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A.I.D. Project No. 263-0238

Project Grant Agreement

For
Privatization
Dated SF3 i , 199 .
Between
The Arab Republic of Egypt ("Grantee")
And

The United States of America, acting through the
Agency for Internagional Development ("A.I.D."),

Article 1: The Agreement

The purpose of this Agreement is to set out the
understandings of the parties named above ("Parties"), with
respect to the undertaking by the Grantee of the Privatization
Project ("Project") described below and with respect to the

financing of the Project by the Parties.

Article 2: The Project
SECTION 2.1. Definition of Proiect. The Project, which

is further described in Annex 1, has as its purpose to assisit the
Grantee in implementing its privatization program through
institutional development and assistance for the sale of public
enterprises and assets (hereinafter sometimes referred to as
"privatization candidates"). To help the Grantee implement its
privatization program, the Project will provide access to needed

operational skills, while developing the abilities of the
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Grantee's Public Enterprise Office (PEO), and the Central Bank of
Egypt, or successor agencies acceptable to A.I.D., which will act
as implementing agencies for the Project.

Annex 1, attached, amplifies the above definition of the
Project. Within the limits of the above definition of the
Project, elements of the amplified description stated in Annex 1
may be changed by written agreement of the authorized
representatives of the Parties named in Section 8.2., without
formal amendment of this Agreement.

SECTION 2.2. Incremental Nature of Proiject.

(a) A.I.D.'s contribution to the Project will be
provided in increments, the initial one being made available in
accordance with Section 3.1 of this Agreement. Subsequent
increments will be subject to availability of funds to A.I.D. for
this purpose, and to the mutual agreement of the Parties, at the
time of a subsequent increment, to proceed.

(b) Within the overall Project Assistance Completion
Date stated in this Agreement, A.I.D., based upon consultation
with the Grantee, may specify in Project Implementation Letters
appropriate time periods for the utilization of funds granted by

A.I.D. under an individual increment of assistance.

Article 3: Financing
SECTION 3.1. The Grant. To assist the'Grantee to meet

the costs of carrying out the Project, A.I.D., pursuant to the

Foreign Assistance Act of 1961, as amended, agrees to grant the
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Grantee under the terms of this Agreement not to exceed Four
Million United States ("U.S.") Dollars ($4,000,000) ("Grant") .

It is expected that A.I.D. will provide, over the life of
the Project, subject to the availability of funding, an amount
not to exceed Thirty-Five Million U.S. Dollars ($35,000,000).

The Grant may be used to finance foreign exchange costs,
as defined in Section 6.1, and local currency costs, as defined
in Section 6.2, of goods and services required for the Project.

SECTION 3.2. Grantee Resources for the Proiject.

(a) The Grantee agrees to provide or cause to be
provided for the Project all funds, in addition to the Grant, and
all other resources required to carry out the Project effectively
and in a timely manner.

SECTION 3.3. Project Assistance Completion Date.

(a) The "Project Assistance Completion Date" (PACD),
which is December 31, 1998, or such other date as the Parties may
agree to in writing, is the date by which the Parties estimate
that all services financed under the Grant will have been
performed and all goods financed under the Grant will have been
furnished for the Project as contemplated in this Agreement.

(b) Except as A.I.D. may otherwise agree in writing,
A.I.D. will not issue or approve documentation which would
authorize disbursement of the Grant for services performed
subsequent to the PACD or for goods furnished for the Project, as

contemplated in this Agreement, subsequent to the PACD.
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(c) Requests for disbursement, accompanied by necessary
supporting documentation prescribed in Project Implementation
Letters are to be received by A.I.D. or any bank described in
Section 7.1 no later than nine (9) months following the PACD, or
such other period as A.I.D. agrees to in wri:ing. After such
period, A.I.D., giving notice in writing to the Grantee, may at
any time or times reduce the amount of the Grant by all or any
part thereof for which requests for disbursement, accompanied by
necessary supporting documentation prescribed in Project

Implementation Letters, were not received before the expiration

of said period.

Article 4: cCconditions Precedent to Disbursement

SECTION 4.1. First Disbursement. Prior to any

disbursement or to the issuance by A.I.D. of any commitment
documents under this Agreement, the Grantee shall, except as the
Parties may otherwise agree in writing, furnish to A.I.D., in
satisfactory form and substance, a statement of the names and
titles of the persons authorized pursuant to Section 8.2 to act
as the representatives of the Grantee, together with a specimen
signature of each berson specified in such statement.

