.86 

* Based on L.E./year plus 24% fringe. 

** Includes years from 1974 to 1978. 
Source: Reynolds, Smith and Hills, 1979. 



As previously mentioned, it is assumed that fees on total sales 
currently average around one percent and that these fees will continue to 
average around one percent in the future. This %ill presumably be true 
in all the free zones, both for existing and future projects. 

A direct benefit to Egypt will also come in the form of rent 
collected by the Free Zone Sector from the investors. The rent to be 
collected on a per square meter basis is calculated using existing rates 
for each present free zone, and projected rates for Adabiya. The results 
of the analysis of fees and rentals are shown on Table VII-19. 

Investor Contributions. The investors are anticipated to stimulate 
the Egyptian economy through means other than wages. The most direct 
examples are local purchases for production, operating and maintenance 
costs, and the return of profits of Egyptian capital.
 

Of the total purchases made by firms in Egyptian free zones, only a 
portion will actually affect the loca! economy. For instance, the firms 
located in Port Tawfik purchase approximately 5 percent of their 
materials locally, while at Port Said local materials are estimated to 
approximate 10 percent of the total purchases. At both Alexandria and 
Nasr City, local materials will likely make up approximately 15 percent 
of purchases; while at Adabiya, it should be between 20 and 25 percent as
 
Adabiya will be oriented to the local economy. These figures are based 
on past experience at the existing free zones, and on concepts of the 
types of industries which will locate in the new zones. Total purchases 
are estimated by taking the figure derived for total sales and subtract
ing wages, fringes, fees, rent, profit, plus operational expenditures. 
The remainder should approximate the purchases being made by the free 
zone firms. The local purchases will represent one of the largest 
contributions to the local economy. 

Operational expenditures include such items as private security, 
building maintenance, and utility bills. An analysis of the approximate 
annual costs of such items were used to derive a figure approximating 2 
percent of total sales.
 

Another benefit coming from free zone sales will be Egyptian invest

ment profits. Currently approved projects in the public free zones show 
foreign capital investment to be 92.6 percent of the total capital 
investment for those projects, with local (Egyptian) investments being 
approximately 7.4 percent. We are assuming that profits will be distrib
uted in the same proportion as the initial capital investment, and that 
the proportion of local to foreign capital will remain fairly stable over 
time. Since foreign profits can be repatriated, we are assuming that 
only 7.4 percent of total profits will accrue to Egypt. 

Surveys of American industry profits yields averages (depending on 
the sector) ranging from 5 to 12 percent of total sales. Considering the
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TABLE Vli-19
 

FREE ZONE ANALYSIS
 

FEES AND RENTAL REVENUES
 

CONVERTED TO L.E. MILLIONS
 

Port Tawfik Port Said El Nasr City Alexandria Adabiya Total 

Non- Non- Non- Non- Non- Non-

Year Egypt E6 ypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Egypt Total 

1978 0.02 0.13 1.7 2.7 0.2 0.0 0.7 0.2 - - 2.6 3.03 5.63 

1979 0.1 0.05 1.4 1.1 0.3 0.1 1.0 0.3 - - 2.8 1.55 4.35 

1980 0.2 0.05 1.4 1.1 0.4 0.1 1.3 0.4 0.2 0.1 3.5 1.75 5.25 

1981 0.2 0.05 1.5 1.1 0.6 0.2 i.6 0.4 0.4 0.1 4.3 1.85 6.15 

1982 0.2 0.05 1.5 1.1 0.7 0.2 1.9 0.5 0.5 0.2 4.8 2.05 6.85 

< 1983 0.2 0.05 1.5 1.1 0.9 0.2 2.2 0.6 0.7 0.2 5.5 2.15 7.b5 

1984 0.2 0.05 1.5 1.1 1.0 0.3 2.4 0.7 0.9 0.3 6.0 2.45 8.45 

ca 1985 0.2 0.05 1.5 1.1 1.2 0.3 2.7 0.8 1.1 0.3 6.7 2.65 9.35 
1986 0.2 0.05 1.5 1.1 1.2 0.3 3.0 0.8 1.3 0.4 7.2 2.75 9.95 

1987 0.2 0.05 1.5 1.1 1.2 0.3 3.3 0.9 1.4 0.4 7.6 2.85 10.45 

1988 0.2 0.05 1.5 1.1 1.2 0.3 3.6 1.0 1.6 0.5 8.1 3.05 11.15 

1989 0.2 0.05 1.5 1.1 1.2 0.3 3.9 1.1 1.8 0.5 8.6 3.15 11.75 

1990 0.2 0.05 1.5 1.1 1.2 0.3 4.2 1.2 2.0 0.6 9.1 3.35 12.45 

1991 0.2 0.05 1.5 1.1 1.2 0.3 4.4 1.2 2.3 0.6 9.6 3.35 12.95 

1992 0.2 0.05 1.5 1.1 1.2 0.3 4.7 1.3 2.5 0.7 10.1 3.55 13.65 

1993 0.2 0.05 1.5 1.1 1.2 0.3 5.0 1.4 2.8 0.8 10.7 3.75 14.45 

1994 0.2 0.05 1.5 1.1 1.2 0.3 5.3 1.5 3.1 0.9 11.3 3.95 15.25 

1995 0.2 0.05 1.5 1.1 1.2 0.3 5.6 1.6 3.4 1.0 11.9 4.15 16.05 

1996 0.2 0.05 1.5 1.1 1.2 0.3 5.9 1.6 3.7 1.0 12.5 4.15 16.65 

1997 0.2 0.05 1.5 1.1 1.2 0.3 6.2 1.7 3.7 1.0 12.8 4.25 17.05 

1998 0.2 0.05 1.5 1.1 1.2 0.3 6.5 1.8 3.7 1.0 13.1 4.35 17.45 

1999 0.2 0.05 1.5 1.1 1.2 0.3 6.7 1.9 3.7 1.0 13.3 4.45 17.75 



TABLE VII-19 (Continued) 

FREE ZONE ANALYSIS 

FEES AND RENTAL REVENUES 

CONVERTED TO L.E. IIILLIONS 

Year 

Port Tawfik 
Non-

Egypt Egypt 

Port Said 
Non-

Egypt Egypt 

El Nasr Cicy 
Non-

Egypt Egypt 

Alexandria 
Non-

Egypt Egypt 

Adabiya 
Non-

Egypt Egypt 

Total 
Non-

Egypt Egypt Total 

< 
7 
w 

2000 
2001 
2002 
2003 
2004 
2005 
2006 

0.2 
0.2 
0.2 
0.2 
0.2 
0.2 
0.2 

0.05 
0.05 
0.05 
0.05 
0.05 
0.05 
0.05 

1.5 
1.5 
1.5 
1.5 
1.5 
1.5 
1.5 

1.1 
1.1 
1.1 
1.1 
1.1 
1.1 
1.1 

1.2 
1.2 
1.2 
1.2 
1.2 
1.2 
1.2 

0.3 
0.3 
0.3 
0.3 
0.3 
0.3 
0.3 

7.0 
7.3 
7.6 
7.9 
8.2 
8.5 
8.7 

2.0 
2.0 
2.1 
2.2 
2.3 
2.4 
2.4 

3.7 
3.7 
3.7 
3.7 
3.7 
3.7 
3.7 

1.0 
1.0 
1.0 
1.0 
1.0 
1.0 
1.0 

13.6 
13.9 
14.2 
14.5 
14.8 
15.3 
15.5 

4.55 
4.55 
4.65 
4.75 
4.85 
4.95 
4.95 

18.15 
18.45 
18.85 
19.25 
19.65 
20.25 
20.45 

Total 5.5 1.5 43.5 33.5 30.5 7.7 137.3 38.3 66.7 18.6 283.9 101.83 385.73 

Source: Reynolds, Smith and Hills, 1979. 



sectors most likely to locate in the free zones, and the fact that most 
foreign companies will wish to put their risk capital in a fairly high 
profit operation, it is assumed that average profits of companies in the 
free zone will be approximately 12 percent. Total profits which will 
accrue to Egypt are expected to be 7.4 percent of 12 percent of total 
sales value, or 0.9 percent of sales. Table VII-20 summarizes the 
investor contributions, other than wages, to the Egyptian economy. 

Investment. Benefits will also be derived from expenditures by the 
investors during the construction phase of their operation. These 
expenditures will include wages and fringes paid to consLruction workers, 
as well as local materials purchased for construction. A figure of 
L.E. 115 per square meter of developed land is assumed for this purpose 
and less than 30 percent is assumed to accrue to Egypt. 

Likewise, benefits to the Egyptian economy will accrue directly from 
expenditures for the establishment of infrastructure at the free zones by 
the Free Zone Sector, both in the form of construction workers' wages, 
and in terms of local materials used in construction. It is assumed that
 
70 percent of the infrastructure costs will be spent for Egyptian goods 
and labor, while the remaining 30 percent will be primarily used to
 
purchase foreign materials. This ratio is derived from the current 
proportions spent at the free zoncs. Tables VII-21 and VII-22 summarize 
the investment activity. 

