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(ij --==USAID
CAIRO, EGYPT

UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT

PROJECT AUTHORIZATION

Name of Country: Arab Republic of Egypt

Name of Project: Privatization

Number of Project: 263-0238

1. Pursuant to section 531 of the Foreign Assistance Act of
1961, as amended (the "Act"), I hereby authorize the
Privatization Project (the "Project") for the Arab Republic of
Egypt ("Cooperating country") involving planned obligations not
to exceed $35,000,000 united states Dollars ($35,000,000) in
grant funds over a four year period from the date of
authorization, sUbject to the availability of funds in accordance
with the A.I.D. Operating Year Budget/Allotment process, to help
in financing the foreign-exchange and local-currency costs of
goods and services required for the Project. The estimated life
of the Project is fi':e years from date of initial obligation.

2. The Project will assist the Government of Egypt in
implementing its privatization program.

3. The Project Agreement may be negotiated and executed by the
officers to whom such authority is delegated in accordance with
A.I.D. regulations and Delegations of Authority. The Project
shall be subject to the following essential terms, together with
such other terms, conditions, and covenants as A.I.D. may deem
appropriate.

a. Scurce and Origin of Goods and Services

Goods and services financed by A.I.D. under the
Project, except for ocean shipping, shall have their source and
origin in the United states, or as authorized pursuant to the
requirements of AID Handbook 1B, Chapter 18, except as the

_ USAID/Cairo Mission Director, or his/her designee, may otherwise
agree in writing. Ocean shipping financed by A.I.D. under the
Project sh~ll, except as A.I.D. may otherwis~ agree in writing,
be financed on flag vessels of the united States.
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4. Based upon the justification set forth in the project Paper,
I hereby determine, in accordance with section 612(b) of the Act,
that the expenditure of united states Dollars for the procurement
of goods and services in Egypt is required to fulfill the
purposes of this Project; the purposes of this Project cannot be
met effectively through the expenditure of U.S.-owried local
currencies for such procurement; and the administrative official
approving local cost vouchers may use this determination as the
basis for the certification required by Section 612(b) of the
Act. . .,

~t6Ph~fdy
Acting Director

Clearances:

(A)OD/TI/FI, THamman
(A)AD/TI, LBrown
PDS/PS, CDerrick
A/AD/PDS, JMalick =IE
A/AD/PM, NWijessoriya
A/D/DIR, DClark

Drafted:LEG:~~e:6/24/93:PAUTH238
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PRI'lATIZATION PROJECT
(#263-0238)

PROJECT PAPER

EXECUTIVE SUMMARY

The Government of Egypt (GOE) has decided to privatize most of the businesses it owns.
Seventeen Holding Companies (Hes) are charged with managing and selling their properties
over the next five to ten years. The GOE goal for the next five years is to put up for sale
150 properties. To help the GOE implement its privatization program, the Project will
provide access to needed operational skills while developing the abilities of the PEO to carry
out privatization tasks. The sales component resources proposed to be made available by this
Project are estimated to be sufficient to allow for the privatization of 50 Public Enterprises
(PEs) and 23 Public Joint Venture Company (PJVC) Banks (for a total of approximately 73
"privatizations").

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. US AID assistance has been requested.

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 PEO to carry out privatization.

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 properties.

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 to prepare an approach
to promotion to develop an out-reach capability and implement an effective program.
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• Organizational Development -- Many of the institutions involved in privatization are
unprepared organizationally to carry out the program. The PEO and HCs have only
recently taken on privatization responsibilities and are still defining their roles,
developing operating procedures, and proving they can perfonn. The Project will
provide organization development assistance to strengthen the abilities of these
organizations and others involved in privatizing PEs.

• Sales -- The Project will provide merchant bank services to the HCs through the PEO
to evaluate the marketability of properties and to assist in the challenging task of
actually selling the properties. This component is essentially divided into Sales A, a
Merchant Bank Advisor who will provide advice to the PEO and HCs on merchant
banking and the sales processes, and Sales B, which will actually market and sell the
properties.

• Financial Instrument Development -- The Project will respond to 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 finns, stock exchanges,
and selected new financial institutions.

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

Based on the experiences that have been observed worldwide with regard to privatization,
and the lessons learned locally from USAID's current privatization activity, Paltnership in
Development, the project proposed is the most cost effective and efficient way of meeting the
project purpose, and of providing the needed initiative to the privatization process in Egypt.

The Project Paper proposes to implement and manage the five major areas described above
primarily through two major 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, evaluate, market and
facilitate the sale of State Owned Enterprises (SOEs) and their assets. Another smaller
contract will provide expanded evaluation services for the Project. This last element will be
necessary to develop project evaluation baselines, collect and analyze data related to the GOB
privatization program and implementation of this Project, and provide regular reporting and
impact assessments to USAID on the economic effects of privatization and progress toward
achieving Project objectives. This will be a departure from traditional A.I.D. project
evaluation, normally limited to mid-tenn and final evaluation events, but is detennined to be
a needed facet of the Project.
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Although the $35.0 million activity will have a five year project life, actual implementation
will probably not exceed four years of implementation inputs since the contracting process
will require most of the first year. The PID was shared with the PED, and PED
privatization and contracting personnel have been consulted regarding various aspects of
Project design. The PEG concurs with the purpose and structure of the Project and has
requested that USAID finance the Project.
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AC
CBE
COP
CP
CPS
CMA
EOPS
ERSA
FSN
FY
GOE
GNP
HC
Th1F
Law 203
LE
M&E
PD-P
PE
PEBSR

PEa
PIO/T
PJVC
PP
RFP
SOE
TA
TI/F!
TSSPR
UNDP
USDH
$
8(a)

ABBREVIATIONS AND TERMS

Affiliated Company
Central Bank of Egypt
Chief of Party
Condition Precedent
Country Program Strategy of USAID
Capital Markets Authority
End of Project Status Indicators
GOE/World Bank/Th1F Economic Refonn and Structural Adjustment Program
Foreign Service National Employee
Fiscal Year
Government of Egypt
Gross National Product
Holding Company
International Monetary Fund
Public Sector Business Law
Egyptian Pounds
~Ionitoring and Evaluation
Partnership in Development (Privatization) Project (USAID)
Public Enterprise, same as AC
Technical Assistance Project for Privatization and Enterprise and Banking
Sector Refonn (World Bank)
Public Enterprise Office
Project Implementation Order for Technical Services
Public Joint Venture Company
Project Paper
Request for Proposal
State Owned Enterprise
Technical Assistance
Finance and Investment Office of USAID/Egypt
Technical Support for Sector Policy Refonn Project (USAID)
United Nations Development Program
United States Direct Hire employee
United States Dollars
Small Business Administration contract with a small minority-owned business
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Section I

PROJECT RATIONALE
AND

DESCRIPTION

The Government of Egypt (GOE) has set in motion a program to sell Public Enterprises
(PEs) and to sell its minority shares in Public Joint Venture Companies (PJVCs) and PJVC
banks. Consistent with USAID/Egypt's strategic objective of promoting increased levels of
private trade and investment, support for this privatization program is an integral element of
the Mission's economic assistance program in Egypt.

Challenge of Privatization in Egypt

Over a thirty year period after the 1952 Revolution, which brought a socialist government to
power, the GOE expropriated, nationalized, and othetwise acquired a large number of
businesses and came to dominate many sectors of the fonnal economy. These businesses fell
under the influence of politics, poor management, and in the end had to be heavily
subsidized. Efficiency indicators show a steady deterioration in the perfonnance of the PEs
since the mid-1970s and an accelerated deterioration in the 1980s as the PEs fmancial rate of
return fell to less than 10 %, real output per worker declined, and the value added per worker
fell, largely reflecting the burden of surplus labor.

Although the GOE recently halted most direct subsidies, these businesses still represent a
substantial drag on the state banks and on the economy in general. The debt of the PEs,
including long term loans, stood at LE 14.9 billion in July 1992. The state banks, the
principal creditors of the PEs, are presently in the process of making provisions again to
write off most of this credit. The loans to the PEs are a substantial part of their portfolio
and will continue to be a serious drag on their perfonnance for the foreseeable future.

The existence of the PEs has been detrimental to the economy in other ways as well.
Government favoritism of the PEs has led to several distortions impeding economic growth
such as easy access to state bank credit, tariff protection against foreign competition,
protection of the market shares of PEs against private domestic competitors, and control over
raw materials (effectively creating barriers to entry).

The poor perfonnance of the PEs and their diminishing role in contributing to the Gross
National Prod"Jct (GNP) has forced the GOE to set about to restructure and privatize them.
Privatization in the context of Egypt in the 1990s refers to an evolving commitment and
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process to remove from the state the responsibility and the control of most of the business
activities and assets the GOE has acquired. In Its broadest sense privatization refers to the
re-introduction of market forces into the economy. For the purposes of this Project,
privatization refers to the transfer of government business activities or assets to some fonn of
private ownership. Although project resources will primarily be' used to accomplish complete
divestitures, privatization for the GOE goes beyond the transfer of ownership (complete or
partial divestiture) to include leasing arrangements, management contracts, and franchise
agreements.

The privatization process in Egypt, however, is proving to be difficult to implement. It is
technically complex; the private sector and government institutions required to implement the
program are inexperienced, and the issue is politicilly sensitive. Thus, some critical
assumptions were made during the design of the Project. In some cases these assumptions
are reinforced as Conditions Precedent or Covenants for release of project funds. These
assumptions are of such a magnitude that they deserve special attention in this discussion.

The GOE is committed to the privatization process - This assumption is pivotal to the project.
Any relaxation by the GOE in its commitment to privatization of public sector companies and
sale of its shares in joint venture companbs/banks could keep the project's purpose from
being achieved. This, among other factors, will be reviewed by the Project Team and the
Mission on a regular basis. Project modifications and continuation will be based on GOE
perfonnance in privatization.

The PEa will continue to play the coordinating role in the privatization process. If this
assumption does not hold, the project may have to be substantially modified to coordinate
with a new implementing agent,;y within the GOE. Or, the absence of a central coordinator
to the privatization process may decentralize the process to such an extent {hat USAID may
choose to end its participation.

Other donors will continue to provide funding at the anticipated levels and duration. A
failure by other donors to provide anticipated levels of support could seriously constrain the
GOE's privatization program. The support from other donors ranges from assistance in sales
of SOEs, to IBRD/IMF policy refonn targets and financing of other policy refonn actbities.
USAID will make every effort to help ensure effective coordination of the substantial number
of donor activities directed toward the GOE's privatization program.

Conformity with Recipient Country Strategy/Programs

The GOE, after protracted negotiations, agreed in 1991 to the Economic Refonn and
Structural Adjustment (ERSA) Program with the World Bank and the International Monetary
Fund (llvIF) and committed itself to the privatization of 150 PEs over the next five years.
The GOE has also decided to sell off its shares in more than 250 PJVCs and 23 PJVC banks.
President Mubarak and key GOE ministers have on a number of occasions expressed publicly
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their commitment to pnvatiu:...wn. Several positive steps and accomplishments lend credence
to their declarations. Actual sales of two state-owned enterprises have already occurred in
the examples of the Sheraton Hurghada and Meridien Hotels. The sales of these hotels have
demonstrated, at the least, that the necessary legal framework for privatization exists in
Egypt. Additionally, the local governorates over the past tWO years have sold 1564
properties (for a total of LE 35.7 million). The Peoples' Assembly passed legislation (Law
203 of 1991, the Public Secter Business Law) which focuses on restructuring PEs and allow')
privatization. The GOE has since named a strong Minister for Public Enterprise (presently
the Prime Minister), has empoweffd Holding C0mpanies (RCs) to manage and sell the PEs,
and has established the Public Enterprise Office (PEO) to support and monitor the work of
the HCs.

The PEG is follo'ving a strategy of targeting a manageable group of fairly easy-to-sell
properties during 'iie first two years of the program. It has prepared a set of procedures for
the privatization process. Preparations for a number of sales are under way. Eighteen
properties have been evaluated by consultants working with the PEa (ten evaluations were
financed by the USAID Partnership in Development (Privatization) (PD-P) Project and
another eight with Japanese funding managed by the World Bank). Several additional
properties were recently assigned to the PD-P Project. The Prime Minister directed the HCs
to sell these properties as quickly as possible. USAID activities are working in close
coordination with the GOE program and are the principal source of technical experience and
expertise. The project proposed herein will similarly conform with and support the GOB
program.

The current GOE privatization program, as has been described publicly, is directed toward
increasing productivity through a market economy that takes social norms into consideration.
The program is designed to foster competition by opening markets to both public and private
entities, and to redefine the role of government, allowing it to stay in areas where it needs to
be, and getting out of those areas that can be adequately managed by the private sector.

11
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Project Relationship to USAID Country Program Strategy

The USAID/Egypt Country Program Strategy (CPS) establishes increased levels of private
trade and investment as a strategic objective l and justifies support for privatization as a
means of achieving the strategic objective.

It has been suggested that active privatization may not be necessary if policies are adjusted to
ensure a level playing field for both publicly and privately owned finns. With a level
playing field, it is argued, new and existing private finns, by virtue of their generally
superior efficiency, will over time dominate the economy. Policies established, however, are
not necessarily policies implemented. It is exceedingly difficult to change the behavior of the
political system vis i! vis the PEs. The PEs were established for political reasons and will
continue to be used for political purposes as long as they exist. With their political mandate
and connections they are able to obtain special privileges which make it difficult, if not
impossible, for private finns to compete. Furthennore in the absence of a proactive
privatization program, the GOE will have few alternatives to continuing the use of massive
budgetary resources to keep hundreds of inefficient PEs in operation. Thus, a complete
approach toward privatization in an economy such as that of Egypt requires both policies to
level the playing field and promote private investment and trade, as well as an active all-out
effort to sell the PEs to private concerns.

Activities contributing to privatization explicitly contemplated in the CPS include inter alia
assistance:

*
*
*
>.<

*

to develop the legal and administrative framework for privatization,
to carry out the actual divestiture,
to provide sector assistance to enable the GOE to reduce surplus labor,
to develop effective investment promotion,
to eliminate distortions in the trade sector, and
to help develop the scope and breadth of financial markets.

The USAID program already actively and directly supports the GOE privatization program
with technical assistance under the PD-P Project and the Sector Policy Refonn Program2 as
well as with the equivalent of $10 million of GaElAID jointly programmed local currency
for PEa budget support.

'This strategic objective directly supports one of the three USAID sub-goals, namely increased economic
growth. This sub-goal in tum supports the overall program goal which is the enhancement of Egypt's role as
a model of stability, democracy, free markets and prosperity in the region.

CBrief descriptions of the existing Project and the Program are provided in Annex G, Coordination: Other
Donors, the GOE and USAID.
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Project Goal and Purpose

The Project Goal is to increase economic growth through increased private trade and
investment. The goal of the project combines a Mission sub-goal anq a Mission strategic
objective.

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

Planned Project Activities

\Vhat the Proiect will Address

Having committed itself to carrying out a
program of privatization and having
established the basic procedures for its
initiation, the GOE now faces the
exceedingly difficult challenge of actually
implementing the privatization program. It
is this problem that the Project will address.
At this stage of the program there are tive
areas that are critical to overcoming this
problem and needed for successful
implementation. Project activities are
proposed and described in each of these
areas.

Program Promotion

Program Promotion

Organizational Development

Sales

Financial Instrument Development

Decision Making Support

While the Government has publicly stated its commitment to the restructuring and
privatization program, there is little understanding within the state enterprise system about
the merits of this initiative. The rationale behind the promulgation of Law 203 and its
applicability still remain to be understood within the system and by the public at large. Even
though there is a general understanding of the economic refonn program and the applicability
of Law 203 at the He level, there are no clear cut perceptions about the government's
reorganization program among those in the Affiliated Companies (ACs). Furthennore, the
lack of clear communications about the process has contributed to a number of
inconsistencies in the handling of the properties presently being sold.

The government has not made significant headway in preparing the public in general, and the
private sector in particular, to accept and subscribe to the concept of privatization. There is
also no effort to encourage popular participation in the process. Key groups that need to be
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courted to support privatization include the GOE Economic Cabinet, the Peoples' Assembly,
the local population, media, academics, public sector employees, the organized private
sector, labor, and local and international investors.

Egypt has much to learn from the experience of other countries in the design of awareness,
or promotion programs for privatization. The Project will bring this experience to bear by
providing technical assistance to the PEO to develop and implement a strategy to
communicate with key target groups. The technical assistance will develop profLles of the
infonnation that these target groups need in order to understand, and keep abre(lst of, the
privatization program, and will design systems for providing that infonnation. The banking
system, for example, will have infonnation requirements quite different from those of
organized labor. Some target groups will be hostile and others more supportive and the
communications systems must be designed accordingly.

Technical assistance provided will help plan, organize, and implement communication
activities. These activities will also train professionals in the PEO to carry out the
communications activities and then oversee and support these activities over the life of the
Project. There will be an expert on the Project's technical assistance team for
communications and program promotion activities. His/her work will be supported by short
tenn experts (expatriate and/or Egyptian) and contracts with local finns. The Project will
provide funds for media coverage and will finance seminars and ,visitation travel as well.
Salaries, commodities and other local currency support costs of the program promotion unit
will be covered by the PEO.

Or2anizational Development

Because the responsibility for selling the PEs has been assigned to the seventeen HCs (and
the selling of the PNC banks to the four State Banks), the privatization process as currently
structured promises to be decentralized. The role of the PEO, however, will also be critical
to the success of the privatization program. First, the GOE has assigned to the PEa the
responsibility of ensuring that the GOE meets the privatization commitments that it has
signed with the donor community. Although it seems that many of the RCs are committed to
the privatizatinn program, the PEO must oversee progress against the establishoo
privatization targets, and, should problems arise in meeting the targets, assist the other parts
of the GOE to implement incentives and/or penalties to meet the target. Second, the PEa is
the designated channel for donor assistance to the privatization program. Its responsibility is
to work with the donors and holding companies to defme the assistance required and to help
manage and coordinate that assistance. Third, the PEO must assist the HCs and the other
parts of the GOE to overcome the myriad of obstacles, including many at the policy level,
that are encountered in taking the properties to sale. Fourth and fifth, the PEO is responsible
for a couple of areas not addressed by this Project but supported by the World Bank project:
training for HC and AC personnel and restructuring (fmancial, organizational, and technical)
many of the ACs not scheduled for sale in the near future. The role of the PEa is
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predominately to support the work of the HCs. In the area of privatization, it is principally
to support their work in taking the ACs to sale.

The PEO is actively engaged in these activities. However, as a nascent organization with a
difficult, new, and complex role, the PEG faces ·the challenge of strengthening its structure,
personnel, and procedures, and gaining the experience to be able to accomplish effectively
that which is expected of it. The new Res find themselves in a very similar predicament.
For many who have been assigned to manage the HCs, the responsibilities are large and the
available resources are limited.

The Project will assist the PEG and the RCs in strengthening their organizations and their
capability to carry out privatization by providing a combination of regular management audit
consultancies and on-the-job training. A group of two or three organizational development
specialists (expatriate and/or Egyptian) will engage in regularly scheduled consultancies
aimed at assisting the organizations to define achievable objectives and to develop the
organizational capacities to accomplish the objectives. Where specialized assistance is
required for specific work such as strategic plan preparation for the RCs, infonnation system
development, procurement system development, short-tenn experts in those areas will be
provided.

The market in Egypt for selling and buying businesses has been virtually non-existent for the
past 40 years. The specialized skills and experience necessary to competently handle the
nature and volume of PEs to be sold is therefore very limited in Egypt. Assistance is
re~uired.

Taking an enterprise to sale generally involves a four stage process. Stage I requires that the
Holding Company prepare a business plan which includes inter alia a detennination of how
and when to divest each property. Stage IT requires carrying out an evaluation or a
comprehensive analysis of the enterprise to be sold. An in-depth review is made of the
financial, legal, regulatory, marketing, environmental and labor aspects of the enterprise. A
range of experts is used to produce a comprehensive report which addresses the main issues
that will or might arise during the privatization of the enterprise. The report consists of two
documents: first an infonnation memorandum detailing all evaluated areas related to the fmn
and second a valuation report suggesting a reference value for the enterprise and providing
alternative sales strategies. Stage ill is centered around facilitating the HC decisions
concerning how to go about selling a property and resolving the policy issues associated with
that sale. The reports produced in Stage IT a.re presented to the PEG and the relevant HC
and AC, soliciting their comments and questions. After careful consideration of the issues
and options and the resolution of policy impediments, the He decides on a sales strategy.
This strategy will include options for the mobilization of the capital required for divestiture.
Any financial instrument deficiencies will be identified and can be addressed by the Financial
Instruments Development element of this Project. Stage IV implements the sales strategy.
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Potential buyers are identified, advertisements are prepared, an offering memorandum and/or
prospectus is prepared (depending on the preferred mode of sale), proposals are reviewed,
negotiations are conducted and a deal concluded. Finally, a public report, a "white book,"
documenting all aspects of the sale is prepared and distributed to reinforce the transparency
of the transaction.

An HC will usually pursue objectives that go beyond simply obtaining a reasonable price for
the sale. Included in the list of objectives may be such concerns as assuring that a business
will continue in operation, attracting new investors who will have access to improved
technology, markets, financing, and management; selling the property to a finn which can
absorb the surplus labor; breaking up a monopoly; ensuring that the debt of the property be
paid off; etc. Because of these numerous and varied requirements, the sale must be expertly
prepared and executed. Because there is very limited experience in Egypt in handling
international tenders for the sale of companies, or in evaluating, establishing a reference
value, and selling companies, a group of merchant banks with international expertise and
privatization experience is required.

The Project will provide technical assistance to work with the HCs and the GOE to privatize
specific properties. Once the decision to privatize is made, the PEG may group these
properties in small batches (usually between three and eight properties per batch). A
merchant banking services contractor will be selected and assigned to provide assistance in
the sale of each batch3

•

The merchant bank will be responsible for evaluation of the current market, operational,
financial, environmental and legal position of the company; analysis of the value of the fmn;
consideration of the alternative fonns of the sale; the preparation of an offering memorandum
or a prospectus of the fmn; the marketing of the fmn; the negotiation of the deal, closing the
deal, and preparation of the "white book" detailing all aspects of the offer and sale. Usually
a merchant bank will require three months of actual work, spread over a period of six
months to prepare a property for sale.

Local finns may be involved in this activity as subcontractors to assist the sales process and
to be the recipients of the transfer of technology. Fonnal and on-the-job training may be
provided to these local fmns, as well as possibly other finns that, with training, could be
helpful with some aspect of the sales.

Financial Instrument Development

Virtually all of the sales, even those involving foreign buyers, will require local fmancing.
The existing fmancial institutions in Egypt are ill-prepared to participate in fmancing these
sales and currently have access to few fmancial instruments. In fact, some banks which the

3The World Bank Technical Assistance Project for Privatization and Enterprise and Banking Sector Reform
(PEBSR) can provide Iimite.d funds to the PEO to contract Sales Teams using host-eountry-type contracts,
referred to under that project as "multi-transactional contracts," if the PEO follows World Bank procedures.
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PEa has requested to particioate in its current privatization ~fforts have already approached
USAID for technical assistance in undertaking the tasks. Local fmancial institutions
presently are barely part of the privatization process and do not have the fmancial services
and instruments necessary to participate fully in the sales of the businesses.

The Project will provide technical assistance and training directly to banks, brokerage fInns,
stock exchanges, and selected new fInancial institutions (e.g. investment funds and mutual
funds). An important part of the work will be the development and refmement of fmancial
instruments/activities which are required for specific deals.

During implementation the Project will evaluate the interest in, and feasibility of, several
mechanisms/instruments which have been suggested to facilitate the sale of the PEs. Such
mechanisms/instruments include broad based investment funds, mutual funds, underwriting,
and other methods which would encourage and enable workers and small investors to buy
shares in the privatized finns.

The Project will provide one long-tenn expert in finance and investment, backed up with
substantial short term expatriate and/or Egyptian experts, to carry out these activities.
Formal or on-the-job training will be provided to the extent it will assist in the introduction
of new financial instruments; visitations to other countries with privatization programs taking
place in the context of developing fInancial sectors will also be fmanced under the Project.

Decision Makine Support

The process of privatization will likely present numerous policy and regulatory issues which
must be resolved if privatization is to proceed. Presently the GOE lacks an organized
approach to the analysis and consideration of alternative solutions to policy impediments to
privatization. If the GOE is unable to resolve policy and regulatory impediments
expeditiously, possible sales will be jeopardized, investors will become disillusioned, and
privatization will stall. Even though the first batch of PEs evaluated as candidates for
privatization were selected because they presented no particularly difficult problems, the
evaluations have shown that each sale tends to raise issues which will require resolution
before the sale is consummated. These issues include, for example, deciding whether
investors of all nationalities are eligible to bid on a hotel in the Sinai, whether a legal
monopoly will be abolished, when to institute a unified price for electricity for private and
government businesses, whether to allow an unofficial cartel to continue to exist, whether to
lay-off surplus employees before the sale of a property, and whether to forgive/restructure
AC debt before or after the sale. Other PEs scheduled for later privatization present these
same problems, but with larger dimensions, as well as other problems. At some point, the
social/political effects of labor displacement and the macroeconomic ramifications of
restructuring the massive bad debt portfolio of the HCs will reach critical proportions unless
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they are dealt with promptly and responsiblyt. There are other more generic issues which
could stop privatization sooner rather than later, such as the lack of policy decision(s)
concerning the use of sales proceeds and the organizational development of the PEO and the
HCs. The GOB lacks a mechanism for resolving such issues quickly

A key role of the PEG is to help the HCs deal with the political and policy issues which
arise during the process of selli.ng a PE. The PEO can best influence the resolution of these
policy issues by presenting quick, but weU-thought-out, position papers on the issues to the
Prime Minister and the economic cabinet. The Project will provide technical assistance to
the PEO to analyze policy options and to present them for consideration. The Project will
also assist the PEO to contract out analyses and to work for the resolution of policy
impediments to privatization. The Project will provide a policy analyst to provide the
leadership in this area, and short tenn expatriate and Egyptian experts as required. Fonnal
and on-the-job training will be provided for selected PEG and HC staff as well as site visits
to countries managing well the policy issues associated with privatization.

Project Inputs, Outputs, End of Project Status (EOPS)
Accomplishments, and Project Beneficiaries

Project In[Ju~s

The following Project Inputs will be provided under the Project:

--Technical assistance provided by long-tenn and short-tenn advisors, on-the-job training for
PEO and HC staff; The TA and training will be under all 5 of the Project's major
components: Program Promotion, Organizational Development, Sales, Financial Instruments
Development, and Decision Support Services;

--Seminars, workshops, visits, studies, analyses;

--Merchant Bank Services to assist with the sale of properties and enterprises;

--Counterpart contributions: support for PEG staff, facilities, and He sales activities.

.vrhe labor redundancy and PE indebtedness are particularly difficult issues and may eventually cause serious
delays in the privatization program. The Project. although it will contribute to their solution with technical
assistance, need not solve these problems to accomplish its purpose. There are many firms for which these
issues are minor considerations.
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Project Ouqmts

The afore listed Project Inputs are expected to produce the following Project Outputs:

--Comprehensive, timely infonnation provided to general population and targeted groups on
the need for privatization and the results of privatizing companies;

--Demonstrated capability of the PEO and HCs to effectively manage the privatization
process;

--Marketing information (on companies offered for sale) prepared and made available to
potential buyers;

--Creation of local financial instruments/mechanisms to facilitate privatization process;

--Policy studies and options papers prepared and presented to GOE recommending solutions
to policy impediments to privatization.

End of Project Status (EOPS)

The Project Outputs are expected to produce the following End of Project Status (EOPS)
accomplishments:

--The general population, including key target groups, will be able to make
informed decisions to support, and participate in, Egypt's privatization program.

--There will be a recognized and effective process for raising policy impediments
to privatization to the attention of the relevant decision makers and for resolving the
problems.

--Efficient processes for all aspects of privatization in Egypt established, widely
recognized, and followed.

--There will be a substantial number of PEs sold. The sales assistance provided under this
project is expected to be sufficient to allow for the sale of approximately 50 companies over
the life of the project, and for the sale of an estimated 23 PIVe Banks.

Project Beneficiaries

There are five major sets of direct and indirect beneficiaries under this Project. They are:

--The GOE: As a result of this Project, the GOE's support/subsidy budget for PEs
will be substantially reduced;
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--The PEO, Financial Institutions, HCs and ACs: These entities will directly
benefit in tenns of a strengthened institutional capability u) implement the
privatization program, as well as receiving access to improved technology and
management techniques.

--Employees: This group includes retrained, relocated employees of divested PEs,
as well as new entrants into the workforce as a result of increased investment and new
or expanded firms. However, there clearly will also be employees who are not
positively affected by the project.

--Consumers: As an indireu beneficiary, this group is expected to have more
choice in buying better quality goods and services as a result of competition among,
and more efficient management, of privatized companies.

--Recipients of Government Services: This group is expected to indirectly benefit
from the project, as fewer GOE resources will be spent on inefficient SOEs, and thus
enabling the GOE to provide for needed social services.

Please refer to the Social Soundness Analysis (Annex M) for further discussion of project
beneficiaries and the anticipated sacio-economic impact of the Project.

20



Section IT

IMPLEMENTATION PLAN
Below is an outline describing the scale and pace of planned Project implementation. A
detailed description of the implementation can be found in Annex I, Implementation Annex.
Additional information on the implementation and implementation agencies\organizations can
be found in Annex E (Administrative Analysis), Annex D (Technical Analysis), Annex F
(Procurement Plan) and Annex H (Monitoring, Evaluation and Audit Plan). Budgetary
information can be found in Annex] (Budget Annex).

Background

The Mission is currently funding a privatization activity under Projects 263-0102 and 263
0233. The Partnership in Development activity, the predecessor to this proposed Project
which began implementation in 1990, provides Technical Assistance (TA) to the PEa
through a contract with Overseas Bechtel Inc. (OBI). Until recently, the major effort of the
contractor has been to provide TA for analysis of companies planned for privatization. This
activi~y will be included in the Sales Component of this new, more comprehensive Project.
Technical assistance for the four other project areas described in this Project Paper, have also
been provided to the PEa under the current OBI contract, but not at the level presented, nor
in the manner proposed, in the new Project.

The new Project differs from the current effort in that it will provide specific support to the
institutionalization of the privatization process which has just been developed; strengthen the
institutions involved in privatization; and encourage the participation of merchant banks in
providing the needed expertise for selling the companies and properties currently under GOE
complete or partial control. The addition of actually facilitating the sales, rather than just
doing the analysis and preparing the offering memorandum for selling, expands the focus of
the USAID funded activities.

To respond to the very recent changes in the privatization process by the GOE, this follow
on activity will now also work with institutions other than just the PEa, namely the HCs,
Affiliated Companies, Central Bank of Egypt, and the State Banks.

General Description

The Project will be managed by the Office of Finance and Investment (TIfF!) in the
Directorate of Trade and Investment. The primary implementing agency within the GOE is
the PEO. The core activities of the Project will be implemented through two contracts.
One contract will provide technical assistance services to organizations participating in the
privatization process and another contract will provide merchant banking services to prepare
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and execute the sale of public sector companies/properties. A third contract will be let to
conduct extensive infonnation collection and to undertake expanded, continual evaluation of
the Project. There will also be a limited portion of Project funds which will be available to
hire a contracting specialist who will assist the DIR/CS Contracting Officer with the
anticipated significant and complex set of contracting actions associated with this Project.