SECTION 4.2. Disbursements of Grant Funds for Merchant

Banking Services. Prior to disbursement under this Agreement, or

to the issuance by A.I.D. of any commitment documents under this
Agreement, to finance costs related to the procdrement of

merchant banking services, the Grantee shall, except as the
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Parties may otherwise agree in writing, furnish A.I.D., in
satisfactory form and substance:

(a) A copy of the pro forma letter of agreement and
general terms the Holding Companies and State Banks intend to use
to enter into agreements with the merchant banking services
contractor(s) for the sale of assigned assets and enterprises.

(b) A letter from the Public Enterprise Office that (1)
the Hoiding Companies will make the necessary resources available
to pay success fees upon the conclusior of a sale assigned to the
merchant banking services contractor(s); and (ii) in cases wherae
the Holding Companies may decide not to complete a sale, the
Holding Companies will make the necessary resources available to
pay abort fees to the merchant banking services contractor(s).

(c) Written representations from the Governor of the
Central Bank of Egypt, substantially the same as those stated in
Section 4.2(b), but applicable to the sales of GOE shares in
joint venture banks, assigned to the merchant banking services
contractor(s).

SECTION 4.3. Notification. When A.I.D. has determined
that the conditions precedent specified above have been met, it
will promptly notify the Grantee.

SECTION 4.4. Terminal Dates for Conditions Precedent.

If all of the conditions specified in Section 4.1 have not been
et within 60 days from the date of this Agreement, or such later
date as A.I.D. may agree to in writing, A.I.D. may terminate this

Agreement by written notice to Grantee.



Article 5: Special Covenants

SECTION 5.1. Payment by the Public Enterprise Office

(PEO) and the Central Bank of Egypt (CBE) of Taxes, Tariffs,

Duties and Other Levies.

(a) To the extent that (i) any contractor financed under
the Grant, (ii) any personnel of any such contractor, (iii) any
personal effects (including personal vehicles) of any such
bersonnel, (iv) any equipment, materials or other property
provided or used under the Grant, (v) any work or services
performed under the Grant, or (vi) any transaction (including any
commodity procurement) financed under the Grant is not exempt
from identifiable taxes, tariffs, duties or other levies
(including social insurance assessments) imposed under the laws
in effect in the Arab Republic of Egypt, the PEO and/or CBE
shall, unless otherwise expressly provided in Project
Implementation Letters, pay the same with funds other than those
provided under the Grant.

(b) For purposes of this Section 5.1, (i) each reference
to "contractor" shall be deemed to include any individual (who is
not a citizen or permanent resident of the Arab Republic of
Egypt) or organization (which is not organized or incorporated
tnder the laws of the Arab Republic of Egypt) performing work or
services, or supplying commodities, under any agreement financed
under the Grant (including contracts, grants, cooperative
agreements, subcontracts, and subagreements under grants and

cooperative agreements); and (ii) each reference to "personnel"
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shall'be deemed to include all individuals (whether contractors
or employees of contractors) performing work or services, or
supplying commodi*ies, under any agreement referred to in the
preceding clause who are not citizens or permanent residents of
the Arab Republic of Egypt, and all family members of such

individuals.

SECTION 5.2. Documentation Required for Duty-Free

Importation of Commodities and Personal Effects. The Grantee

agrees that the PEO and/or the CBE shall provide to the Egyptian
Customs Authoricy letters of guarantee and any other
documentation required for the duty-free importation of (1)
equipment (including vehicles), materials and supplies
(hereinafter collectively referred to as "commodities") financeda
under the Grant; (ii) commodities imported for use in connection
with work or services to be performed under the Grant; and (iii)
the personal effects referred to in clause (iii) of Section
5.1(a) hereof. Such letters of guarantee shall provide for
payment by the PEO and/or the CBE, with funds other than those
provided under the Grant, of all customs duties and other taxes
imposed on such commodities and such personal effects which are
not exempted from customs dvties or re-exported.

SECTION 5.3. Execution of Letters of Aqreement with

Merchant Banking Services Contracter(s). Grantee agrees that the

relevant Holding Companies and the State Banks will enter into

letters of agreement, similar in form and substance to the form
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agreements referred to in Section 4.2 above, for the properties
to be sold by the merchant banking services contractor(s).