Free Zone Sector Costs and Benefits. The Free Zone Sector, through 
its annual operation and maintenance of the free zones, also benefits the 
Egyptian economy in the form of jobs for staff, security, customs, and 
service personnel, as well as in the form of material purchases. Wages 
are anticipated make up an average of approximately 78 percent of the 
annual operation and maintenance costs and it is assumed that all of
 
these personnel will be Egyptian, and that all of their %-ageswill enter 
the local economy. As with investors' employees, the fringes paid on 
wages will also accrue to the Egyptian economy. However, in this case, 
no foreign health or retirement plans will be involved, so the full 24 
percent of wages paid on fringes will be used. Of course, all of these 
items (wages, fringes, and materials) are also expressed directly as 
costs as well as benefits in the cost/benefit analysis.
 

In addition to the above, there are numerous benefits to Egypt which 
will come from the construction of the public fr.e zones which are non
quantifiable. These would include the tranufer of technology and 
associated increase in skills in the Egyptian labor force, improvement in 
the quality of life of many Egyptians, and the indirect benefits which 
will come about from the money being spent by the free zone workers. 
Also, while most foreign equipment will return to the investor's home 
country when a project is terminated, some of it will undoubtedly remain 
in Egypt. Similarly, when an investor vacates a building, it becomes the 
property of the Government of Egypt, thu, providing a further source of 
revenue.
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TABLE VII-20
 
FREE ZONE ANALYSIS
 

SUM1ARY OF SALES VALUE, LOCAL PURCHASES, LOCAL EXPENSES,
 
AND LOCAL PROFITS BASED ON CURRENT TRENDS (L.E. MILLION)
 

Port Tawfik Port Said El Nasr City 
Local Local Total Local Local Total Local Local Total 

Total. Pur- Ex- Local Contri- Total Pur- Ex- Local Contri- Total Pur- Ex- Local Contri-
Year Sales chases penses Profits bution Sales chases jenses Profits button Sales chases penses Profits bution 

1978 1.5 - - - - 123.5 1.0 2.5 1.1 4.6 15.4 1.7 0.3 0.1 2.1 
1979 8.0 0.3 0.2 0.1 0.6 137.5 1.1 2.8 1.2 5.1 29.8 3.3 0.6 0.2 4.1 
1980 16.0 0.6 0.3 0.1 1.0 144.5 1.1 2.9 1.3 5.3 44.2 4.9 0.9 0.4 6.2 
1981 16.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 58.5 6.5 1.2 0.5 8.3 
1982 16.0 0.6 0.3 (.1 1.0 151.5 1.1 3.0 1.4 5.5 72.9 8.1 1.5 0.6 10.2 
1983 16.0 0.6 0.3 ().1 1.0 151.5 1.1 3.0 1.4 5.5 87.2 9.7 1.7 0.8 12.2 
1984 16.:) 0.6 0.3 (.1 1.0 151.5 1.1 3.0 1.4 5.5 IC1.6 11.4 2.0 0.9 15.3 
1985 16.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
1986 1t.O) (J.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
1987 1. .io.3 ().1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 

- 1988, 1989 
lb.0l
16.0 
16.0 

).h
0.6 
0.6 

().3
0.3 
0.3 

0.1
0.1
01990.1 

1.0
1.0 
1.0 

151.5
151.5 
151.5 

1.1
1.1 
1.1 

3.0
3.0 
3.0 

1.4
1.4 
1.4 

5.5
5.5 
5.5 

117.0
17.0 
117.0 

13.1
13.1 
13.1 

2.3
2.3 
2.3 

1.1
1.1 
1.1 

16.5
16.5 
16.5 

1991 16.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
1992 16.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
1993 16.0 0.6 0.3 ().1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
1994 16.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
1995 16.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
1996 16.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
1997 15.0 O.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
1998 1.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
1999 :.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
2000 6.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
2001 6.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
2002 .6.C 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
2002 16.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
2004 16.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
2005 16.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 
2006 16.0 0.6 0.3 0.1 1.0 151.5 1.1 3.0 1.4 5.5 117.0 13.1 2.3 1.1 16.5 

Total 441.5 16.5 8.3 2.8 27.6 4,344.5 31.8 86.2 40.0 158.0 2,983.6 333.8 58.8 27.7 421.4
 



TABLE VII-20 (Continued) 
FREE ZONE ANALYSIS 

SUNMARY OF SALES VALUE, LOCAL PURCHASES, LOCAL EXPENSES, 

AND LOCAL PROFITS BASED ON CURRENT TRENDS (L.E. MILLION) 

Alexandria Adabiya 

Local Local Total Local Local Total 

Year 
Total 
Sales 

Pur-
chases 

Ex-
penses 

Local 
Profits 

Contri-
bution 

Total 
Sales 

Pur-
chases 

Ex-
penses 

Local 
Profits 

Contri
bution 

1978 71.8 6.7 1.4 0.6 8.7 

1979 100.5 11.5 2.0 0.9 14.4 - - -

1980 129.2 15.2 2.6 1.2 19.0 18.0 3.4 0.4 0.2 4.0 

1981 158.0 18.7 3.2 1.4 23.3 35.9 6.7 0.7 0.3 7.7 

1982 
1983 

186.7 
215.4 

22.3 
26.0 

3.7 
4.3 

1.7 
1.9 

27.7 
32.2 

53.8 
71.8 

10.1 
13.4 

1.1 
1.4 

0.5 
0.6 

11.7 
15.4 

1984 244.1 29.9 4.9 2.2 37.0 89.8 16.8 1.8 0.8 19.4 

1985 
<1986 

272.8 
301.6 

33.7 
37.4 

5.5 
b.0 

2.5 
2.7 

41.7 
46.1 

107.7 
125.6 

20.1 
23.5 

2.,z 
2.5 

1.0 
1.1 

23.3 
27.1 

-1987 330.3 40.9 6.6 2.9 50.4 143.6 26.8 2.9 1.3 31.0 

C1988co 1989 359.0387.7 
44.6
48.3 

7.2 
7.7 

3.2 
3.5 

55.0 
59.5 

161.5 
179.5 

30.2 
33.6 

3.2 
3.6 

1.5 
1.6 

34.9 
38.8 

1990 416.4 51.9 8.3 3.7 63.9 197.5 36.9 3.9 1.7 42.5 

1991 445.2 55.6 8.9 4.0 68.5 226.2 42.3 4.5 2.0 48.8 

1992 473.9 59.3 9.5 4.3 73.1 254.8 47.7 5.1 2.3 55.1 

1993 502.6 62.9 10.1 4.5 77.5 283.6 53.0 5.7 2.6 61.3 

1994 531.3 66.7 10.6 4.8 82.1 312.3 58.4 6.2 2.8 67.4 

1995 560.0 70.4 11.2 5.0 86.6 341.0 63.8 6.8 3.1 73.7 

1996 588.8 74.1 11.8 5.3 91.2 369.8 69.1 7.4 3.3 79.8 

1997 617.5 77.9 12.3 5.6 95.8 369.8 69.1 7.4 3.3 79.8 

1998 646.2 81.7 12.9 5.8 100.4 369.8 69.1 7.4 3.3 79.8 

1999 674.9 85.6 13.5 6.1 105.2 369.8 69.1 7.4 3.3 79.8 

2000 703.6 89.5 14.1 6.3 109.9 369.8 69.1 7.4 3.3 79.8 

20 i 732.4 93.2 14.6 6.6 114.4 369.8 69.1 7.4 3.3 79.8 

2002 761.1 96.9 15.2 6.9 119.0 369.8 69.1 7.4 3.3 79.8 

2003 
2004 

789.8 
818.5 

100.6 
104.4 

15.8 
16.4 

7.1 
7.4 

123.5 
128.2 

369.8 
369.8 

69.1 
69.1 

7.4 
7.4 

3.3 
3.3 

79.8 
79.8 

2005 847.2 108.1 16.9 7.6 132.6 369.8 69.1 7.4 3.3 79.8 

2006 873.4 111.5 17.5 7.9 136.9 369.8 69.1 7.4 3.3 79.8 

Total 13,739.9 1,725.5 274.7 123.6 2,123.8 6,670.4 1,246.8 133.4 59.7 1,439.9 

Source: Reynolds, Smith and Hills, 1979.
 