As a result of USAID Project assistance, it is anticipated that the institutional structure of the
PEO and the institutionalization of the privatization process will be strengthened. A program
of dissemination of infonnation and promotion of the privatization process will occur, led by
the PEO. Assistance will be provided to financial institutions to develop and utilize new
financial instruments to facilitate the privatization of public sector holdings. The Project will
also assist the PEO in the identification and resolution of policy impediments to privatization.
Over the course of the Project, it is estimated that the merchant banking services assistance
will be sufficient for approximately 50 public sector companies/properties and 23 joint
venture banks to be privatized.

Implementing Organizations

Below are listed the major implementing organizations and a brief description or their roles
and responsibilities. Details can be found in the Implementation Annex (Annex n.

USAlD - The USAID Mission will be responsible for selecting and contracting with the tinns
providing assistance. TI/F! will draft the Scopes of Work for all the required needs of the
project and the Office of Contacting Services (DIR/CS) will issue the Requests for Proposals
(RFPs) and negotiate all contracts. Other than one possible exception (contracting for the
Evaluation contract which may be handled by AID/W or the Small Business Administration
(SBA), DIRICS will manage the process of selection and contracting of finns. The TI/F!
Office has assigned its privatization division (l USDH, 2 FSN professionals) to monitor and
manage the Project and contractors under the project (this responsibility includes signing
vouchers for the contractors, perfonning site visits, monitoring the perfonnance of the
contractors and review of all contractor and GOE reports).

In addition to the nonnal project management role, the Mission senior staff will also interact
on a periodic basis with the relevant GOE officials to provide encouragement or motivation,
as necessary, on the progress of the privatization process, especially with respect to policy
constraints and relief from regulations which inhibit the process.

Public Enterprise Office - The PEO has the prime responsibility to coordinate the
privatization process. The staff currently in place, and the planned staff increases, will
coordinate with the Holding Companies, Affiliated Companies, the contractors, USAID,
other donors, financial institutions, and the Central Bank of Egypt. The PEO will be assisted
in developing its organization and coordinating the technical assistance to HCs and the
companies/banks. Requests for technical assistance from the Project will be funneled
through the PEO. For all purposes of the Project, the PEO is the implementing agency
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within the GOE. In addition to the PEO role in managing the privatization process, it also
has responsibilities for assisting in the restructuring of public enterprises. However, the
Project will not fmance the restructuring activities of the PEO.

Holding Companies and the State Banks - These entities are responsible for the actual sale of
companies, properties and the GOE interest in joint venture companies. Support for
developing plans for privatization of companies/banks held by these entities, technical
assistance in support of managerial improvements of the entities, and other services will be
provided through the PEO. These entities will provide information to the PEO for
development of overall privatization plans. During the sales process Privatization Teams
within the RCs will review and approve the infonnation memorandum and offering
memorandum provided by the Merchant Banking Services contractor. A critical part of the
sales process will be the Holding Companies' and the Banks' initial negotiation/agreement
with the selling agent (merchant bank group) to provide success fees upon closure of the sale
and, in the case of a decision not to sell the property, to provide abort fees. The entity will
be required to negotiate an agreement with the selling agent prior to commencement of work
by the merchant bank. There may have to be a fund set up by the GOE to cover abort fees
as they may not always be available from the HC. The Project contains several conditions
precedent and covenants associated with the sales assistance portion of this Project (Please
see Section VI of the PP for clarification).

It is important to note here that the PEO and several RCs are already aware of this pwposed
type of success and abort fee sales mechanism, and have demonstrated support (written
agreement) for such terms in recent privatization activities conducted through local fmancial
institutions. The contracts drawn up to execute the sales of the companies offered include
success and abort fee percentages, and offer a higher success fee in the event an international
merchant bank is brought in for the sale.

Public Sector Entities being Privatized - The ACs and PJVC Banks may receive technical
assistance and training from the PEO and will provide information to the PEO (or its selling
agent) necessary for valuation and sale of the property.

Contractors - The fmns receiving contracts for implementation and evaluC\tion of the project
will be under direct contracts with the Mission.

Technical Assistance Services Contractor - The TA contractor will be responsible for
assisting the PEG in many of its functions related to privatization of GOE held
properties. In addition to providing extensive TA to the PEG, the TA contractor will
be responsible for monitoring and reporting on the PEG's achievements. The TA
contractor will probably be composed of U.S. and Egyptian companies led by a U.S.
finn in implementation of the project activities. See Section I of the PP for further
discussion of types of TA to be providrAi for individual components of the project.
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Merchant Banking Services Contractor - This contractor will most likely be a group
of merchant banks, working as a consortium, with the full range of skills needed to
prepare and conclude the sale of GOE properties. The Merchant Banking Services
contractor would operate under two different agreements. The first is a direct
contract with the Mission which could provide separate engagement fees for each
property (or group of small properties) to the contractor for preparation and sale. In
addition, the contractor would negotiate with individual Holding Companies (or the
State Banks) the success fee to be paid upon the successful sale of the property and an
abort fee if the HC or Bank decides not to sell. The contractor will be provided (by
either the PEO, the He, or the AC/PNC) the information necessary for the sale of
the assigned company/property. One member of the Technical Assistance Service
Contractor's staff (Merchant Bank Advisor position) will help PEO coordinate and
oversee the work of the Merchant Bank Group.

Evaluation Contractor - This contractor will provide expanded evaluation services for
the Project. The contractor will develop project evaluation baselines, collect and
analyze data related to the GOE privatization program and implementation of this
Project, and provide regular reporting and impact assessments to USAID on the
economic effects of privatization and progress toward achieving Project objectives.
This will be a departure from traditional A.I.D. project evaluation, normally limited
to mid-term and fmal evaluation events, but is determined to be a needed facet of the
Project. The Evaluation contractor is expected to be selected from the Small Business
Administration (SBA) list of Sea) firms. The PlO/T for acquiring these services will
be processed immediately after GOE acceptance of the project with the expectation of
having the long-term staff of the contractor in place within four to five months after
signing of the Project Grant Agreement. However, within two months of the award
of the contract, the contractor will be expected to send an initial evaluation team to
Egypt to begin the initial three month exercise of developing the evaluation baselines
and indicators to be used as benchmarks for project implementation.

Other Donors - Other bilateral and multilateral donors are expected to participate in full or in
part in the privatization of GOE properties. These organizations will have their own
objectives but will generally be parallel to the USAID objectives. To help facilitate donor
coordination, USAID/Egypt may arrange for periodic meetings at several levels with the
donors and the GOE to ensure harmony in privatization activities. Annex G provides
descriptions of currently known activities financed by other donors and other USAID
projects/programs.

Implementation Schedule

The Project will commence upon signing of the Project Grant Agreement with the GOE.
This should occur in late FY 1993 or early FY 1994. The planned project life is five years.
During the project life, actual implementation will span only four of the five planned project
years. Although the Evaluation contract and the DIRJCS contracting specialist may
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commence working within a few months of obligation, the other two contracts, necessary for
project implementation, will probably not be in place prior to one year into the project life.
The table below presents an illustrative schedule for selected implementation activities; more
detailed infonnation is provided in Annex I.

PP approved
ProAg. signed
Initial CPs met
Contract for Evaluation awarded
Contract for TA awarded
Contract for Merchant Banking awarded
Mid-tenn evaluation
Final evaluation
Project completion date

Procurement Plan

August 1993
September 1993
October 1993
December 1993
June 1994
September 1994
September 1996
September 1998
December 1998

The Project will finance the procurement of technical assistance services for project
implementation, and finance merchant bank services for the valuation of public sector
properties and to take them to sale. There will be two major contracts for project
implementation and several lesser contracting actions under this project. Below is a brief
description of the Project's procurement. Annexes F, H, and I have detailed descriptions of
the roles and responsibilities of the contractors. As noted in the individual possible scopes of
wurk for the different contracts, it is anticipated that the prime contractors will sub-contract
for some technical assista1lce from Egyptian sources. This choice of using Egyptian
professionals, where possible, will develop Egyptian capabilities to allow for privatization to
continue beyond the life of the project, and will also keep project costs within a reasonable
level. Although the Project Paper and budget estimates contemplate tbat some subcontracting
will be done with local finns, the level and extent of which is currently uncertain, the
implementing contractors of the Project will be expected to comply with the source, origin,
and nationality requirements of A.I.D. Handbook IB, or seek waivers of these requirements
for allowable reasons.

Some commodities may be required by the TA and Evaluation contractors to implement theil'
responsibilities. These commodities will either be of U.S. source and origin, be available
within the local procurement exceptions in Handbook 1, Supplement B, Chapter 18, or have
a waiver of these requirements. Annex N includes a source waiver for computer/electronic
equipment and a source and origin waiver for office furniture and supplies. Annex N also
includes justification for exceeding nonnal salary levels for some professional positions. The
project budget tables reflect some estimated salary levels which exceed current A.J.D.
established levels. Mission waivers for salaries above A.J.D. established levels will be
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required on a case by case basis, but it is recognized that salaries for some U.S. and
Egyptian professionals may exceed nonnal limits due to the specialized skills required.

Technical Assistance Services Contract - A draft scope of work for the TA contractor is
included in Annex D and F. This infonnation will be refmed and modified, as necessary,
and put into a PIOIT upon authorization of the project. The PIOIT will be submitted to the
Mission Contracts Office in September and an RFP issued by November 1993. Proposals
should be received and reviewed in February 1994 and a contract awarded by June 1994.
The contractor and staff should be in Egypt by August 1994 and fully established in their
offices by October 1994. The first activity undertaken by the contractor will be an annual
workplan which should be approved by the PEa and USAID in December 1994.

Merchant Banldng Services Contract - This may be the most difficult contracting action to
undertake and requires the GOE to meet certain conditions prior to award of a contract. The
proposed contractor, described in Annex D, will likely be a consortium of merchant banks.
This group would be composed of several merchant banks working together to provide the
required services for selling public sector properties held (in part or whole) by the GOE.
Like the TA Contract scope of work, Annex D and F contains the basis for a possible scope
of work for the Merchant Banking Services contract. A PlaIT should be cleared and
submitted to the Contracts Office by December 1993 and an RFP issued by March 1994.
The proposals should be received by June and reviewed by the technical committee, with the
contract awarded by September 1994 and the contractor fully functional within a couple of
months after award. Note that this proposed arrangement for implementation of this function
has not previously been used by USAID for development projects but is common in the
private sector.

Evaluation Contract - This is an important part of the Project and will need to be place early
in the project. The draft scope of work is included in Annex H and will be used in
preparing the PIOIT for approval in September 1993. This third contract will provide
expanded evaluation services for the Project, and will be a departure from traditional A.I.D.
project evaluation normally limited to mid-term and final evaluation events. The proposed
method of obtaining this extended evaluation finn is through an 8(a) contract. The selection
method allows an abbreviated selection and contracting period. Once a finn has been
identified, the Mission will process the PlaIT for obtaining the services of the selected 8(a)
finn. A contract could be awarded in December' 1993 and essential staff in Egypt by
February 1994. Although other fmn selection methods were reviewed by the Project Design
Team, this was felt the most appropriate and expeditious for project purposes.

Audit and Local Suppon Contracts - The Mission foresees a need to use a small portion of
Project funds to hire a contracting specialist to assist the Contracting Officer responsible for
this Project. Due to the significant amount and sophisticated level of contracting actions
associated with this Project, OIRJCS will require this additional assistance through a
Professional Services Contractor (PSC) arrangement. There will also be small contracts to
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fmance any required audits of organizations involved in implementation and evaluation of the
Project.

Training Plan

In the analysis of the institutions implementing the project, Annex E (Administrative
Analysis), it was noted that the agencies implementing privatization require some training of
their staffs to achieve the Project Purpose. The exact training needs have not been
determined, but preliminary projections have been made to facilitate the budgeting
requirements of the Project. The exact training needs will be detennined by the TA
contractor in the needs assessments. The training plan for PEa will be completed and the
training needs of the RCs detennined in early 1995. Some undetennined amount of training
will be provided to fmancial institutions. In addition, some training may be provided to the
Central Bank of Egypt, State Banks and/or joint venture banks to be privatized. These
activities will take place in the second or third year of the project and no exact costs can be
detennined at this point in time. All training (in-country, U.S., third country) will be
organized and financed under the TA contract, and all participant training will be conducted
in accordance with A.I.D. Handbook 10 and Mission Order 10-1. There may be several non
GOE organizations which receive limited training. These may include fmandal institutions,
media companies, local consulting finns, other organizations whose capability, when
enhanced, will contribute substantially to Project success.

Section ill

COST ESTIMATE
AND

FINANCIAL PLAN

General

Total life-of-project funding amounts to $35.0 million for five years. In late FY 93, an
initial obligation of $4.0 million is planned with the remainder being obligated through FY
97. Annex J contains budget tables outlining the estimated costs for implementing the
project. Other than a very small amount of funds used to fmance purchases of furniture,
equipment, and office space for the TA contra~~tor, the Project will fmance technical
assistance services which will be provided to GOE institutions and, in a few cases, other
local non-governmental institutions.
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Host Country Contributions to the Project

Mission Policy: Current Mission policy (Mission Order 3-31) mandates that Project Paper
and Project Agreement budgets include the total estimated host country in-kind and cash
contributions. The estimate shall be projected on an annual basis over the life of project and
may be categorized by GOE budget chapter (BAB l, 2 or 3) to facilitate monitoring. The
policy also specifies that all contributions shall be quantifiable and/or monetizable project
costs to be borne by Egypt in implementing the project.

Impracticality of Quantifying Level of GOE Contribution: When analyzing potential
sources of GOE contribution to the project, two sources of counterpart support were
identified: the PEa itself and success/abort fees that are realized as a result of the sales of 50
PEs and 23 PIVCs. In addition to support from other entities, the PEO was provided LE33
million from the BAB 3 account for GOE FY92/93 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 fonn 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 titis time (due to uncertainty
of which PEs will be allocated to the USAID contractor for sale). Furthennore, it is likely
that a series of shorter lists of properties requiring Project assistance will be presented by the
GOE for Project assistance over the life of the Project. The values of the properties will not
be known until the sale is consummated. No reliable estimates of the value of the fmns
presently exist.

Mission Approach: Although not in confonnance with standard Mission policy on host
country contributions, the Mission recognizes that the host country contribution can not be
projected and monitored quantitatively at this time due to a lack of baseline data. Rather, the
Mission will monitor the host country contribution to the Project by evaluating GOE
commitment to privatization (through PEO appropriate staffrng levels, operational support
and actual sales of PEs by Merchant Banks). A special reporting provision shall also be
included in the Project Agreement Annex I which shall require the GOE to report to USAID
the number of successful sales as well as the amount of success and abort fees paid each
year.

Proposed Method of Implementation and Financin~

The Project will be implemented through contracts to two U.S. fmns (and pDssibly their
U.S. and local sub-contractors) and several smaller contracts for evaluation, audits and a
contracting specialist to assist DIR/CS with the Project's substantial contracting actions. The
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major, and most of the minor, contracting actions will be Direct Contracts by A.I.D. Table
1, on page 30, shows the cost estimates for each of the TA contract components, Merchant
Bank services, the Evaluation contract, and miscellaneous contracts. Two major contracts
will be competitively awarded, the evaluation contract is expected to be awarded to an 8(a)
fmn and would not necessarily be competed. Other smaller contracts would follow A.I.D.
procurement procedures which allow non-competitive procurement of services if they are of
small value or waived for allowable reasons. The intention is for two of the contracts (TA
and Evaluation) to be level of effort contracts (requests for the required Deputy Mission
Director approval of this contracting type have been included in Annex N).

Other than the waiver of procurement of U.S. m;gin electronics (computers, etc.) equipment
from Egyptian source, all commodities will be low cost shelf items (local procurement)
which the Agency allows under Handbook IB, Chapter 18 or locally-produced commodities.
Although the Project Paper and budget estimates contemplate that some subcontracting will
be done with local finns, the level and extent of which is currently uncertain. The
implementing contractors of the Project will be expected to comply with the source, origin,
and nationality requirements of A.I.D. Handbook IB, or seek waivers of these requirements
for allowable reasons.

Annex N also includes justification for salaries in excess of FS-l and FSN-12 for some of the
critical technical professional positions. These salaries are reflected in the budget estimates
included in Annex J.

Proposed Schedule of Expenditures

The initial $4.0 million obligation for the project will be sufficient to start the process of
contracting for technical assistance services. The remaining funds for the project will be
obligated as needed. At this time it is rather difficult to estimate the timing of funds required
for the engagement fees to the Merchant Bank component, thus there is a larger amount in
the fLrst year of projected PE sales (year two of the project). This is also true of the sale of
PNC Banks, where sales should be rather rapid relative to other properties for sale. Table 2
provides the estimated obligation amounts and the year of the project. Obviously if
implementation is delayed, the funds would be obligated at a slower pace.
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PRIVATIZATION PROJECT # 263-0238
METHODS OF IMPLEMENTATION
AND FINANCING .(SOOO)
. ' '. . .' ~ ~ . _. '.. ' _. :."'. ',.. . ., ...., ' • . -. . ,..,'i~ .

Project Components and
Method of Implementation

Method of
Financing

us $ Amount

~ •••• • :.~ • • .' • •••• • I ~ ~

~ . '.. - ~ .- .' . .

1. TECHNICAL ASSISTANCE Direct Pay 17,150

Program Promotion 3,700
Organizational Development 2,650
Financial Instruments 3,830
Sales Advisory 3,670
Decision Making Support 3,300

Direct Contract

2. SALES Direct Pay
Direct Contract

3. EVALUATION
Direct Contract

4. AUDIT Directl1ly 200
Direct Contract

Direct Pay 320

Tabl~ 1
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TECHNICAL ASSISTANCE

SALES

EVALUATION

AUDIT

LOCAL SUPPORT

11,000

14,800

2,000'

135

320

6,150

o

530

65

o

17,150

14,800

2,530

200

320

Table 2
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PRIVATIZATION PROJECT # 263-0238

Projected Expenditure by Project Year

ill
ELEMENT Year 1 Year 2 Year 3 Year 4 Year 5 TOTAL

-
TECHNICAL ASSIST ANCE 1,028,435 4,221,794 4,575,865 4,456,168 2,870,908 17 ,153,170

~
w ...... SALES 0 5,500,000 6,000,000 3,300,000 0 14,800,000N CD

w
510,042 489,256 559,537 765,630 204,863 2,529,328EVALUATION

AUDIT 0 45,000 45,000 45,000 67,500 202,500

LOCAL SUPPORT 87,500 70,000 70,000 70,000 17,500 315,000



Section IV

SUMMARIES OF ANALYSES

Summaries of the main analyses that are contained in the Annexes to the Paper are provided
in this section. The reader is referred to the Annexes for more infonnation.

Technical Analysis

The technical analysis (Annex D) presents the rationale and approaches for the Project's
activities. The annex also outlines and describes in detail the Project's five components and
how each will contribute to the Project's purpose of helping the government of Egypt
implement its privatization program. The Program Promotion component will help the
government fonnulate an effective public relations campaign to facilitate the privatization
process. The Organizational Development component is aimed at helping the Public
Enterprise Office (PEO) and the holding companies (Res) strengthen their organizations and
their capabilities to carry out privatization. Technical advisory services under the Sales
component (Sales A) will enable the GOE to receive the best technical expertise in the
preparation of and carrying out of sales transactions. Merchant Banking Services under that
same component (Sales B) are proposed to manage the actual sale of the properties being
offered. The development of fmancial intennediaries and instruments required for mobilizing
capital for privatization will be addressed through the Financial Instruments Development
component. Finally, the Decision .YaJdng Suppon component will help the PEG develop the
capability to identify and effectively address policy impediments to privatization.

The annex outlines each of the five project components in tenns of the major sub-purposes
and expected accomplishments, the essential actors, tasks to be accomplished, estimated
levels of effort, and the qualifications required of the contracting fmus proposed to
implement the components. Following the component description section, there are four
attachments to this annex which supplement the analysis primarily with discussions of other
countries' privatization experiences.

Administrative Analysi~

The Administrative Analysis (Annex E) describes and then critically reviews the
organizations involved in the GOB privatization program and this Project.

The analysis first gives an overview of how the GOE is organized to undertake privatization,
then briefly describes the principal organizations, their responsibilities/authorities and their
interrelationships. The analysis then presents a candid assessment of the capabilities of
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these organizations. The two main implications of the Administrative Analysis for the
project design are:

First - The Project requires substantial resources devoted toward institutional development
and organizational strengthening activities;

Second - The Public Enterprise Office is the most appropriate choice to be the principal
counterpart for the Project.

Coordination: Other Donors, the GOE, and USAID

The Coordination Analysis (Annex G) gives an overview of the financing and programs
bein:~ developed to support the GOE privatization program.

The privatization program is a major undertaking by the GOE. The program requires
significant technical, financial and other assistance on the part of the donor community as
well as the GOE. The sheer size of this task and overlapping areas of donor interest demand
fonnal coordination among donors. USAID recognizes the importance of efficiently
orchestrating the use of both its own resources and counterpart funds. A well coordinated
approach will mean a better executed, streamlined, and cost effective privatization program.
It will require the Privatization Project to examine on a regular basis areas of coordination,
areas of common concern, donor-specific sector interests, and areas of conflict.

The three main implications of this Coordination Analysis on Project design are:

First - Donor coordination is important to the success of the GOE's privatization program.
USAID should make every effort to help facilitate this coordination.

Second - GOE financial support for the Project and for the privRtization program more
generally should not bt, an issue. The PEa presently has sufficient USAID generated
counterpart funds to cover a portion of the PEa operating costs. Other funds will also be
available: funds from the general treasury and eventually sales proceeds. The Project should
help the GOE develop ways for the sale proceeds to be fed back into the privatization
program.

Third - There are a variety of other USAID programs and projects that could possibly be
called upon to provide services to the privatization program. It is incumbent on TIfF! to
make the connections as opportunities arise. Additionally, fonning a team within the
Mission may be a way to facilitate such connections among projects.
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Economic and Financial Analyses

The Economic Analysis (Annex K) provides the economic rationale for the design of the
Project. The PUrpose of the Project is to assist the GOE in implementing its privatization
program. USAID assistance is expected to speed up the privatization process and thereby to
strengthen the economy. A substantial increase in investment is essential for the recovery of
the Egyptian economy. The GOE for too long has depel ,,<~,d on public sector investment and
the results have been disappointing. Private sector investment is required. The investment
environment must be fundamentally changed; the Economic Refonn and Structural
Adjustment Program (ERSAP) is aimed at bringing about this change. Privatization is an
essential part of the ERSAP. Thus privatization is fundamentally aimed at increasing private
sector investment. As is becoming obvious in a number of countries, privatization in and of
itself is insufficient to encourage private investment. On the other hand, in an economy so
dominated by the public sector, private investment does not happen without privatization.
USAID and the World Bank must continue to push a broad agenda of economic refonn
through their Sector Policy Refonn and Structural Adjustment Program. This Project at the
same time, principally through the Decision Making Support Component must address the
broader group of policy and regulatory impediments to privatization which include
impediments to private sector investment.

Conceptually the impact that privatization should have on the economy is clear. However, it
will be important over the life of the Project to research the actual impact so that the benefits
of privatization can be measured, documented, and disseminated. The analysis lays out a
number of considerations for such research and proposes a methodology. The Evaluation
contractor will be responsible for refining a methodology and carrying out the data collection
and research.

In conclusion, privatization is part of a broader set of economic refonns aimed at
substantially increasing private sector investment in the economy. As such it will contribute
to the restructuring of the economy required to reestablish the growth of the economy and
improve the welfare of the Egyptian people.

The Financial Analysis (Annex L) projects an increase in fmancial returns to the GOE by
selling the proposed public enterprises and properties. In addition. the analysis includes a
discussion of the cost effectiveness of the proposed method of implementation. The project
implementation plan was designed with consideration of the different possible methods of
achieving the Project Purpose. The Project's chosen method is reinforced by the cost
efficiency analysis in this section. The inclusion of merchant banking services as a part of
the Project increases the chances of sustaining privatization in Egypt after the project is
concluded.
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Social Soundness Analysis

The Social Soundness Analysis (Annex M) looks frrst at the socio-cultural context of Egypt's
structural economic reforms including privatization and then looks at the social costs and
benefits related to achieving the purpose of the Project.

The Egyptian people have for a long time seen the state as the principal agent of economic
welfare and development. The essence of the Economic Reform and Structural Adjustment
Program is to diminish the role of the state in this area and to depend on private initiative
and investment to propel the growth and development of the economy. The socio-cultural
context for the reform program is changing slowly as the population grows accustomed and
more supportive of the Program and its implications for their lives.

The principal cost of the privatization program occurs in the short run. Perhaps as many as
20,000 workers may join the ranks of the unemployed. The GOE rightfully needs to be
concerned about such vulnerable groups. The groups of employees that may become
unemployed appears to be actually rather small, compared to the PE work force and
especially compared to the country's unemployed. The potential unemployed are more a
political problem than a social problem. Other countries such as Mexico and Nicaragua have
effectively us~ their Social Funds to ameliorate both the social and political issues. The
Project needs to keep these issues in perspective, but also to bring the experience of the other
countries to bear in dealing with the problems. As the economy recovers and begins to grow
again, these and many other workers, however, will fmd jobs.

The socio-economic benefits of the Project will accrue in a variety of forms:

Economic growth will occur and growth of employment will be accelerated with an
expanded role for the private sector in the productive segments of the economy;
Firms will be more efficient and competitive under private management and will
produce consumer goods more cheaply;
Diversifying the ownership base of assets in society will contribute to the productivity
of the citizens and a greater sense of participation in the economy;
Public outlays for operating subsidies will decrease and possibly stop;
Government of Egypt (GOE) resources can be reallocated to priority areas such as
human resources and social services; and
There will be reduced requirements for GOE borrowing, easing the pressure on
interest rates and lessening the threat of renewed inflation;
Beneficiaries of goods and services will pay true costs, thus reducing the cost to the
GOE.

The groups benefiting from the privatization program, especially consumers, tend to be more
diffuse and less visible than the potential unemployed. An important challenge to the Project
will be to seek out, document, and communicate the stories of the benefits of privatization.
This will be an im~ortant task of the program promotion component.
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Environmental Analysis

An Initial Environmental Examination (Annex P) was approved by the Near East Bureau
Environmental Coordinator on March 3, 1993. The categorical exclusion recommendation
was based on the activity being within the class of actions including technical assistance.
The PID was approved on May 11, 1993. Since that time the method of implementing the
sales component of the Project has shifted from the previous method where USAID directly
contracted for the analysis of companies to be sold. Under that scenario the project would
have directly financed technical assistance to analyze the environmental concerns associated
with companies and ~nclude that analysis in the information to the potential buyers. The
Project now considers contracting directly with merchant banks, to do the valuations of the
public sector companies and the actual sale, as a more efficient and effective method of
implementation. However, inclusion of information to the potential buyers on environmental
issues related to companies offered for sale will be a part of the due diligence of the
Merchant Banks involved in the Project. Additionally, as a part of the scope of work of the
proposed Evaluation Contract, environmental information contained in "White Books,"
(documents completed following the sales of companies detailing all sale aspects), will be
analyzed and reported on to USAID. The change in method of implementing the Sales
Component of the Project does not effect the approval of the categorical exclusion
recommendation.
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Section V

MONITORING, EVALUATION, AND
AUDIT PLAN

The Privatization Project will require substantial monitoring of implementation, and expanded
evaluation services for the Project. An evaluation contractor will develop project evaluation
baselines, collect and analyze data related to the GOE privatization program and
implementation of this Project, and provide regular reporting and impact assessments to
USAID on the economic effects of privatization and Project progress. This will be a
departure from traditional A.I.D. project evaluation normally limited to mid-term and final
evaluation events, but is detennined to be a needed facet of the Project. The project also
includes financing for annual audits of the required implementing organizations.

Monitoring

The Privatization Project will require a substantial monitoring, reporting, and evaluation
emphasis. TI/F! will monitor the project through regular interface with PEa staff and the
HCs, and contractor staff; through required contract0r reports, media reports, and er.onomic
and Project information collected by the Evaluation Contractor. Due to the specia1 nature
and high priority of this Project, it is anticipated that TIfF! staff will face a heightened need
to assess and report frequently to Mission management on the GOB privatization program
and Project progress. The TI/F! privatization division, consistmg of 1 USDH and 2 senbr
FSN professionals, will be the USAID staff primarily responsible for effective management
and monitoring of project implementation.

Evaluation

An Evaluation contractor is expected to be selected from the Small Business Administra'~ion

(SBA) list of 8(a) firms. The PlaiT for acquiring these services will be processed
immediately after GOE acceptance of the project with the expectation of having the contract
awarded by December 1993. Once the contract is awarded, the contractor is expected to
start the initial three month exercise of developing the evaluation baselines and indicators to
be used as benchmarks for project implementation. Following the establishment of
evaluation base.linest the Evaluation contractor will do extensive privatization infonnation and
economic data collection, communicate directly and immediately with USAID on particularly
significant fmdings t provide to USAID evaluative assessments on a~emi-annual basis,
complete annual evaluation summary reports, and conduct a mid-term evaluation and fmal
evaluation. The evaluation scheme, designed to help management identify implementation
constraints, as well as to determine impact, foresees the following parameters for the mid
term and final evaluations:
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Mid-Term Evaluation. A mid-term evaluation is planned by the end of the second
year to examine the implementation of all Project components and the progress in
achieving the multiple Project objectives. Because of the possibility that the different
components will be implemented at different rates and be affected by different factors,
a major purpose of this evaluation will be to reassess the underpimrings of the five
Project elements. Elements to be considered in the mid-term evaluation include: the
investigation of whether the planned services and institutions are in place and
pe~forming as expected; examination of the interactions among the institutions
involved in Project implementation and the adequacy of the support and services
provided; issues relating to the valuation and sale of finns; and the Project's success
in dealing with the socio-political environment, limited capital markets, and other
implementation constraints. Following the mid-term evaluation, USAID will review
Project status and the progress of the GOE's privatization program, and determine
what changes to the project are necessary, including possible adjustments to the
planned levels of project funding.

Final Evaluation. A fmal 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 frrms taken
to sale through Project assistance. The final evaluation must also: (1) analyze the
direct and indirect effects of privatization on the intended beneficiaries; (2) provide
management guidance to the GOE institutions responsible for privatization; (3)
determine the constraints to continued privatization by the GOB; and (4) provide
recommendations to assist USAID officials in making decision regarding the future of
its assistance to Egypt's privatization efforts. As noted in the Economic Analysis
(Annex K), a.ssessing the economic impact of the privatization program is an essential
part of this final ev.aluation. However, the information needed to make this
assessment must be developed from the start of the Project.

The Project envisions the evaluation aspects described above as requiring the following: 1
American professional (knowledgeable in privatization and evaluation) to be resident in Egypt
for approximately 54 months, 1 support staff person (secretary) for approximately 54
months, and approximately 18 months in American short-tenn evaluation team assistance (for
the baseline setting, mid-term, and fmal evaluations), and an estimated 24 months in
Egyptian short-term assistance for data collection and analysis efforts. Annex H gives a
detailed rationale and tentative statement of work for the expanded evaluation facet of this
Project. See Annex I for additional details on the proposed implementation schedule for this
activity.