SECTION 5.4. Representativeness of Privatization

Candidates Assigned for Sale Under Project. Grantee agrees that

properties assigned by Grantee to be sold under this Project by
the merchant banking services contractor(s) shall be
representative of all privatization candidates selected for sale
by Grantee in its comprehensive privatization effort.

SECTION 5.5. Project Evaluation. The Parties agree to

establish an evaluation program as part of the Project. Except
as the Parties otherwise agree in writing, the program will
include, during the implementation of the Project and at one or
more points thereafter:

(a) evaluation of progress toward attainment of the
objectives of the Project;

(b) identification and evaluation of problem areas or
constraints which may inhibit such attainment;

(c) assessment of how such information may be used to
help overcome such problems; and

(d) evaluation, to the degree feasible, of the overall
development impact of the Project.

SECTION 5.6. Ratification. The Grantee will take all
necessary action to complete all legal procedures necessary to

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

as possible of the fact of such ratification.



Article 6: Procurement Source

SECTION 6.1. Foreign Exchange Costs. Disbursements

pursuant to Section 7.1 will be used exclusively to finance the
costs of goods and services required for the Project having their
source and origin in the United States (Code 000 of the A.I.D.
Geographic Code Book as in effect at the time orders are placed
or contracts entered into for such goods or services) ("Foreign
Exchange Costs"), except as A.I.D. may otherwise agree in
writing, and except as provided in the Project Grant Standard
Provisions Annex, Section C.1(b) with respect to marine
insurance.

SECTION 6.2. Local Currency Costs. Disbursements

pursuant to Section 7.2 will be used exclusively to finance the
costs of goods and services required for the Project having their
source and, except as the Parties may otherwise agree in writing,

their origin in Egypt ("Local Currency Costs"),

Article 7: Disbursement

SECTION 7.1. Disbursement for Foreign Exchanga Costs.

(a) After satisfaction of conditions precedenc, the
Grantee may obtain disbursements of funds under the Grant for the
Foreign Exchange Costs of goods or services required for the
Project in accordance with the terms of this Agreement, by such
of the following methods as may be mutually agreed upon:
(1) by submitting to A.I.D., with necessary

supporting documentation as prescribed in Project Implementation



- 10 =~

Letters, (A) requests for reimbursement for such goods or
services, or, (B) requests for A.I.D. to procure commodities or
services on Grantee's behalf for the Project; or,

(2) Dby requesting A.I.D. to issue Letters of
Commitment for specified amounts (A) to one or more U.S. banks,
satisfactory to A.I.D., committing A.I.D. to reimburse such bank
or banks for payments made by them to contractors or suppliers,
under Letters of Credit or otherwise, for such goods or services,
or (B) directly to one or more conitractors or suppliers,
committing A.I.D. to pPay such contractors or suppliers for such
goods or services.

(b) Banking charges incurred by Grantee in connection
with Letters of Commitment and Letters of Credit will be financed
under the Grant unless Grantee instructs A.I.D. to the contrary.
Such other charges as the Parties may agree to may also be
financed under the Grant.

SECTION 7.2 Disbursement for Local Currency Costs.

(a) After satisfaction of conditions precedent, the
Grantee may obtain disbursements of funds under the Grant for
Local Currency Costs required for the Project in accordance with
the terms of this Agreement, by submitting to A.I.D., with
necessary support dncumentation as prescribed in Project
Implementestion Letters, requests to finance such costs.

(b) The local currency needed for such disbursements may
be obtained by acquisition by A.I.D. with U.S. dollars by

purchase. The U.S. dollar equivalent of the local currency made
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available hereunder will be the amount of U.S. dollars required

by A.I.D. to obtain the local currency.

SECTION 7.3. Other Forms of Disbursement. Disbursements

of the Grant may also be made through such other means as the

Parties may agree to in writing.

SECTION 7.4. Rate of Exchange. Except as may be more

specifically provided under Section 7.2, if funds provided under
the Grant are introduced into Egypt by A.I.D. or any public or
private agency for purposes of carrying out obligations of A.I.D.
hereunder, the Grantee will make such arrangements as may be
necessary so that funds may be converted into currency of the
Arab Republic of Egypt at the highest rate of exchange prevailing
and declared for foreign exchange currency by the competent

authorities of the Arab Republic of Eyypt.