TABLE VII-21
 
FREE ZONE ANALYSIS
 

SU1MARY OF FREE ZONE SECTOR INVESTMENT 
LOCAL, FOREIGN CURRENCY (L.E. MILLION)
 

Port Tawfik Port Said El Nasr City Alexandria Adabiya Total Foreign 
Year local Foreign Local Foreign Local Foreign Local Foreign Local Foreign Local Foreign Total investment* 

1978** .60 .25 1.56 .66 5.43 2.33 9.57 4.10 - - 17.16 7.34 24.50 10.49 
1979 .10 .05 .22 .10 .44 .19 4.90 2.10 5.13 2.20 10.79 4.64 15.43 6.63 
1980 * 2.65 1.13 2.10 .90 2.10 .90 - - 6.85 2.93 9.78 4.19 
1981 - - - - - - - -

19 8 2 .......... 
1983 - - - - 2.01 .86 2.01 .86 2.87 1.23 
1984 - - 8.53 3.65 - - 8.53 3.65 12.18 5.21 
1985 ***- - - - - -

19 86 ........ 
< 1987 - - 3.92 1.68 3.92 1.68 5.60 2.40 

1988 
1989
1990 6.45 2.77 - - 6.45 2.77 9.22 3.96 

1991 - - 4.70 2.01 4.70 2.01 6.71 2.87 
1 9 9 2 ........ 
19 9 3 ........ 
1994 6.17 2.64 - - 6.17 2.64 8.81 3.77 
1995 - - 2.87 1.23 2.87 1.23 4.10 1.75 
19 9 6 ........ 
19 97 ........ 
1998 5.28 2.26 - - 5.28 2.26 7.54 3.23 
1999 - - *** *** - - - -

2000 
2001 ........ 
2002 5.60 2.40 - - 5.60 2.40 8.00 3.43 
2 0 0 3 ........ 
2004 
2005 
2006 *** *** .-

Total .70 .30 4.43 1.89 7.97 3.42 48.60 20.82 18.63 7.98 80.33 34.41 114.74 48.86 



TABLE VII-21 (Continued)
 
FREE ZONE ANALYSIS
 

SUI IMARY OF FREE ZONE SECTOR INVESTMENT
 
LOCAL, FOREIGN CURRENCY (L.E. MILLION)
 

Year 
Alexandria Redesign 
Local Foreign 

Redesign Total 
Local Foreign Redesign Total Foreign Investment* 

1978** 9.57 4.10 17.16 7.34 24.50 10.49 

1979 4.90 2.10 10.79 4.64 15.43 6.63 

1980 2.10 .90 6.85 2.93 9.78 4.19 

1981 ...... 
1982 ..... 

1983 - - 2.0 .86 2.87 1.23 

1984 6.24 2.67 6.24 2.67 8.91 3.81 

1 9 85 ...... 

1 9 8 6 ...... 
< 1987 - - 3.92 1.68 5.60 2.40 

T 1988 ...... 

1989 4.50 1.93 4.50 1.93 6.43 2.76 

19 9 0 ...... 

1991 - - 4.70 2.01 6.71 2.87 

19 9 2 ...... 
19 9 3 ...... 

1994 4.25 1.82 4.25 1.82 6.07 2.60 

1995 - - 2.87 1.23 4.10 1.75 

1996 ...... 
1 9 9 7 ...... 

1998 3.67 1.57 3.67 1.57 5.24 2.24 

1999 ...... 

2000 
200 1 ...... 
2002 3.91 1.67 3.91 1.67 5.58 2.39 

200 3 ...... 

20 0 4 ...... 
200 5 ...... 

2 0 06 ...... 

Total 39.14 16.76 70.87 30.35 101.22 43.36 

• U.S. dollars in millions; rate of exchange: L.E. 70 - $1.00. 

•* Total of 1974-1978 expenditures. 
•** Available free zone land absorbed. 

Source: Reynolds, Smith and Hills, 1979. 



TABLE VII-22 

FREE ZONE ANALYSIS 

SUMMARY OF INVESTOR CONSTRUCTION EXPENDITURES 

TOTAL AND EGYPT PROPORTION 

(L.E. MILLIONS) 

Port Tawfik Port Said El Nasr City Alexandria Adabiya Total 
Year Total Egypt Total Egypt Total Egypt Total Egypt Total Egypt Total Egypt 

1978 5.09 0.46 29.37 1.27 10.64 0.45 29.50 3.30 0.0 0.0 74.60 5.48 
1979 9.54 0.85 44.06 1.90 11.22 0.47 29.50 3.30 0.0 0.0 94.32 6.52 
1980 9.54 0.85 44.06 1.90 15.95 1.30 23.60 2.64 15.95 1.30 109.10 7.99 
1981 14.69 0.63 15.95 1.30 23.60 2.64 15.95 1.30 70.19 5.87 

71982 1595 1.30 23.60 2.64 15.95 1.30 55.50 5.24 
1983 15.95 1.30 23.60 2.64 15.95 1.30 55.50 5.24 
1984 15.95 1.30 25.52 2.08 15.95 1.30 57.42 4.68 
1985 13.72 1.12 25.52 2.08 15.95 1.30 55.19 4.50 
1986 25.52 2.08 15.95 1.30 41.47 3.38 
1987 25.52 2.08 15.95 1.30 41.47 3.38 
1988 25.52 2.08 15.95 1.30 41.47 3.38 
1989 25.52 2.08 15.95 1.30 41.47 3.38 
1990 25.52 2.08 15.95 1.30 41.47 3.38 
1991 25.52 2.08 25.52 2.08 51.04 4.16 
1992 25.52 2.08 25.52 2.08 51.04 4.16 
1993 25.52 2.08 25.52 2.08 51.04 4.16 
1994 25.52 2.08 25.52 2.08 51.04 4.16 
1995 25.52 2.08 25.52 2.08 51.04 4.16 
1996 25.52 2.08 25.52 2.08 51.04 4.16 
1997 25.52 2.08 25.52 2.08 
1998 25.52 2.08 25.52 2.08 
1999 25.52 2.08 25.52 2.08 



TABLE VII-22 

FREE ZONE ANALYSIS 

SUMMARY OF INVESTOR CONSTRUCTION EXPENDITURES 

TOTAL AND EGYPT PROPORTION 

(L. E. MILLIONS) 

Year 
Port Tawf1k 

Total Egypt 
Port Said 

Total Egypt 
El Nasr City 

Total Egypt 
Alexandria 

Total Egypt 
Adabiya 

Total Egypt 
Total 

Total Egypt 

< 

1 

2000 
2001 
2002 
2003 
2004 

2005 
2006 

25.52 
25.52 
25.52 
25.52 
25.52 

25.52 
23.29 

2.08 
2.08 
2.08 
2.08 
2.08 

2.08 
1.90 

25.52 
25.52 
25.52 
25.52 
25.52 

25.52 
23.29 

2.08 
2.08 
2.08 
2.08 
2.08 

2.08 
1.90 

Source: Reynolds, Smith and Hills, 1979. 



Various costs to the Government of Egypt will result from the 

completion of the existing free zones and the construction of the Adabiya 
Free Zone. The most obvious includes the cost of establishing each
 
zones' infrastructure, as well as operation and maintenance costs for the
 

zones.
 

In addition, there is the cost of providing community services 

(health care, pensions, etc.) for all free zone workers. This is paid 

for primarily through fringes on wages. Therefore, fringes not already 
included in the above costs (infrastructure and operations and main
tenance) should be added into Lhe total cost to the government.
 

Shadow Pricing. In the past several years, a number of organiza
tions have employed shadow pricing techniques for cost/benefit st,.dies in
 
Egypt. Shadow prices were derived for currency exchange: wage rates, and
 
various goods and services, to make them more accurately reflect their 
value or cost to the economy. For instance, the official exchange rate 
for Egyptian Pounds to foreign currency was substantially different from 
the parallel rate which formerly existed. It was felt that the parallel 
rate much more accurately reflected the true value of the Egyptian Pound 
on the world market. Since calculations were necessarily made at the 
official rate, the currency was assigned a shadow factor, which, in 
effect, brought it down to a level that was close to its actual value. 
Similarly, owing to high unemployment and underemployment in Egypt, wages 
did not accurately reflect their true value to the economy while 

subsidies, tariffs, and duties distorted the true value (or cost to the 
government) of various goods and survices. Therefore, labor and select 
goods and services were assigned shadow factors as well. 

The government subsidizes many goods and services purchased in 
Egypt. Therefore, when free zone employees purchase certain items, it 
represents a differential cost to the government. The U.S. State 
Department has recently noted that the amount which the government has to 
pay to subsidize goods and services purchased by an average worker 
amounts to about 25 percent of his wages. While this percentage varies 
with an individual's purchases, the 25 percent figure presumably 
represents a reasonable average. Therefore, as a cost to the government,
 

the analysis used 25 percent of all wages paid to staff, construction 
workers, and all Egyptian employees of the investors. Also the 25
 

percent figure was applied to the half of non-Egyptian's wages which 
would be spenL in Egypt. 

In addition, the 25 percent figure is also applied to all local 
construction materials used in the free zones. Some of these materials 
are subsizided, though an exact figure is not accurately determinable. 
The figure used herein is thought to give reasonable consideration to 
this factor of the Egyptian economy. The cost of providing electricity 
and water and sewer services to the individual investors is assumed to be 
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double the investors' cost, to cover the extremely high subsidies on 
these items.
 