In addition to providing more thorough and accurate project evaluation services on the
Project, the Evaluation contractor will be invaluable in providing critical insight and analysis
to the Mission on the Project during periods of flux in the privatization process. The
evaluation data and information collected regarding the benefits accruing to the GOE and the
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Egyptian public in the privatization of public enterprises will be an invaluable asset to the
Project.

Audits

The Project will fmance audits as required of organizations involved in implementing and
evaluating the Project. The use of sub-contractors by a prime contractor will require audits
of finns employed by them, and this cost will be a part of the costs of the prime contract. If
the Agency chooses in addition to audit some of the Egyptian sub-contracts, there is adequate
funding provided under the audit line-item. Prime contractor audits are budgeted at $30,000
each and local audits of Egyptian finns are estimated at $15,000 each. Only a limited
number of local audits are expected to occur that are fmanced outside the major contracts.

Section VI

CONDITIONS AND COVENANTS

Conditions Precedent

Before USAID releases funds for certain activities the GOB and/or its implementing agencies
need to meet certain conditions. For the Project there will be the nonnal initial Conditions
Precedent to release of project funds, such as the project agreement being ratified in
accordance with regular GOB procedures. The GOE must designate the appropriate
authorized representatives for correspondence and implementation of the Projel.'1. These and
other similar conditions must be met prior to the release of any funds for Project purposes.

The specific conditions required for release of Project funds revolve around the GOE
commitment to privatization and its willingness to cover a portion of the costs. Conditions
for the Project include several steps which the GOE and its implementing organizations must
accomplish prior to disbursement oj project funds allotted for merchant banking services
assistance. These conditions are described below.

1. The Public Enterprise Office (PEO) will submit in fonn and substance acceptable to
USAID, a copy of the profonna letter of agreement and general tenns the Holding
Companies and the Central Bank of Egypt (CBE)/State Banks intend to use to enter
into agreements with the merchant banking services contractor(s) for the sale of
assigned properties and enterprises.

2. The Public Enterprise Minister (PEM) will provide written representations in fonn
and substance satisfactory to USAID that the HCs will make the necessary resources
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available to: (i) pay success fees upon the conclusion of a sale assigned to the
merchant banking services contractor(s); and, (ii) in cases where the HC may decide
not to complete a sale, to pay abort fees to the contractor(s).

3. The Governor of the Central Bank of Egypt, or his designee, will provide to USAID
the same representations as described in 2. above to be applicable to the sales of GOB
shares in joint venture banks assigned to the merchant banking services contractor(s).

Covenant

The following covenants will be included in the Project Grant Agreement.

1. The GOE agrees that the relevant Holding Companies and the Central Bank of
Egypt/State Banks will enter into letters of agreement, similar in fonn and substance
to the fonn r~ferred to in Condition Precedent 1, for each property to be sold by the
Merchant Banking Services Contractor under this Proje.ct.

2. Properties selected for sale under this Project will be representative of all properties
assigned for sale by the GOB in its privatization effort.
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ttl ::. UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT
~USAID

CAIRO. EGYPT

DECISION MEMORANDUM I ~Q
FROM: PDS/PS EUge't~:-'R'au~
TO: The Files, privatization Project.

DATE: April 4, 1993

SUBJECT: Privatization Project (263-023B) - Results of the
Executive Committee MeE~ting on the project Identification
Document (PID).

PURPOSE:

The purpose of this memorandum is to record the results of the
Executive Committee meeting to review the sUbject pro.

DISCUSSION:

On March 17, 1993 the Executive committee reviewed the sUbject PIO.
The committee recommended the approval of the PID and the
development of a Project Paper for the project.
The meeting focused on five issues which were identified prior to
the meeting. These five issues were;

1- The GOE commitment to privatization.
2- contracting arrangements for the sales preparation

component of the project.
3- The use of sales proceeds from privatization.
4- Planned project resources and their adequacy to meet the

project's purpose.
5- The appropriateness of classifying leasing and management

contracts as privatization activities that can be financed
by the project.

1- GOE Commitment:

While there was no way to assure the GOE's firm and full commitment
to privacization, the issue was not perceived as a hinderance to
the development of the project. The current efforts by the GOE show
real commitment. The project was seen as a tool that would assist
the GOE in meeting its stated commitments that were believed to
outweigh its current capabilities.



2-Contracting Arrangements for the Sales Preparation:

The issue of the contracting arrangements for the delivery of the
sales preparation component of the project was to be resolved
during the design of the project paper after conducting an
assessment of the PEO' s capabil i ties. The Executive Committee
however cautioned against getting entangled in the contracting
procedures of other donor agencies as this may cause certain
complications. The contracting arrangements for this component
should be kept as simple as possible.

J-The Use of Sales Proceeds:

The Execu~ive Committee felt there was no compelling reason to be
involved with the issues of the sales proceeds from privatization.
Decisions on the allocation of sales proceeds would be decided by
the political processes of the GOE and, perhaps, by influences of
the multilateral donors. The project could provide suggestions to
the GOE, if requested.

4-Project Resources:

At the present stage the project resources were seen as adequate
for its purpose of actually privatizing 50 pUblic enterprises.
Acknowledging that the mission, at the present time, cannot provide
the necessary resources to carry out the whole pr i vatization
process; the project purpose should be defined in the PP to reflect
an expected 50 privatized Public Enterprises.

5-Privatization Activities:

Although the project will direct its principal effort at
facilitating the actual sale of the pUblic enterprises, some
activities anticipated in the broader definition of "privatization"
will also occur. Leasing and mangement contracts are considered
interim steps toward complete privatization and are not the
objective of this activity. Because of the sales preparation
process, there is the possibility of companies being prepared for
less than complete divestiture and thus could be financed under the
project. To clarify the use of the project funds a footnote will be
added to the definition of privatization on page (2) of the PIO.
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LOGICAL FRAMEWORK, PRIVATIZATJON PROJECT (263-0238)

,
NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION ASSUMPTIONS

Goal: Increased private sector share of GDP and -Central Bank of Egypt reports -Policy and regulatory environment
Increased economic growth through increased investment. -IMF, World Bank reports continues to improve
private trade and investment. -Project evaluations -Political stability

Purpose: End of Project Status: -Media reports, opinion surveys -GOE becomes more openly
-Informed public support for privatization; -Project monitoring/evaluations supportive of privatization;

To assist the GOE with its privatization -Efficient privatization process established and -Contractor reports
program through institutional development and followed; -PEO reports -Capital Market Authority (CMA)
assistance for the sale of public enterprises and -An estimated 50 Public Enterprises, 23 Joint -Financial institution annual regulations adequate for functioning
properties. Venture Banks sold; reports capital markets.

-Policy impediments identified and resolved. -White Books

Outputs: -Priv. Program Promotion Strategy; -Project monitoring/evaluations -Policy recommendations derived
-Privatization information provided to public; -PEO/HC orgnz. development plan; from analyses and studIes are
-Marketing info. available to possible buyers; -Pnvatization strategIes developed for the HCs; -Contractor reports actually acted upon by the
-Demonstrated capability of PEO. HCs to -Eval uations of properties. sales strategies. appropnate GOE authonties;
effectively manage the privatization process; offering and sales docs., potential buyers list; -PEO reports -HCs and CBE act appropriately to
-PE valuation, offering and sale documents; -Local flOancial instruments and mechanisms allow for pnvatizatlon of ACs and
-Creation of financial instruments; for privatization developed and implemented; -Financial institution annual PJVBs;
-Policy studies/options papers prepared and -Policy impediment analyses completed and reports -PEO continues to play an Important
presented te GOE. presented. role in the privatization program.

Inputs: -Contractor reports -Privatization remains a high priority
-$35 million disbursed according to budget for the MISSion.

-Technical assistance, on-the-job training; -USAID reports
-Seminars, workshops, visits, studies, analyses; -GOE willing to support Project.
-Merchant bank assistance -Project evaluations
-Counterpart contributions to support PEO st.a.ff -Merchant Bank Interest in Project.
and facilities and HC sales activities
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Dr. Huun ""m.
Firat UncI.rMCtltary for
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Dear Dr. Sellm:

The launching of the privatization program represented a milestone In Egypt's economlo reform
ancrstrUcturaJ adjustment program. The World Bank he/~d U8 pr8J!8re GcomRrehenslve five
yesr-Erogram 01 technical assla1enoe to meei the requirements of privatization and f1nanclBl
sector reform. We rem~e that p-r1vatlutJon on the scale envisioned requires timely Bece8Q

:to proven~ertl&,and e~p_erien~-'tlbI.QtuteJlLGb9.r:l6.upply-QQ.(t~. A VIGil ooordlna~d
_approach among the various donora Is baing undertaken to Ime.!ament this program.

. USAIO's as~Istemce undeOhePl!rtnersjllp In Develop-ment proJl)ct (263-0102.01) Is the malnl!..t8y

.-9Lttt~egyptlatLptlyatlzatlPlLProgram. It Is PLQYl.d1ng the 8UPI)Ort and technical assistance
-"sqUired to study...! value and brtog..JetJh.e-POillt of oale the currQnt Offering of about twen!y
companle~

..2-~~~her In~ease the ImQ8ct and offoctlven681i of Egypt'! prlvatJzatlon program,_snd to enhe~Cfl

-!V!tA1nablltty of the InotltIJtLQnsJ,lngertaklngJt.. !JSAID es8Jatance will be helQrui for Implementing
g-':'IJY_~-R9rtIOlLQUb.ElJ.o.tAl $!lvlalonectPLo.grSfT1, we estimate a need for further assistance and
.~.I,Jp.P.9rUr.om lHS.l\ID fC?1..J1.v_8_ year~tY.a.lu!J_g_'!L~R9.ut .~_!}'llllg.n._I~e U~_AlD assistance would
.InCJ_~9!' 1Jv~ componentsJ!lSAID will forward 8 Five Year Bu<!g9t Plan on 'the ~y_oft~~~Ig~~ure
1!Qr96mont):

,f!.o.gOl1!'l Promotion: T_o-.?6s16t the PEQ_yt~!LPfomJ~t1on...9f th~_prh'8ttz8tlor.t.p'cogr~rrUQJhe

.P..upIJC..4nd IntQre~....QtQYp8.

,Orgen1za..ttgn.,LOavtlopmont:_..To strengthen th98.bmtle.~. of thJ~.. PEa ~.D.Q...ti...919lnggC?~p~nles
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ANNEXD

TECHNICAL ANALYSIS

Summary

In this analysis, the technical rationale and approach for undertaking each of the Project
activities are discussed. This annex also outlines and describes in detail the Project's five
components and how each will contribute to the Project's purpose of helping the government
of Egypt implement its privatization program. The Program Promotion component will help
the government fonnulate an effective public relations campaign to ease the privatization
process. The Organizational Development component is aimed at helping the Public
Enterprise Office (PEO) and the holding companies (Res) strengthen their organizations and
their capabilities to carry out privatization. Technical advisory services under the Sales
component will enable the GOE to receive the best technical expertise in the preparation of
and carrying out of sales transactions. Merchant Banking Services under that same
component are proposed to manage the actual sale of the properties being offered. The
development of financial intennediaries and instruments required for mobilizing capital for
privatization will be addressed through the Financial Instruments Development component.
Finally, the Decision Making Support component will help the PEO develop the capability of
identifying and effectively addressing policy impediments to privatization.

The annex outlines each of the five project components in tenns of the major sub-purposes
and expected accomplishments, the essential actors, tasks to be accomplished, estimated
levels of effort, and the qualifications required of the contracting fmns proposed to
implement the components. Following the component description section, there are four
attachments to this annex which supplement the analysis primarily with discussions of other
countries' privatization experiences.

Rationale for Proposed Activities and Approaches

The rationale for selecting the Project activities and technical approaches discussed in this
analysis W~5 primarily derived from two key sets of experiences: 1) the experience of the
current USAID privatization effort in Egypt, and 2) the experiences of privatization in other
countries around the world.

The INTRADOS evaluation done in early 1993 evaluated the current USAID/Egypt-funded
privatization activity (Partnership in Development) against other world wide experiences and
against programmed objectives. The members of the INTRADOS evaluation team had
substantial experience and knowledge of other privatization activities worldwide and were
able to provide extensive and useful infonnation on these privatization activities elsewhere in
the world. A review 01 the INTRADOS evaluation document provides a broader discussi.on



of the rationale for including some components in the program based on experiences here and
elsewhere. Following the analysis section of this Annex is a more detailed description and
analysis of the technical assistance required to fulfill the Project purpose.

Background - The Project Purpose is to assist the GOE with its privatization program
through institutional development and assistance for the sale of public enterprises and
properties. In order to achieve this purpose, the following types of assistance are required to
achieve the Purpose - (1) Assistance in the development of the organizations involved with
privatization and (2) direct assistance in the actual sale of Public Enterprises. The following
discussion provides the rationale for the proposed selection of activities to be undertaken and
the implementation methods to be used. The proposed implementation methodology of this
project is based on experience with the on-going privatization project in Egypt and
experiences of privatization in other countries around the world.

Project Activities - The following five components are critical to the privatization project in
Egypt:

Organizational Development - The Administrative Analysis in Annex E discusses the
capabilities of the organizations essential to the privatization process. Clearly, the Project in
order to reach its objectives will have to support these organizations. The decentralized
method of privatization employed by the GOE requires more resources than the centralized
method used by several other wuntries (refer to the discussion in Annex E), but until the
GOE chooses to create a different system for privatization, the project needs to provide the
technical assistance and training to strengthen the relevant organizations responsible for
privatization.

Sales - The sale of public enterprises is vital to efforts to stimu late economic
development in Egypt. Even with the assistance of A.LD. funding for privatization over the
last two years the GOE perfonnance in sales has been very disappointing. The expertise in
preparing companies for sale and actually closing a sale is not within the capability of the
GOE, at this time. To accomplish sales of PEs during the project (estimated at 50
companies/properties and 23 joint venture banks) the GOE requires assistance in valuation of
companies, preparation of sales offerings, reviewing the offerings and concluding the sales.
Currently USAID assists the GOE in these functions by providing technical assistance to the
Public Enterprise Office (PEa) to do valuations and preparing sales documents. Any
reduction of assistance in this area will surely halt the privatization of PEs. Other donors
(see Annex G) are providing very limited assistance in this area but not enough to sustain
progress in the GOE's privatization program.

Program Promotion - The lack of public support for privatization of Egyptian PEs has
slowed efforts. Newspaper articles and public statements made in the media tend often to
show a lack of understanding of the proved benefits of privatization. This lack of
understanding exists in most sectors of the population and economic groups. Experiences
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from around the world have shown that promotion efforts have greatly contributed to the rate
of privatization of PEs. The promotion effort is not merely a marketing/publicity effort but
needs to include the provision of concrete economic data and information for a wide range of
interested individuals. This promotion effort needs to be substantial in the early periods of
privatization and, although less is needed in the out years, a continuous flow of information
and media coverage will support the process.

Financial Instruments Development - In order to access adequate capital to purchase
the companies and properties for sale, new financial instruments may be required. This
component will assist the financial institutions both public and private in creating and
enhancing financial instruments necessary to provide new capital. Although not a major
constraint to privatization in all countries, in many cases the creation or further development
and implementation of financial instruments have overcome domestic capital constraints and
allowed for a wider distribution of ownership in the newly privatized companies.

Decision Making Support - Absence of this component would probably not halt the
privatization of some of the easier companies to sell, but the assistance to be provided under
this component will be important to resolving the more difficult policy and regulatory issues
which may face the "tougher sales" . Identifying and addressing problems early on will
result in establishing procedures to help solve or ameliorate subsequent problems which may
be encountered when privatizing the more difficult companies. Here, as in the above
component, not all privatization will require substantial effort to influence the policy makers
and legislators. But when those occasions arrive, thorough analysis ar.d its effective
presentation to the relevant government body can help remove obstacles or inlpediments to a
privatization or group of privatization. Examples of the issues which may need to be
addressed include issues dealing with the nationality of potential investors, release of
redundant labor from privatized companies, compensation of redundant labor, and state held
debt of companies to be privatized.

Evaluation - Experience in the current project has shown that substantial effort is
required for oversight of the privatization efforts of the contractors and for evaluating the
economic impact and performance of the GOE's privatization program. The importance of
having an objective and immediate review of the performance of the critical activities, actors,
and outside factors engaged in the privatization process is particularly important in the
changing environment of Egypt. Oversight, or this continuous evaluation function, is not a
major activity under the Project, yet should not diminish its importance. Independent review
of the process and players has always been vital to the A.I.D. project process. For this
particular project, a more frequent and comprehensive review is absolutely critical to project
success.

Implementing Organizations - The organizations required for implementation of the project
are listed below:

Public Enterprise Office - The PEO has the responsibility to coordinate the process of
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privatization. This key institution will require a:;sistance under the project. Over the last
two years A.LD. and other donors have used the PEa and its predecessor to implement
privatization activities. The PEa, because of its central role in privatization, will be the
GOE counterpart for the project.

Holding Companies and the Central Bank of Egypt/State Banks - Because of their
responsibilities e>f managing the companies, properties and other government holdings, the
Holding Companies and the CBE/State Banks have roles to play in the privatization of the
holdings. These entities are responsible for assigning companies for sale and for providing
the information necessary to evaluate these properties for sale. The HCs also control the
sales of the properties and will have access to the sales proceeds which are necessary for
obtaining the sale services.

Entities being Privatized - The State Owned Enterprises, Companies, and holdings in
Public Joim Venture Companies banks, become participants in the privatization process as
they are required to provide data necessary to assess the companies value and constraints to
privatization. These units are also critical in the process as they may not understand the
reasoning for privatization and thus should be kept fully informed of the process and
important issues such as the future of employees.

The three groups above of GOE organizations are all key to privatization of PEs and by
association will be participants in the project. It is likely the PEG and RCs (and to a lesser
(.,)(tent some Affiliated Companies) will re.ceive assistance in developing privatization plans
for companies and properties. They will also be involved in the selection of companies to be
privatized, determining the tinling for when they will be privatized, and review of the
offering memorandum and proposals (the original companies selected for sale were selected
independent of the HCs and ACs). They will also receive te,chnical assistance and training
under the Project.

Technical Assistance ~ontractor(s) - The Mission will also require the services of
professional consultants in seveml areas. Although there are many ways and sources of
obtaining these services, these technical assistance and training services will be required and
no other way of transferring these skills is possible. The training (long and medium term
training) can not be a large component of the assistance as the staff levels in all these entities
are limited and the employees too essential to be diverted from their responsibilities for long
periods. Most assistance would be in the form of on the job training, actually doing the
action for the GOE, or a combination of the two.

Merchant Banking Services Contractor .. Some of the necessary services required are
available from only a limited number or types of firms. Merchant banker services are in this
category. The task of preparing offering memoranda and doing valuations of PEs can be
done by technical assistance providers, but the sale of PEs (or other companies) is a
specialized service normaily done by Merchant Banks. Under the current project, Overseas
Bechtel Inc. has been responsible for preparing all the preliminary work for the sale of
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companies to be privatized and then GOE banks have been delegated the responsibility of
selling the company. The experience in Egypt has not been particularly good as essentially
none of the GOE-selected banks have had the required experience in selling companies.
Some of these banks reached agreements with Merchant Banks to provide this service while
others are still struggling to accomplish sales. To implement the current methods and
practice under the new project is not feasible, particularly since the sales cannot be
accomplished in a timely manner using Egyptian fmancial institutions. Merchant Banks
normally prefer to do their own assessments of companies they are employed to sell.
Combining the preparation of the company for sale and selling the company makes financial
sense as well as efficiently uses resources.

Evaluation Contractor - Experience with the on-going project has provided adequate
evidence of the need to closely review and evaluate the privatization process. In addition,
the economic analysis of this project assumes that a system will be in place and used
throughout the project to measure the economic impact of privatization on the domestic
economy. In many projects the TA contractor is tasked with providing these oversight and
evaluative services. However, it is felt that the privatization environment in Egypt is in such
flux and changes may be required in such rapid fashion, that employing the services of a
contractor to specifically just observe, report, and evaluate will be more beneficial to project
success. The introduction of another "pair of eyes" to continuously assess the situation and
report on the impact of project efforts and responsiveness of the key players is essential to
ensure Project success. The component (an independent evaluation contractor throughout the
project) is a direct recommendation coming from the INTRADOS evaluation to improve
implementation.

Methods of Implementation - The choice of implementing methods has been based both on
experience with the current project and other privatization experiences around the world.
For ease of presentation the technical assistance requirements will be discussed first,
followed by a discussion of training and commodities. The training services and
commodities will be procured through the TA contractors.

A.J.D. Direct Contracts - The two most broad and obvious options as to how the
A.J.D. financed assistance could be obtained is through either a direct or host country
contract. As noted in the Administrative Annex, the PEa, the GOE implementing agency,
does not have the necessary skills or capability to negotiate nor award contracts of the types
presented in the project. Although PEa may be capable of contracting for small value
services and commodities they do not have the trained people available for negotiatmg or
monitoring long term contracts for technical services. Since the PEG does not have the
capability to handle these contracts, the PEa would have to acquire that capability or the
Mission would have to do direct contracting. The PEG would not be able to obtain the
necessary capability within a reasonable length of time, thus project implementation would be
delayed. The choice of using direct contracts is not easy as the Mission is currently short of
contracting personnel and the likelihood of getting more staff is small. To implement the
project using A.I.D. direct contracts, the project will provide funding for obtaining and
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training one contract specialist (PSC position) to be used solely on privatization activities.
Because of A.J.D. accountability requirements, and the limited capacity of the PEG in
contracting, the only feasible method of obtaining the technical assistance in a timely fashion
is through A.LD. direct contracting.

Composition of TA contractor Tasks - The TA contractor is tasked with providing
numerous varying types of specialized services. The Project Design Team determined that
although there may be some disadvantages to requiring a single TA contractor to provide an
extensive list of services and professionals, one prime contractor with several U.S. and
Egyptian sub-contractors will ensure better coordination of services. This arrangement also
will be easier for the technical office to monitor and manage contractor performance. The
cost of the provi<;ion of these services through several separate contracts or through one
prime contractor may not diffe. greatly, although overhead costs to the project should
probably be less under one contract, but the amount of time which would be used by the
Mission in contracting with multiple fmns, advertising for multiple contract opportunities,
managing multiple contracts, not to mention the time needed by technical evaluation
committees and others to review multiple RFPs, all would add up to an inefficient and
unacceptable dedication of scarce Mission resources.

The TA contractor is also providing a Merchant Bank Advisor as a part of its requirements,
as opposed to this position being provided by the merchant banking services contractor. The
reason for the inclusion of this professional is to assist the PEG in coordinating sales of PEs
and other activities undertaken by the USAID-funded merchant banking services contractor,
and to assist the PEa in oversight of other Merchant Banks (or other providers of the
services) who are funded by other donors or the GOE. This individual will have greater
objectivity and ensure that there is less opportunity for conflict of Lnterest situations involving
the merchant banking services contractor. The sub-contracting of technical assistance
services from U.S. and Egyptian fmns is a common method of managing A.I.D. contracts in
Egypt. Although the contract proposals provided by the prime contractor may require more
time to review, the eventual management burden for the Mission will be lessened through the
contracting arrangements proposed above.

Level of Effort Contracts - Although completion type contracts are now the preferred
method of contracting for services, not all project requirements can be met by this type of
contract. For the provision of assistance by the TA contractor and the Evaluation contractor,
the contracts should be level of effort, cost reimbursement (cost plus fixed fee). Annex F
provides further discussion of this issues as do the two waiver requests (in Annex N) for
allowing level of effort contracts for the TA and Evaluation contracts.

Completion Contract - The nature of the Sales B element of the project lends itself to
a completion type contract with a merchant banking services contractor. The terms for
receiving the engagement fee (as discussed later in this annex and in the Procurement Annex)
will be paid to the merchant banking services contractor upon rece\pt of documentation
confirming an agreement between the Holding Company (or other GOE entity charged with
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controlling the sale of the PE or property) and the contractor on conditions for payment of
the contractor for services following the sale of the PE. Upon presentation of a letter of
agreement, the Mission will release the agreed amount of engagement fee negotiated in the
USAID contract with the contractor. This rather simple contract structure is proposed to
reduce the contract management burden on the Mission.

Source of Technical Assistance - As required by present federal government
procurement regulations, all prime contractors will be from the U. S. Although the Project
Paper and budget estimates contemplate that the prime contractors may subsequently
subcontract with local firms, the level, extent, and value of subcontracting is currently
uncertain. It is unclear whether the TA prime contractor would seek to directly employ
individuals to fill some of the professional positions, or whether they will seek to subcontract
with Egyptian firms to fill some of the positions. In all cases, the implementing contractors
of the Project will be expected to comply with the source, origin, and nationality
requirements of A.J.D. Handbook lB, or seek waivers of these requirements for allowable
reasons. Although all of the professional services needed to implement the project are
probably available from U.S. sources, services of Egyptian nationality will be important to
help build a local capacity to sustain the GOB privatization program after the conclusion of
A.J.D. funding. The services of the Merchant Bank contractor will be of U.S. nationality as
well as will associated banks or organizations directly involved in providing the sales
assistance. The Mission anticipates some type of Merchant Bank consortium to be formed
and led by one bank.

Engagement Fees - In that no Merchant Banks are actively engaged in sales of
Egyptian companies at this time, it is expected that sume type of enticement or risk payment
is necessary to get them engaged in assisting the GOE in selling PEs. The provision of
Merchant Bank services to accomplish the actual sales is frnancially and technically sound.
As discussed earlier, t..e use of a Merchant Bank to do the valuations is necessary for the
sale, will expedite the process, and reduce the expected costs of selling PEs. The current
experience with Overseas Bechtel Inc. (OBn doing the valuations and a GOE bank or
financial institution being responsible for the sale (some of these local institutions have
subsequently gone to Merchant Banks because the necessary technical skills to conclude the
transaction are lacking locally) is time consuming and the more players involved the greater
the chance of delays. If inducing Merchant Banks to Egypt to provide services under the
contract entices these banks to continue to operate in Egypt, then the institutionalization of
the process is also enhanced.

Continuous Evaluation - The project has included a separate evaluation component
which will be responsible for continuously collecting information and data and reporting on
the progress of the project (contractors and GOE entities) and analyzing the economic data to
provide the GOE with statistics which show the economic effects of privatization. The
inclusion of this component was a technical decision of the TI/F! office supported by the
INTRADOS evaluation. The rapidly changing environment in the privatization efforts of the
GOb has negatively affected implementation of the current privatization activity. In order to

- Annex D 7 -



be more aware of changes in conditions anJ be in a position to rapidly adapt the Project to
those changed conditions, this evaluation activity is included.

Training - Training activities, limited as they are, will be financed and managed
through the TA contract. As the needs assessments have not as yet been completed, the
actual value and extent of staff training can not yet be determined. The training will be of
short duration and generally done in-country, except for observation trips, conferences and
the like which could be in the U.S. or other developed countries. The limited staff of the
PEO and the Holding Companies mean that even medium term training will be restricted to a
few people. On the job training by the TA professionals will be the prime method of skills
transfer in this project.

Life of Project - The Project is designed to be completed after only five yea:-s of activity.
Only four of those years will involve the actual provision of assistance by the TA and Sales
contractors. First of the contracting actions, the Evaluation contract is expected to be
awarded by December 1993. The current privatization project is funded through OBI until
June of 1994. If the contracting of all technical assistance can be accomplished as projected,
this project will be able to easily manage the shift from one contractor to another. On the
other hand, if contracting for the technical assistance is delayed, a serious gap could develop
in the GOE's privatization program, as USAID plays a critical role in its implementation.
Provision of TA and sales assistance after 1998 will probably not be of much benefit as
privatization will either be working efficiently by then, or the political environment will be
such that privatization is not possible.

The following sections provide outlines and detailed discussion of each of the project
components, their expected accomplishments, and possible associated tasks:

Program Promotion Component

Background

There currently is limited understanding about what privatization means in Egypt. This is
tme in all quarters including the government, labor, and private citizens. Mis
communication about the process and its relationship with the general economic reform
program has further confused the issue. The local business community and segments of the
international business community are also unaware of the commercial and business
opportunities privatization will generate in Egypt. The shortage of information available
about companies to be sold, in addition to a lack of understanding about the transaction
process, has curbed the potential for new investor interest.

Egypt has much to learn from the experiences of other countries in designing a
communications program for privatization. The lack of a well-orchestrated education
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program in Egypt is similar to what existed, for example, in the United Kingdom and Sri
Lanka when these countries began to carry out their privatization programs (see Attachment
I to this annex for more infonnation on these programs). At the outset, both countries
experienced resistance to privatization in part because the governments had not organized
their approach to privatization. However, they did both eventually design public relations
programs that helped their privatization efforts.

The GDE has begun to acknowledge the importance of the comprehension of the
restructuring and privatization program by both the public and private sectors. The PED has
recently initiated an effort to develop a professional communications program. It will be
creating a new unit to deal exclusively with setting the communication policy for the program
and carrying out its activities.

The Project will work with the PED in designing and setting up its communications program
as it pertains to privatization. The Project will provide technical assistance to the PEa
communication personnel to support the design and implementation of a communications
campaign that will involve foreign and local investors, GOE officials, and oth~r audiences.
Key to program success will be the targeting of strategic decision-makers and entrepreneurs
to actively involve them in the privatization effort. For a number of reasons, public relations
work must be handled carefully.

Component Sub-Purpose and Expected Accomplishments

The sub-purpose associated with this component. is to help in the fonnulation of an effective
local and international public relations program to educate about, and gain the suppon of
key audiences for, the opponunities and benefits presented by privatization. Using the
experiences of other countries, this Project will provide technical assistance to the PEa, and
perhaps other elements of the government l

, to develop and carry out a strategy to achieve
this sub-purpose.

The expected accomplishments of this component include:

1. The development of a clear sense of purpose and ability to communicate an image
unifonnly and aggressively by the PED and the HCs;

2. The development of the capacity of the PEa and the RCs to defme, structure, and

IInitially the Project will work with the PEO. There exists, however, the possibility that, because privatization
is such a high visibility and politically sensitive activity, that the GOE will assign one or more other agencies to
assist with this effort. Should that decision occur, the Project would review the possibility of also working with
the other agency(ies).
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communicate the privatization message;

3. The generation of new foreign and local business interest in Egypt;

4. The gaining of support for privatization from key, targeted groups; and

5. The fonnation of local institutional and private sector capacities to carry out the
c0ll11l1l1llications in support of privatization and the larger economic refonn program.

The Actors

Both the PEO and the Project-financed Technical Assistance Services contractor have roles to
play from the start in Program Promotion.

The PED is expected to establish a new small Public Relations Unit of professionals to focus
on public relations and other communications activities. A Public Relations Specialist
position at the PEO has been established, but has not yet been filled. It is anticipated that
this Specialist will head a PR Unit of two or three other professionals and will develop into
the spokesperson for the PEO and more generally for the GOE privatizatio!l program. It
should be noted that the work of the Unit will cover all the activities of the PEO and not just
the privatization activities. The Project will provide the Unit with technical assistance to
implement a communications program for privatization. Technical assistance will focus on
strategic influencing activities and will include the provision of the services of both a local
advertising/communications agency and an American public relations or organizational
development firm.