Article 8: Miscellaneous

SECTION 8.1. Communications. Any notice, request,
document, or other communication submitted by A.I.D. or the
Grantee to the other under this Agreement will be in writing or
by telegram or cable, and will be deemed duly given or sent when
delivered to such party at the following addresses:

To the Grantee:

Ministry of International Cooperation

48-50 Abdel Khalik Tharwat Street
Cairo, Egypt
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To A.I.D.:
A.I.DI
106 Kasr E1 Aini Street
9th Floor
Cairo, Egypt
To the Implementing Organizations:
Public Enterprise Office
2 Latin America Street

6th Floor
Garden City, Cairo

Egypt
Central Bank of Egypt

Kasr E1 Nil Street

Cairo, Egypt

All such communications will be in English, unless tkLe
Parties otherwise agree in writing. Other addresses may be
substituted for the above upon the giving of notice.

SECTION 8.2. Representatives. For all purposes relevant
to this Agreement, the Grantee will be represented by the
individual holding or acting in the office of Minister of State
for International Cooperation and/or the Administrator of the
Department for Economic Cooperation with U.S.A., the Deputy
Governor of the Central Bank of Egypt (for the privatization of
public joint venture company banks), and the Executive Director
of the Public Enterprise Office (PEO) of the Ministry of Public
Enterprises (for all other privatization). For all purposes
relevant to this agreement, A.I.D. will be represented by the
individual holding or acting in the office of Director, USAID.
Each of the above representatives, by written notice, may

designate additional representati-es for all purposes other than
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exercising the power under Section 2.1 to revise elements of the
amplified description in Annex 1. The names of the
representatives of the Grantee, with specimen signatures, will be
provided to A.I.D., which may accept as duly authorized any
instrument signed by such representatives in implementation of
this Agreement, until receipt of written notice of revocation of

their authority.

SECTION 8.3. Language of Agqreement. This agreement is

prepared in both English and Arabic. In the event of ambiguity
or conflict between the two versions, the English language

version shall prevail.

SECTION 8.4. Standard Provisions Annex. A "Project

Grant Standard Provisions Annex" (Annex 2) is attached to and

forms part of this Agreement.

SECTION 8.35. Effective Date. This Agreement shall enter

into force when signed by both Parties hereto.
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IN WITNESS WHEREOF, the Grantee and the United States of

America, each acting through its duly authorized representative,

have caused this Agreement to be signed in their names and

delivered as of the day and Yyear first above written.

ARAB REPUBLIC OF EGYPT

BY :
NAME

TITLE :

{;é/.ZAL Ldyzfﬁgéi:

Dr. Maurice Makramallah

Minister of State for
International Cooperation

ARAB REPUBLIC OF EGYPT

BY
NAME

TITLE

:2 &QA& |

Dr. Hassan Selim

Administrator of the
Department for Economic
Cooperation with U.S.A.

UNITED STATES OF AMERICA

BY :L/n//,,,ﬂb/m. -

NAME Robert H. Pelletreau

TITLE: American Ambassador

UNITED STATES OF AMERICA

N

NAME : Henry H.(; sford

TITLE: Director,
USAID/Eqypt
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Implementing Organizations

In acknowledgement of the foregoing Agreement, the following
representatives of the implementing organizations have subscribed

their names:

PUBLIC ENTERPRISE OFFICE CENTRAL BANK OF EGYPT
BY oc—LQ/S& )'O-M BY : &/
V 4 / //
NAME :Fouad Abdel Wahab Fahmy NAME :Mohamed EYV Barbary
TITLE:Executive Director, PEO TITLE:Deputy Governor
Technical Secretariat For the Central Bank of Eqypt

Minister of Public Enterprise




ANNEX 1

PRIVATIZATION PROJECT
AMPLIFIED PROJECT DESCRIPTION

I. Int_oduction:

The Government of Egypt (GOE) has decided to privatize a
number of the businesses it owns. Seventeen Holding Companies
(HCs) are charged with managing and selling their candidates over
the next five to ten years. The four State Banks are charged
with selling the govermment-shares in 23 Public Joint Venture
Company (PJVC) banks in a shorter period of time. The GOE goal
for the next five years is to put up for sale 150 enterprises
and/or major assets. To help the GOE implement its privatization
program, the Project will provide access to needed operational
skills while developing the abilities of the Public Enterprise
Office (PEO), the Holding Companies (HCs), and the State Banks to
carry out privatization tasks. The sales assistance resources to
be made available by this Project are estimated to be sufficient
to allow for the privatization of 50 Public Enterprises (PEs) and