In reviewing various studies which employed shadow pricing in Egypt,
 
it was noted that the shadow factor for some items varied quite sub
stantially from study to study, and many were of questionable validity. 
In attempting to resolve the differences between shadow prices and to 
verify others, two important observations were made. First, reliable 
data is not available for use in calculating shadow factors for many 
commodities. Judging from the variance in factors employed in other 
studies, it is evident that many of them were based on simple guesses. 
Second, the two most important factors which made shadow pricing 
necessary in Egypt in the first place have changed substantially. The 
official rate of currency exchange has recently been changed to more 
closely reflect actual market value. Also, the existing wage rates are 
now a much better reflection of market value, as there is a fairly high 
employment rate in all levels of society, and the wage rates have gone up 
with competition for jobs. These considerations have led the World Bank 
to discontinue their use of shadow pricing in Egypt. They are now using 
the existing market rates to reflect the true market value of the 
currency, wages, goods, and services. 

We have decided to follow this same basic course by eliminating most
 
shadow pricing. To consider subsidies on goods and services purhased by
 
the investors and all enployees in the free zones, relationships between 
expenditures and subsidies were isolated and are noted as government 
costs. Additionally, the rate of exchange for L.E. to U.S. dollars is 
ranged between the official rate of L.E. 0.70/$1.00 and L.E. 0.85/$1.00. 
Too, subsidies on electricity are included in the government costs by 
utilizing a rate/kWh double that charged to the free zone investors.
 

2. Financial Summary
 

The application of the assumptions described above results in cash 
flow profiles for the existing free zones which are summarized in Tables 
VII-23 through VII-27: the Adabiya financial cash flow was presented in 
Chapter IV. 

Because of its relatively small area, Port Tawfik does not present a 
significant factor in the financial considerations. Port Tawfik will 
generate revenues for Egypt. While it will require management and 
control, it should not be considered as a crucial free zone. 

Port Said is significantly operational at minimum investment cost to
 
Egypt (aside from possible off-site investments which were not covered in
 
this report). The key statistic for Port Said is that the Egyptian 
investment costs should be recovered by the early 1980s. Substantial 
variation in expenses would not detract from the free zone performance. 
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TABLE VII-23
 

FREE ZONE ANALYSIS
 

PORT TAWFIK FREE ZONE CASH FLOW
 

(L.E. MILLIONS)
 

Free Zone
 

Year Investment Revenues Expenses Income Cash Flow
 

0 (1979)* (.99) .15 (.03) .12 (.87)
 

1 (.15) .25 (.05) .20 .05
 

2 .25 (.05) .20 .20
 
3 .25 (.05) .20 .20
 

4 .25 (.05) .20 .20
 

5 .25 (.05) .20 .20
 

6 .25 (.05) .20 .20
 
7 .25 (.05) .20 .20
 

8 .25 (.05) .20 .20
 
9 .25 (.05) .20 .20
 

10 .25 (.05) .20 .20
 

11 .25 (.05) .20 .20
 

12 .25 (.05) .20 .20
 
13 .25 (.05) .20 .20
 
14 .25 (.05) .20 .20
 

15 .25 (.05) .20 .20
 
16 .25 (.05) .20 .20
 
17 .25 (.05) .20 .20
 

18 .25 (.05) .20 .20
 
19 .25 (.05) .20 .20
 

20 .25 (.05) .20 .20
 

21 .25 (.05) .20 .20
 

22 .25 (.05) .20 .20
 

22 .25 (.05) .20 .20
 

23 .25 (.05) .20 .20
 
24 .25 (.05) .20 .20
 

25 .25 (.05) .20 .20
 

26 .25 (.05) .20 .20
 

27 .09 .25 (.05) .20 .29
 

Total (1.05) 6.90 (1.38) 5.52 4.47
 

Investment Payback Year = 1985
 
PreseaiL Value at 20% = .87
 

Internal Rate of Return = 20%
 

* Represents present value of construction for period 1976-1979 at 6%. 

Source: Reynolds, Smith and Hills, 1979.
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TABLE VII-24 

FREE ZONE ANALYSIS 

PORT SAID FREE ZONE CASH FLOW 

(L.E. MILLIONS) 

Free Zone 

Year Investment Revenues Expenses Income Cash Flow 

0 (1979)* (2.77) 2.50 (.10) 2.40 ( .37) 
1 (3.78) 2.50 (.17) 2.33 (1.45) 
2 2.60 (.17) 2.43 2.43 
3 2.60 (.17) 2.43 2.43 
4 2.60 (.17) 2.43 2.43 
5 2.60 (.17) 2.43 2.43 
6 2.60 (.17) 2.43 2.43 
7 2.60 (.17) 2.43 2.43 
8 2.60 (.17) 2.43 2.43 
9 2.60 (.17) 2.43 2.43 

10 2.60 (.17) 2.43 2.43 
11 2.60 (.17) 2.43 2.43 
12 2.60 (.17) 2.43 2.43 
13 2.60 (.17) 2.43 2.43 
14 2.60 (.17) 2.43 2.43 
15 2.60 (.17) 2.43 2.43 
16 2.60 (.17) 2.43 2.43 
17 2.60 (.17) 2.43 2.43 
18 2.60 (.17) 2.43 2.43 
19 2.60 (.17) 2.43 2.43 
20 2.60 (.17) 2.43 2.43 
21 2.60 (.17) 2.43 2.43 
22 2.60 (.17) 2.43 2.43 
23 2.60 (.17) 2.43 2.43 
24 2.60 (.17) 2.43 2.43 
25 2.60 (.17) 2.43 2.43 
26 2.60 (.17) 2.43 2.43 
27 .56 2.60 (.17) 2.43 2.99 
Total (5.99) 72.60 (4.69) 67.91 61.92 

Investment Payback Year = 1981 
Internal Rate of Return = 100%+ 

* Represents present value of construction for period 1974-1979 at 6%. 

Source: Reynolds, Smith and Hills, 1979. 
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TABLE VI-25 
S 

FREE ZONE ANALYSIS 

EL NASR CITY FREE ZONE CASH FLOW 

(L. E. MILLIONS) 

Free Zone 

Year Investment Revenues Expenses Income Cash Flow 

0 (1979)* (9.35) .16 (.11) .05 (9.30) 
1 (3.00) .38 (.26) .12 (2.88) 
2 .54 (.30) .24 .24 

3 .80 (.30) .50 .50 
4 .94 (.31) .63 .63 

5 1.14 (.27) .87 .87 
6 1.34 (.28) 1.06 1.06 
7 1.54 (.19) 1.35 1.35 
8 1.54 (.19) 1.35 1.35 
9 1.54 (.19) 1.35 1.35 

10 1.54 (.19) 1.35 1.35 

11 1.54 (.19) 1.35 1.35 
12 1.54 (.19) 1.35 1.35 
13 1.54 (.19) 1.35 1.35 
14 1.54 (.19) 1.35 1.35 
15 1.54 (.19) 1.35 1.35 
16 1.54 (.19) 1.35 1.35 
17 1.54 (.19) 1.35 1.35 
18 1.54 (.19) 1.35 1.35 
19 1.54 (.19) 1.35 1.35 
20 1.54 (.19) 1.35 1.35 
21 1.54 (.19) 1.35 1.35 
22 1.54 (.19) 1.35 1.35 
23 1.54 (.19) 1.35 1.35 
24 1.54 (.19) 1.35 1.35 
25 1.54 (.19) 1.35 1.35 
26 1.54 (.19) 1.35 1.35 
27 .92 1.54 (.19) 1.35 2.27 
Total (11.43) 37.64 (5.82) 31.82 20.39 

Investment Payback Year = 1992 
Present Value at 10% = 6.18 

Internal Rate of Return = Approximately 7% 

• Represents present value of construction for period 1974-1979 at 6%. 

Source: Reynolds, Smith and Hills, 1979. 
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TABLE VII-26 

FREE ZONE ANALYSIS 

ALEXANDRIA FREE ZONE CASH FLOW 

(L.E. MILLIONS) 

Free Zone 

Year Investment Revenues Expenses Income Cash Flow 

0 (1979)* 
1 
2 

(22.24) 
(3.00) 

1.29 
1.66 
2.02 

(.22) 
(.34) 
(.39) 

1.07 
1.32 
1.63 

(21.17) 
( 1.68) 

1.63 

3 2.39 (.39) 2.00 2.00 

4 2.76 (.39) 2.37 2.37 

5 
6 
7 

(12.18) 3.13 
3.50 
3.86 

(.39) 
(.53) 
(.53) 

2.74 
2.97 
3.33 

( 9.44) 
2.97 
3.33 

8 4.23 (.53) 3.70 3.70 

9 
10 
11 

(9.22) 
4.60 
4.97 
5.34 

(.53) 
(.53) 
(.67) 

4.07 
4.44 
4.67 

4.07 
(4.78) 
4.67 

12 5.70 (.67) 5.03 5.03 

13 6.07 (.67) 5.40 5.40 

14 6.44 (.67) 5.77 5.77 

15 
16 
17 

(8.81) 6.81 
7.18 
7.54 

(.67) 
(.80) 
(.80) 

6.14 
6.38 
6.74 

(2.67) 
6.38 
6.74 

18 
19 
20 

(7.54) 
7.91 
8.28 
8.65 

(.80) 
(.80) 
(.92) 

7.11 
7.48 
7.73 

7.11 
(0.06) 

7.73 

21 9.02 (.92) 8.10 8.10 

22 9.38 (.92) 8.46 8.46 

23 
24 
25 

(8.00) 9.75 
10.12 
10.49 

(.92) 
(1.05) 
(1.05) 

8.83 
9.07 
9.44 

0.83 
9.07 
9.44 

26 10.86 (105) 9.81 9.81 

27 25.25 11.19 (1.05) 10.14 35.39 

Total (45.74) 175.14 (19.20) 155.94 110.20 

Investment Payback Year = 1984 
Present Value at 10% = 20.37 

Internal Rate of Return = Approximately 9% 

* Represents present value of construction for period 1974-1979 at 6%. 