The Technical Assistance Services cofllractor will manage all Project technical assistance for
this Component. A sub-contract with a local advertising agency and/or "think tank" is
anticipated. Although there are capable adveltising agencies in Egypt, no finn specializes in
public relations per se. There is a lack of familiarity among Egyptian communications
professionals with many current public relations techniques and methodologies used in
privatization programs worldwide. This is a shortcoming that could have serious
ramifications for the success of the Egyptian privatization program. However, it is
imperative that an Egyptian agency well conversant with the domestic market and ways of
exercising strategic influence be fully involved in this process.

The services of an American public relations or organizational development finn will be
included as part of the Technical Assistance Services contract provided for by the Project.
The expatriate finn will play an important role in supporting the development of a
cOllll11unications program with the local agency and the PEO.

Target Audiences

A tentative list of six principal target audiences to which the communications effort might be
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directed has been u.kntified. The list is subject to study and revision. It is more illustrative
than definitive.

Group A

Group B

Group C

Group D

Group E

Group F

Members of middle and upper classes who may oppose or support
privatization: union leadership, management of public enterprises, academia,
journalists, religious leaders, and chambers of commerce;

Experienced investors and fmancial institutions: strategic investors,
multinational corporations, local business people fmancial community,
international merchant banks, local merchant banks, local financial institutions;

Decision-makers: public and private sector individuals at strategic points in the
privatization process;

Public sector audiences: PE bureaucrats, the Economic Cabinet, the People's
Assembly, and regional development institutions;

Working class audiences: public sector industrial workforce, union rank··and
file and working classes in general, local associations; and

Sectors not directly affected but which could remain neutral to industrial
transition unless their support is actively sought: consumers, business leaders
and large-scale entrepreneurs, civil leaders and local elected officials,
professionals, the military, and college graduates.

Tasks to be Accomplished (Possible Scope of Work)

The development of a clear sense ofpurpose and the ability to communicate an image
uniformly and aggressively by the PEO and the HCs (#1)

Provide support to the PEO staff, as well as the HCs, in drawing together a consensus
on goals and objectives of the privatization program; this could be supported by staff
retreats, leadership training, and consensus building workshops;
Help the PEO and HCs staff understand how to present a uniform II picture II of the
program through communications/public relations training, informal work shops, on
the-job training by public relations experts, and site visitations to other country
ProbranlS ;

Help in the development of leadership within the PEO to guide the privatization
process; and
Coordinate this process with the HCs and local sub-contractors to ensure a consensus
in approach and unity in implementation.

The development of the capacity of the PEO and the HCs to define, structure, and
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communicate the privan'zation message (#2). The tasks required are:

Help the PEO and the HCs to define the major privatization goals;
Work with the PEO and HCs to formulate goals into an appropriate structure to
solidify and communicate them effectively;
define the critical issues and players that must be targeted to carry out a successful
privatization program; develop a methodology for regularly reviewing the issues and
players; this task may include opinion surveys and/or other sounding techniques;
Provide counsel and advice to the PEO and HCs to work with new groups of
opposition as they arise;
Provide training, technical assistance, and operational support for all public relations
activities based in the PEO. This will involve the development of newsletters, press
releases, newspaper and magazine articles, and mass media campaign; and
Develop regular communication avenues to meet with, talk to, and work with target
groups. Develop educational packages that incorporate identified concerns and
address them convincingly.

TIle generation of new foreign and local commercial interest in Egypt (#3). The tasks
required are:

Conduct an assessment to decide the types of businesses interested in Egypt - their
interests and concerns. Use this information to help the HCs both develop their
business plans and in deciding a strategy for finn sales;
Design and carry out a public relations and information program for foreign investors
and the international financial community, Le.

identify qualified sources of information on investment sectors;
gather and disseminate information;
act as a source of resources on investment climate information, sectoral facts
and figures, and technical data;
explore the possibility to link these efforts into on-going programs (for
example, the American Chamber of Commerce in Egypt may be setting up an
investor information center); and

Support a coordinated and collaborative sales promotion campaign based either in the
office of the contractor or in the PEO, Le.

establish good working relationships with the international merchant banks
involved in Egypt's privatization program;
develop affiliations with local Chambers of Commerce and other private sector
groups promoting commercial activity in Egypt;
work with OPIC, FIAS, IFC and others to encourage their interest in Egypt,
sharing information, and providing investor insurance and fmancial assistance
where needed;
In response to initial inquiries, provide follow-up information to interested
investors or financial institutions;
Explore the potential to tap "passive" or managed funds for investment;

- Annex D 12 -



Develop lists of potential buyers and investors: monitor buyer offerings in
Egypt and other countries; monitor activities of international merchant banks;
and
Develop a system to track and monitor impact of business promotion
campaign, to include: an initial awareness assessment, design of ideas and
programs to meet "gaps" of understanding, ad hoc sample assessments of
communication campaign's impact.

The gaining of suppon for privatization from key target groups (#4). The tasks required
are:

Develop profiles of information for target groups to help them understand and keep
abreast of the privatization program;
Identify and monitor major issues, constraints and problems faced by the different
target groups that effect their acceptance of and support for privatization;
Help in the formulation and implementation of creative and effective public relations
programs for targeted groups based on the identification of key issues and the groups
most likely to be affected;
Incorporate key private sector leaders into the communications process (including
selected members of the press, He chainnen, business leaders); actively involve them
in what is being done in privatization and how the private sector can playa supporting
role;
Develop and maintain a list of opinion makers; monitor what they are saying, their
arguments and validity; address key points being made through the Project's
communication mechanisms;
Develop contacts with private sector organizations and associations in other countries
undergoing privatization. Draw lessons learned from these organizations for Egypt
and apply them into training programs, workshops, and skills development; and
Identify exemplary countries for site visitations and exchange programs.

The formation of local institutional and private sector capacities to carry out the
communications process in suppon of the privatization program (#5). The tasks are:

Provide training to personnel from the Project's local sub-contractors; hold skills
development workshops on current public relations techniques and methodologies;
Provide training and site visitations for Egyptian journalists, local sub-contractors,
and public relations flfIIl employees - to learn about other country's privatization
programs; and
Explore the possibility of working with USIS in E~L:;;t to develop training programs
for Egyptian journalists.

Estimated Level of Effort
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To maintain the momentum established by the PD-P Project, the activities of this component
will begin immediately upon the award of the contract. Although there are several
accomplishments that entail establishing a unified approach to communications, the contractor
will be expected to initiate activities associated with accomplishments #3 through #5 (e.g.,
generating foreign and local commercial interest, gaining support from target groups, and
providing assistance for local institutional development) within the first six months of
contract award. The contractor will provide the services of the following professionals:

One Egyptian communications specialist, four years full time;
American experts in communications, privatization, media, strategic influencing,
business promotion and other relevant fields available for regular visits, equivalent of
60 person months; one of the experts must serve as the anchor senior short tenn
consultant and oversee the use of other experts short tenn;
Egyptian experts in media, vid~o, print, public opinion polling, business promotion,
and other relevant fields, equivalent of 60 person months; and
An Egyptian communications assistant, for four years.

The Egyptian communications specialist will be based at the PEO part-time and at the offices
of the contractor (see details below) part-time. Similarly the American anchor consultant
will have space available to him/her at the PEO, but also at the offices of the contractor.
The other short tenn consultants will be based in the offices of the contractor.

The contractor (or subcontractors) must also have the facilities and equipment to prepare,
produce and distribute communications til :mgh all media including newspaper, radio,
television, news letters, mailings, press conferences, seminars, and speeches.

Qualifications of the Finn

The Technical Assistance Services Contractor will manage all Project technical assistance for
this Component. If the Contractor does not have adequate expertise in the areas required for
this Component, it will be necessary to develop a sub-contract with another American finn
specializing in these areas. A sub-contract with a local advertising agency capable of public
relations work and media production is anticipated. The American fmn will playa lead role
in these activities but must involve the local finn in every stage. Initially the local finn may
not have many technical skills required to carry out this component but can gain this capacity
through fonnal and on-the-job training with the American experts.

The Egyptian communications expert will provide the long-term continuity to carry out this
component. Similarly, one of the American experts will serve as the anchor consultant, visit
the Project regularly and help manage the use of other American and Egyptian experts.
Through the guidance of the Chief of Party (COP) and the help of short-tenn technical
assistance, these persons will have a key role in accomplishing the tasks of the Component.
What follows is a list of the qualifications required of the local and American firms.
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Local firm: The finn will demonstrate the potential to successfully implement a
public relations program in Egypt and experience in designing and implementing
targeted communications campaigns. It must have the capacity to write and edit
newsletters, articles, and press releases on a variety of topics. It will have ability to
support training programs. It will also have experience in devel<?ping professional
brochures and educational and information packages. It will also have extensive
network of local fmns and organizations involved in the communications business.
This fmn will be responsible for providing the local public relations or
communications expert, probably an administrative assistant, and supply project
related assistance (such as identifying professional printing houses, finding locally
available specialists to perform short-term functions, and supplying general office
assistance). The local finn should consider the possibility of working also with an
organization which can handle the substance of the message. The Egyptian Center for
Economic Studies could, for example, help understand and respond to the substance
of the concerns of some of the key target groups.

American public relations or organizational development firm: The finn will
demonstrate extensive background and experience designing and implementing public
relations programs in the United States and developing countries and proven success
in carrying out corporate communications campaigns and investment promotion
programs. It will have knowledge of and experience in developing infonnation
awareness programs and educational packages for the international business and
financial community as well as experience in writing and distributing newsletters,
newspaper and magazine articles and press releases. It will have experience working
with local governments in the development and implementation of a public relations
program as well as the capacity to implement training programs for journalists and
target audiences. To lend continuity to Project implementation, it will have the
internal capacity to provide short-term technical assistance from in-house resources.

Organizational Development Component

Background

The Administrative Analysis (Annex E) evaluates the institutional framework for privatization
in Egypt, and highlights the need for strategic guidance for the nascent organizations
responsible for privatization, namely the seventeen RCs and the PEO, as they move to
strengthen their organizational capabilities to effectively execute the program.

The RCs are responsible for developing strategic plans and initiating privatization actions for

- Annex D 15 -



their respective AffIliated Companies (ACs? Many RCs, however, do require assistance in
carrying out the privatization plan and carrying out their responsibilities under this program.
The RCs have not been well informed during the on-going privatization process and must be
better assimilated into the process. At this time, the HCs possess limited institutional
capability to handle their role as implementors of the privatization effort.

The PEO, which is responsible for providing all the technical and financial assistance to the
HCs and ACs, has a difficult and complex role. The PEG currently requires additional
technical skills to provide the leadership to direct the aOE privatization program. It faces
the challenge of quickly strengthening its structure, personnel, and procedures and gaining
the experience necessary to accomplish effectively what is expected of it.

Other countries have faced similar difficulties in organizing their privatization programs and
their experiences are instructive. For example, the Philippines privatization program was
developed in a very decentralized manner and as a result faced a variety of bureaucratic and
organizational obstacles. More successful, centralized approaches were taken by countries
such as Mexico and Canada (for more information on these examples please see Attachment
I of Annex E).

The USAID Privatization Project will include an organizational development component to
address many institutional obstacles faced by the privatization program. The component will
focus its energies on the major organizational players: the PEO and the HCs.

Component Sub-Purpose and Expected Accomplishments

The sub-purpose associated with this component is to help the Res and the PEO to
Slrengllzen their organizations and their ability to effectively carry out privatization.

The major expected accomplishments of this component will include:

I . The development of the organizational capabilities of the RCs to effectively carry out
privatization; and

2. The development of the organizational capacity of the PEO to provide the vision,
leadership, and technical skills necessary to propel the privatization program.

The Actors

The principal actors in the Organizational Development Component will be the main
organizations involved in privatization, namely the Privatization Team of the ReS and the

2For the PJVC banks, the PEO will take the lead and the Central Bank of Egypt will act as a quasi-holding
company.
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PEO as well as the Project Technical Assistance Services contractor.

The Privatization Team of the Holding Companies. The HCs manage a diverse portfolio of
properties. They are led by a Board of Directors consisting of private sector delegates,
representatives from the ACs, and a chairperson. Although each HC is structured
differently, they usually have separate departments that focus on functional areas, such as
finance, administration and technical areas. The procedures and guidelines developed for the
privatization program mandate the HCs to establish a Privatization Team (with
representatives from the AC being privatized) to take each property from evaluation to sale.
When established, these Privatization Teams will be the coordinating entities regarding each
privatization transaction.

The Public Enterprise Office. This small organization is the technical secretariat to the
Minister of Public Enterprises. Its function is one of providing assistance and guidance to
the HCs and their Privatization Team. However, the PEa is also charged with rendering
leadership to advance the privatization program. The PEO has several units: training,
restructuring, privatization, business planning, economics, and public relations. There is at
least one professional in each unit. Although currently understaffed, it now has the funds
(from the World Bank) to hire an expatriate counterpart advisor for two of the units.

Project Technical Services Contractor. Expatriate and/or Egyptian organizational
development (OD) advisors will be required to provide assistance aimed at helping these
organizations develop core competencies in the field of privatization. The specialists will
work directly with the PEa and the HC Privatization Teams to strengthen their ability to
organize around privatization tasks. Specific expertise needed may entail many different
areas. Assistance, for example, in facilitating the preparation of organizational plans in
support of privatization; building procurement capabilities; fashioning personnel systems;
instituting performance evaluation and reward systems; developing career training programs;
and doing a better job of outreach, will be provided through short-term experts.

The OD advisors will develop sometimes quarterly, sometimes monthly, mini-retreats to
work with the PEO and the HCs to become more effective organizations. They will also
work on a more constant basis on certain tasks that require more concerted attention.

The fllOctioning of the main institutional actors involved in privatization -- the HCs and the
PEa is central to the progress privatization can make. How they operate -- separately and
together -- will be critical to the entire program. To achieve this component's objectives,
those involved in the project must have a clear sense of what their product is. It must be
effective and efficient HCs and PEa. Below are working defmjtions of what would be
considered viable, competent organizations. All associated tasks should be designed with
these definitions in mind.

The Ideal Holding Company and Privatization Team - The HCs must exercise competent
stewardship of their group of properties to be privatized. The Privatization Teams must
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possess the internal expertise to oversee and effectively execute the privatization process.
The Hes must maintain competency in areas such as business administ~tion, strategic
planning, and fmancial management. They must manage the business property sales process
in a competent and timely manner. They must also deal with spec,ific problems of the ACs,
especially labor redundancy and AC indebtedness. HCs should also promote and support a
competitive environment in their sector(s) that breeds efficiency.

The Ideal Public Enterprise Office - The PEO must provide leadership to the privatization
effort and have the authority to carry out its vision. The PEO must obtain the level of
expertise necessary to advise and inform the HCs on the alternatives available during the
privatization process, i.e., donor funding packages, 'i1nancing techniques, technical
assbtance, and restructuring options. It must deliver a set of quality services on time and on
target. It must maintain good working relationships with all key actors and deal creatively
with challenges as they arise. The HCs must see the PEO as their best collaborator in
privatization and must demand first rat0 support from the PEO.

The HCs and their Privatization Teams are the main institutional actors. The Project will
supply technical assistance to these entities with the coordination and guidance of the PEO.

Tasks to be Accomplished (Possible Scope of Work)

The major theme of all work to be accomplished under the organizational development
component will be development of the He Privatization Teams, the PEO, and AC
management into organizations capable of carrying out privatization. The ability to inspire
improvement -- among individuals and organizations -- will be key to establishing institutions
that will not only function efficiently under the Project but will continue to meet the demands
of future GOE programming. A tentative list of tasks associated with major component
objectives is provided below.

The development of the organizational capacities of the HCs to effectively implement
privatization (#1). The tasks are:

Help empower the RCs in terms of authority and responsibility to implement the
privatization program; develop the skills necessary to make helpful presentations and
to gain approvals from senior decision-makers and provide guidance to the
implementors of privatization;
Help establish well functioning Privatization Teams within the HCs to implement their
privatization program;
Help the HCs use the technical assistance available from the PEG;
Help the Privatization Teams develop expertise in the evaluation of bids and proposals
from merchant banks;
Design and carry out practical training programs and site visitations that may include
assistance in business planning, strategic planning, fmancial management,
privatization procedures;
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Help in the generation of strategic plans on two major issues, namely labor
redundancy and AC indebtedness; and
Provide technical assistance and guidance to the ACs to understand, accept, and
advance the privatization program.

The development of the PEO's organizational capacity to provide the vision, leadership and
technical skills necessary to propel the privatization program forward (#2). The tasks are:

Help develop the PED's capacity to provide advice and counsel to the HCs in
devising business plans and sales strategies;
Help strengthen the PEG's capacity to monitor the implementation of HCs husiness
plans;
Help develop the skills that the PEG will require to win approvals from senior
decision-makers on the privatization program;
Help the PEG to defme its major objectives; identify obstacles to their
implementation; and design a strategy to achieve stated goals;
Develop a personnel system that has the capacity and authority to hire and attract the
best and the brightest in the country; obtain the ability to fIre non-essential or non
performing personnel;
Support good working relations with the HCs and ACs;
Develop institutional arrangements to assure an orderly, transparent process for the
PEG;
Assist in the on-going assessment and modifIcations of GOE procedures for
implementing privatization;
Help in the development and adoption of a comprehensive code of conduct and
regulation of the PEG's operations;
Design a manual of administrative procedures to guide the orderly development of an
effective and results-oriented PEG;
Conduct a training needs assessment for the PEG staff and identify relevant training
opportunities for increasing their effectiveness; work closely with the PEG training
officials to design workshops, seminars, and study tours abroad for those responsible
for monitoring the privatization program;
Design an accounting and fmancial system manual to guide the PEG in the
management of donor agency funds, and to ensure accountability for public resources
entrusted to it; and
Design a mechanism for the PEG for assessing and monitoring its organization, staff
and resources, and capabilities.

Estimated uvel of Effort

fhe activities of the Component will begin immediately upon the award of the contract. An
organizational development needs assessment and workplan will be completed in the fITst
month after contract award. As prioritized in the workplan, activities addressing component
accomplishments will commence in the subsequent two to three months. The contractor staff
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for this component consists of:
Core team of three organizational development specialists, two Americans and one
Egyptian, working intennittently throughout the four years, probably for a period of
two weeks each quarter; equivalent of 16 person months for the American specialists
and 16 person months for the Egyptian specialist and
American and Egyptian experts in areas essential to well-functioning organizations,
e.g, personnel systems, procurement systems, and internal procedure systems; the
equivalent of 20 person months each for American and Egyptian experts.

The organizational development consultants will be accommodated in the offices both of the
PEG and the contractor.

Qualifications of the Consulting Firm

The successful firm will have a strong background in organizational development and
institution building in developing countries. The finn will demonstrate:

Proven ability to provide advice and assistance to organizations. requiring significant
strengthening;
Experience working with governments (or other institutions) to implement complex
and multi-tiered programs;
Experience in designing and implementing targeted training programs for
organizational development;
Knowiedge of "model" organizational development efforts in other developing
countries that can be tapped for site visitations and inter-government collaboration;
Capability of providing regular, short-tenn professional advisory assistance on an as
needed basis in areas identified above;
Ability to provide continuity providing the same individuals for short assignments
over the life of the Project;
Institutional knowledge on the organizational requirements and potential institutional
obstacles peculiar to carrying out complex programs like privatization;
Capacity to work in developing country settings; and
Experience in working with A.I.D. and host country governments in the Middle East.
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Sales Component

Background

Selling state-owned businesses in developing countries is a complex process and must be
managed professionally to ensure a successful sale. Recent examples of privatization in the
U.K., Spain, Nigeria, and Mexico have involved international merchant banks with
established local merchant bankers working in joint arrangements. These banks have played
a role in providing overall advice to the government, assistance in developing action plans,
identifying potential buyers, analyzing offers, and assistance in final negotiations. The
approach of Mexico toward using merchant banks for undertaking sales transactions is
discussed in Attachment 2 at the end of this analysis.

As the market in Egypt for selling and buying businesses has been virtually non-existent for
the past 40 years, Egypt has not developed merchant banks3

• Some existing commercial
banks would like to develop merchant banking capabilities and operations. Although the
present policy of Egyptian fmancial sector authorities appears to favor the development of
universal banks or multi-banks and thus allow the commercial banks to move into merchant
banking operations, this development will require considerable time, expense, and effort; the
commercial operations of most Egyptian banks are rather weak to begin with. In Egypt it is
possible that financial institutions other than commercial banks may develop and prove more
aggressive and capable of participating with the expatriate merchant banks in this work.

USAID and the GOB have learned an important lesson through the existing Partnership for
Development (Privatization) Project. Under that project, an AJ.D. direct contract was
competed for a wide range of support services for the GOB privatization program during its
initiation. Proposals were solicited from all fmns with the anticipation that a consulting firm
would be able to pull together a number of subcontractors to assist in providing the range of
services. Two responsive proposals were received, both from consulting firms; and the
contract was signed with one of them. In fact USAID and the PEG have chosen to utilize
the contractor and its subs principally to carry out due diligence4 work and to make
estimates of the value of a number of finns. The contractor has not been used to then take
the firms to sale, even though the contractor has individuals with considerable merchant
banking experience on its in-country staff.

3The term "merchant bank" is used deliberately in this paper although the term is used more in Europe than
the United States. The term "investment bank" is used in the States, but within the A.J.D. organization the term
has oftentimes been used in a very narrow sense for banks in developing countries, frequently started by donors,
which take equity positions in development projects.

4The basic function of due diligence, using the term in its broadest sense, is to assess the benefits and the
liabilities of a proposed acquisition by inquiring into all relevant aspects of the past, present, and predictable future
of the business to be sold/purchased. The term is also used, more narrowly, to describe the duty of care and review
to be exercised by officers, directors, underwriters, and others in connection with offerings of securities/companies.

- Annex D 21 -

\0/



Both USAID and the PED came to recognize that a different type of contract, and probably a
different type of firm, was needed to take the fmus to sale. The contract should provide
incentives to go the extra mile in marketing the public enterprise finn, to get the best deal
possible for Egypt. It became apparent that there are probably good reasons for consulting
firms to stick to consulting and merchant banks to stick to merchant banking. It also became
apparent, because any merchant bank assigned to sell a property would do its own due
diligence work and make its own estimates of value, that asking a consultant to do these
tasks first before turning the property over to merchant bank was a waste of time and money.

A decision was made to pass the frrst group of evaluated/valued firms to sales agents to take
them to sale. Unfortunately, it was a not-weU-infonned political decision; local commercial
banks with no relevant experience or expertise were assigned as sale agents, apparently to
put an Egyptian face on the privatization program. The banks did not have the ability to do
the due diligence or to do an estimate of value. A month later the decision was amended and
the local banks were urged to take on foreign merchant bank partners to assist with the task.

Out of this experience, and in recognition of the lessons from other countries, the Res and
the PEO have decided to employ experienced merchant banks to take properties from the
very beginning of the sales process all the way through to the sale itself. It has become
apparent that, to support an aggressive privatization strategy, foreign merchant banks with
experience in selling state enterprises will need to be brought in.

The PEO has developed a program, with the assistance of the World Bank, to utilize what
they are calling "multi-transactional contracts," with foreign merchant banks to sell batches
of properties. A World Bank loan, combined with success fees to be paid out of the
proceeds of the sales, will allow the PEO, jointly with the RCs, finance and contract for
these services. The PEO at one point informally requested of USAID that the Agency grant
funds simply be added to the World Bank scheme to finance the host country contracting of
these "multi-transactional" contracts and suggested that other donors intended to do likewise.
That request has since been retracted in favor of a USAID suggestion that A.LD. direct
contracting with American merchant banks would be a more appropriate use of United States
funds. It also now appears that few, if any, other donors will utilize host country
contracting.

Although USAID wants to coordinate its privatization efforts with those funded by other
donors, it does not consider that the PEO and the RCs presently have the requisite
procedures and skills to administrate this effort. For tltis reason, USAID will contract
directly with a group of three to five merchant banks to help in the sales transactions under
this Project. The PEO concurs.

The GOE goal for privatization is not simply maximizing the revenue from the sale of its
properties. Nor is it simply to get the GOB out of the business of business. The Project will
also attempt to draw on other countries' experiences in using privatization to support the
development of a stronger private sector. The PEO and the Res have detennined that the
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transfer of new technologies, opening of new markets, engendering new management
techniques, and boosting private sector competitiveness are goals of their privatization
program. Although peripheral to merchant bankers' priorities, these issues must be given
adequate attention during the course of privatization.

Currently, the GOE privatization program is moving forward principally in response to
leveraging from the World Bank, IMF and USAID. Privatization efforts may expand or
contract in the future as a response to the intensity of these pressures. For example, the
World Bank is presently encouraging the GOE to privatize other areas of its economy such as
the banking industry. The GOB in response has decided to privatize 23 of the PJVC banks.
USAID has agreed to help with this effort under this Project, although the Project
Identification Document (PID) did not contemplate the involvement of tius Project with these
banks.

The GOE privatization program may grow in the next few years as the economic reform
program takes hold, as the economy becomes more liberalized, and as European, Japanese
and Middle Eastern donors become involved in this area and complement the work started by
USAID, UNDP, and the World Bank. These efforts will place increased management and
administrative burdens on the PEO to orchestrate its privatization process. The lack of
experience on the part of the PEO and the HCs in manCl.ging merchant banks will be partially
overcome through the Project funding of a Merchant Bank Advisor and an Associate Advisor
to provide consultant advice and technical assistance in managing the transaction process.

The changing dimensions of the GOB privatization program will require continuing flexibility
of the USAID Privatization Project. To be effective, it must be able to adapt contractually
and structurally to the GOE program. Given the existing set of conditions, the Sales
Component is structured within two major elements:

"Sales A"

"Sales B"

refers to the element of this Component which provides only technical
assistance and advice by a Merchant Bank Adviwr and an Associate
and does not carry out the sale; these are consultant services, are not
transaction oriented, and will be provided by a contract for technical
assistance services.

refers to the element of this Component which carries out the sales;
these services will be provided by a contract for merchant banking
services.

Component Sub-Purpose and Expected Accomplishments

The sub-purpose of this component is to provide technical assistance to work with the Res
and the PEa to privatize identified properties. The expected accomplishments will include
the following:
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1. A logical and steady flow of properties being offered for sale;

2. Appropriate assignment of batches of properties to the Merchant BdIlk Group and
other sales agents;5

3. The sale of 50 PEs and 23 PNC Banks, (73 actual I privatization");6

4. Building a stronger private sector, where appropriate, through the transfer of new
technologies; encouragement of new investments; opening new markets; bringing new
management techniques; increasing competition; and encouraging competitiveness;
and

5. The advancement of social goals, as long as the cost-efficiency of the sales transaction
process is not seriously compromised.

The Actors

Four main actors will be involved in the sales transaction process. These include the HCs
and their Privatization Teams, the PEG, the Merchant Bank Group, and the Merchant Bank
Advisor.

The Holding Companies and their Privatization Teams - The Res are the principal decision
makers. The Privatization Teams will carry out most of the work and implementation
decision making. They recommend to sell or not to sell. If they decide to sell, then they
manage all aspects of the sales process. Should they decide to handle the sale in-house, it is
their prerogative to do so. Should they decide they need assistance they can contract directly
with their own funds with merchant banks, or any other firms or individuals, for such
assistance. Should they require donor-funded assistance, they must normally direct their
request to the PEG. The final decision to sell any property must be ratified by the general
assembly of the HC. The Public Enterprise Minister, as chairman of the HC general
assembly retains the right to veto any transaction7

• As noted in the Administrative Analysis

5As mentioned elsewhere in this Paper, other merchant banks will also be contracted, with funds from other
donors and the GOE, to carry out sales.

6properties in tbis Paper are defined to include both companies and major assets of companies. As noted
elsewhere in this Paper, the preference of the Project will be to work towards the sale of whole companies rather
than pieces of companies.

7The HCs are stewards of GOE property. If the GOE decides that an HC or some of its personnel are
carrying out their responsibilities improperly. it may make changes in personnel. The GOE, through the Public
Enterprise Minister (PEM), may also veto actions of the HC board of directors and/or general assembly. It is
assumed, since the PEM has named the boards and general assemblies, that the PEM will normally prefer not to
interfere in the activities of the HCs.
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(Annex E), the HCs tend not to have personnel with private sector business experience or
experience in selling/buying businesses/assets. Conversations with several HC chainnen
have revealed an interest in substantial technical assistance in most areas of their
responsibilities.

The Public Enterprise Office - The task of the PEG is to provide leadership and assistance to
the public enterprise restructuring and privatization process. Concerning property sales, the
PED is responsible for overseeing (and reporting to the PEM) the activities of the HCs. It is
also responsible for coordinating all donor assistance to the RCs as well as for overseeing the
contracting arrangements between the HCs and merchant banks when donor funds are
involved. The PED has asked for assistance to be channeled to the HCs to help in the
process of privatization. The Project will provide that assistance through both the Merchant
Bank Advisor and the Merchant Bank Group. The PED is also involved in restructuring
efforts. To the extent that certain elements of these efforts contribute directly to
privatization, the Project will help with restructuring activities.

Merchant Bank Advisor - The "Sales A" element of this component will provide the services
of a Merchant Banking Advisor who will have the primary function of advising and helping
the PED in overseeing and managing the Project-fmanced Merchant Bank Group as well as
the merchant banks with other donor funding (through assistance provided from other donors
such as the BEC, World Bank, and KFW). Working as an in-house consultant to the PED,
this Advisor will help identify and group together companies for privatization, help in
identifying the most appropriate merchant bank for specific task(s), help in structuring fee
arrangements, and provide advice as may be requested concerning structurir..g the deal
leading up to the sales transaction. This person will also be called upntl to help in other
disposition-oriented activities of the restructuring unit of the PED. The Merchant Bank
Advisor will have one or two Egyptian specialists helping him/her in the above activities.

Merchant Bank Group: The "Sales B" element of this Component will provide the services
of a group of three to five merchant banks capable of preparing companies for sale and
executing marketing strategies. The Merchant Bank Group will be responsible for supplying
sales teams to provide advice on the establishment of an action plan for the sale of several
specific companies, on their valuation, on financial readying measures, on the preparation of
brochures for direct sale and/or public stock offerings, a search for and identification of
potential buyers, an analysis and evaluation of offers, and assistance in the fmal negotiations.
Technical advisory services provided will include the preparation of companies for sale
leading up to the implementation of the sales transaction. Merchant banks fmanced by this
Project will always be the representatives for the seller, never the buyer.

Tasks to be accomplished (Possible Scope of Work)

The GDE has identified a group of 150 properties that will be privatized over the next five
years. This Project will work with the PED and HCs to privatize 50 PEs and 23 PJVC
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Banks ("73 privatization"). Although an initial list has been identified, preliminary
valuations still need to be completed to gain an accurate assessment of the viability of these
properties.