23 PJVC banks.

Having made the difficult and bold decision to embark on a
privatization program, and having taken the first few steps to
implement it, the GOE now faces the difficulties involved in
making privatization a successful venture. The GOE recognizes
that privatization on the scale envisioned requires timely access
to proven expertise and experience which are in short supply.
USAID assistance has been requested for this purpose.

II. Project Description:

The Project will continue the work already begun by USAID
with the Public Enterprise Office (PEO) and extend it to other
critical aspects of the GOE's privatization program. The Project
will require $35 million of USAID financing, and will feature
five components, all of which will serve to provide immediate
access to needed operational skills while developing the
capabilities of the organizations charged with the responsibility
of carrying out privatization.

A. DProject Goal and Purpose:

The Project Goal is to increase economic growth through
increased private trade and investment.

The Project Purpose is to assist the GOE with its
privatization program through institutional development and
assistance for the sale of public enterprises and major

Y
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assets.

B. Project Organization and Activit.us

The Project will focus on the following five major areas:

Program Promotion -- Since it is important to promote the
privatization program to the public and interest groups, the
Project will assist the PEO in preparing an approach to
promotion to develop an out-reach capability and implement
an effective program.

Organizational Development - - Maiiy of the institutions
involved in privatization are unprepared organizationally to
carry out the program. The PEO, the Holding Companies, and
the State Banks have only recently taken on privatization
responsibilities and are still defining their roles,
developing operating procedures, and proving they can
perform. The Project will provide organization development
assistance to strengthen the abilities of these
organizations and others involved in privatization.

Sales -- The Project will provide services to the Holding
Companies through the PEO, and the State Banks through the
Central Bank, to evaluate the marketability of sales
candidates and to assist in the challenging task of actually
selling the candidates. This component is essentially
divided into Advisory Assistance which will provide advice
o responsible organizations on merchant banking and the
sales processes, and Merchant Banking Services, which will
actually valuate, market and sell the privatization

candidates.

Financial Instrument Development -- The Project will respond
Lo needs identified in connection with specific sales for
financial instruments new to the Egyptian financial markets
that will mobilize capital for divestitures of PEs. Limited
technical assistance and training may be provided directly
to banks, brokerage firms, stock exchanges, and selected new
financial institutions.

Decision Making Support -- Sales of Public Enterprises have
surfaced policy impediments to privatization. The Project
will assist the PEO to develop the ability to identify,
analyze, and implement solutions Lo such impediments.

Implementation Responsibilities

General

The Project will be managed by USAID's Office of Finance and
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Investment (TI/FI) in the Directorate of Trade and Investment.
The primary implementing agencies within the GOE for this
activity are the PEO and the Central Bank of Egypt (CBE).
However, the Holding Companies, their Affiliated Companies, the
four State Banks, and the PJVC Banks will also play important
roles in the Project and the privatization process.

Implementation Methods

The core activities of the Project will be implemented
through two A.I.D. direct contracts. One contract will supply
technical assistance services directed to strengthen Egypt's
privatization procedures and process, and another contract will
provide merchant banking services to assess, valuate, market and
sell State Owned Enterprises (SOEs) and their assets. The
technical assistance contract will carry out the Program
Promotion, Organizational Development, Financial Instruments
Development, Decision Making Support, and Merchant Banking
Services components. It is anticipated that the prime technical
assistance contractor may also subcontract with local and U.S.
firms for assistance. The Merchant Banking Services Contractor
will implement the sales assistance component. This contractor
(most likely a consortium of U.S. merchant banks led by one bank;
will seek to negotiate agreements with the Holding Companies (or
the State Banks in the case of the 23 joint venture banks) to
sell public enterprises and assets. Further discussion of this
contract is provided below under the "Sales Assistance Mechanism"

heading.