Source: Reynolds, Smith and Hills, 1979. 
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TABLE VII-27
 

FREE ZONE ANALYSIS 

ALEXANDRIA (REDESIGN) FREE ZONE CASH FLOW
 

Year Investment 


0 (1979)* (22.24) 

1 ( 3.00) 
2 
3 
4 
5 ( 8.91) 
6 
7 
8 

9 


10 (6.43) 

11 

12 

13 

14 

15 (6.07) 

16 

17 

18 

19 (5.24) 

20 

21 

22 

23 (5.58) 

24 

25 

26 

27 21.19 

Total (36.28) 


(L.E. MILLIONS) 

Free Zone 

Revenues Expenses Income Cash Flow 

1.29 (.22) 1.07 (21.17) 
1.66 (.34) 1.32 ( 1.68) 
2.02 (.39) 1.63 1.63 
2.39 (.39) 2.00 2.00 
2.76 (.39) 2.37 2.37 
3.13 (.39) 2.74 ( 6.17) 
3.50 (.53) 2.97 2.97 
3.86 (.53) 3.33 3.33 
4.23 (.53) 3.70 3.70 
4.60 (.53) 4.07 4.07 
4.97 (.53) 4.44 (1.99) 
5.34 (.67) 4.67 4.67 
5.70 (.67) 5.03 5.03 
6.07 (.67) 5.40 5.40 
6.44 (.67) 5.77 5.77 
6.81 (.67) 6.14 .07 
7.18 (.80) 6.38 6.38 
7.54 (.80) 6.74 6.74 
7.91 (.80) 7.11 7.11 
8.28 (.80) 7.48 2.24 
8.65 (.92) 7.73 7.73 
9.02 (.92) 8.10 8.10 
9.38 (.92) 8.46 8.46 
9.75 (.92) 8.83 3.25 
10.12 (1.05) 9.07 9.07 
10.49 (1.05) 9.44 9.44 
10.86 (1.05) 9.81 9.81 
11.19 (1.05) 10.14 31.33 

175.14 (19.20) 155.94 119.66 

Investment Payback Year - 1983 
Present Value at 10% - 24.47 

Internal Rate of Return - Approximately 11% 

* Represents prerent value of ovlstrctitLoi for period 1974-1979 at 6%. 

Source: Reynolds, Smith and 1Itts, 1979. 
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El Nasr City appears marginal on a financial basis. High value, 

labor intensive industry will be required to significantly improve this 

free zone's profile.
 

Two cash flow profiles are presented for Alexandria. The adjusted 

profile reflects cost savings anticipated with changes in construction 

criteria and design standards after the first phase program is complete. 

In both cases there is a fair financial attraction for the free zone, 

although Egypt's investment debits are significant to date. It is our 

returns for Alexandria willprofessional opinion that the financial 

exceed those projected as only 39 percent of total land area is assumed 

to be producing revenue in tile financial analysis. 

3. Benefit/Cost Summary
 

A profile of tile Free Zone Sector, through absorption of the current 

available land area, is summarized on Table VII-28. The combined picture
 

is based upon tile conservative assumptions detailed at the beginning of 

tile free zones present a highly attractivethis section. In essence, 

should create over 50,000 jobs at full employment.profile and 

As can be seen on Table VII-28, the investment cost to Egypt of 

providing employment at the free zones approximates L.E. 3,000 per job. 

This figure compares with much higher "acceptable" costs (according to 

the consultants) approximating L.E. 10,000 for employment. The reason 

for tile low cost is obvious: the investor is placing the bulk of the 

funds. 

It should also be noted that the annuL'Il free zone payroll approxi

mates total Egyptian investment cost. Thus, tile lmyback on the Egyptian 

rapid.investment, even If only in the form of JIxyroll, is extremely 

Tile foreign exchange created by the free zones, after initial 

is also positive. The free zoneconstruction expenditures by Egypt, 


investor creates a local currency account through the exchange of foreign
 

currency which in used for payroll and local pirchases. This account can
 

be financed through ;alen value.
 

will accrue toTo determine the amount of toreign exchange which 

Egypt ani a reult of f ree, zone inventment, each )f the major benefit 

Into Its local and foreign components, ascategorles wtn nubdlvided 

displayed on Table VI1-29. Firut, the wngen (and fringes paid on them) 

of investorn' employee., were. asurv.d to hv paid 50 percent through 

foreign currencles. T*le Free Zone Sector des iren that all wages be paid 

through foreign currencie., but in fact, a much lower portion are. Tle 
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TABLE VII-28
 

FREE ZONE ANALYSIS
 

SUIMARY OF FREE ZONE STATISTICS
 

FOR COST/BENEFIT ANALYSIS
 

Port Port El Nasr 
Category Tawfik Said City Alexandria Adabiya Total 

Total Employment(1) 14,825 137,560 104,559 466,649 221,426 945,019 
Average Annual(2) 511 4,743 3,605 16,091 7,635 32,587 

Total Free Zone Investment(3) 1.00 6.32 11.39 55.90 26.61 101.22 
Cost/Job Created (L.E.) 1,957 1,332 3,160 3,474 3,485 3,106 

Annual Payroll Spent in Egypt 
at Full Fnployment(4) 0.99 9.32 7.55 54.40 22.20 94.46 

Annual Payroll(3)/Total Investment 0.99 1.47 0.66 0.97 0.83 0.93 

Annual Local Expenditures: 
Local Currency 0.6 5.7 4.5 19.7 9.5 40.0 
Foreign Currency 1.8 14.2 20.4 100.3 62.5 199.2 

Value of Sales 441.5 4,344..5 2,983.6 13,739.9 6,670.4 28,179.9 

Benefit Stream 1978-2006(3) 68.75 575.7 721.6 3,481.7 2,087.4 6,935.15 
Average Benefit Stream 2.37 19.9 24.9 120.1 72.0 239.1 

Egypt Costs 1978-2006 14.3 120.1 97.4 437.5 200.4 869.7 
Average Cost 0.5 4.1 3.4 15.1 6.9 30.0 

Benefit/Cost Ratio 4.81 4.79 7.41 7.96 10.42 7.97 



TABLE VII-28 (Continued) 

FREE ZONE ANALYSIS 

SUMWARY OF FREE ZONE STATISTICS 

FOR COST/BENEFIT ANALYSIS 

Category 
Port 
Tawf1k 

Port 
Said 

El Nasr 
City Alexandria Adabiya Total 

Shadow Costs-Total Subsidies 10.9 112.3 84.1 388.9 182.1 778.3 

Adjusted Benefit/Cost 

Foreign Exchange Benefit 
/Cost Range(6) 

2.73 

2.37-
2.73 

2.48 

2.17-
2.48 

3.98 

3.42-
3.98 

4.21 

3.61-
4.21 

5.46 

4.65-
5.46 

4.21 

3.61
4.21 

Rate of Return on 

Investment 1978-2006 20% 100+% 7% 11% 11% 14% 

(1) Ilan years. 
(2) Averaged over 1978-2006 period. 
(3) L.E. millions. 
(4) Investors' employees only; in L.E. millions. 
(5) Includes total payroll and fringes accruing to Egypt. 

(6) First value calculated at $1-85 piasters; second at $1-70 piasters. 

Source: Reynolds, Smith and Hills, 1979. 



TABLE VII-29 

FOREIGN EXCHANGE ACCRUING TO EGYPT 

(L.E. MILLIONS) 

Port Tawfik Port Said El Nasr City Alexandria Adabiya Total 

Category local Foreign Local Foreign Local Foreign ocal Foreign local Foreign Local Foreign 

Benefits: 

Wages-Investors 15.2 15.2 155.6 155.6 118.1 118.2 521.8 521.8 247.5 247.5 1,058.2 1,058.3 
Rent & Fees 7.05 77.0 38.2 175.6 90.0 387.851 
Profit & Expenditures 27.7 163.0 421.5 2,124.9 1,436.9 4,174.0, 

< Constr. - FZ Section 0.5 0.2 3.1 1.3 5.6 2.4 27.4 11.7 13.0 5.6 49.6 21.2 
" Constr. - Investors 0.1 1.4 1.1 13.5 0.8 10.5 6.1 75.9 2.6 33.1 10.7 134.4 

FZ Sector Op. & Maint. 1.4 5.5 6.3 16.5 11.2 40.9 

Total 17.2 51.55 165.3 410.4 130.8 590.8 571.8 2,909.9 274.3 1,813.1 1,159.4 5,775.75 

Costs: 

FZ Sector Investor 0.7 0.3 4.4 1.9 8.0 3.4 39.1 16.8 18.6 8.0 70.8 30.4 
All Other* 24.2 226.1 170.1 770.5 355.9 1,546.8 

Total 24.9 0.3 230.5 1.9 178.1 3.4 809.6 16.8 374.5 8.0 1,617.6 30.4 

* Includes subidies. 