The Merchant Bank Advisor (Sales A), under an consultancy contract and under the guidance
of the PEa, will be responsible for a number of tasks associated with the expected
accomplishments #1, #2, #3, and #5 for the Sales Component:

A logical and steady flow ofproperties being offered for sale (#1). The tasks are:

Help the HCs develop strategic plans for the sale of their properties;
Aid in the diagnosis of which companies to sell and the timing of sales;
Provide assistance to the HCs in understanding and working with merchant banks;
Help educate the Hes concerning what investors are looking for in tenns of a
profitable investment; and
Provide assistance to the HCs in the "packaging" of properties in a way that will be
attractive to merchant banks.

Appropriate assignment of batches ofproperties to the merchant banks and other sales agents
(#2). The tasks are:

Provide support to the PEa and the HCs in defIDing an approach to batching
properties;
Help in applying the defmed batching approach to the flow of properties being sold;
Advise concerning the assignment of batches to merchant banks,
Help in structuring fee arrangements with the merchant banks, and
Help the restructuring unit of the PEa, as well as the HCs, in making determinations
for divestiture and liquidation of properties.

TIle actual sale of 73 properties (50 PEs, 23 PIVe Banks) (#3). The tasks are:

Assist the PEO and RCs to manage the implementation of the workplans of merchant
bankers and assure that the work of the banks is done in a complete and timely
manner;
Follow-up on contacts to ensure, in cooperation with the PEa communications unit,
that potential buyers have access to the information they need to make investment
decisions;
Support the restructuring unit in the divestiture of non-core activities of companies to
be eventually privatized; and
Oversee the training and technical assistance to local financial institutions to support
the transfer of basic skills and knowledge regarding sales transaction procedures for
privatization.
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The advancement of cost-effective sales transactions that embody social goals (#5). The
tasks are:

Help the PEO and RCs define their goals in tenns of their privatization approach (to
be coordinated with the work completed under the organizational development
component) ;
Help the PEO, HCs, and USAID monitor the costs of privatization and identify the
most cost-effective approaches;
Counsel the PEO and HCs in analyzing acceptable trade offs in terms of costs
economic approaches and potential social benefits;
Support the PEO and HCs to design contracting arrangements that legally support the
implementation of a buyer's investment packages;
Help in developing privatization mechanisms such as employee/management buyouts
and ownership distribution schemes; and
Provide advice about other country experiences in developing socially conscious8

privatization programs; support site visitations in other countries as necessary.

On the other hand, the Merchant Bank Group (Sales B) under a separate transactions contract
will be responsible for a number of tasks associated with expected accomplishments #3 and
#4 for the Sales Component.

A group of three to five merchant banks will be contracted by the Project. An important
part of their work, beyond the sales process, will be to support the local fmancial community
in developing its skills base in investment transactions. This will be encouraged through the
use of local sub-contractors wherever possible. These merchant banks will always be acting
in the capacity of representing the sellers and never the buyer in these transactions.

The actual sale of 73 properties (#3, again). The tasks are:

The sales process is described in some detail in the PEO' s "General Procedures and
Guidelines for ... Privatization ... " The contractor will be responsible for facilitating this
process. This includes in very general tenns the following tasks:

Provide assistance in defining a realistic value for PEs to be sold;
Provide assistance in preparing sales documents;
Carry out the marketing of the properties to local and foreign investors;
Screen potential buyers; and
Advise the Res on all aspects of negotiating and clinching the sale.

8Two of the eight secondary objectives at the GOE privatization program are: 1) "widening the base of
ownership" and 2) "increasing long-term job creation.· Furthermore, among the criteria against which tender
offers would be judged are the following: "Protection of the public interest; commitment to continue operating the
business; [increased] competition... ; job protection or retrenchment to employees; possible regional/community
impact; and intention to offer expended or related services. "
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Building a stronger private sector, where appropriate, through the transfer of new
technologies,' promotion of new investments,' opening new markeTs,' bringing new management
techniques,' increasing competition,' and encouraging competitiveness (#4). The tasks are:

Idendfy appropriate investors and develop strategy for attracting them to the
privatization program;
Complete study of potential buyers;
Analyze and screen investor proposals; and
Support the negotiation of proposals to bring new capital, technological
improvements, and modem management techniques.

Estimated Level of Effort

As noted above, there are two providers of services for this Component: the Technical
Assistance Services Contractor will provide advice on merchant banking to the HCs and the
PEO, The Merchant Banking Services Contractor, on the other hand, will be in charge of
selling approximately 73 companies or major assets. The activities of this Component will
begin immediately upon the award of the two contracts. Although preliminary assessments
will be necessary before bringing in the Merchant Bank Group for specific deals, the
Merchant Bank Advisor must be selected and begin work within the frrst month after contract
award. Targeted activities should commence in the following two to three months.

Technical Assistance Services Contractor:

The technical assistance services contractor will provide the following staff:
One American investment banker to serve as the Merchant Bank Advisor to the PEO;
three-quarters time (to be shared with the Financial Instruments Development
Component); for four years; and
One local hire Associate Merchant Banking Advisor to apprentice the Merchant Bank
Advisor and to support his/her work.

These individuals will initially be located in the office of the contractor, but space will also
be made part time at the PEO.

Merchant Bank Group:

Three to five merchant banks will share the workload of selling 73 properties over the course
of four years. Approximately twelve non-bank sales transactions per year are anticipated.
23 bank sales transactions are additionally anticipated during the life of the Project.
Participating merchant banks will provide three to five months of technical advisory services
(through two to four person teams) in the preparation of each company for sale; and provide
advisory assistance for up to 18 months to complete sales transactions.
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The Group will identify a representative of the Group to be based in Cairo for the duration
of the Project. The banks and their representative(s) will be based in their own offices.

Qualifications of the Firms

The Technical Assistance Services Contractor wiH provide the services of Merchant Bank
Advisor, the Associate Merchant Banking Advisor, and a SUppOlt staff. These individuals
will be required to implement the component tasks described above. (The Merchant Bank
Advisor will, with the assistance of a local hire Financial Engineering Associate Advisor,
also be responsible for implementing the Financial Instrument Development Component; see
later section).

Merchant Banking Advisor (American). A detailed job description for the Merchant
Banking Advisor position is outlined in the Procurement Plan, in Annex F. The
Merchant Bank Advisor will serve as counselor to the PEG and HCs in dealing with
the merchant banks that are funded by USAID as well as other donors. This is a key
position of the Project and the successful finn must demonstrate strong profitable
private sector business experience in merchant banking transactions and fmancial
advisory services. The finn must be capable of overseeing and supporting the
activities of the Advisors, of providing short tenn experts in related areas, of
replacing the advisors should they leave the service of the Project, and of
guaranteeing their perfonnance. The Advisor should have at least 10 years
experience working as a merchant banker; at least two years in emerging economy
markets; experience in the management of complex investment portfolios; practical
working knowledge of privatization transactions in a developing country context; and
substantial senior management advisory experience.

Associate lYferchant Banking Advisor (Egyptian): At least three years of work
experience relevant to merchant banking. Solid masters degree in business or
banking. Potential to learn and develop as merchant banker.

The Merchant Banking Services Contractor will provide the services of a group of three to
five established merchant banks. The group of banks will be known as the Merchant Bank
Group. The banks will demonstrate significant experience working in privatization
transactions in emerging economies. They will have proven ability to effectively prepare
companies for sale and execute the marketing strategies to successfully implement the sale of
companies. Association with local finandal groups and a proven capacity to work with
financial institutions in a developing country will also be essential. The Group, the
individual merchant banks, and/or the local associated financial groups must be eligible to be
registered by the Egyptian Capital Markets Authority so that they can offer company shares.
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Financial Instruments Development Component

Background

Competent financial institutions, sound capital markets, and access to effective financing
mechanisms are important (although, hopefully, not essential) for a successful privatization
program. Although Egypt's privatization program would benefit from this set of conditions,
the country's financial sector is presently ill-prepared.

Currently, the local commercial banking sector has a very limited ability to participate in the
privatization process. They do not have the appropriate skills and do not have the financial
services and instruments necessary to support the sales transaction process; they also do not
have access to new capital to facilitate and support the transaction process.

Egypt's weak capital markets are also an impediment to the country's overall private sector
growth and its privatization program. Privatization can lead to the supply of high quality
shares to the stock market. This in tum can lead to further mobilization of capital and
increase in the liquidity of capital markets. It is therefore important to work simultaneously
toward making the privatization program successful and strengthening the financial market
base.

The experiences of other countries in dealing with fragile financial institutions while pursuing
privatization programs could prove instructive to Egypt. :&stem Europe, Asia, and Latin
American offer insights into different approaches and lessons learned. Attachment 3 to this
annex contains discussion of some of these experiences.

Assistance in the creation and refinement of financial instruments and other financial
engineering activities that are required for privatization transactions will be provided.
Training will also be provided directly to banks, brokerage fmns, stock exchanges, and other
financial institutions.

Component Sub-Pm'pose and Expected Accomplishments

The sub-purpose of this component is to help selected ji1Ulncial institutions gain access to
new sources offunding and to develop instruments and capabilities useful in meeting some of
the jinancial demands ofprivatization. The major expected accomplishments of this
component will include:

I. The development of new sources of funding for privatization;

2. The formation and employment of new financial instruments in privatization
transactions; and

3. The increased ability of existing and new local financial institutions to help
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privatization.

The Actors

The principal actors for this Component are the Egyptian fmancial institutions and Project
provided technical advisors. The PEa and the HCs are not directly involved, although they
stand to benefit indirectly from the activities of this Component.

The Project will provide assistance directly to selected flOancial institutions and in doing so
will help in the identification and creation of new financing mechanisms, the development of
certain capabilities in local financial institutions, as well as the tasks noted below.

The Project will provide one Egyptian expert in finance and investment, backed with
substantial short-tenn expatriate9 and Egyptian experts to carry out these activities. The
Merchant Bank Advisor will also play an important directing and coordinating role in
identifying technical assistance and directing this component's activities.

Support for the local finanCial community will playa large role in this component.
Understanding the local fmancial actors is central to addressing fmancial obstacles to
privatization. An abbreviated list of these institutions includes:

Commercial banks: Dominated by the public sector (around 80% of deposits), they
include: state banks, private banks, and public joint venture company banks;

Foreign and local emerging merchant banks: There is strong, growing interest by
foreign merchant banks to establish offices in Cairo; currently, there are no local
financial institutions that can be considered true investment or merchant banks even
though some commercial banks are setting up "merchant banking" departments;
however, foreign/local joint ventures are anticipated;

Investment Authority: This is the GOE entity that grants approval and incentives to
new private sector investments in the country under the Investment Act (Law 230);

Companies Authority: This is the GOB entity set up under the Public Joint Venture
Companies Law (Law 159) to register this type of company;

Insurance Companies: The Social Insurance Authority, the government social

'JMuch of the expertiae required for the introduction of new instruments for facilitating privatization resides in
the countries that have successfully introduced innovative ways of raising capital in underdeveloped financial
systems. Therefore, there may be a need for accessing financial expertise from these countries. However, special
efforts will be made to tap into the expertise available in the United States that has been instrumental in setting up
financing mechanisms and instruments in countries described in Attachment A-3.
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security agency, dominates the insurance market; on a small scale, there are several
private pension fimds and insurance agents;

Capital Markets Authority: This government agency has the role of monitoring and
regulating the securities markets in Egypt;

Brokerage Finns: Thirteen private brokerage finns are currently functioning in
Egypt;

Security Exchange: There is one exchange in Egypt, owned and operated by the
State;

Local Mutual Funds: There are currently no mutual funds established in Egypt but
there are plans to develop several in the near future;

Egypt Funds: Several off-shore mutual funds are being set up;

Foreign Investment Funds: Several Arab investment funds exist in Egypt and several
other new funds are being planned;

Financial Consulting Offices: A few private financial consulting offices are presently
operating in Egypt; and

Post Office Savings Deposits: Post offices currently offer Egyptians access to savings
mechanisms and provide a source of capital to the local fmancial community.

Tasks to be Accomplished (Possible Scope of Work)

The tasks to be completed under the financial instruments component will be undertaken in
response to sales transaction requirements associated with specific sales. Although generally
reactive, several activitie~ will occur over the life of the Project and will be carried out by
the Technical Assistance Services Contractor. The local-hire Financial Engineering Advisor
will coordinate this activity under the supervision of the Merchant Banking Advisor. Much
of the work of this Component will be accomplished with short tenn Financial Engineers
working in specialized areas. Below is a summary of the major tasks to be completed under
this component.

The development of new sources offunding for privatization (#1.) The tasks are:

Identify sources of financing to complement domestic investor and lending institutions
capabilities:

foreign investments as sources of capital: investigate the potential for trading
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stock in regional markets; develop relationships to country funds;
domestic mobilization of capital: explore incentives to attract Egyptian funds
from abroad; orient and develop small investors to llrivatization; develop
private sector pension funds;
donor agencies and international markets: work with donor investors and
guarantors like IFC, KFW, ?vIIGA, OPIC and others; and
other sources of fmancing.

Execute strategies and develop approaches for involving institutional investors in
privatization; and
Assess the feasibility of donor and/or GOB contributions to the capitalization of
certain of these mechanisms.

The fonnation and employment of new financial instruments in privatization transactions
(112). The tasks are:

To support specific privatization transactions, work with emerging local fmancial
institutions to identify fmancing requirements and identify appropriate fmancial
instruments;
Design identified financial instruments;
Work with the Capital Markets Authority (and other government agencies) to gain
approval for new financial instruments;
Help develop markets for new instruments; work with the local stock exchange and
financial brokers to initiate client interest; and design educational campaigns.

A number of fmancial instruments and funding sources may be explored, including:
convertible bonds;
debt conversion programs;
management buyouts, ESOPs, loan guarantees, stock purchase plans, voucher
schemes;
non-bank financial institutions resource mobilization, e.g., development financial
institutions, leasing companies, venture capital companies, contractual savings
institutions, credit facilities, revolving credit programs, tenn credit lending,
transaction financing, bridge financing; and
mobilization of traditional sources of fmancing, e.g., structuring public stock
offerings, strategies for institutional investor involvement (insurance and pension
funds, unit trusts, mutual funds, and investment companies, credit unions, mortgage
banks, or fmance companies).

The increased ability of existing and new financial institutions to facilitate privatization (#3)

Provide technical assistance and training directly to banks, brokerage frnns, stock
exchanges, and selected new fmancial institutions (e.g. investment funds and mutual
funds) aimed at helping them develop a capability to participate in the financing of the
planned divestitures;
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Establish linkages with the stock exchange and the Capital Markets Authority to
facilitate a scheme for issuance and trade-ability of shares of privatized enterprises;
Help the fmancial intermediaries to develop and market new instruments such as
special purpose mutual funds, voucher schemes, and others; and
Arrange for vi.sitation to other countries to learn from their experience in developing
local financial systems.

Estimated Level of Effort

Although most of the work under this component will be reactive to sales transaction
requirements, the Project will complete a workplan during the first two months after contract
aWflrd to outline a strategy to component activities. The Technical Assistance Services
Contractor will provide the following personnel:

One local hire Financial Engineering Advisor; specialization in instruments used in
privatization; full-time four years.
The Merchant Banking Advisor one quarter time, supervising the Financial
Engineering Advisor; and
Regular short term financial engineering advisory consultancies by American,
Egyptian, and other specialists; 2-6 week assignments, up to 15 assignments;
equivalent to 48 person months each for Americans and 24 person months for
Egyptians.

The Financial Engineering Advisor will be based in the offices of the contractor. The short
term consultants will normally be based at the banks that they are advising. The Merchant
Banking Advisor will be based as described above.

Qualifications of the Finn

The successful American finn will have: extensive experience in financial markets
development in a ot,veloping country setting; practical experience in the design and
implementation of financial instruments for privatization; background in developing training
programs in these areas; knowledge of world-wide experiences in privatization under limited
capital conditions; experience working with the development of stock exchanges and local
financial capabilities, and knowledge of and contacts in the international financial markets.

A local sub-contractor will be used to the extent possible to supply needed technical
assistance, provide access to the local financial community, and to help identify the local
financial engineer, and to supply other apprentices.

Short-tenn, technical assistance will be required regularly. To provide continuity to the
Project, the contractor will be required to supply needed expertise primarily from in-house
sources.
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Decision Making Support Component

Background

The process of privatization brings to the fore many policy and other issues that must be
resolved if privatization is to proceed successfully. Presently the GOB lacks an organized
approach to the analysis and consideration of alternative solutions to policy impediments.
When the government is unable to resolve policy problems expeditiously, possible sales are
delayed or lost, investors become disillusioned, and privatization is stalled.

Although the first batch of PBs evaluated as candidates for privatization were selected
because, when initially reviewed, they appeared to present no particularly difficult problems,
subsequent eval'Jations of the properties have shown that each sale tends to raise issues that
require resolution before the sale is consummated. It has also become apparent that the GOE
lacks a mechanism for resolving these issues quickly.

These issues entail questions such as: deciding whether investors of all nationalities are
eligible to bid on a hotel in the Sinai; whether a legal monopoly will be abolished; when to
begin a unified price for electricity for private and government businesses; whether to allow
an unofficial cartel to continue to exist; whether to lay-off surplus employees before the sale
of a property; or whether to forgive or restructure AC debt before or after the sale. There
are other more generic issues that could stop privatization sooner rather than later, such as
the lack of policy decision(s) concerning the use of sales proceeds and the organizational
development of the PEG and the HCs.

These policy issues have been faced by almost all countries during privatization. Successful
privatiz.ation plans have been able effectively to recognize and facilitate the quick resolution
of policy impediments to their program's progress. This Project component is designed to
help the PEO and the HCs deal with the political and policy issues that arise during
privatization.

Component SUl.;-Purpose and Expected Accomplishments

The sub-purpose of this component is to help the organizations involved in privatization
overcome prevailing political, and policy, regulatory, and organizational impediments. The
major expected accomplishments of the Component will be:

1. Establish a process to identify political, policy, regulatory, and organizational
impediments lO to privatization;

IOAbbreviated in this paper to "policy impediments" requiring "policy analysis" for resolution.
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2. Provide assistance in the analysis of these impediments and present alternative
solutions;

3. Help in engaging decision-makers in the impediment analysis and resolution process;
and

4. Establish a policy impediment resolution capability within the PEO.

The Actors

The actors involved in this component will include the decision makers in the GOE
Economic Cabinet and elsewhere in the GOE, a small unit within the PEO staff (headed by a
PEO Specialist), the HCs, the Project Merchant Banking Group, and the Project technical
advisors including a long-term local hire policy analysis advisor and short-term technical
advisors.

The GOE decision makers are the targets of this Component. Over the life of the Project,
these decision makers may turn to the Project for specific analyses and guidance. Initially,
however, the analyses to be pursued by the Project will be generated by the impediments that
the HCs, PEO, and merchant bankers encounter as properties are prepared for sale.

The PEO policy analysis unit that will coordinate this work will consist of 2-3 professionals
and be headed by a PEO Specialist. 11 This unit will provide the guidance and leadership in
the areas of exploring the exact nature of political, policy, regulatory, and organizational
impediments to specific sales and to other privatization related actions; determining who has
the responsibility/authority to resolve the impediment; determining whether the decision
maker has the information required to make a decision; developing alternative solutions;
preparing a presentation of t~e analysis and alternative solutions; and pressing for a decision.
When the unit can deal with the issue in-house, it will proceed to do so. Sometimes, the
PEG will contract out the work, When assistance is required, the unit will prepare
contractible statements of work to procure that assistance. Other times the PEG will turn to
the Project to undertake the work. The unit will remain small, with an ability to perform
smaller studies, but will contract out most of its technical needs either through the USAID
Project or other donor funds.

The Holding Companies and the Privatization Teams will identify impediments to the sale of
certain of their properties. They will ask the PEG policy analysis unit for assistance in
understanding and resolving the impediments in question. Similarly, the Merchant Banking

liThe PEG is currently considering filling this position with a local economist. Although it will be important
to have an Egyptian in this position. USAID feels the existing policy environment requires the skills that could also
be addressed by an Egyptian lawyer. political scientist. or policy analyst.
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Group will flag impediments and alert the HCs and the PEO for resolution. Because the
impediments are related to specific sales, the resolution of the impediment must usually go
quickly to avoid delays in the intended sales.

The Project technical advisors will advise and otherwise support the work of the PEO unit,
and in addition will carry out some of the analyses and presentations. Short-term technical
assistance will be provided by specialists with technical backgrounds in areas such as: public
policy analysis, strategic planning, consensus building, organizational systems, legal reform,
sectoral expertise, information systems development, and training.

Tasks to be Accomplished (Possible Scope of Work)

Above all, the work of the PEO policy unit must be practical, to the point, and timely. This
is a tall order for a unit that does not yet exist. The Project must help in setting up the unit
and establishing the standards and methods of the work to be pursued. The specific
substantive tasks assigned to the Advisors are envisioned as follows:

Establish a process to identify and understand policy impediments to privatization (#1). The
tasks are:

Help establish a policy analysis unit in the PEO by:
Helping with the preparation of scopes of work and a general mandate for the unit;
Assisting with recruitment of competent staff for the unit; and
Developing an esprit de corps within the unit.

Subsequently, work with the policy analysis unit to track and anticipate policy problems, to
include:

Analyze up-coming sets of companies for sale and expected policy problems;
Work with merchant banks to identify policy issues related to specific sales
transactions; and
Maintain a dialogue with the HCs and ACs to develop a list of their on-going policy
issues regarding privatization.

Provide assistance in the analysis ofpolicy impediments and presentation of alternatives
(#2). The tasks are:

Develop a generic set of procedures to approach identified constraints;
Support the Policy Unit in the implementation of their "approach" to identifying
constraints; provide specialized, short-term technical assistance as needed;
Provide training or site visitations to supplement existing technical skills and develop
an understanding of how other countries have dealt with policy issues in privatization;

Examples of the types of issues which may be examined under this component include: (1)
the design of approaches for deregulating, liberalizing and privatizing key sectors; (2)
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address issues on redundancies and employee ownership issues and the displacement of labor;
(3) the effective use of privatization proceeds.

Help in engaging decision-makers in the policy analysis and implementation process (#3).
The tasks are: .

Develop the policy analysis unit's capacity to identify and work with key decision
makers; supply specialized training for unit personnel and, possibly, decision makers,
as needed;
Help in developing options papers that are appropriate for senior decision-makers and
politicians;
Provide information necessary in taking decisions, on various topics/constraints, and
formulating actions plans around them;
Provide assistance in the implementation of action plans: develop plans to gain a
broad understanding and acceptance of the problem; help in generating support for
actions being taken; and work through obstacles as they arise.

Establish a policy impediment resolution capability within the PEO (#4). The tasks are:

Provide assistance in developing the organizational capacity of the Unit to effectively
perform its functions;
Provide guidance on developing a system to monitor policy areas that will affect
privatization;
Supply the necessary technical assistance to develop an in-house capacity to perform
limited, technical analyses; and
Support the Unit's capacity to develop appropriate scopes of work and terms of
reference for short-term technical assistance.

Estimated Level of Effort

To sustain and increase the momentum for on-going privatization efforts, the activities of this
Component must be initiated during the first two months after contract award. During the
first month, a needs assessment and workplan will be completed and activities associated with
setting up the unit started. This will be followed by the start up of the planned activities.

The Technical Assistance Services Contractor will provide the following staff for this
Component:

One full time Egyptian expert in public policy; perhaps a lawyer, public
administration specialist or a political economist; four years full time; and
Regular, short-term professional advisory services by Egyptians and Americans for 2
6 week assignments throughout the life of the Project; 10 such assignments; the
equivalent of 36 person months for Egyptians and 48 person months for Americans.
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The expert in public policy will be based in the PEG. The short tenn consultants will be
based in the offices of the Technical Assistance Services Contractor.

Qualifications

The American contractor must demonstrate its effectiveness in organizing successful
economic policy refonn interventions in other countries, preferably in the Middle East. It
must demonstrate its effectiveness in setting up and supporting successful task-oriented multi
disciplinary teams in developing countries. It must also show the ability to field advisors
competent in the areas of work anticipated for the unit including: public policy analysis,
public administration, political economics, legal refonn, labor issues, banking issues, etc.

To provide continuity to Project efforts, the contractor must be able to supply many of the
short-teml technical specialists over the life of the Project. Using in-house capabilities would
achieve the most satisfactory results. The use of local qualified sub-contractors and experts
by the prime contractor will be encouraged. Local finns and individuals with specialized
skills in areas under examination are available locally and will bring important insights to the
activities of this component.

- Annex D 39 -



Attachment 1

Understanding Economic Reform and Privatization:
Experiences of the United Kingdom and Sri Lanka

United Kingdom

Let us review the experience of the U.K. concerning its approach toward introducing a
program for public awareness, and how it worked toward helping the country's privatization
program. Perhaps this experience can serve as a lesson learned for the implementors of the
privatization program in Egypt.

Like many other countries, privatization implementors in the U.K., for the first three years
of its privatization program, had no coordinated program and made no deliberate
marketing/publicity efforts. The policy sufferr...d from many problems of criticism and non
cooperation that are currently being seen in Egypt.

From mid 1983, a centrally coordinated program was introduced. The Treasury was charged
with coordinating it and the Financial Secretary to the Treasury (third ranking Treasury
minister) was given responsibility for privatization. Though not a cabinet minister, the
individual was a highly respected figure who was moving swiftly up the ministerial and the
party ranks. The initial publicity effort made was intended to win the intellectual argument
over the benefits of privatization. The Privatization Minister made a series of carefully
written speeches putting forward the benefits of privatization and copies of these were widely
distributed. The top civil servants involved then spent time giving background briefing to
journalists on privatization. They also produced a briefing folder for journalists. This
activity resulted in substantial press, radio and TV coverage on privatization and its benefits,
and comments in editorials. This material was also used to make the privatization policy a
central subject for the Conservative political party with similar speeches being made at all
levels by the party faithful. Once this initial intellectual thrust was over, they then
concentrated on encouraging the maximum volume of favorable publicity at the time of each
sale. A ministerial level committee on privatization was established which met once every
three months, chaired by the Prime Minister. A briefing book was developed for this
committee consisting of two pages showing the status of each privatization, presented in
common fonnat.

Several meetings were held for bankers and discussion papers sent out to them with requests
for comment. Little general publicity effort was made toward private investors, who came
forward readily enough provided the price was right and the specific privatization was well
marketed. No special effort was made toward the unions who were considered irretrievably
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biased by their close associations with the opposition Labor party. However, written
infonnation was provided directly by the government to the employees, thereby avoiding the
unions. The government relied on this and the free/cheap share offers to convince the
employees. The degree of publicity for each privatization opportunity varied directly and
intentionally. However, in the cases that it had been decided were' appropriate for
widespread share ownership there was also a massive advertising campaign to encourage
individuals to purchase the shares. These campaigns were larger than had ever previously
been used for the sale of shares. They were also successful, with a far larger proportion of
the population purchasing shares than had done so previously and increased public and
institutional demand pennitting share issues much larger than had ever been attempted
previously. .

Sri Lanka12

One of the earliest decisions taken by the Privatization Commission in 1987 was on the need
for a vigorouB and extensive publicity campaign. The recognition of the need to mount a
publicity campaign to explain the advantages of privatization stemmed from the realization
that there would be opposition to privatization from many quarters. It was agreed that one of
the strategies to be adopted was to identify possible quarters from which opposition would
come, and target the publicity campaign to allay fear of these groups. While much material
was available from many countries on strategies adopted for publicizing share issues and
promoting share sales in state enterprises to be privatized, there was no material available on
a systematic public awareness campaign promoting the concept of privatization. Sri Lanka's
public awareness program is perhaps unique in that, for the frrst time a planned publicity
campaign had been devised to expose a whole nation to the advantages of privatization, while
attempting to allay fears of potentially hostile and vulnerable groups.

It was decided that this vigorous and extensive publicity program would have two
components:

A general publicity campaign to explain the objectives of the privatization program
and the economic benefits that would accrue; and
A publicity campaign in respect of each state enterprise to be privatized, to build up
its image and promote the sales of its shares.

The advertising campaign comprised four component activities:

A competent economic journalist to be commissioned to write a series of articles on
privatization using infonnation and data supplied by the Privatization Commission;
A panel discussion on privatization on television;
The centerpiece of the campaign, an intensive advertising campaign in all national

'"Extracted from "Publicizing Privatization: Sri Lanka's Public Awareness Program, by Tissa Jayasinghe,
Director, Commercialization Division, Ministry of Finance, Sri Lanka.
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newspapers in all three national languages; and
The preparation of a booklet in Question and Answer fonn to meet the arguments and
concerns expressed by persons opposed to privatization.

Newspaper Features: The public awareness campaign commenced with a series of articles
published in leading newspapers and dealing with various aspects of privatization. Written
by a well-known journalist, they ~,cre intended to create an awareness of the total concept of
privatization while provoking debate on its merits.

Panel Discussion on Privatization: The Publicity Division of the Ministry of Finance and
Planning produced a monthly television program titled "Rupes and Sense," and arrangements
were made to have a 15 minute panel discussion on privatization on this program. The
services of a well-known TV moderator were obtained to interview two members of the
Commission. The program, for which a draft script was prepared by the Commission's
Secretariat, was designed to introduce the subject of privatization to the public while
responding to, rejoinders to the feature articles on privatization that the Commissions had
sponsored.

The Advertising Campaign: The centerpiece of the public awareness program was a series of
full page and half page advertisements placed at intervals in all daily newspapers, in all three
languages spoken in Sri Lanka. Since the responses to the pro-privatization newspaper
features had been appearing periodically since November 1987, it was possible at this stage
to isolate the main concerns and reservations about privatization, and design some
advertisements to meet them. Five separate advertisements were designed, and the
advertising agency decided that a common symbol and a slogan should be adopted as a link
between them and to attract reader attention. The symbol they chose was a stylized version
of an ancient fertility symbol of a clay pot with flowers in it. Alongside the symbol, and
printed in red letters appeared the slogan "Going Private, For the Good of the People!" The
symbol and slogan boxed together, were placed at the bottom right comer of each
advertisement. The translation of the word "Privatization" into a tenn in the local language
caught the imagination of the reading public, and irrespective of whether one was for
privatization, against it, or simply indifferent to it, an awareness of the concept of
privatization was implanted in the minds of the people. These five advertisements were very
well thought out and described the poor perfonnance of state enterprises, the need for
priv1 tization, the benefits that would accrue, and concerns of the workers concerning
possible retrenchment. These advertisements also constantly emphasized the broadbased
ownership of enterprises among the people.

In keeping with the policy of broadbased ownership of privatized state enterprises, the name
of the Presidential Commission was changed to the "Presidential Commission on People
ization" and the program was henceforth called the "people-ization program." The Sri
Lankan experience is interesting as it presents an orderly approach adopted by implementors
to introduce the concept of privatization in the country.
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Attachment 2

Undertaking Sales Transactions:
The Case of Mexico

The actual management of each sale of a state owned enterprise (an SOB) is undertaken by a
merchant bank, selected from among 18 banks appointed by the Privatization Unit to help in
the sales transactions. The appointed bank carries out many functions. First, it prepares a
prospectus for sale. Bids are then invited with bidders often pre-screened for financial
viability. Deposits are required before a prospectus is released. Second, the bank perfonns a
technical valuation of the company to arrive at a floor price below which the enterprise could
not be sold. This price is derived from the use of one or a combination of the following
methods:

Discounted cash flow,
Book value,
Liquidation value, and
Market value.