Another smaller contract will provide expanded evaluation
services for the Project. This contractor will develop project
evaluation baseline iniormation, collect and analyze data relatad
to implementation of the Project and the GOE privatization
program, and provide regular reporting and impact assessments to
USAID on the sconomic effects of privatization and progress
toward achieving Project objectives. There will also be a
limited portion of Project funds to hire a contracting specialist
who will assist the USAID Contracting Officer with the
substantial volume of contracting actions associated with this
Projecst.

With regard to the schedule for commencement of the
Project's two core contracts, it is planned that the Technical
Assistance prime contractor will be selected by June 1994, and
the Merchant Banking Services Contractor selected by September

1994,

Sales Assistance Mechanism

The USAID contract for sales assistance to the GOE will most
likely be with a consortium of U.S. merchant banks, led by a
single bank. The simplified contract will offer a set of
incentives to the contractor to Set up and pursue operations in
Egypt. USAID will pay fixed éngagement, or appointment, fees to



the merchant banking services contractor (sales agent) upon the
completion and signing of a contract/agreement between the
contractor and the GOE (PEU/Yolding Companies/State Banks) to
sell a property, or batch of candidates. This agreement will be
the first phase of the sales process expected under this Project.
When an agreement is reached between the relevant GOE
privatization authority (Holding Company, PEO, or State Bank) and
the Project Merchant Banking Services Contractor to sell a
carticular property, or batch of properties, the Contractor will
present evidence of the agreement to USAID. USAID will then pay
the Contractor the engagement fee. The payment of the engagement
fee to the contractor will constitute the extent of USAID's
financial involvement in the actual sales transactions to be

undertaken under this Project.

The next phase of the sales process, which involves the
actual privatization work of the contractor, the subsequent
payment of success fees to the sales contractor upon completion
of a sale, or, in the case of a GOE decision to not continue the
sale of a property, payment of abort fees to the contractor, will
all be the sole financial responsibility of the GOE. The payment
of success and abort fees will amount to an eventually
significant financial contribution to the Project by the GOE (see
later discussion on Host Country Contribution).

USAID's Merchant Banking Services Contractor will agree to
enter into separate contracts with the GOE which will include
predetermined fee structures; these will be set within ranges of
success/abort fees and engagement fees negotiated between the
merchant bank group and USAID. The actual negotiation of fees
for a specific sales transaction, however, will be done with the
PEC, the Holding Companies, and the State Banks. Although the
contractor would be dealing with USAID in terms of engagement
fees, each bank will have to deal with the PEOQ, the Holding
Companies and the State Banks individually to negotiate the terms
of reference for the sale, success fees, and abort fees.

IV. Monitoring, Evaluation, and Audit

Monitoring - The Privatization Project will require a
substantial monitoring, reporting, and evaluation emphasis.
TI/FI will monitor the project through regular interface with PEO
staff, the Holding Companies, the CBE and contractor staff;
through required contractor reports, media reports, and economic
and Project information collected by the Evaluation Contractor.
The TI/FI privatization division will be the USAID staff
primarily responsible for effective management and monitoring of
project implementation.

Evaluation - The Privatization Project will also include
expanded evaluation services for the Project. An evaluation
contractor will develop project evaluation baseline information,
collect and analyze data and information related to the GOE



privatization program and implementation of this Project, provide
regular reporting and impact assessments to USAID on the economic
effects of privatization and Project progress, and conduct
comprehensive mid-term and final evaluations.

The purpose of the Mid-Term Evaluation will be to provide a
comprehensive report on Project performance and to provide
possible recommendations for: changes to project design if
needed; scaling back or expanding planned activities if
warranted; or possibly amending the planned level of project
funding. Following the Mid-Term Evaluation, USAID will review
project status, the progress of the GOE's privatization program,
and the evaluaticn recommendations. USAID will then make a
determination as to what changes to the project may be necessary,
particularly with respect to project funding requirements and
additional obligations.

A Final Evaluation is planned at the end of the Project's
five years. This evaluation will examine the extent to which the
Project has achieved its purposes. A central element in
determining success will be the number of firms taken to sale
through Project assistance. The final evaluation will also: (1)
analyze the direct and indirect effects of privatization on the
intended beneficiaries; (2) provide management guidance to che
GOE institutions responsible for privatization; (3) determine the
constraints to continued privatization by the GOE; and (4)
provide recommendations to assist USAID officials in making
decision regarding the future of its assistance to Egypt's
privatization efforts.