Source: Reynolds, Smith and Hills, 1979.
 



50 percent figure is thought to be a conservative estimate. Rent, fees, 

profits accruing locally, operations and maintenance, and local pur
chases, all investors' expenditures are assumed to be paid through 
foreign currencies.
 

The Free Zone Sector investments for infrastructure which will 
accrue to Egypt were divided into a 70 percent local funding and 30 
percent foreign funding ratio. This breakdown was previously displayed 
in Table VII-21. The investors' construction expenditures accruing to 
Egypt were divided into local and foreign currencies in the same 
proportion as overall investment (7.4 percent local and 92.6 percent 

foreign). Free Zone Sector operations and maintenance costs were assumed
 

to be all paid for in Egyptian Pounds.
 

On the cost side, total Free Zone Sector costs were split into the 
70:30 ratio described above for the infrastructure. All other costs will
 

accrue solely to the Egyptian government, and are assumed to be paid for 
through Egyptian Pounds.
 

In order to determine the effect of varying foreign exchange rates 
on the cost benefit results, we first assumed a rate of 70 piasters per 
dollar for both the local and foreign currency totals. We then derived a 
ratio of benefits to costs for each free zone. Next, we held the local 
currency at 70 piasters per dollar (near the official exchange rate) and 
let the foreign currency conversion go to 85 piasters per dollar. A new,
 
more conservative, benefit/cost ratio was derived for each zone. This 
then provides a range which can be used to express the magnitude of 
direct benefits which can be expected from each free zone through the 
year 2006, as opposed to the costs of developing and operating the 
zones. 

Each free zone generates a positive benefit/cost ratio for Egypt. 
The factors which impa. this ratio most significantly are: a) the local 

purchases, and b) the net usable land area. In the case of local 

purchases, the Adabyia Free Zone is assumed to purchase between 20 to 25 
percent of its production materials locally. Lowering this to 15 percent 
reduces Adabiya's benefit/cost ratio from 5.5 to 3.9. However, Adabyia 
and Alexandria both are projected at extremely low usable land/total land 

ratios. U.S. industrial park developers would not contemplate projects 
where the land available to tenants averages 40 percent of total land 

area as is the case in these two free zones. It is our professional 
opinion that the end usable land area will exceed these projections 
without increasing investment costs, thus creating the opportunity for 
higher benefit/cost ratios.
 

Ti VTI-30 through VII-34 summarize the benefit/cost ratios for 
each free zone. 

VII-54
 



Year 

1978** 

1979 

1980 

1981 

1982 

1983 

1984 

1985 


< 1986 

"r 1987 


1988 

1989 

1990 

1991 

1992 


1993 

1994 

1995 

1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

Total 


Employment 

Total 


183 

320 

542 

530 

530 

530 

530 

530 

530 

530 

530 

530 

530 

530 

530 


530 

530 

530 

530 

530 

530 

530 

530 

530 

530 

530 

530 

530 

530 


14,825 


TABLE VII-30
 
FREE ZONE ANALYSIS
 

BENEFITS AND COSTS ACCRUING TO EGYPT FROM PORT TAWFIK
 
(FINANCIAL VALUES IN L.E. MILLIONS)
 

Investors Rental Free Zone Sector Investors* 
Wages & and Operations Profits & Total 
Fringes Fees Expenditures Expenditures Benefits 

0.1 0.15 0.6 0.8 1.65
 
0.6 0.15 0.13 1.2 2.1
 
1.1 0.25 0.05 1.2 2.6
 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4 
1.1 0.25 0.05 1.0 2.4
 
1.1 0.25 0.05 1.0 2.4 
1.1 0.25 0.05 1.0 2.4
 

30.4 7.05 2.1 29.2 68.75
 



TABLE VII-30 (Continued) 

FREE ZONE ANALYSIS 

BENEFITS AND COSTS ACCRUING TO EGYPT FROM PORT TAWFIK 
(FINANCIAL VALUES IN L.E. MILLIONS) 

Free Zone 
Sector Investors Investors Employee Subsidies 

Operations Construction Utilities Services on Employee Total Benefit/Cost 

Year & Subsidies Subsidies & Subsidies (Fringes) Expenditures Costs Ratio 

1978** 1.0 0.2 - - - 1.2 
1979 0.2 0.2 0.2 0.1 0.1 0.8 

1980 0.06 - 0.3 0.25 0.25 0.86 

1981 0.06 - o.3 0.25 0.25 0.86 

1982 0.06 - 0.3 0.25 0.25 0.86 

1983 0.06 - 0.3 0.25 0.25 0.86 

1984 0.06 - 0.3 0.25 0.25 0.86 

1985 0.06 - 0.3 0.25 0.25 0.86 

< 1986 0.06 - 0.3 0.25 0.25 0.86 

7 1987 0.06 - 0.3 0.25 0.25 0.86 

1988 0.06 - 0.3 0.25 0.25 0.86 

1989 0.06 - 0.3 0.25 0.25 0.86 

1990 0.06 - 0.3 0.25 0.25 0.86 

1991 0.06 - 0.3 0.25 0.25 0.86 

1992 0.06 - 0.3 0.25 0.25 0.86 

1993 0.06 - 0.3 25 0.25 0.86 

1994 0.06 - 0.3 0.25 0.25 0.86 

1995 0.06 - 0.3 0.25 0.25 0.86 

1996 0.06 - 0.3 0.25 0.25 0.86 

1997 0.06 - 0.3 0.25 0.25 0.86 

1998 0.06 - 0.3 0.25 0.25 0.86 

1999 0.06 - 0.3 0.25 0.25 0.86 

2000 0.06 - 0.3 0.25 0.25 0.86 

2001 0.06 - 0.3 0.25 0.25 0.86 

2002 0.06 - 0.3 0.25 0.25 0.86 

2003 0.06 - 0.3 0.25 0.25 0.86 

2004 0.06 - 0.3 0.25 0.25 0.86 

2005 0.06 - 0.3 0.25 0.25 0.86 

2006 0.06 - 0.3 0.25 0.25 0.86 

Total 2.8 0.T 8.3 6.85 6.85 25.2 2.73 

* Includes construction. 
** 1974 to 1978 cumulative totals. 
Source: Reynolds, Smith and Hills, 1979. 



TABLE VII-31
 
FREE ZONE ANALYSIS
 

BENEFITS AND COSTS ACCRUING TO EGYPT FROM PORT SAID
 
(FINANCIAL VALUES IN L.E. MILLIONS)
 

Investors Rental Free Zone Sector Investors* 
Employment Wages & and Operations Profits & Total 

Year Total Fringes Fees Expenditures Expenditures Benefits 

1978** 1,867 3.2 4.4 1.6 9.5 18.7 
1979 2,869 5.7 2.5 0.3 10.0 18.5 
1980 4,098 8.5 2.5 2.8 10.2 24.0 
1981 4,951 11.3 2.6 0.2 10.4 24.5 
1982 4,951 11.3 2.6 0.2 5.5 19.6 
1983 4,951 11.3 2.6 0.2 5.5 19.6 
1984 4,951 11.3 2.6 0.2 5.5 19.6 
1985 4,951 11.3 2.6 0.2 5.5 19.6 
198b 4,951 11.3 2.6 0.2 5.5 19.6 
1987 4,951 11.3 2.6 0.2 5.5 19.6 
1988 4,951 11.3 2.6 0.2 5.5 19.6 

1 1989
13 

4,951 11.3 2.6 0.2 5.5 19.6 
1990 4,951 11.3 2.6 0.2 5.5 19.6 
1991 4,951 11.3 2.6 0.2 5.5 19.6 
1992 4,951 11.3 2.6 0.2 5.5 19.6 
1993 4,951 11.3 2.6 0.2 5.5 19.6 
1994 4,951 11.3 2.6 0.2 5.5 19.6 
1995 4,951 11.3 2.6 0.2 5.5 19.6 
1996 4,951 11.3 2.6 0.2 5.5 19.6 
1997 4,951 11.3 2.6 0.2 5.5 19.6 
1998 4,951 11.3 2.6 0.2 5.5 19.6 
1999 4,951 11.3 2.6 0.2 5.5 19.6 
2000 4,951 11.3 2.6 0.2 5.5 19.6 
2001 4,951 11.3 2.6 0.2 5.5 19.6 
2002 4,951 11.3 2.6 0.2 5.5 19.6 
2003 4,951 11.3 2.6 0.2 5.5 19.6 
2004 4,951 11.3 2.6 0.2 5.5 19.6 
2005 4,951 11.3 2.6 0.2 5.5 19.6 
2006 4,951 11.3 2.6 0.2 5.5 19.6 
Total 137,560 311.2 77.0 9.9 177.6 575.7 



TABLE VII-31 (Continued)
 
FREE ZONE ANALYSIS
 

BENEFITS AND COSTS ACCRUING TO EGYPT FROM PORT SAID
 

Free Zone 

Sector Investors 
Operations Construction 

Year & Subsidies Subsidies 

1978** 2.7 1.2 
1979 0.5 1.2 
1980 4.7 1.2 
1981 0.2 -
1982 0.2 -

-1983 0.2 -
1984 0.2 -
1985 0.2 -
1986 0.2 -
1987 0.2 -
1988 0.2 -
1989
1990 

0.2
0.2 

-

1991 0.2 -
1992 0.2 -
1993 0.2 -
1994 0.2 -
1995 0.2 -
1996 0.2 -
1997 0.2 -
1998 0.2 -
1999 0.2 -
2000 0.2 -
2001 0.2 -
2002 0.2 -
2003 0.2 -
2004 0.2 -
2005 0.2 -
2006 0.2 -

Total 13.1 3.6 


Includes construction. 
** 1974 to 1978 cumulative totals. 