The basic approach of the sale is through a sealed bid first-price auction. As mentioned
earlier, the bidders are pre-screened to make sure they are acceptable in tenns of their
technical, management, and fmancial capabilities. All bids are then received simultaneously
in a previously specified location in the presence of public notaries. The third function of
the bank is to examine and homogenize the bids, i.e., put the bids on the same basis to make
them comparable. The plans of the bidders for the company in terms of investment
programs and policies toward labor are considered, but the primary choice criterion at this
stage is the highest and best offered price.

The bank then makes a recommendation to the Privatization Unit regarding the offer that
guarantees the best sale conditions for the State. In case the bids r.re established under the
floor price, or there is only one offer, the obtained results are submitted to the divestment
authorities who either accept the offer or ask for new bids. Usually, in such a case, the
company is offered three times and, if favorable results are not obtained, the offer can be
negotiated directly with the interested party.

When the final decision has been made, the Finance Secretariat issues an official
authorization and sale resolution in favor of the offer that guarantees the best conditions for
the state. The agency owner of the Federal Government shares and the purchaser will
underwrite the purchase agreement to legalize the operation. The purchaser then makes a
due diligence audit that is submitted to the Finance Secretariat, and if his claims are valid,
the corresponding reimbursement is paid.

The proceeds from the sale are deposited in the Federal Treasury and, according to the
purchase contract, the Finance Secretariat sends an official letter to the Programming Office
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and Budget Secretariat and to the Comptroller Secretariat to fomlalize the separation of the
company from the state-owned sector.

After the sales process has been concluded, a final r~sponsibility of the agent bank is to
prepare a document known as the "White Book" which comprises all the official documents
related to each stage of the sales process. The General Coordinator of the Privatization Unit
sends this document to the Programming and Budget Secretariat, to the Sector Coordinator of
the Enterprise, and to the Comptroller Secretariat so that the. latter, within its authority,
carries out the follow-up and control of the divestiture processes. In addition, a copy is sent
to the Finance Secretariat of the Chamber of Deputies. This congressional committee will go
with technical inspections and corresponding evaluations of the companies. SimiI2.:ly, an
additional copy of the "White Book" is kept in the Privatization Unit.
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Attachment 3

Financial Instruments Development:
Some Country Experiences

Below are examples of countries that have devised ingenious ways of raising capital for
privatization as well as developing the capability of financial institutions to assist in this
effort.

Chile

Sources tapped were the public, pension funds, foreign and domestic investors, employees of
the enterprises themselves, and of the public sector.

Popular capitalism: Used in 1985 concerning certain financial institutions and pension funds.
Aimed mainly at small investors, mostly individuals, with subsidized loans and tax
advantages. Money was lent for up to US$32,000 for five years under preferential
conditions, to small investors buying into some fmancial institutions. The sales ended in
1986, 3 years earlier than the period established by the law.

Pension funds: Given the amount of financial resources managed by the private pension
funds, investments made by them in SOBs have had an important impact on the decrease of
state participation in these enterprises. The government started using this mechanism in 1986
with some companies it owned or controlled. Their participation has been well regulated to
avoid the concentration of ownership and minimize risky investment.

Foreign Investors: Foreign investors purchased equity through stock market auctions.
Although the number of shares acquired exceeded 10% in some cases, no single buyer
obtained a controlling portion of equity through this mechanism. When a controlling group
of shares of the whole enterprise was to be sold, the method was an open bid. In most cases,
foreign investors acquired shares through a foreign debt-equity swap.

Labor Capitalism: Finally, the government used direct sales to workers or "Labor
capitalism" frequently. Initially, the shares were only sold to the company's own workers,
but the process was extended later to public sector employees, including the anned forces, in
several cases. Sales to a company's workers undertook a variety of fonns of payment: a)
anticipated payment of accrued and non-accrued severance benefits; b) in exchange for
benefits obtained in collective bargaining, profit sharing or other bonuses; c) loan from the
enterprise; d) loan from banks; e) own funds; f) in exchange for paid vacations. When
workers were given the option of receiving their severance payment as equity, two incentives
were provided: 1) usually 80% had to be used for buying equity so that workers also
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received cash; and 2) the company pledged to compensate the worker for any decline in the
price of shares below the value of the sevenmce benefits accrued at the time of requirement.
The fonner was an incentive to participate in the program, while the second was an incentive
to keep the shares until retirement. In several cases'the first group of shares was purchased
with severance benefits, but then additional packages were purchased with loans. For that
purchase investment companies were created by workers and managers. These companies
borrowed from financial institutions to pay for the new shares, using the shares previously
purchased as collateral.

Hungary

In Hungary, besides the traditional sources for raising capital, there exist several funds set up
with a view to support privatization and promote entrepreneurship. Among these, the
extensively used "E-credit" (Entrepreneur credit) program in 199"!. The credit is preferential,
though the interest rate is higher than the most preferential rate. One problem faced in
granting these credits was the hesitancy of the commercial banks to allow for the use of this
credit line without collateral. Recently, the Hungarian government introduced the "E-Ioans"
concept. This allowed for the citizens to buy shares-- of SOBs being privatized-- on credit
with the shares serving as collateral. There also exists a scheme where an ESOP scheme
could be funded through the "E-credit" line. Possibilities of having yet another new scheme,
"Privatization leasing" is also being considered where the property could get into private
ownership only after a few years, and "E-Ioans" could be used to make up for the payment
obligations.

Czech and Slovak Republics

The voucher fonn of privatization was first started in these two republics and has made a
fairly successful beginning. At the end of 1991, each Czech and Slovak citizen over 18
years of age was offered a book of investment vouchers representing 1,000 points of
investment "money" with limited maturity for a registration fee of Kcs 1,000, about 25 % of
the average monthly wage. Helped along by a massive advertising campaign by the newly
fanned closed-end investment privatization funds (lPFs) organized as joint stock companies
(mutua! funds), over 8.5 million people, representing over 75 % of those eligible purchased
these vouchers. These vouchers would allow each such citizen or their nominee investment
fund to bid for ownership of shares of any company that was being privatized by the voucher
method. The 434 mutual funds that were approved collected 72 % of the total vouchers with
the 10 largest funds accounting for 40% of the total vouchers. While the mutual funds were
initially fairly unregulated, on April 28, 1992 a law regulating and requiring appropriate
disclosure, diversification, and avoidance of conflicts of interests by mutual funds and other
investment was passed.

The point value of each share (representing Kcs 1000 of book value) for the first round was
detennined by dividing the total value of the shares offered through the voucher system by
the to~al number of vouchers issued rounded down to 30 shares per voucher of 1,000 points.

- Annex D 46 -



At the end of the Ist round, about 30 % of the shares were sold and 35 % of the vouchers
distributed were used. Of the total of about 90 million shares distributed, the mutual funds
received 70 million shares while individuals re,ceived 20 million shares.

Rather than be set at the same rate, prices of second round shares began diversifying. Rates
fluctuated from 10 shares 100 investment points to one share per 300 investment points.
This differentiation has brought about:

a better distribution of demand (37% of volume supplied, or 78 million shares sold);
and
increase in the number of orders submitted by investors (53 % of ordered shares were
purchased)

Poland

The government began a very detailed mass privatization program-- through a voucher type
of mode-- covering about 600 large and medium-sized enterprises. The program has three
stages:

"commercialization" of the 600 SOEs;
establishment of about 90 National Investment Funds in the fonn of joint-stock
companies. Each Fund, according to a random selection scheme, will receive the
controlling shares in each of about 20 companies (included in the fITst tranche of
about 400 companies). Finns will be hired to manage the funds through a worldwide
tender. The Funds will compete with each other and will be remunerated from the
income from the sale (postponed for the first two years). This mechanism will
encourage them to increase the long-tenn value of the companies. The shares of each
company transfonned will be allocated in the following manner:

33 % to the leading fund;
27 % to the remaining funds;
30% to the state treasury; and
10 % given free to the employees.

Having paid a registration fee (~d at 10% of the average monthly wage), each Polish
citizen over 18 years old will receive a certificate, which will be a security entitling
him/her to one share in each National Investment Fund.

This mass privatization program will allow for the rapid privatization (no need for an initial
valuation) of Many large and medium-sized enterprises, whose financial standing is better
than average (annual turnover of at least US$lO million).

Mexico

Employees were sold shares of the company to encourage their cooperation. For example,
the Telmex union was sold 4.4 % of the shares of the company for US$325 million; the
money for the purchase was lent to the union by a government bank.
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Selected examples of different types of financial mechanisms employed in privatization
programs around the world are given below.

Acceptance ofpayment tenns: Bangladesh, Canada, Chile, U.K., Togo. All these countries
have effected sales of state-holdings by agreeing on payments over time, both in public
offerings and private sales. However, this mechanism-if not exercised effectively, can be
abused as seen in Bangladesh and Chile. Bangladesh has experienced the danger of
unsecured financing and the resulting lack of recourse in dealing with defaults. In Chile, the
later privatization phases no longer pennitted debt-led transactions as had been the case
between 1975 and 1979. Countries with successful experiences in privatization advocate that
sales should be in as much cash as possible.

Direct Borrowing: The decision to allow allocation of credit for purposes of acquiring
governmEnt-held shares or assets, depends on the state of the banking system and the
government's consideration toward encouraging rediscounting of loans for this purpose.
Lines of creait have been proposed in some countries for the fmancing of new equity issues
of SOBs. Other governments {hat have undertaken privatization have considered measures to
enable or encourage bankers to provide financial assistance to purchasers. Commercial bank
financing has been used in management/employee baits and in the acquisition by workers of
substantial participation in the capital of SOEs offered for sale.

Dt}l- Equity and Debt-Asset Swaps: Such arrangements have been developed by many major
debtor countries. These mechanisms have benefits and drawbacks, and therefore have to be
stmctured effectively. These swaps arrangements help privatization transactions, and are a
relevant method of financing private investment in SOBs.

Institutional Investors: Measures can be taken toward modifying the laws or charters
governing pension funds, insurance companies and other institutional investors where they
are presently restricted to a very narrow range of assets to foster large-scale investments. A
legislation passed in Chile in late 19808 allowing pension funds to invest in shares of selected
companies is a good case in point.

Setting up A!utual Funds: Mutual funds have been actively consider~ to foster privatization.
These funds would be designed to acquire and hold a number of SOE shares and sell these
shares to investors who would otherwise not acquire shares in individual SOBs. The case of
Argentina, Poland and others, etc. are good examples of countries that have adopted this
mechanism.

Vouchers: Distribution of vouchers to the citizens of the population-- free or at some nominal
cost-- who can then use these to exchange for shares being offered-- of SOEs being
privatized-- has been yet another way to mobilize capital for privatization. Examples of such
a type of privatization can be found in Czech- and Slovak republics, Poland, Russia, and
others, etc.
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Employee Share Schemes: Special kind of scheme designed to allow credit access to
employees-- through a trustee-- to enable them to take up the block of shares offered for sale
in an SOB. Such a scheme has been seen in Jamaica, Cosa Rica and other countries.

Other measures: Tax incentives specially directeJ at privatization programs. Tax concessions
introduced in Chile include a reduction of taxable income of investors by 20 % of the value of
the SOE shares purchased as well as tax-free dividends on selected shares. Assistance by
development organizations is a possible option.
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Attachment 4

Privatization Process l3

The privatization process consists of three distinct phases: Preparation/Evaluation; Decision
Making; and implementation. The steps which would nonnally be followed in the
Preparation/ Evaluation phase consist of the following.

a. HCs to prepare annual privatization program as part of their annual business plan. It
is worth mentioning that the annual bonuses and other incentives, and the percentage
share in the profit of HC and AC General Assemblies and Boards of Directors will be
tied invariably to the ::uccess that they achieve in implementing their annual
privatization program.

b. Public Enterprise Minister to approve and select jointly and severally with the HCs
and ACs the proper candidates within the overall annual GOE privatization program.

c. The HC/AC Board will appoint an individual or team of individuals to be responsible
for management of the entire privatization process - from evaluation through
implementation of the sales transaction. This "Privatization Team" may consist of
individuals with recognized experience.

d. In case of a decision to select a loss-making company, cancellation or conversion of
debt into equity, consolidation and debt restructuring would be key tools to be applied
by the ACs and their creditors and investors to clean up any financial problems in
order to make the assets unencumbered of liabilities and liens and available for sale.

e. HCs and ACs to submit applications to the PEa for technical assistance in privatizing
the chosen candidates with relevant Board of Directors' decision to this effect.

f. The PEa director to consider such applications for approval.

g. Consultants would be employed by the HC under multi-transaction contracts, over an
tended period time, to provide professional advisory services for an identified group
of privatization transactions.

h. The scope of work to be done by consultants for privatization transactions would be
specified in the consultant's tenns of reference (TOR), prepared jointly by the PEa

13An excerpt from the "General Procedures and Guidelines for the Government's Programs of Privatization.
Restricting, and Reward System" Published by the PEO, February 14, 1993.
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and the holding and affiliated companies and reviewed by the PEG and attached to
that contract. Said scope of work would specify the exact services to be provided by
the consultants for each transaction, the concerted outputs expected from them and a
time-bound work plan.

1. The services to be provided for each transaction would be contained in a letter of
understanding between the PEG and the relevant holding (or affiliated) company,
which will specify not only the services possibly to be provided by the consultants,
but also the obligations of the holding or affiliated company, including provisions for
partial cost recovery through fee payment to the PEO for these advisory services.

J. Consultants undertake a valuation of the company's assets and an evaluation of its
operating and financial perfonnance. Consultants would recommend a sales strategy,
including a target or reserve price in the event of a public tender offer or auction, or
an offering price in the event of a share offer. A copy is sent to PEG for follow-up
and possibly comment.

The preparation/evaluation phase will result in a written report that serves both as a
recommended strategy for future action and as dpr;.mentation verifying to the PEG and to
the HC and AC that the analysis is thorough (lin1 complete. This document is the prime
deliverable document presented by the consultants to the HC/AC. In many cases, technical
memoranda prepared as part of the evaluation and valuation process will be appended to the
written report. The report will contain a comprehensive privatization Action Plan, that
synthesizes the information from the preparation phase. The Privatization Action Plan will
contain the strategy recommended by the consultants to be followed during the
implementation stage. This document, with little change or dilution, is expected to form the
basis for the offering or information memorandum.

The steps to be followoo in the Decision-Making Phase would normally consist of the
following:

a. The evaluation report containing the Privatization Action Plan will be submitted to the
Privatization Team responsible,for managing the privatization process for each
transaction. It will also be submitted simultaneously to the PEG for review and
comment. The comments of the PEO will be made known to the HC/AC decision
makers.

b. The Privatization Team will evaluate the report and present its recommendations to
the relevant HC/AC decision-making body.

c. The HC/AC decision-making body will decide whether or not to sell the
asset/company, select a sales strategy, and instruct the Privatization Team to start
sales procedures.
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The steps to be followed nonnally in the Implementation Phase would consist of the
following:

a. Prior to selling the company or asset, the HC/AC will finish cleaning up any fmancial
problems and may arrange for - a corporate or restructming. Alternatively, the
decision-making body may prefer to sell the company/asset "as is".

b. After a decision to proceed has been adopted, consultants would proceed with support
activities under the implementation (second) phase of their contract. Consulting
assistance with the implementation phase could include, inter alia, preparing a sales
prospectus, offering memorandum, or bid documents for a tender offer, underwriting
arrangements, evaluation of buyers' offers and negotiation assistance.

c. HCs, and ACs start marketing the target candidates.

d. The PE Minister publicly announces completion of the transaction after closing the
sale.

e. When the sales process has been concluded, the assigned financial institution or
consulting finn will prepare a "White Book" which will contain all official documents
related to each stage of the process. Copies of the "White Book" will be sent to the
Cabinet, the HC, the AC, the Central Audit Organization, the Parliament, and a copy
will be kept at the PEO. The "White Book" will be a public document.

f. The Purchaser will perfonn a "Due DiHgence Audit" within a period of six month
after closing the deal and the delivery of the assets to him. This audit would cover:

any new physical and intangible assets that were not included in the
transaction; and

any new contingent liabilities that were overlooked during the evaluation
process.

g. The Purchaser would submit his "Due Diligence Audit" and claim to the PEO and the
HC/AC;

The Privatization Team main tasks would be to:

a. recommend to HC/AC management the "Offering Price" of shares to be offered when
the transaction is to be carried out on the stock exchange, based on the consultant's
evaluation of the company and recommendations regarding price;

b. recommend to HC/AC management a "Target Price" in the event of a Tender Offer
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or Public Auction. A "Reserve Price" will be detennined very close to the proposed
auction or tender date;

c. without revealing the contents of each bid, manage the public opening of sealed bids
on assets in the presence of all bidders as well as one or more public notaries who
will sign each copy of the bidding documents;

d. examine and evaluate the bids received;

e. recommend to the HC/AC decision-making body and to the PEG the best offer and
tenns of sale; and

f. negotiate the sale on behalf of the HC/AC. Negotiation strategy would always be
based on:

the results of evaluation and valuation; and
the terms of sale which were presented in the tender offers received, such as
cash payment, new capital investment, modernization program, the future
treatment of personnel; and other conditions of sale, as stated clearly in the
bidding documents.
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ANNEX E

ADMINISTRATIVE ANALYSIS

Summary

This Analysis describes and critically reviews the organizations involved in the GO'3:
privatization program and to be involved in this Project.

The analysis first gives an overview of how the GOE is organized to undertake privatization.
The analysis briefly describes the principal organizations, their responsibilities/authorities and
their relationships. The analysis then presents a candid assessment of the capabilities of
these organizations. The two main implications of the Analysis for the project design are
noted:

The Project requires substantial resources devoted toward institutional development
and organizational strengthening activities;

The Public Enterprise Office (PEa) is the best choice to be the principal counterpart
for the Project.

Organization of GOE Privatization Program

The Peoples Assembly promulgated the Public Business Sector Law (Law 203) in 1991 to
create the ministerial post of Public Enterprise Minister, presently held by the Prime
Minister, and to establish policies that relate to the refonn of the public enterprise sector.
The law removes most of the government-owned businesses (known as Affiliated Companies,
ACs, and as Public Joint Venture Companies, PNCs) from direct GOE control, requires that
the ACs and PNCs be in competition with the private sector, and allows for the privatization
of the sector. The law established the position of Public Enterprise Minister to exercise the
role of shareholder for the PEs, and established Holding Companies (Hes) to oversee and
control the PEs.

The Public Enterprise Minister (PEM)

The PEM is responsible for charting the course of the public enterprise refonn and
privatization program. He is responsible inter ali(\ for: a) approving and announcing the
government's annual privatiza'tion program of the GOB and instructing the PEO, the HCs
and the ACs to implement that program, b) serving as the president of the general assembly



for each of the holding companies (RCs, described below), and c) mobilizing the political
support and commitment of the government toward privatization. The PEM has the power to
exercise considerable control over the PE sector because he, as the chainnan of the general
assembly of each of the HCs, has the authority to replace any member of the general
assembly and/or board of directors of any HC.

Ministerial Team Assigned to Negotiate with the World Bank and Il\1F

The Economic Cabinet exercises oversight of the GOB privatization program. However,
there is a group that is responsible for the on-going negotiations with the World Bank and
IMF on the Economic Reform and Structural Adjustment Program (ERSA) that is most
directly involved with the various components of that program. The group includes the
Minister of Cabinet Affairs; the Deputy Prime Minister and Minister of Planning; the Prime
Minister and Minister of Public Enterprise, and the Minister of State attached to the Prime
Minister's Office. This group exercises considerable influence on the privatization program
at the policy level. It should be noted that USAID does not negotiate formally with this
group, but rather with the Ministry for International Cooperation.

The Public Enterprise Office (PEO)

The PEO was established in December 1991 by Prime Ministerial Decree and is the technical
secretariat responsible for helping the PEM in implementing the PE law. The PEO serves as
the channel for all legitimate contact between the state and its holding companies and their
affiliated companies. It also proposes candidates for the posts of chainnan and members of
the board of directors for each HC, as well as for the key management positions of holding
companies, and it evaluates the performance of each of these persons. The PEO must also
prepare the GOE annual privatization plan for Cabinet approval and works closely with
various holding companies that have the actual responsibility to select companies to be
privatized. As part of their annual business plans, the holding companies will be instructed
to select and list companies to be privatized or restructured.

The size of the PEO is expected to remain small. There are presently only 12 professional
positions and about 18 support staff positions. Nine of the 12 professional positions are
filled. It is expected that much of the work of the PEO will be contracted out to private
sector firms. A part of the costs of funding the staff is provided by the United Nations
Development Programme (UNDP) for the first two years of its operation. The PEO has
received budget support of LE 33 million of jointly funded GOE/USAID local currency
funds and a more modest GOE funded operating expenses budget. Two expatriate
counterparts may be employed in the near future using World Bank funds.

The structure of the PEO is fairly simple. The Executive Director oversees its operations.
Six technical specialists plus an administrator and lawyer report directly to the Executive
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Director. The technical areas covered by the PEO are:

Privatization: managing all aspects of the PEO privatization services to the RCs,
preparing an annual privatization plan and helping the RCs with the
sales of the PEs, monitoring privatization progress, and developing
more effective privatization processes;

Restructuring: managing all aspects of the PEG services to the HCs for liquidation,
financial restructuring, and divestiture of certain ACs;

Business Planning: managing PEO assistance to RCs for business planning and review of
annual HC business plans;

Training: providing training to HC and selected AC personnel to improve PE
management and to facilitate privatization;

Economics: providing recommendations to overcome policy and regulatory
obstacles to privatization and;

Public Relations: managing a program of communications and outreach in support of
privatization and restructuring.

The administrator is responsible inter alia for financial management of the PEG and
contracting services.

The Holdinl: Companies mCs)

Law 203 allowed for roughly 380 ACs owned by the government to be transferred to a
number of HCs that have been granted the autonomy to carry out their business activity
without government interference. The 17 RCs have been given the mandate to restructure
and privatize their respective ACs to increase efficiency. Most of the GOE-held shares in
PJVCs that are not held by the state banks have been handed over also to the HCs. They
have been given the mandate to sell off the shares they hold in the PJVCs. There are some
250 PJVCs.

Some HCs have small staffs and are presently not able to carry out all of their assigned
responsibilities. On the other hand, other HCs have large staffs and budgets. Nearly all of
the HC staff have spent their careers in the Public Enterprise sector. The public enterprise
sector managers and directors in PEs, who have operated for the past three decades largely
in an environment of administered prices and other special concessions, in many cases may
lack the technical knowledge and management skills necessary to operate effectively in a
competitive market environment.
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Even though the PE Minister, supported by the PEO, is responsible for implementing the
GOE privatization program, the HCs are expected to initiate, implement, and administer the
privatization of these ACs. The PEM and the PEO provide guidance and supervision to the
HCs in this process.

Central Bank of Egypt (CBE)

The CBE oversees 4 State Banks which act for the GOE as the owners of its shares in the 23
PJVC banks which are to be privatized. In this role they will act very much like the RCs do
for the shares that they hold in the other PJVCs. The CBE will create a Project Management
Office to manage this and other activities agreed to by the CBB and the World Bank under
the Banking Sector Refonn Technical Assistance Program (BTAP). A Project Coordination
Committee, chaired by the Deputy Governor of the CBE will ensure coordination within the
Banle

Affiliated Companies (ACs)

The ACs work directly under the guidance of the RCs. Privatization actions for any of these
ACs will be initiated primarily by their HCs and the PEO. However, the ACs will have the
authority to sell or lease assets and productive units in the nonnal course of their business,
based on decisions made by their board of directors or the general assemblies. The ACs are
also expected to initiate privatization on their own.

The ACs tend to be staffed and managed by personnel with very limited private sector
business experience.

Public .Joint Venture Companies (P.JVCs}

After President Sadat's 1974 initiative to open the Egyptian economy, the GOE sought out a
number of private sector partners and established Public Joint Venture Companies (PJVCs)
with the GOE sometim.;s in a majority-shareholder position, other times as a minority
shareholder. The HCs presently manage an important share of the GOE shares in the
PJVCs. The PE Minister has issued instructions to the RCs to divest themselves of these
shares as soon as possible. The state-owned banks own most of the other GOE shares of the
PJVCs. The GOB has not issued a similar mandate yet to the banks to divest themselves,
but has decided to sell its shares in the PJVC banks as agreed to with the World Bank. The
State Banks manage the GOE shares in the banks. The PEO is responsible for helping the
HCs (and the Banks) with carrying out the sale of their shares.

Most of the PJVCs have been run as private businesses even though the GOB has been
represented as shareholders. The personnel of the PJVCs are generally more familiar with
private sector standards.
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Choice of Implementing Agency

As seen from the above, many entities are involved in the privatization program. As the
technical secretariat responsible for helping the PE Minister to chart the course of the GOE
restructuring and privatization program, the PEa is required to prepare the GOE annual
privatization plan in consultation with the HCs; ensure implementation of this pl'Ogram;
provide technical and fmancial assistance to all of the HCs and ACs implementing
privatization, coordinate and act as intennediary between the HCs and the government; and,
finally, provide leadership for the country's privatization program. Because of this central
role, the PEa was the logical choice as implementing agency for the USAID-financed
follow-on privatization project.

Analysis of the Administrative Capabilities of the GOE and
USAID Privatization Programs

A basic assumption of this Project is that there is an underlying commitment in the upper
echelons of the GOB to structural refonns that will reorient the economy to market forces.
The ongoing debate within the GOE has more to do with the pace of the restructuring
process than whether to pursue the process. The corollary to the assumption is that the
principal obstacle to privatization is a lack of administrative and technical capability, not a
lack of political will. Consequently, the Project focuses on assisting the GOE to implement
its privatization program through institutional development and assistance for the sale of
public enterprises and properties.

The PEM

The Portfolio of the PEM is presently held by the Prime Minister (PM). The reason for this
is that many ACs were previously directly controlled by various ministers. Law 203
removed the ACs from this control. However, the ministers tend to continue to identify very
closely with the fate of the ACs that they once controlled. It requires a strong PEM to
operate effectively, given this recent history. The Prime Minister, by virtue of his position
and personal stature, can wield the requisite authority. The principal problem with the
present arrangement is that the Prime Minister, because of his enonnous responsibilities, has
little time available for dealing with public enterprise refonn. The GOB reportedly hopes to
name a separate PITh1 within the next year.

The PEO

The PEO is characterized by organizational weaknesses that must be attended to if it is to
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provide the leadership and assistance required by the privatization program. A short
description of some the institutional strengthening needs of the PED follows:

Definition of responsibilities: The PED needs to operate under a better deflnition of
responsibilities. This is partly a function of the newness of the organization, but it is also a
function of not having a clear charter, particularly in the area of privatization. The goals and
objectives of the privatization program are only outlined. The structure of the PED is
currently little more than the aggregate of a set of position descriptions. The definition of
the rosponsibilities of the PED is gradually evolving. The recently published Privatization
Procedures and Guidelines l assigns the PED the principal role in providing the HCs
assistance in selling their properties.

Strategic direction: As the implementor of the GDE privatization policy, the PED has to
strategically think about the course for privatization in the country. It has to counsel the
Prime Minister and other political leaders constantly on strategies and approaches for
broad-based support for the process. The PEG will need substantial support and assistance in
its decision making as well as developing itself as a strong organization.

Limited authority: This is in part a function of the decentralized structure of the privatization
program established by Law 203. Although the law pennits the initiation of a privatization
program, the law was not designed specifically as a "privatization law" and therefore on its
own does not necessarily provide the most effective structure and system for privatization.
In most of the other countries where privatization was attempted with a very decentralized
structure, it has had poor results. The authority of the PED resides principally in its
designation as the conduit for all donor assistance to the privatization program. Presently,
however, even in this role the authority of the PED remains limited because thf.; Executive
Director of the PED has received limited delegations of authority from the PEM, and most
decisions must be cleared with the PEM.

Strengthen capacity and profile ofprivatization unit within the PEO: The plivatization unit
of the PED, as it stands today, is organizationally weak. This unit is led by a privatization
expert who reports directly to the Executive Director of the PED. He is supported by junior
level professionals. In his effort to reinforce the role of the PED as an assistance provider,
the Privatization expert has to endeavor constantly to address the diverse needs of the HCs.
He is also supposed to work toward providing the strategic direction for the PED as well as
for the larger government on the future course of the privatization program, The
contribution made by the privatization expert toward the development of the country's
privatization program is commendable. However, one man's efforts are not enough for this
major undertaking, and the PED lacks the desired professional pool of talent needed to steer
the organization toward achieving its end objectives. There is a need to develop talent and
expertise in more than one individual to ensure that the institution can carry out its functions

I Actually the document is entitled the "General Procedures and Guidelines for the Government's Programs of
Privatization, Restructuring and Reward System," and was issued by the Office of the PM on February 14, 1993.

- Annex E 6 -



in the event that thc,"."e b ~ d~alige in personnel. The PEO privatization unit needs bolstering
to ensure the success of the GOE's privatization program.

,

The Res

The decentralization of the privatization program allCJws for each of the HCs to initiate their
own privatization actions, provided they follow the procedures and guidelines issued by the
PEO. The level of commitment of the HCs' professional management to the goals of
privatization is important to the success of the decentralized approach. Also important is the
development of the skills required to carry out privatization. A brief analysis of the HCs has
revealed a lack of clear guidance and understanding on their palt about the approach to take
toward privatizing their ACs. Such a situation does not bode well for an effective
undertaking of a decentralized privatization process. Some deficiencies within the HCs that
could have an adverse effect on the process are:

Lack of appreciation of GOE privatization commitment. On the part of some personnel of
some HCs and their ACs, there is a lack of a clear understanding of the merits of
privatization and of strategies for approving and undertaking a privatization program.

Weak organization. There is often little or no institutional capability within the HCs to
administer and operate the privatization program for their holdings.

Poor relationships with the PEO. There has been a real reluctance on the part of some RCs
to accept the PEO as a strategic ally in the process of privatization. Project activities should
be undertaken with this in mind, and should strive to help improve this relationship.

USAID/Egypt

The primary responsibility for the implementation of the USAID program of support for the
GOE privatization program rests with the Privatization Division of the Office of Finance and
Investment (TI/FI). In addition, there are other Offices in the Mission that are directly
involved in this project.

TI/FI's Privatization Division consists of three Operating Expense (OE) funded positions:
one USDH and two FSNs. These positions are dedicated fllll-time to the privatization
program. The USDH position is a Project Development Officer position with full
responsibility for project design and implementation. The two senior level FSN positions are
intended to provide assistance in project management, in interpreting the ever evolving
political and administrative environment in which the program is implemented, in nurturing
and managing the relationships with the many Egyptian organizations involved in the
program, in management of project fmances, and in preparing intra-Agency reporting. The
Division shares the services of an Office secretary.

The Office for Contracts Services (DIRfCS) is directly involved in providing support for all
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aspects of contract development and managerri~nt for the privatization program. The existing
privatization program has presented many difficult contracting issues and has required at least
weekly involvement of one USDH Contract Officer and one FSN Contract Assistant assigned
part-time to the privatization program. Project funds should be available to hire an additional
contracting assistant for 5 years to help the Contracting Officer full time with the significant
amount and sophisticated level of contracting actions associated with this Project.