Audit - During the life of the project, all contractors will
be required to have audits conducted in accordance with A.I.D.
regulations. Adequate funds are available under the budget line
item "Audits" for this purpose.

V. Illustrative Financial Plan

USAID's contribution of $235 million will be provided over a
five-year period, subject to the availability of funds and mutual
agreement of the parties to proceed. The financial plan is
illustrative, and changes may be made to the plan upon mutual
agreement between all the parties without formal amendment to the
agreement if such changes do not cause USAID's contribution to
exceed the amount obligated under the project grant agreement.

USAID's contribution will provide technical assistance to
the Public Enterprise Office (PEO) and other organizations
involved in the GOE privatization program, as well as assistance
for the sale of public enterprises and candidates. The funding
for the sales assistance component of the Project is to be used
for the payment of engagement/appointment fees to induce merchant
banks to come to Egypt, pursue operations, and enter into
negotiations and agreements with the GOE to sell public

‘»



candidates.

The initial $4 million obligation for the project will be
sufficient to stzrt the process of contracting for technicail
assistance and evaluation services. The remaining funds for the
project will be obligated as needed. At this time it is
difficult to estimate the timing of funds required for the
engagement fees to the sales assistance component. This is also
true of the sale of joint venture banks, where sales may be rapid
relative to other candidates for sale. The attached budget table
outlines an approximate distribution of the planned FY 93
obligation of $4 million and the planned level of $35 million for
total life-of-project funding.

VI, Special Considerations

Host Country Contributions to the Project- Although not
currently capable of being quantified, the Government of Egypt's
eventual financial contribution to this Project will be
substantial. When analyzing potential sources of GOE
contribution to the project, two sources of counterpart support
were identified: the PEO itself and success/abort fees that will
be realized as a result of the sales of 50 PEs and 23 PJVC Banks.
In addition to support from other entities, the PEO was provided
LE33 million from the BAB 3 account for GOE FY32/93 to support
all of PEO organizational operations. Part of the PEO
organization will be dedicated solely to implementation of this
project. Although the privatization element of PEO is expected
to grow as a result of this project, no Separate accounting
System exists to measure costs specifically attributable to
privatization. Hence, it is impractical to estimate the specific
level, quality and number of PEO personnel, logistics,
operational and indirect cost solely dedicated to this project.

Nonetheless, the major GOE contribution to the Project will
be in the form of success/abort fees paid to the Merchant Banks
for selling PEs. This contribution will be a percentage of the
selling price of each PE and as such cannot be estimated at this
time {(due to uncertainty of which PEs will be allocated to the
USAID contractor for sale). Furchermore, it is likely that a
series of shorter lists of candidates requiring Project
assistance will be presented by the GOE for Project assistance
over the life of the Project. The values of the candidates will
not be known until the sale is consummated. No reliable exact
estimates of the value of the firms presently exist.

USAID will monitor the host country contribution to the
Project by evaluating the continuing commitment of the GOE to
privatization, through key indicators such as appropriate
staffing levels being established and maintained for the PEO, PEO
operational support, and the payment of success/abort fees
received by the merchant banking services contractor for
privarization work.



The GOE will report annually to USAID on the number of
Successful sales of public enterprises and candidates which occur
as a result of the privatization program. This report will also
delineate which sales transactions involved USAID sales
assistance. Additionally, upon the completion of each sales
transaction undertaken by the Merchant Banking Services
Contractor under agreement with the GOE, whether cempleatad
Successfully or abortad, the PEQ will report to USAID the value
of th2 succaess/abor:z fses vaid and the sourcs of funds used to
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PRIVATIZATION PROJECT #263-0238
ILLUSTRATIVE FINANCIAL PLAN §

PROJECT ELEMENTS

CURRENT
YEAR

OBUGATION

FUTURE TOTAL
YEARS COSsT
OBLIGATION

TECHNICAL ASSISTANCE ' 3.402.458 | 13.750.714 | 17.153.172
SALES — N T R RN
EVALUATION 570047 | 2019288 7559358
AUDIT 0 202,500 ' 202.500
{LOCAL SUPPORT 87.500 ' 315,000
TOTAL 4,000,000 | 31,000,000 | 35,000,000
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