(FINANCIAL VALUES IN L.E. MILLIONS)
 

Investors Employee Subsidies 
Utilities Services on Employee Total Benefit/Cost 

& Subsidies (Fringes) Expenditures Costs Ratio 

2.5 0.7 0.7 7.8 
2.8 1.2 1.2 6.9 
2.9 1.8 1.7 12.3 
3.0 2.4 2.3 7.9 

3.0 2.4 2.3 7.9 
3.0 2.4 2; 3 7.9 

3.0 2.4 2.3 7.9 

3.0 2.4 2.3 7.9 

3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 

3.0 2.4 2.3 7.9 
3.0
3.0 

2.4
2.4 

2.3
2.3 

7.9
7.9 

3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 
3.0 2.4 2.3 7.9 

86.2 66.1 63.4 232.4 2.48
 

Source: Reynolds, Smith and Hills, 1979. 



TABLE VII-32
 
FREE ZONE ANALYSIS
 

BENEFITS AND COSTS ACCRUING TO EGYPT FROM EL NASR CITY
 
(FINANCIAL VALUES IN L.E. MILLIONS)
 

Investors Rental Free Zone Sector Investors* 

Employment Wages & and Operations Profits & Total 

Year Total Fringes Fees Expenditures Expenditures Benefits 

1978** 1,081 1.5 0.2 5.6 3.6 10.9 
1979 1,304 2.7 0.4 0.6 5.5 9.2 

1980 1,843 3.8 0.5 2.4 7.6 14.3 

1981 2,212 4.9 0.8 0.3 9.7 15.7 

1982 2,680 5.9 0.9 0.3 11.6 18.7 

1983 3,148 7.0 1.1 0.3 13.6 22.0 

1984 3,617 8.1 1.3 0.3 16.7 26.4 

1985 4,401 9.2 1.5 0.3 18.0 29.0 

1986 4,013 9.2 1.5 0.2 16.5 27.4 

< 1987 4,013 9.2 1.5 0.2 16.5 27.4 

7 1988 4,013 9.2 1.5 0.2 16.5 27.4 

!n 
'0 

1989 
1990 

4,013 
4,013 

9.2 
9.2 

1.5 
1.5 

0.2 
0.2 

16.5 
16.5 

27.4 
27.4 

1991 4,013 9.2 1.5 0.2 16.5 27.4 

1992 4,013 9.2 1.5 0.2 16.5 27.4 

1993 4,013 9.2 1.5 0.2 16.5 27.4 

1994 4,013 9.2 1.5 0.2 16.5 27.4 

1995 4,013 9.2 1.5 0.2 16.5 27.4 

1996 4,013 9.2 1.5 0.2 16.5 27.4 

1997 4,013 9.2 1.5 0.2 16.5 27.4 

1998 4,013 9.2 1.5 0.2 16.5 27.4 

1999 4,013 9.2 1.5 0.2 16.5 27.4 

2000 4,013 9.2 1.5 0.2 16.5 27.4 

2001 4,013 9.2 1.5 0.2 16.5 27.4 

2002 4,013 9.2 1.5 0.2 16.5 27.4 

2003 4,013 9.2 1.5 0.2 16.5 27.4 

2004 4,013 9.2 1.5 0.2 16.5 27.4 

2005 4,013 9.2 1.5 0.2 16.5 27.4 

2006 4,013 9., 1.5 0.2 16.5 27.4 

Total 104,559 236.3 38.2 14.3 432.8 721.6 



TABLE VII-32 (Continued) 
FREE ZONE ANALYSIS
 

BENEFITS AND COSTS ACCRUING TO EGYPT FROM EL NASR CITY
 

(FINANCIAL VALUES IN L.E. MILLIONS) 

Year 

Free Zone 

Sector 
Operations 

& Subsidies 

Investors 
Construction 

Subsidies 

Investors 
Utilities 

& Subsidies 

Employee 
Services 
(Fringes) 

Subsidies 
on Employee 
Expenditures 

Total 
Costs 

Benefit/Cost 
Ratio 

0 

1978** 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988
,989
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 

9.3 
0.9 
3.9 
0.4 
0.4 
0.4 
0.3 
0.4 
0.2 
0.2 
0.2
0.2
0.2 
0.2 
0.2 
0.2 
0.2 
0.2 
0.2 
0.2 
0.2 
0.2 
0.2 
0.2 
0.2 
0.2 
0.2 
0.2 
0.2 

0.4 
0.3 
0.3 
0.3 
0.3 
0.3 
0.3 
0.4 

-
-
-

-
-
-
-
-
-
-
-
-
-
-
-
-
-
-
-

0.3 
0.6 
0.9 
1.2 
1.5 
1.7 
2.0 
2.3 
2.3 

2.3 
2.3
2.3 
2.3 
2.3 
2.3 
2.3 
2.3 
2.3 
2.3 
2.3 
2.3 
2.3 
2.3 
2.3 
2.3 
2.3 
2.3 
2.3 
2.3 

0.3 
0.6 
0.8 
1.0 
1.3 
1.5 
1.7 
2.0 
2.0 
2.0 
2.0
2.0 
2.0 
2.0 
2.0 
2.0 
2.0 
2.0 
2.0 
2.0 
2.0 
2.0 
2.0 
2.0 
2.0 
2.0 
2.0 
2.0 
2.0 

0.3 
0.5 
0.8 
1.0 
1.2 
1.4 
1.7 
1.9 
1.9 
1.9 
1.9
1.9
1.9 
1.9 
1.9 
1.9 
1.9 
1.9 
1.9 
1.9 
1.9 
1.9 
1.9 
1.9 
1.9 
1.9 
1.9 
1.9 
1.9 

10.6 
2.9 
6.7 
3.9 
4.7 
5.3 
6.0 
7.0 
6.4 
6.4 
6.4
6.4
6.4 
6.4 
6.4 
6.4 
6.4 
6.4 
6.4 
6.4 
6.4 
6.4 
6.4 
6.4 
6.4 
6.4 
6.4 
6.4 
6.4 

Total 20.2 2.6 58.8 51.2 48.7 181.5 3.98 

• Includes construction. 

•* 1974 to 1978 cumulative totals. 
Source: Reynolds, Smith and Hills, 1979.
 



TABLE VII-33
 
FREE ZONE ANALYSIS
 

BENEFITS AND COSTS ACCRUING TO EGYPT FROM ALEXANDRIA - ADJUSTED
 
(FINANCIAL VALUES IN L.E. MILLIONS)
 

Investors Rental Free Zone Sector Investors* 

Employment Wages & and Operations Profits & Total 

Year Total Fringes Fees Expenditures Expenditures Benefits 

1978** 3,521 6.2 0.9 9.8 13.4 30.3 

1979 4,079 8.4 1.3 5.1 17.2 32.0 

1980 4,884 10.5 1.7 2.4 21.8 36.4 

1981 5,987 13.2 2.0 0.4 26.1 41.7 

1982 6,650 14.8 2.4 0.4 30.5 48.1 

1983 7,583 17.0 2.8 0.4 35.0 55.2 

1984 8,813 19.2 3.1 6.6 39.8 68.7 

1985 9,469 21.3 3.5 0.5 44.5 69.8 

198b 10,402 23.5 3.8 0.5 48.9 76.7 

1987 
1968 

11,335 
12,268 

25.6 
27.8 

4.2 
4.6 

0.5 
0.5 

53.2 
57.8 

83.5 
90.7 

1989 
1990 

13,415
14,149 

30.0 
32.1 

5.0 
5.4 

2.0 
0.7 

62.3 
66.7 

99.3 
104.9 

1991 15,082 34.2 5.6 0.7 71.3 111.8 

1992 16,015 36.2 6.0 0.7 75.9 118.8 

1993 16,948 38.4 6.4 0.7 80.3 125.8 

1994 18,084 40.4 6.8 4.9 84.9 137.0 

1995 18,829 42.5 7.2 0.8 89.4 139.9 

1996 19,762 44.5 7.5 0.8 94.0 146.8 

1997 20,695 46.6 7.9 0.8 98.6 153.9 

1998 21,802 48.5 8.3 4.5 103.2 164.5 

1999 22,576 50.7 8.6 0.9 108.0 168.2 

2000 23,509 52.6 9.0 0.9 112.7 175.2 

2001 24,442 54.8 9.3 0.9 117.2 182.2 

2002 25,561 56.9 9.7 4.8 121.8 193.2 

2003 26,323 58.8 10.1 1.1 126.3 196.3 

2004 27,256 60.9 10.5 1.1 131.0 203.5 

2005 28,189 63.0 10.9 1.1 135.4 210.4 

2006 29,021 65.0 11.1 1.1 139.7 216.9 

Total 466,649 1,043.6 175.6 55.6 2,206.9 3,481.7 



TABLE VII-33 (Continued)
 