The Project Support Office (PDS/PS) is responsible for project design and participates in
many aspects of project monitoring and reporting. One USDH Project Development Officer
and one FSN Project Development Assistant are assignf'..d part-time to the privatization
program. The Progmm Office (PDS/P) has a senior FSN Progmm Assistant who is involved
in providing assistance in relations with the Ministry of International Coopemtion and in
managing dollar and local currency resources for the privatization program. The Mission
Legal Office, The Office of Financial Management, and other technical office3 (AGRJACE,
HRDC/IDS. HRDC/ET, and others) are often directly involved in privatization issues in
specific sectors or on specific issues

The new Project will, without doubt, place an increased burden on the Mission directly and
indirectly. The new Project will prove to be more labor intensive than the present activities
because the volume of the activities is greater, certain aspects of the merchant bank services
activities will be unique and relatively new for A.I.D., and the visibility is much higher.

Analysis of the Decentralized Approach to Privatization

The approach toward privatization in Egypt has been gradual and decentralized with the HCs
having been given the charge to initiate privatization actions for their holdings. Such Til

approach of "decentralization" has been applied in several countries with poor results.
Countries where the implementation of privatization has been more speedy are those that
have avoided the complexities of involving too many government departments. Tne
emphasis in successful privatization progmms has been placed on simplicity, flexibUhy,
speed and transparency. Because the GOB will be considering the possibility of moving to a
more centralized approach with the next year, it is worth discussing the issue of "approach"
here:

Managing a privatization program requir0s 1 variety of skills. Some may be available within
tite governIr.ent departments, and others may have to be procured from the vutside. On
looking at the institutional arrangements in Egypt it seems that the HCs do not possess
adequate technical skills to carry out the program.

In a decentmlized approach, the level of commitment of the professional management at the
He level to the goals of the proposed privatization is also very important. Looking at the
Egyptian perspective, this again is a relevant concern. The 17 HCs that are now controlling
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over 380 affiliated companies in all sectors of the economy are responsible for maximizing
the return on their portfolios of affiliated companies (ACs). In achieving their objectives,
these companies are required to fonnulate and implement strategies for competing in a
competitive market environment that no k'~lger offers them the protection and subsidies they
previously enjoyed as part of a government ministry. Therefore in order for these HCs or
board members to survive and be profitable, they must undertake restructuring schemes for
all those ACs that need to be rehabilitated. As part of the privatization program, these
entities have also heell called upon to assume the role of disposition entities to dispose of
some of their ACs, with assistance from the PEO. In fulfilling their objective to maximize
returns, the HCs will be reluctant to privatize profitable and intrinsically viable operations.
Moreover, the HC management see only limited incentives for them to initiate these
privatization actions. Instead, they view these as a threat to their future.

Res have been slow to put up for sale companies under their charge" This is due in part to
the slowness of the GOE to provide procedures and guidelines for the sales (only recently
provided by the PEa), but also to the HCs' reluctance to detach themselves from the
management of the earmarked companies. Also, since they are not purely disposition
entities, the sale of state assets has not been their primary objective. Their attitude toward
the privatization process has differed, and will probably continue to differ, from those
expressed by the PEM: and the PEa.

Such a conflict in objectives is likely to have an impact on the pace of the program. In the
similar cases of Italy and Tunisia, the decentralized approach was a little better since the
commitment of the managers was present and the privatization objectives were clear.
However, in the Philippines, a similar kind of arrangemerit has not worked satisfactorily due
to reasons akin to the ones currently seen in Egypt.

There are some useful lessons to be learned by all those associated with the privatization
program in Egypt. The successful experiences of Mexico, Chile, and Canada (refer to
Attachment I at the end of this analysis to examine in detail the e>:periences of other
countries in the organization of the privatization process) seem to suggest that these countries
have laid great emphasis on centralization, simplicity, flexibility, speed and transparency.
They have realized that managing a privatization program requires a variety of skills that can
be quickly developed if the administration of privatization is concentrated into a few capable
hands in a privatization unit. In centralizing their privatization process, they have been able
successfully to avoid any conflict of interest between privatization and entrenched
bureaucracies inherent in the state-enterprise system.

Already there is talk of an 18th HC being formed primarily with the purpose of charging this
entity to undertake the disposition of state enterprises. All the companies identified for
privatization from within the 17 RCs would be transferred to this HC that would undertake
all actions necessary toward carrying out their disposition. In such an eventuality, project
a!isistance must be directed toward this entity as the primary beneficiary.
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The World Bank apparently has agreed with the GOE to give the present decentralized
structure a chance to succeed or to fail. The trial period probably will extend through the
end of 1993. This Project must be prepared to work with either a decentralized or
centralized structure.

The dilemma for USAID is initiating a program in what may be a highly unstable
institutional environment. At least one PEG official clearly does not favor the status quo.
Re argues that so long as 17 HCs are the implementing authorities there will be long delays
in privatization (let alone restructuring) and enormous duplication of analysis and consulting
arrangements. The way out is to transfer the assets of all finns scheduled for privatization to
a trust which would own the assets and contract for the consultants and investment bankers to
dispose of them. In this square, or possibly pentagon, the HCs would lose relevance except
insofar as restructuring remained on the agenda, with all the caveats mentioned above. The
PEO might disappear altogether, be absorbed into the trust, or remain an appendage of the
office of the PEM.

If the 18th HC were created, the role of the PEM itself would be called into question. Many
of the functions of that 11inister would be transferred to the head of the new HC. The
Ministry might be dissolved and the PEO along with it. The Project proposes to deepen the
analytic skills, management, and contracting capacity of the personnel of the PEO and of
select HCs. If the status qr1 is maintained, then the PP as currently structured will make
good sense. If the status quo is radically changed along the lines suggested above, then the
PEO and HC personnel trained under this Project would be ideally suited to work in the new
privatization structure.

Implications of Analysis for Project Design

The above analysis leads to the following conclusions which influence the design of the
Project:

First - The capabilities of the PEO and of the HCs to administer the privatization program
are limited due to the relative inexperience of these organizations, their limited authority, and
the lack of experience in privatization. Furthermore, Egypt has a poor record for
establishing effective task-oriented organizations. Therefore, the implementing organizations
must be ready to contract for assistance on, or otherwise assign, a number of the tasks
associated with the privatization program to private fmns with the requisite experience and
capability. Furthermore, the Project itself must have: a) the capability to undertake a
number of important tasks in the GOE's stead, until such time as the current organizations
develop the experience and capability to conduct those tasks; and b) to help strengthen the
abilities of the PEO and the HC Privatization Teams.

The contractor for the Program Promotion Component must, for example, in the early phases
of the Project, help design and implement the component activities, not just advise the PEO
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about how to do these activities. Over several years, however, the technical assistance and
training for communications and organizational development should be able to move to the
background. The same dynamics can be expected for the other components as well.

Second - Although the type of privatization process may transform over the life of the
project, and the main organizational bodies responsible for privatization may be changed in
name or in function somewhat, the PEO is the best choice as the primary counterpart agency
for this Project. Key staff from the PEO and HCs will remain involved and important
players in the privatization process even if it changes shape and form.
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Attachment 1

Organizing for Privatization:
Experiences Of Other Countries

Egypt is not the first country to undertake an ambitious privatization program. The
experience of other countries in organizing such a program can be very instructive for the
Egyptian program. This attachment briefly outlines the experiences of Mexico, Chile,
Canada, and the Philippines and is offered as material for comparison and thought.

Mexico

The coordination, supervision, and execution of the sale of state-owned companies are the
responsibilities of the Finance Secretariat. To strengthen federal government actions for the
sale of state-owned companies, the President of Mexico created a special unit in the Finance
Secretariat that is called the Office for Privatizaticn of State-owned Enterprises of the
Finance and Public Credit Secretariat. This office/unit is composed of a Coordinator
General- the head of the unit, who is helped by six director generals as well as support
personnel making it a total staff of 16. The privatization unit reports to the Secretary of the
Ministry of Finance, and the Coordinator General has the rank of a sub-secretary. The
Coordinator General is an economist by training who was a professor at a reputable institute
in Mexico, the six director generals are highly trained, motivated and non-bureaucratic
professionals. Their job is to manage the specific sales, but they do so in a managerial
capacity as the details are delegated to Agent Banks.

Although the sector ministry with administrative responsibility for an enterprise fonnally
proposes it for privatization, the assumption now is that in principle all enterprises are to be
divested, and the sector ministry must justify its retention. Once the decision to privatize is
taken, the administrative control of the enterprise is transferred to the privatization unit at the
Finance Secretariat. Actual management of each sale is undertaken by one of the 18
commercial banks in the country acting as sales agent for the Federal Government. The
selection of the bank-- a responsibility of the privatization unit-- to carry out the sale,
depends on its experience and workload. The activities of the bank are supervised by one of
the director generals of the privatization unit.

Separating the enterprises for privatization from their relevant ministry, and transferring
these to a privatization unit, thereby centralizing the process of privatization, has proved to
be very advantageous for Mexico. Advantages of the centralized process being:

Actions deemed necessary as precursors to privatization could be taken quickly and
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without dilution or delay- different government bureaucracies can obstruct
privatization and bog down decision making;

Any potential conflict of interest between privatization and entrenched bureaucracies
was avoided; and

The management of divestitures was concentrated into a few capable hands at the
privatization unit, allowing benefits from learning and specialization to be realized.

Chile

In Chile, SOEs are broadly classified into state enterprises owned directly by the central
government through ministries and government institutions and public corporations owned by
CORPO, a state development and holding corporation. CORFO was viewed as the most
important entity to carry out government privatization policies, and a privatization structure,
described below was set up within CORFO that has been responsible for most of the
privatization transactions in Chile.

The organization of privatization in Chile has been as follows:

CORPO's Council: Headed by the Ministry of Economy, the Council's function is to
have final responsibility for privatization strategies and decisions, as proposed by the
Privatization Committee. Other members include the Finance Minister, the Planning
Minister, and the Vice-President of CORPO.

Privatization Committee: The Committee acts as the link between the Nonnalization
Unit and the Council. It also supervises the implementation of the actions approved
by the Council.

Nonnalization Unit: The Unit carries out the actions approved by the Council and
implements the selected method. It also oversees the whole privatization transaction,
including the prior restructuring of SOEs, selecting financial intennediaries, screening
prospective bidders, handling negotiations (if necessary), and collecting proceeds from
sales.

.-\gain, the entire privatization activity in Chile was centralized in one unit-- the
Nornlalization Unit-- under the CORPO. The success of this approach can be gauged by the
ability of the govenunent to reduce the size of its public sector in relation to GDP from 39 %
in 1973 to 16% in 1989.

Canada

The Office of Privatization and Regulatory Affairs (OPRA) is the single organization that
controls and implements all four elements of the privatization process: selecting/prioritizing,
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examining public policy implications, recommending individual privatization plans to the
Cabinet, and selling the SOE. The OPRA contracts-out the preparatory work required for
putting companies for sale.

Philippines

The Committee on Privatization (COP) is a cabinet-level committee under the Office of the
President tasked with overseeing the government's privatization program. Five cabinet
members comprise the COP, with the Secretary of the Department of Finance (DOF) as its
chainnan. The COP is supported by a Technical Committee, which is headed by the
Undersecretary of Finance and composed of senior officials of the other COP member
departments. The other departments represented in the COP are the Department of Budget
and Management, the Department of Justice, the Department of Trade and Industry, and the
National Economic and Development Authority. From 1986 up to the present, there have
been four secretaries and six undersecretaries of the DOF who have been directly involved
with the country's privatization program.

The COP is also in charge of formulating the policies and general guidelines regarding
privatization issues, approving the sale and disposition of government corporations and
assets, and monitoring the progress of privatization activities. A main function of the COP is
to supervise the privatization activities of the Asset Privatization Trust (AP1), and the 13
parent government corporations or government departments designated as disposition entities
(DEs). The APT was created as the principal disposition entity, acting as trustee for the
Government in the implementation of the program. APT was assigned the responsibility of
disposing of 399 assets transferred to government control. These assets were transferred
through foreclosure or defaulted loans. Initially, 10 GOCCs (government corporations) were
also assigned to the APT for privatization, while responsibility for divestiture of more than a
hundred GOCCs was allocated among the 13 other DEs. Subsequently, the task of disposing
16 GOCCS were also transferred fro~ the other DEs to the APT.

Another entity now involved in the Philippines privatization program-- which featured
nowhere in the country's program organization chart-- has been the Committee of Audit
(CGA). It reviews the price and the terms of sale for government acceptability. Although
not created for privatization, the COA has become an integral part of the process and devotes
a fair share of its full-time resources to accomplish its newly assigned tasks.

Implementation of privatization in the Philippines has been slow and below stated intentions.
A major reason for this slow pace has been an inefficient organizational structure. As can be
seen from above, the Philippines privatization program has been unable to avoid the
complexities of involving too many government departments/entities. The large number of
disposition entities, coupled with the COA having a major influence on the price and terms
of sale, has contributed to slowing the program.
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ANNEXF

PROCUREMENT PLAN

Introduction

The Project features several components plus an expanded evaluation activity all designed to
assist the GOE in carrying out its privatization program. The Technical Analysis (Annex D)
describes in detail the technical rationale and approach for undertaking each of the
Components and their respective tasks. The Monitoring, Evaluation and Audit Plan provides
similar infonnation for those activities. For simplicity in discussing this Procurement Plan,
eight areas are considered, dividing the Sales component into Sales A and Sales B and listing
the evaluation activity as a separate element. The eight basic elements of the Project are:

Program Promotion: To assist the GOE to fonnulate an effective communications
program to facilitate the privatization process.

Organizational Development: To assist the PEO and the Hes to identify and
overcome organizational obstacles to privatization.

Decision Making SUppOl1: To assist the PEO to develop the capability to identify and
effectively address policy impediments to privatization.

Financial Instruments Development: To support the development of fmancial
instruments and institutions required for mobilizing capital for privatization.

Sales A: To provide professional advisory services to the PEO and the HCs in
managing the contracts with merchant banks and other fmancial institutions.

Sales B: To provide merchant banking services to take properties through the sales
transaction process.

Evaluation: To assist USAID (and indirectly the GOE) with collecting extensive data
and infonnation about the economic effects of privatization and the Project, and to
allow USAID to effectively evaluate Project perfonnance.

Miscellaneous: The Project will provide a limited amount of funds to hire a
contracting specialist (PSC position) to assist the Contracting Officer (DIR/CS) with
the substantial contracting actions associated with this project. The Project's proposed
budget also provides for audits to be conducted on the Project's contractors.



These components require a wide range of technical skills including: public relations and
marketing, organizational development, training, privatization techniques, merchant banking
and transaction oriented procedures, legal practices, public policy, research techniques, and
evaluation techniques.

In tenns of contracting, the Project major components break logically into two major
contracts. In addition to the major contracts, there will also be an evaluation contract, the
PSC contracting specialist position for DIRJCS, and contractor audits.

There are a couple of basic differences between Sales B and the other components. As
mentioned in the Technical Analysis discussion of the Sales Component, the services planned
under Sales B require specific services organization, namely a merchant bank, otherwise
known as an investment bank. The services planned under the other components tend to be
provided by consulting finns, albeit sometimes specialized consulting finns. Sales B services
are transaction oriented. The other services are not. Sales B services produce a clear
definable result: the sale of a property. The results of the other services are more difficult
to define. Thus, the Project will have two major separate contracts and several lesser
contracts:

--Contract 1 - Technical Assistance Services brings together all of the technical
assistance and training activities and covers the Program Promotion, Organizational
Development, Decision-Making Support, Financial Instruments Development, and
Sales A Components.

--Contract 2 - Merchant Banldng Services covers only the Sales B Component.

--Contract 3 - Evaluation
--Contract 4 - Contracting Specialist (DIR/CS)
--Contracting for Audits

The contracting requirements for each contract will be discussed, a number of other
considerations explained, and further recommendations made in the next section. Two
contracts, TA and evaluation will require some furniture, equipment and local services
(telephone, offices space, etc.) to implement their services. These two contracts will include
funds for the equipment and services.

The Contracting Approach

Contract 1: Technical Assistance Services

Contract I brings together all of the technical assistance and training activities under one
contractual arrangement: Program Promotion, Organizational Development, Decision
Making Support, Financial Instruments Development, and Sales A. Contractually, these
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components fit well together in terms of the types of support needed and the management and
oversight functions they require. Similar arrangements are often found under other large
A.I.D. projects.

It is not expected that one finn alone will be able to supply all the needed expertise to
implement these activities. It is recommended, therefore, that a prime contractor utilize the
services of one or more sub-contractors to implement the Technical Assistance Services
Contract. Proposals must clearly define the role of each of the sub-contractors and the skills
they bring to the Project. A prime contractor with experience in privatization would be best
suited to lead the consortium. Sub-contractors with technical skills in specialized areas
would supplement those of the prime contractor. Local sub-contractors are also
recommended. One important aspect of the use of sub-contractors is the transfer of new
technology and skill to local private sector individuals and firms.

The Technical Analysis further describes the activities, possible scopes of work, level of
effort, and qualifications of the contractors needed for project implementation.

A level-of-effort-type of cost-plus-fixed-fee contract should be awarded based on full and
open competition. The possibility of using, instead, a completion-type contract was analyzed
and was found to be impractical for several reasons which have been mentioned in other
contexts elsewhere in the Paper:

--the many uncertainties and complexities associated with the GOB privatization program;
--the many factors outside the control of a contractor;
--the weakness and inexperience of the organizations implementing the program.

A waiver requesting Deputy Mission Director approval for a level-of-effort-type contract for
the TA is included in Annex N.

To ensure a wide search for well qualified finn to provide these technical assistance services,
advertisement of the RFP should done in other meAlia in addition to the CBD. Specialized
newspapers and magazines should be considered, including, for example, The Wall Street
Journal. Adequate Project funds for advertisement will be provided in the PIO/T.

Contract 2: Merchant Banking Services

Implementation of the Sales B Component at the project is proposed to be done by the
services of a small group of merchant banks under the leadership of one of the banks.

This Merchant Bank Services Group will be assigned the sale of approximately 73 properties
(50 PEs and 23 joint venture banks). These properties will represent principally the
industrial, tourism and banking sectors, but may also represent wholesale/retail and transport
sectors. Most of the properties will be entire companies, some may be blocks of shares of
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companies, and some may be major assets of these companies. The Group will enter into a
letter of agreement with the HC for the property to be sold, pursuant to which the Group will
earn a success fee comprised of a percentage of the sales price of the property. This fee will
be paid by the HC directly out of the proceeds of the sale.

The USAID contract with the Group will consist solely of offering a set of incentives to the
Group to set up and pursue operations in Egypt. If Egypt were an attractive market for these
banks, they would have already set up offices. As it is, the economic environment of Egypt
and the privatization program itself are still suffering from uncertainties. The Project
proposes that fixed engagement, or appointment fees, be paid by USAID to the Merchant
Banking Services Contractor (sales agent) upon the completion and signing of a
contract/agreement between the contractor and a Holding Company to sell a property, or
batch of properties. This agreement will be the fITst phase of the sales process expected
under this Project.

When an agreement is reached between a Holding Company and the Project sales contractor
to sell a particular property, or balch of properties, the sales 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 fmancial responsibility of the GOB.

The engagement fees of the USAID contract with the merchant banking services contractor,
are designed to induce merchant banks to come to Egypt, and represent payment for costs to
be incurred in establishing a presence in Egypt and for effort expended in negotiations with
the GOE to reach agreements for privatization. The engagement fee is believed to be a
necessary incentive to help overcome merchant bank reluctance to come to Egypt. In
contrast, the success and abort fees represent payment by the GOE for the actual
privatization work and/or completion of a sale.

The exact fonn of the Project-fmanced engagement fee which will be paid to the Group
under the USAID contract will depend on the proposals from competing groups and the
result of negotiations which ensue. The RFP could offer to negotiate an engagement fee
which would be paid for each property that the group agrees to take to sale. This should be
a fixed price payable as soon each letter of agreement is executed by the relevant HC, the
PEO, and the Group. There is also the possibility that the Group will negotiate payment of a
limited amount of funds on a one-time basis to be used to set up operations in Egypt. If so,
this amount would be paid by USAID in addition to the engagement fees.

The contract for these services will not be lImited to, but will most likely be awarded to, a
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group of merchant banks. The group will be led by a single merchant bank, or similarly
qualified finn. The lead merchant bank will be required to bring in other banks, but in any
manner it chooses. It could be through an IQC type arrangement for sub-contractors or
contracting mechanisms that are more familiar to merchant banks. The lead merchant bank
would be requested to confmn its ability to be able to support the range of sales transaction
requirements of the HCs.

Given the above set of conditions, it is proposed that the Project award a single merchant
banking services contract to a lead merchant bank which will sub-contract for the services of
another two to four merchant banks. The successful contractor will bring extensive
experience in investment transactions.

The competition for this contract will not be limited to investment banks but they are the
most likely organizations able to provide the necessary experience and expertise. It will be a
finn fixed price type of contract and will also be awarded based on full and open
competition. Advertisement of the RFP should done in other media in addition to the CBD.
Specialized newspapers and magazines should be considered and fmancing for advertisement
included in the PIO/T.

Contract 3: Evaluation

Contract 3 entails all evaluation services for the Project. Evaluation plays a particularly
large role in this Project. These services will go beyond the normal evaluation functions to
include extensive collection of information and data, providing to USAID regular evaluative
assessments of project performance and analysis of key issues relating to the GOE's
privatization program. This expanded evaluation capability is necessary for USAID to
accommodate an evolving and complex project implementation environment. See Annex H
for more description of the scope of work, level of effort, and fmn qualifications of the
evaluation contract. The need for evaluation services will begin immediately when the
Project commences. The Evaluation contractor must initiate its bench-mark survey and data
gathering plan at the onset of the Project to ensure a solid basis for continual evaluation of
the Project. Local sub-contracting for specialized data collection or information gathering
skills will be encouraged. Existing USAID/Egypt projects, such as the Egyptian Center for
Economic Studies, might also be tapped for targeted Project analyses.

For the same reasons cited for the TA Contract, a level of effort, cost reimbursement plus
fixed fee, type contract is recommended for the Evaluation services. Annex N includes the
waiver request for a level of effort contract.

The Mission has examined the options and has determined that procurement of the Evaluation
services will best be pursued using the procedures for contracting an 8(a) or Gray
Amendment fmn.
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Organizational Structure and Personnel

Each contractor will maintain a good working relationship with the other contractors, with
USAID, and with the clients of the Project. Each contractor will name a Chief of Party or
Representative responsible for fulfilling the terms of the contract. Each contractor will
provide active and high level home office support to the Project. An illustrative list of key
personnel and key sub-contracts, which should be presented in proposals and will require
USAID approval, are briefly described below.

Technical Assistance Services

Technical Assistance Chief of Paf1y, Privatization Etpen: Full-time long-term
expatriate technical assistance manager and privatization expert to be responsible for
the competent delivery of all services provided by the contractor, to supervise all
other long-term and short term advisors under the contract, and to represent the
contractor with relevant organizations including the PEO, the HCs, the ACs, the
financial institutions, the other Project Contractors, and USAID.

Program Promotion Sub-contract(s) with Local Firm/Organization: To provide a full
time long-term public relations and communications specialist to apprentice short tenn
consultants and eventually to take the lead in the Program Promotion Component, to
provide short term assistance in program promotion, and to provide other promotion
services and products.

Decision Making Suppon Sub-contract(s) with Local Firm/Organization: To provide
a full-time long term professional to apprentice short term consultants and eventually
take the lead in the Decision Making Support Component, to provide short term
consultants, to do analyses and presentation, and to otherwise provide assistance in
implementing the Component.

Merchant Bank Advisor: Full-time long-term expatriate merchant banker to advise
and assist the PEO, the HCs, and USAID in managing the activities of merchant
banks engaged in the sale of GOE properties, to assist local fmancial institutions to
develop and utilize new financial instruments helpful to privatization, and to supervise
two Egyptian advisors in these areas.

Merchant Banking Associate: Full-time long-term banker to apprentice and work with
the Merchant Bank Advisor to help the HCs develop strategic business plans and
implement the sale of properties.

Financial Engineer: Full-time long-tetm Egyptian fmancial engineer to apprentice
and work with the Merchant Bank Advisor to support the local financial community in
the development and use of transaction-oriented fmancial instruments needed for
privatization.
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Contract Administrator: Full-time long-tenn U.S. contract administrator. He/she
will be responsible for administering the USAID contract and the subcontracts.
Previous experience by the Mission recommends that the position be accounted
for/included at the design stage rather than having to modify budgets for later
inclusion.

In addition to the above, the contractor will assure that adequate local and home office
support is provided. Local office support includes, management of project training activities,
translation, local procurement, financial management, and support for short tenn consultants.

Merchant Banking Services

Merchant Bank Representative: The Group Representative and coordinator for the
Merchant Bank Group to be responsible for the delivery of all services under the
contract and ultimately for the sale of properties assigned to the Project for sale. This
person mayor may not be resident in Cairo, depending on what the contractor
proposes.

The contractor will operate on a fixed fee basis (engagement fee) and will not require
USAID approval of personnel.

Evaluation Services

Evaluation Chief of Party and Specialist: A full-time U. S. professional to be
responsible for the work of the contractor, to supervise short tenn consultants, to
oversee local sub-contractors, and to represent the contractor with relevant
organizations including the PEG, the HCs, the ACs, the fmancial institutions, the
other Project Contractors, and USAID. The Chief of Party will be assisted by a
secretary.

u.s. short renn TA: Evaluation teams to visit Cairo; initially to set baselines for
project evaluation, periodically to conduct reviews and analysis, and to conduct a
mid-tenn and final evaluation.

Local shon tenn TA: Local consulting finn that can assist with data collection, as
well as provide support for fonnal reports and evaluations, do follow up work for
those reviews, and provide support to the Chief of Party.

In addition to the above, the contractor will provide short tenn consultants in a variety of
areas, local office support, and home office support.
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Attachment 1

More Detailed Position Descriptions

Brief position descriptions are provided for three key positions:

A. Technical Assistance Chief of Party, Privatization Specialist - The Chief of Party will
be the team leader for all Technical Assistance contractor staff. This is a long-term,
full time position to work out of a local office established by the prime contractor.

Qualifications:

-Sufficiently high position within the organization of the contractor to assure ready
access to all relevant resources of the contractor.

-Three years of experience in designing, implementing, andfoc monitoring
privatization programs.

-Specialization and practical knowledge in at least two of the five project component
areas: public relations and communications, organizational development, sales
transactions, public policy, and fmancial instruments; general knowledge and
understanding of all project areas.

-Strong managerial and team building capability.

-Working knowledge of privatization programs occurring world-wide.

Responsibilities:

-Act as team leader and supervisor for all long and short tenn consultants under the
contract.

-Identify and coordinate all short term, technical assistance.

-Work in close collaboration with the PEO, HCs, and participating fmancial
institutions to monitor and identify their concerns and needs.

-Work in close collaboration with USAID TIfF! staff.

B. Merchant Bank Advisor The position is for a long term advisor to work within the
PEO in providing technical advisory services for the privatization of companies. The
Advisor will be provided by the contractor for technical services.
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Qualifications:

-10 years of experience working as a merchant banker.

-Broad knowledge of American, European, Asian, and other merchant banks and their
ope,,:' l\.ms.

-A minimum of 5 years working in emerging market economies.

-Experience in the management of complex investment portfolios.

-Five years :,xperience in senior level management positions.

Responsibilities:

-Act as advisor to the PEO, HCs, and USAID in managing the work of merchant
banks involved in the sale of PEs.

-Assist the HCs in strategic planning for privatization, help identify and group
together companies for privatization.

-Advise participating banks concerning the development and use of new financial
instruments.

-Assist in identifying the most appropriate merchant bank for undertaking specific
tasks.

-delp in the structuring of fee arrangements.

-Provide as needed support for structuring deals leading up to the sales transactions,
including: defining acquisition criteria, reviewing industry studies, and setting
appropriate price ranges for PEs.

-Make regular follow-up ,,;alls on all pot~ntial buyers or investors.

-Assist in other divestiture-oriented activities of the restructuring unit of the PEO,
including: the divestiture of nan-core activities, debt/equity swaps,
employee/management buy-outs, and Liquidation.

C. Merchant Bank Representative

This Representative will be provided by the merchant bank group to manage the day
to-day local operations of the group and to be the liaison with the Project.

- Annex F 9 -



Qualifications: Sufficiently high rank within his/her bank to be able to represent the
bank and the Group on most project implementation matters.

Responsibilities: Ensure the performance of the Merchant Banking Group in all
aspects· of their work, provide regular reports as may be required, and participate in
Project meetings.

The representative need not necessarily be resident in Cairo, but must be able to be
present on a regular basis.
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Attachment 2

Review of Issues Associated with the Contract for
Merchant Banking Services

The decision to employ merchant banks (or a fmn that provides merchant bank selVices)
under separate contract(s) was based on the lessons learned from the on-going privatization
project as well as other countries' experiences. In other country privatization programs
AJ.D. Missions have contracted with the large, well-known accounting fmns to manage the
sales process. However, this generally has not worked well. These finns can be good at
technical assistance but generally do not have experience in sales transactions. Countries
with successful privatization programs have moved beyond seeking help from accounting and
auditing finns to acquiring assistance from institutions that have transaction oriented skills
and can be effective in the realization of sales.

The Partnership in Development (Privatization) Project has also not had a good experience in
acquiring due diligence l services from non-merchant banks. Under this arrangement, the
Mission has worked with a consulting finn to conduct due diligence of properties. In
general, this approach has proven less than completely successful since merchant banks are
unwilling to accept the valuations of other fmns; in the end, many activities would have to
be paid for and conducted twice due to the lack of transaction-oriented skills of the
consulting fmn.

Once the decision to use merchant banks was taken, several other issues were analyzed and
discussed within USAID/Egypt. Below is a summary of these issues and recommendations
that have been made.

Success Fees - Success fees are a standard part of a sales transaction with a merchant
bank - usually a percentage of the sales proceeds. The percentage of this fee revolves
around the expected amount of the sale; as the expected sales price goes up, the
percentage success fee goes down. In general, fees average between one and two
percent of the sales price. A mechanism to incorporate success fees into the
contracting mechanism is essential. The Project will not be able to attract merchant
banks to Egypt if there are not profits to be made. Discussions with the PEO and
selected HC chainnen have indicated that the HCs are willing to pay these fees (and
the PEO to guarantee them) and willing to negotiate them directly with the merchant

'TIle basic function of due diligence, using the term in its broadest sense, it to assess the benefits and the
liabilities of a proposed acquisition by inquiring into all relevant aspects of the past, present, and predktable future
of the business to be sold/purchased. Term is also used, more narrowly, to describe the duty of ClUe and review
to be exercised by officers, directors, underwriters, and others in connection with offerings of securities/companies.
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bank. Indeed, recent experiences with privatization in Egypt actually demonstrate this
support. A separate tied contract between the HelPEO and the merchant bank will
be negotiated for each batch of properties. The Project Agreement should incorporate
a covenant in the grant agreement with the GOE to require that the GOE comply with
this arrangement. This covenant would apply only to this (sub-)component of the
Project. A Condition Precedent will be included in the Project Agreement pursuant to
which the Public Enterprise Minister will represent that the HCs will make the
necessary resources available to pay success fees.