FREE ZONE ANALYSIS
 

BENEFITS AND COSTS ACCRUING TO EGYPT FROM ALEXANDRIA - ADJUSTED
 
(FINANCIAL VALUES IN L.E. MILLIONS)
 

Free Zone 
Sector Investors Investors Employee Subsidies 

Operations Construction Utilities Services on Employee Total Benefit/Cost 
Year & Subsidies Subsidies & Subsidies (Fringes) Expenditures Costs Ratio 

1978** 16.3 1.2 1.4 1.3 1.3 21.5 
1979 8.4 0.7 2.0 1.8 1.7 14.6 
1930 4.0 0.7 2.6 2.2 2.2 11.7 
1981 0.5 0.7 3.2 2.7 2.6 9.7 
1982 0.5 0.7 3.7 3.2 3.0 11.1 
1983 0.5 0.7 4.3 3.6 3.5 12.6 
1984 11.1 0.7 4.9 4.1 3.9 24.7 
1985 0.7 0.7 5.5 4.5 4.4 15.8 
198b 0.7 0.7 6.0 5.0 4.8 17.2 

< 1987 0.7 0.7 6.6 5.5 5.2 18.7 
- 1988 0.7 0.7 7.2 5.9 5.7 20.2 
o- 1989 8.2 0.7 7.7 6.4 6.1 29.1 

1990 0.8 (.7 8.3 6.8 6.6 23.2 
1991 0.8 0.7 8.9 7.3 7.0 24.7 
1992 0.8 0.7 9.5 7.8 7.5 26.3 
1993 0.8 0.7 10.1 8.2 7.9 27.7 
1994 7.8 0.7 10.6 8.7 8.3 36.1 
1995 1.0 0.7 11.2 9.1 8.8 30.8 
1996 1.0 0.7 11.8 9.6 9.2 32.3 
1997 1.0 0.7 12.3 10.1 9.7 33.8 
1998 7.0 0.7 12.9 10.5 10.1 41.2 
1999 1.2 0.7 13.5 11.0 10.5 36.9 
2000 1.2 0.7 14.1 11.4 11.0 38.4 
2001 1.2 0.7 14.6 11.9 11.4 39.8 
2002 7.7 0.7 15.2 12.4 11.9 47.9 
2003 1.3 0.7 15.8 12.8 12.3 42.9 
2004 1.3 0.7 16.4 13.3 12.8 44.5 
2005 1.3 0.7 16.9 13.7 13.2 45.8 
2006 1.3 0.6 17.5 14.2 13.6 47.2 
Total 89.8 20.7 274.7 225.0 216.2 826.4 4.21 

* Includes construction. 

** 1974 to 1978 cumulative totals. 
Source: Reynolds, Smith and Hills, 1979. 



TABLE VII-34
 

FREE ZONE ANALYSIS
 

BENEFITS AND COSTS ACCRUING TO EGYPT FROM ADABIYA
 

(FINANCIAL VALUES IN L.E. MILLIONS)
 

Investors Rental Free Zone Sector Investors* 

Employment Wages & and Operations Profits & Total 

Year Total Fringes Fees Expenditures Expenditures Benefits 

1978 * ...... 

1979 244 - 0.3 5.1 - 5.4 

1980 735 1.4 0.5 0.3 5.7 7.9 

1981 1,318 2.7 0.7 0.3 9.4 13.1 

1982 1,901 4.1 0.9 0.3 13.4 18.7 

1983 2,580 5.4 1.2 2.3 17.1 26.0 

198-4 3,07! 6.7 1.4 0.3 21.1 29.5 

1938 3,658 8.1 1.7 0.3 25.0 35.1 

< 

198) 
19.,7 

4,241 
5,011 

9.4 
10.8 

1.8 
2.1 

o.3 
4.3 

28.8 
32.7 

40.3 
49.9 

7 198 
19h9 
1990 

5,416 
5,999
6,582 

12.2 
13.5 
14.8 

2.3 
2.6 
2.9 

0.4 
0.4 
0.4 

36.6 
40.5 
44.2 

51.5 
57.0 
62.3 

1991 7,822 17.0 3.2 5.1 51.6 76.9 

1992 8,549 19.1 3.6 0.4 57.9 81-0 

1993 9,482 21.1 4.0 0.4 64.1 89.6 

1994 10,415 23.2 4.4 0.4 70.2 98.2 

1995 11,485 25.2 4.7 3.3 76.5 109.7 

1996 12,083 27.3 4.7 0.5 79.8 112.3 

1997 12,083 27.3 4.7 0.5 79.8 112.3 

1998 12,083 27.3 4.7 0.5 79.8 112.3 

1999 12,083 27.3 4.7 0.5 79.8 112.3 

2000 12,083 27.3 4.7 0.5 79.8 112.3 

2001 12,083 27.3 4.7 0.5 79.8 112.3 

2002 12,083 27.3 4.7 0.5 79.8 112.3 

2003 
2004 

12,083 
12,083 

27.3 
27.3 

4.7 
4.7 

0.5 
0.5 

79.8 
79.8 

112.3 
112.3 

2005 12,083 27.3 4.7 0.5 79.8 112.3 

2006 12,083 27.3 4.7 0.5 79.8 112.3 

Total 221,426 495.0 90.0 29.8 1,472.6 2,087.4 



Free Zone 
Sector 

Operations 
Year & Subsidies 

1978** -

1979 8.6 
1980 0.3 
1981 0.3 
1982 0.3 
1983 3.7 
19. 0.4 

1985 0.4 
1986 0.4 
1987 b.9 
1983 0.4 
1959 ,.4 
1990i 0.4 
1991 8.3 
1992 (. ) 
1993 0.6 
1994 0.6 
1995 5.4 
1996 0.6 
1997 0.6 
1998 0.6 
1999 0.6 
2000 0.6 
2001 0.6 
2002 0.6 
2003 0.6 
2004 0.6 
2005 0.6 
2006 0.6 
Total 44.6 

TABLE VII-34 (Continued)
 
FREE ZONE ANALYSIS
 

BENEFITS AND COSTS ACCRUING TO EGYPT FROM ADABIYA
 
(FINANCIAL VALUES IN L.E. MILLIONS)
 

Investors 
Construction 

Subsidies 

Iuvestrs 
Utilities 

& Subsidies 

En ployee 
Services 
(Fringes) 

Subsidies 
on Employee 
Expenditures 

. 

..-
0.4 
0.4 
0.4 
0.4 
0.4 

0.4 
0.4 
0.4 
0.4 
0.4 
0.4 
0.7 
0.7 
0.7 
0.7 
0.7 
0.2 

-
-

-

-

-

-

-

-

-

-
-

0.4 
0.7 
1.1 
1.4 
1.8 

2.2 
2.5 
2.9 
3.2 
3.6 
3.9 
4.5 
5.1 
5.7 
6.2 
6.8 
7.4 
7.4 
7.4 
7.4 
7.4 
7.4 
7.4 
7.4 
7.4 
7.4 
7.4 

133.4 

0.3 
0.5 
0.8 
1.1 
1.3 

1.6 
1.8 
2.1 
2.4 
2.6 
2.9 
3.3 
3.9 
4.1 
4.5 
4.9 
5.3 
5.3 
5.3 
5.3 
5.3 
5.3 
5.3 
5.3 
5.3 
5.3 
5.3 
96.4 

0.3 
0.5 
0.8 
1.1 
1.4 

1.6 
1.9 
2.2 
2.5 
2.7 
3.0 
3.5 
3.9 
4.3 
4.7 
5.1 
5.5 
5.5 
5.5 
5.5 
5.5 
5.5 
5.5 
5.5 
5.5 
5.5 
5.5 

100.0 

Total Benefit/Cost 
Costs Ratio 

8.6 
1.7 
2.4 
3.4 
7.7 
5.3 
6.2 
7.0 
14.5 
8.9 
9.7 
10.6 
20.3 
14.2 
15.4 
16.7 
22.9 
19.0 
18.8 
18.8 
18.8 
18.8 
18.8 
18.8 
18.8 
18.8 
18.8 
18.8 

382.5 5.46 

* Includes construction. 

** 1974 to 1978 cumulative totals. 
Source: Reynolds, Smith and Hills, 1979. 