Abon Fees - Another concern of the Project is the possibility that the GOE may stop
the sales process once it is underway. The Project suggests and will encourage the
Merchant Bank Advisor to support the institutionalization of a substantial abort fee.
High abort fees will provide an incentive to the GOE not to stop a sales transaction
and provide a safety net for the merchant banks when a sale is terminated. The main
obstacle in negotiating this will be the source of funds to pay abort fees. They cannot
logically be paid from sale proceeds when a sale does not occur. The GOE may need
to provide abort fees from the general treasury. A Condition Precedent will be
included in the Project Agreement pursuant to which the Public Enterprise Minister
will represent that the HCs will make the necessary resources available to pay abort
fees.

Engagement or Appointment Fee - Even with finn agreements with the GOB for the
payment of success fees and abort fees, merchant banks have been reluctant to come
to Egypt perhaps for 1) political, economic, and other uncertainties and 2) lack of
reliable information on even the most basic aspects of the companies being sold. An
engagement fee may be paid to compensate the Merchant Banking Group for the high
level of uncertainty involved in these transactions and in the GOE privatization
process generally, as well as the low level of reliable information.

lVhy Fixed Amount for Stan- Up Costs? - With regard to financing costs incurred by
the Merchant Bank Group in commencing operations in Egypt, negotiation of a fixed
amount to cover such costs is preferable for three reasons: 1) merchant bank charges
tend to be higher than the levels which A.I.D. can reimburse and it is easier for the
Agency to pay for a product or event, 2) the fixed price provides an incentive to the
merchant banks to move quickly through the evaluation, valuation and sales exercise,
and 3) the fixed price contract is simpler and less labor intensive to administer. The
engagement fee would have to be low enough to place the emphasis on bank
performance being rewarded principally with the payment of a success fee from the
proceeds of the sale.

Property Selection - Up to this point, USAID has not had a large role in deciding
which properties would be assigned to its contractor and which the contractor would
be responsible for taking to sale. The ability to have a voice in this decision-making
process will be important as the Project attempts to meet its goal of selling 73
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properties for two reasons. First, the Project should work on feasible rather than not
feasible sales. Second, unless many of the more attractive properties are assigned to
the Project, it will be difficult to attract competent merchant banks. A covenant
should be included in the Project Agreement to ensure that assignments made to the
USAID-fmanced Merchant Bank Group are representative of the total set of properties
to be privatized.

There are a number of conditions that merchant banks bidding under this contract need to
understand and accept.

Letter ofAgreement between the He and the PEO. An agreement will be subscribed
between the PEO and each HC that has decided to sell (a) property(ies) and that is
interested in availing itself of Project assistance. In the agreement the HC documents
its decision to sell, commits to the payment of a success fee (within a specified range)
out of the proceeds of the sale of the property, commits to the payment of an abort
fee (should the He or GOE prevent the sale of the property) out of other funds or
presents a guarantee for the payment of the abort fee, and identifies the members of
the privatization committee or negotiating committee.

PEO Guarantee of Payment of Fees. The PEO will provide the merchant bank with a
full guarantee (possibly by a letter of credit) by the GOE for the payment of the
success fee or the abort fee, providing the conditions of the contract between the bank
and HC are respe{:ted. A proforma contract prepared by the PEO will be included in
the RFP.

Negotiating Fees - Merchant banks under contract to USAID will agree to enter into
separate contracts with the GOE with 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 PEO and HCs. Although the contractor
would be dealing with USAID in terms of engagement fees, each bank will have to
deal with the PEO and HCs individually to negotiate the terms of reference for the
sale, success fees, and abort fees. Merchant banks will be working closely with these
entities related to specific transactions.

Registration - Merchant banks should be aware of the need to register locally to
operate as a traditional investment bank in Egypt. However, for the purposes of this
Project, merchant banks will be able to operate under association or agreement with
any local fmn that is or can be registered.
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ANNEX G

COORDINATION: OTHER DONORS,
GOE, USAID

Summary

The privatization program is a major undertaking by the GOE. The program requires
significant technical, financial and other assistance on the part of the donor community as
well as the GOE.

The sheer size of this task and overlapping areas of donor interest demand fonnal
coordination among donors. USAID recognizes the importance of efficiently orchestrating
the use of both its own resources and counterpart funds. A well coordinated approach will
mean a better executed, streamlined, and cost effective privatization program. It will require
the Privatization Project to examine on a regular basis areas of coordination, areas of
common concern, donor-specific sector interests, and areas of conflict.

Other Donor Coordination

The World Bank has helped the GOE prepare a comprehensive five-year program of
technical assistance to meet the requirements of privatization and financial sector refonn1•

The purpose of this broad technical assistance program is to provide a framework in which
the technical assistance, funded by the bi- and multi-lateral donors working in Egypt, can be
hannonized and coordinated to enhance its overall effectiveness. The overall technical
assistance program covers the PEa, professional advisory services, a comprehensive training
program, refonn of the banking sector, securities market, and business regulatory
environment. The estimated cost to implement this technical assistance program is $103
million over the period 1992-1997..

At the plannl'"..d rate of 25 finns or major assets to be sold per year, cost estimates for
privatization transactions (other than the costs of success fees) range around $18 million a
year. This would mean a significant funding gap still exists given current donor programs
and plans thus far. This gap has been estimated to be between $50 and $60 million to
finance the GOE privatization program over the next five years. Furthennore once the

, World Bank "Memorandum and Recommendations of the President of the IDA to the Executive Directors
on a proposed SDR 6.6 million to the Arab Republic of Egypt for a Technical Assistance Project for Privatization
and Enterprise and Banking Sector Reforms," June 2, 1992.



privatization program is initiated, it is likely to go beyond the 150 companies and the five
years envisioned at the present time. At this time, it is not clear how these financial needs
will be met. In the near term USAID, and to a much smaller extent the International
Development Association (IDA), Canadian International Development Agency (CIDA) and
United Nations Development Program (UNDP) , will be the only source of donor-funded
technical assistance for sales transactions. USAID should play an active role in donor
coordination.

Below is a brief summary of donor programs and plans - as of April, 1993:

United Nations Development Programme (UNDP) - $3 million. To finance the
salaries of PEG personnel and other administrative costs. A portion of funds may
also fund limited short-term consultancy. Status: Implementation started almost two
years ago, funds nearly exhausted.

Intemational Development Association (IDA) - $9 million. Around $3 million will
support professional advisory services for privatization transactions and restructuring
transactions. Status: Approved and implementation recently started.

Canadian Intemational Development Agency (CIDA) - $3 million. Most of these
funds will provide professional advisory services for priva~ization transactions and
restructuring. (CIDA monies have been lumped with IDA and its contribution will be
administered through IDA.) Status: Approved and implementation recently stated.

Gennan Development Bank (KFW) - $8 million in pledges. The majority of KFW
funds would be used to provide professional advisory services for restructuring
transactions and banking sector reform. Status: New funds planned to start
disbursement 1993. Five companies assigned for KFW privatization assistance.

EEC - $1.1 million committed and another $43 million in pledges. This funding will
be used, in part, for the provision of t~hnical advisory services for the preparation
and sale of PEs and for banking sector reforms. A portion will also support training
programs as part of the economic reform effort. Status: Employment impact study
being contracted out. Larger project planned for 1994-1995.

Overseas Development AssocillJion (United Kingdom) - $7 million in pledges. To be
used, in part, for banking reform efforts. Status: Planned for 1994.

Italian Govemment - $9 million in pledges. To fmance professional advisory
services for privatization transactions and restructuring transactions. Status: Planned
for 1995.

The scope of donor activity supporting Egypt's privatization program demands a coordinated
approach. Below are a few illustrative types of mechanisms that could be used by the donors

- Annex G 2 -



to strengthen i,nfonnation sharing and decision making procedures:

Technical, working-level meetings between the donors initiated by USAID and co
sponsored by the Wodd Bank.

Policy-level meetings held periodically between the USAID Mission Director and
Deputy Mission Director and senior representatives of the donor agencies;
privatization will remain an important topic.

Periodic meetings will be held between the USAID Mission Director and the Public
Enterprises Minister to ensure the GOE needs are met by the Agency's privatization
program. There is a possibility that other donors may pa:ticipate.

Host Country Contributions to the Project

Mission Policy: Current Mission policy (Mission Order 3-31) mandates that Project Paper
and Project Agreement budgets include the total estimated host country in-kind and cash
contributions. The estimate shall be projected on an annual basis over the life of project and
may be categorized by GOE budget chapter (BAB 1, 2 or 3) to facilitate monitoring. The
policy also specifies that all contributions shall be quantifiable and/or monetizable project
costs to be borne by Egypt in implementing the project.

Impracticality of Quantifying Level of GOE Contribution: When analyzing potential
sources of GOE contribution to the project, two sources of counterpart support were
identified: the PEa itself and success/abort fees that are realized as a result of the sales of 50
PEs and 23 PNCs. In addition to support from other entities, the PEa was provided LE33
million from the BAB 3 account for GOE FY92/93 to support all of PEa organizational
operations. Part of the PEG organization will be dedicated solely to implementation of this
project. Although the privatization element of PEa 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
PEa personnel, logistics, operational and indirect cost solely dedicated to this project.
Nonetheless, the major GOE contribution to the Project will be in the fonn 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). Furthennore, it is likely
that a series of shorter lists of properties requiring Project assistance will be presented by the
GOE for Project assistance over the life of the Project. The values of the properties will not
be known until the sale is consummated. No reliable estimates of the value of the fmns
presently exist.

Mission Approach: Although not in confonnance with standard Mission policy on host
country contributions, the Mission recognizes that the host country contribution can not be
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projected and monitored quantitatively at this time due to a lack of baseline data. Rather, the
Mission will monitor the host country contribution to the Project by evaluating GOE
commitment to privatization (through PEO appropriate staffmg levels, operational support
and actual sales of PEs by Merchant Banks). A special reporting provision shall also be
included in the Project Agreement Annex I which shall require the GOE to report to USAID
the number of successful sales as well as the amount of success and abort fees paid each
year.

Net Proceeds from the Sale of .Properties

The net proceeds from the sale of properties represent a potential source of financing for
activities associate with the privatization program. However, the GOE presently has not yet
established its policy on the use of proceeds. Nor are there any even half-way reliable
estimates at the value or the cash flow of this potential resource. Presently the GOE is
considering channeling the proceeds to four uses:

Social Fund type activities,
Employee services pay,
Maintenance required on existing assets and new investments in companies to be kept,
and
Contributions to the GOE treasury.

The new Project will assist the GOE, through the PEO, to review and to design mechanisms
for selected uses of these funds.

Social Fund

The Social Fund has been developed by the GOE with World Bank assistance as a social
safety net for its economic refonn program. Other donors have made contributions to this
fund. As the Fund begins to playa role in off-setting the potential negative effects of
privatization, there may be occasions when USAID's Privatization Project's activities have an
overlapping agenda with the Fund. When this is the case, USAID will attempt to playa role
in achieving significant benefits through the allocation of these funds. The PEO may also
have the flexibility to fund its own social safety net-type programs. In this respect, the
issues surrounding the necessity of a "social fund" are important and will mandate further
attention by all donors working in Egypt. For further discussion of the social fund, see the
Social Soundness Analysis, Annex M.

Other USAID Activities
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USAID has promoted and supported privatization in a variety of ways over the past five
years. Three projects/programs have supported it directly.

Partnership in Development (Privatization) Component of the Technical Cooperation
and Feasibility Studies Project (263-0102: $5.2 million) and (Ff-800: LE 21
million). This project is assisting the PEO through a contract with Overseas Bechtel
Inc. (OBI) to analyze a limited number of policy issues and to prepare evaluation of
30 PEs scheduled for sale. The PEO has recently asked that the OBI contract to be
amended to provide assistance on the sale of 15 PEs scheduled for privatization in
1994. Additional funding for the existing contract has been approved for this
purpose.

Technical Supporl for the Sector Policy Refonn (TSSPR) Project (263-0233) This
project has contributed $2.4 million to the extension of the OBI contract mentioned
above. In the future, the resources of the TSSPR Project may be utilized in support
of this Project. When the sale of a property leads to the review of larger and more
difficult policy issue, TSSPR could fmance/provide the policy analysis work. TSSPR
is designed with considerable flexibility with the aim of supporting USAID/Cairo
programs such as the privatization program.

Sector Policy Refonn (SPR) Program (263-K-626). $200 million per year for FY
93-95. Privatization policy reform measures part of the conditionality of this
program. The FY 93 requirements were: 1) the offer for sale of at least five
companies, 2) the preparation of a national privatization plan, and 3) the preparation
of a study concerning the liberalization of the cotton spinning and weaving sector.
The conditions for FY94 are not yet negotiated.

There are resources of several other USAID projects which will be used in coordination with
the Privatization Project. These include:

The Egyptian Center for Economic Studies Project - has been established as a "think
tank" on macro-economic issues. Chaired by a Board of Directors from Egypt's
private sector, this project may be tapped to draw on expertise regarding local macro
economic conditions which effect privatization. Project contractor will be able to
subcontract with the other for analyses and after studies. The Project is managed by
TI/F!.

Export Enterprise Development Project - This project is designed to assist Egyptian
firms to export from non-traditional sectors (light manufacturing and fruit). The
Project may be able to contribute export-related assistance to newly privatized finns
as well as furnish general infonnation on the investment climate in Egypt. The
project is managed by TI/F!.
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Agricultural Policy Refonn - supports macro-economic policy refornf measures in
Egypt's agricultural sector. The Project is managed by AGRIACE.

Intemanonal Executive Services Cotps Project - is funded by A.LD. to bring retired
business executives to Egypt to supply managerial technical assistance. The IF..5C
Project is available to furnish these type of resources to newly privatized fInns that
may need specialized managerial assistance. The project is managed by 11/FI.

Education and Training - USAID Cairo Education and Training OffIce Development
Training (D1) Project is designed to provide cost effective education and training
opportunities for key individuals in development sectors. Both the Development
Training and Privatization Project have an interest in training GOE officials in
strategic areas. The DT Project may have limited funds available for specialized
training for newly privatized fmn's employees. The Project is managed by
HRDC/ET.

American Chamber of Commerce in Egypt - The Mission is currently designing a
Project to work with the local American Chamber of Commerce in Egypt to provide
assistance in developing a business infonnation function. Data gathering, data
analysis, infonnation development, and marketing will be key elements to the project.
The project's focus on promoting investment opportunities in Egypt fIts closely to the
objectives in its Program Promotion Component. Jointly funded activities will be
examined that could meet both goals of both projects. The project will be managed
by TI/FI.

The Privatization Project Team will regularly work with the managers of these other projects
to coordinate activities.

Contact with Privatization Activities in other Countries

Privatization is beginning to take off around the world as a mechanism to decrease
government budget outlays and bolster more efficient and competitive private sectors. As
experience in this area develops, lessons about overcoming obstacles and building successful
approaches to this process are being gleaned. Although Egypt has taken some of these
lessons learned from other countries and applied them to its own privatization efforts, there
is still much that could be done in this respect.
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The USAID Technical Assistance Services Contractor may work with the PEO in developing
collaborative relationships with other government's privatization offices in Eastern Europe, in
the New Independent States, Latin America, Africa, and Asia. These relationships will be
used as a mechanism to share lessons learned and provide an opportunity to exchange experts
from various governments to work with the PEO and vice versa.

Implications of the Analysis for the Project Design

First - Donor coordination is important to the success of the GOE's privatization program.
USAID should make every effort to help facilitate this coordination.

Second - GOE financial support for the Project and for the privatization program more
generally should not be a problem. The PEO presently has sufficient USAID generated
counterpart funds to cover a portion of the PEO operating costs. Other funds are available:
funds from the general treasury and sales proceeds. The Project should help the GOE
develop ways for the sale proceeds to be fed back into the privatization program.

Third - There are variety of other USAID programs and projects that could possibly be called
upon the provide services to the privatization program. It is incumbent on TIfF! to make the
connections as opportunities arise. Additionally, fonning a team within the Mission may be
a way to facilitate such connections among projects.
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ANNEXH

Monitoring, Evaluation, Audit Plan

ANNEX SUMMARY

The Privatization Project will require substantial monitoring of implementation, and expanded
evaluation services throughout the life of the Project. An evaluation contractor will develop
project evaluation baselines, collect and analyze data related to the GOE privatization
program and implementation of this Project, and provide regular reporting and impact
assessments to USAID on the economic effects of privatization and Project progress. This
will be a departure from traditional A.LD. project evaluation nonnally limited to mid-tenn
and fmal evaluation events, but is determined to be a needed facet of the Project. With this
in mind, this Annex focuses primarily on describing the Project's approach to evaluation.
The project also includes fmancing for annual audits of the required implementing
organizations.

Monitoring

TI/F! will monitor the project through regular interface with PEa staff and the HCs, and
contractor staff; through required contractor reports, media reports, and economic and
Project data and infonnation collected and analyzed by the Evaluation Contractor. Due to
the special nature and high priority of this Project, it is anticipated that TI/FI staff will face a
heightened need to assess and report {requently to Mission management on the GOE
privatization program and Project progress. The TI/F! privatization division, consisting of 1
USDH and 2 senior FSN professionals, will be the USAID staff primarily responsible for
management and monitoring of project implementation.

Evaluation

As stated above, the Evaluation contractor will be engaged in evaluation activities throughout
the life of the project. In addition to providing more thorough and accurate project
evaluation services on the Project, the Evaluation contractor will be invaluable in providing
critical insight and analysis to the Mission on the Project during periods Jf flux in the
privatization process. The evaluation data and inform:' jon collected regarding the benefits
accruing to the GOB and the Egyptian public in the privatization of public enterprises will be
of substantial benefit to the Project. The Evaluation contractor is expected to be selected
from the Small Business Administration (SBA) list of 8(a) fmns. The PlaiT for acquiring
these services will be processed immediately after GOE acceptance of the project with the
expectation of having the contract awarded by December 1993. Once the contract is awarded
the contractor is expected to start the initial three month exercise of developing the evaluation
baselines and indicators to be used as benchmarks for project implementation. Following the
establishment of evaluation baselines, the Evaluation contractor will do extensive
privatization and economic data collection, communicate directly and immediately with



USAID on particularly significant fmdings, provide to USAID fonnal evaluative assessments
on a semi-annual basis, complete annual evaluation summary reports, and conduct a mid
tenn evaluation and ftnal evaluation. See Annex I for additional details on the proposed
implementation schedule for this activity.

Audits

The Project will fmance annual audits of the contractors hired to implement and evaluate the
project. The use of sub-contractors by a prime contractor will require annual audits of finn::;
employed by them and this cost will be a part of the cost of the prime contracts. If the
Agency chooses to audit some of the Egyptian sub-contracts, there is adequate funding
provided under the audit line-item. Prime contractor audits are budgeted at $30,000 each
and local audits of Egyptian ftnns are estimated at $15,000 each. Only a limited number of
local audits are expected to occur that are fmanced outside the major contracts.

Why an Expanded Evaluation Emphasis?

This Privatization Project demonstrates a serious commitment on the part of USAID to
support the GOE's privatization program. Larger and more complex than the previous
privatization project, this new endeavor will require a unique set of evaluation tools,
Political sensitivity and the high visibility of privatization, changing organizational structures,
a profusion of PEs requiring rapid sales action and follow-up, a wide disparity of actors,
importance of performance indicators, and complex contracting ~leedS are among the issues
requiring a larger program.

High Visibility - The privatization program in Egypt is a sensitive and potentially volatile
issue which must be addressed with care. As a highly visible symbol of the government's
economic reform agenda, privatization efforts supported by USAID must be closely followed
and evaluated to gauge how these efforts are being received by the public. Decisions
concerning the program are made at the highest levels of the GOE and the evaluation
activities must relate effectively to this ciecision-making environment. A number of aspects
of the approach of this Project to privatization are new to A.LD. and should be carefully
monitored and evaluated to track proper implementation and progress.

Organizational Structure - The GOE currently employs a fluid organizational structure to
deal with privatization. As a new endeavor for the government, it has structured its program
to accommodate a changing political and economic environment. The evaluation plan will
examine organizational structures as they evolve and provide guidance on developing more
efficient and effective institutional arrangements and Project activities to suit these
arrangements.

Level and Pace of Peiformance - The number of divestitures to be undertaken with the
Project and the pace at which they must occur require that below-target perfonnance be
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identified early on and that solutions be implemented quickly. As one group of privatization
transactions advances to the sales stage, new companies will be added to the program. Thus
the number and variety of privatization transactions multiply quickly requiring significant
additional resources to effectively assimilate information and data, subsequent analysis, and
report to USAID on their fmdings and recommendations.

l\1ultiple Actors - The GOE's privatization effort is gaining attention and resources from an
increasing number of donors from alOund the world. Although supplementing the work of
the World Bank and USAID, these donor agencies will have their own agendas to follow
regarding privatization. Efforts will be made to ensure the sharing of key indicator data by
donors to strengthen the evaluation process. Also the lessons learned with the USAID
privatization activities should be regularly documented so that other donors can incorporate
the lessons into their own designs.

Peiformance Indicators - The GOE privatization effort is being strongly supported by the
IMP and World Bank. These institutions have linked their allocation of funds to meeting
specific targets; loan disbursements are being tied to the level of Public Enterprises sold.
The Project evaluation system will develop indicators that can track progress and identify
obstacles that could slow the privatization process. As discussed in the Economic Analysis
(Annex K), it is important to do some empirical re~earch on the economic impact of the
privatization program over the life of this Project.

Evaluation Activities

If managers have adequate information about Project progress, the current and potential
effects of project activities, and complete information about the environment in which the
project is operating, they will be able to make better informed decisions about improving the
effectiveness of the Project. The Evaluation contract will allow TI/FI and Mission
management to be informed as early as possible about critical issues to success of the GOE's
privatization program, or potential trouble spots or deficiencies in project implementation.
Below is an outline of the main evaluation activities for the Project.

It should be noted that the Technical Assistance Services contractor and the Merchant
Banking Services contractor will bear the responsibility to carry out monitoring and reporting
concerning activities in which they are directly involved. The fact that the Project will
negotiate a separate, expanded Evaluation contract does not relieve these other contractors of
monitoring and reporting responsibilities, which will be delineated in their respective
contracts. However, again, this Annex deals principally with the activities of the Evaluation
contractor.

Evaluation Work Plan

A management information needs assessment and detennination of baselines for evaluation
will be completed by the Evaluation contractor in the first three months after award of the

- Annex H 3 -



contract. The assessment will be crafted to examine and analyze the complex set of
conditions under which the Project will exist, Le., high political visibility, weak and
changing organizational structures, and multiple donor involvement.

This assessment will prepare a more complete statement of Project benchmarks, utilizing the
EOPS indicators contained in the Project logical framework as the starting point. In addition
to looking at what the Project must achieve, the assessment must look at the information
needs for tracking what and how the Project is doing to achieve its purpose. Furthermore it
must determine how best to obtain the data and tum it into useable information.

Evaluation Reviews and Reporting

The evolving nature of the GOE privatization effort demands a flexible Project strategy. One
mechanism to regularly assess how the Project is conforming with these changing conditions
in a timely fashion will be through semi-annual reviews and reports. These reviews will
involve the Evaluation \,;ontractor in extensive and in depth interviews/meetings with all the
major actors in the project and the privatization program. Workshops may also be utilized.
The semi-annual reviews will be supplemented by ad hoc reviews/reports - on an as-needed
basis. The semi-annual reports will discuss relevant fmdings from data and information
collection, project performance, and progress of, and iS8ues related to the GOE's
privatization process. The reports are intended to be working-level and Mission management
tools that may quickly feed into the decision-making functions of the Project. The reports
may, when warranted, be accompanied by presentations/meetings attended by all Project
contractors, GOE representatives, and USAID representatives.

}:valuation Approach Considerations

All Evaluation systems are faced with the limitations of determining net impact, that is, the
direct impact of project inputs. Extraneous variables are difficult to account for and it is
important that the proper indicators are selected that can measure this performance. One
practical solution is to supplement indicator data on trends and changes of a project with
qualitative studies. Although qualitative studies are not necessarily designed to measure net
changes, they can provide a plausible answer to the question of whether a project has
contributed to a particular observed \}ulcome. Well designed qualitative studies can examine
the underlying assumptions on which an intervention is based; their relevance in a given
project setting; the effectiveness of activities undertaken to initiate change; and the possible
explanations for changes measured by impact indicators. The Evaluation work plan will
anticipate such qualitative studies as a complement to the on-going evaluation of more
straight-forward indicators. There also may be reason to carry out some opinion survey
work l

.

'This apparently must be approved by the GOE as all survey work in Egypt must be approved.
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Clearly, measuring true progress in attaining the EOPS will require qualitative, as welI·-as
quantitative infonnation. The EOPS for the Program Promotion Component, for example, is
"Infonned support for privatization in general population and target groups." Turning this
into a measurable indicator will require a bit of work. What is "support," what is "informed
support," what is the "general population," and what are the "target groups" are all questions
that must be answered in this evaluation component.

Evaluating implementation activities themselves will also require analysis and planning. The
reporting requirements of GOE and USAID management are both extensive and intensive.
For example, requirements of the Mission's Program Perfonnance Monitoring, Evaluation
and Reporting Plan must be recognized and must be incorporated into the evaluation work
plan. There are several important elements that should be considered when developing the
evaluation system:

User Responsiveness - It is imperative to identify the users of the information being
gathered. The following questions are indicative of the types of issues to be
considered: What do the users need to know? What type of information can best
give them practical feed-back into project-level decision making? How will the
information be used? How often does the information need to be up-dated?

Practicality - Gathering information can be labor intensive and expensive. It is
essential that the evaluation system take into account the personnel and budgetary
restrictions faced by the Project and the GOE.

Timeliness - Rigorous data collection is always the best approach. However, the
amount of time to gather information in the most empirically sound method may not
be practical. Project managers have high demands on their time; making new
decisions regarding the implementation of their project requires succinct, timely
information that can feed directly into this process.

Incorporated as part of the evaluation system should be a means to help draw on the
information and data gathering efforts of other donors working on privatization. Ideas and
systems should be developed that can pool the information generated by the multiple donor
funded projects and feed into the Evaluation contractor's assessments of progress of the
overall GOB privatization process.

An attachment to this Annex provides a fIrst cut at a possible list of Project indicators.

Contracting Arrangements

As discussed in the Procurement Plan (Annex F), the Evaluation services should be
contracted for through a set aside for an SBA contract with an 8(a) fmn.

The American contractor will be encouraged to tap into existing local skills to sub-contract
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parts of the Evaluation effort. This could be done through individuals (university students,
independent consultants, professors); consulting frrms; local think tanks, policy analysis
groups; or business associations.

Possible Statement of Work

The following is a simplified scope of work for the Evaluation services contract.

The contractor will conduct a management information needs assessment and determine of
evaluation baselines for the Privatization Project. It will layout the needs of the Project
management in order: 1) to evaluate the degree to which the Project purpose is
accomplished, 2) to evaluate the degree to which the sub-purposes associated with the five
components are accomplished, 3) to investigate and evaluate the effect of major political,
economic, religious, and other events on the Project and on privatization in general. 4) to
ensure that these and other issues confronted by management are adequately explored and
that the information needed for management decisions is provided, 5) to help assist USAID
and GOE in donor coordination through shared information about privatization efforts in
Egypt. This initial assessment will be conducted in Egypt within two months following the
award of the (:ontract by a short-term 3-4 person tearn of contractor evaluation personnel.

The contractor will prepare an Evaluation work plan which will present a scheme for
developing, maintaining, and sharing the needed information; for preparing required reports;
and conducting needed presentations and/or meetings. The plan will acknowledge the range
of information to be provided by the Technical Assistance Services and the Merchant
Banking Services contractors and describe how it will be handled and utilized. The plan will
also defme the degree of confidence needed in the various data and information, look for
ways of economizing, and accommodate the services to be provided within the negotiated
budget. It will lay out pro-forma presentation of data and information. It will note when
non-routine information development interventions are required and it will anticipate the
nature of those interventions. In the case of opinion surveys and similar exercises, it will
anticipate the government approvals required. It will provide a schedule for all activities and
it will identify the critical path for the set of activities. It will anticipat.e the work that must
be done in committee, will look for ways of economizing the time ~uired, and will estimate
the time requirements, focusing especially on the time of decision mdkers. The plan will
anticipate the nature and level of decision makers requiring informati')n and will tailor the
presentations and presentation teams accordingly. (Res should be viewed as integral players
in the privatization program, along with the PEa, certain ministers, and a select group of
opinion makers.)

Semi-annual Reviews and Reports

The contI3.ctor may organize and manage regular semi-annual reviews to assess the Project's
progress: 1) against key indicators - an emphasis will be placed on adjusting the overall
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implementation plan (and its progress indicators) to meet the needs of the changing (political,
organization, fmancial) environment and 2) against other management criteria - to be
anticipated in the Evaluation plan. It should be recognized by all that this Project is being
implemented in a rapidly evolving administrative/political environment and that it is possible
that the Project may have to be modified frequently in order to keep ahead of events.

Evaluation reports to USAID are expected to address the fmdings of the reviews, be
completed in a timely manner and presented as Project management tools. Issues regarding
the Project will be raised and addressed in a practical fashion, i.e. "this is what need to be
modified and this is how you might do it." Reports are to be completed in close
collaboration with Project management and will support their decision-making and
implementation processes.

Mid-term Evaluation

The contractor will conduct a mid-term evaluation two years into Project implementation that
will examine the implementation of all Project components, the progress made in achieving
the Project purpose, and consider modifications in Project design and implementation.
Evaluation emphasis will be placed on reassessing the underpinmngs of the five Project
Components, their continued validity, and recommending needed changes in the Project's
approach. The data gathering and evaluation plan will be reviewed and up-dated as
necessary. Following the mid-term evaluation, USAID will review Project status and the
progress of the GOE's privatization program, and detennine what changes to the project are
necessary, including possible adjustments to the planned levels of project funding.

Final Evaluation

The contractor will perform a fmal evaluation of the Project to examine the extent to which
the Project has achieved its purposes. The evaluation will:

Analyze the direct and indirect effects of privatization on intended beneficiaries.
Provide management guidance to the GOE institutions implementing privatization
regarding future activities.
Detennine the constraints to continued privatization by the GOE.
Provide recommendations to USAID regarding future privatization activities in Egypt.

Estimated Level of Effort

The Project envisions the evaluation aspects described above as requiring the following: 1
American professional (knowledgeable in privatization and evaluation) to be resident in Egypt
for approximately 54 months, I support staff person (secretary) for approximately 54
months, and approximately 18 months in american short-tenn evaluation team assistance (for
the baseline, mid-term, and final evaluations), and an estimated 24 months in Egyptian short-
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term assistance for data collection and analysis efforts. Annex 1 provides a schedule of the
evaluation plan in Table 1-5 along with the auditing schedule.

Proposed Qualifications of Firm and Key Individuals

The Evaluation Services Finn

The successful ftnn will have a strong background in evaluation and have experience
working with bilateral A.LD. Missions. The ftnn will be able to draw on skills from its
own staff with expertise in evaluation techniques, data gathering, monitoring systems,
general research techniques, technical assistance team management. Access to professionals
experienced in implementing activities in all of the technical areas covered by the Project is
required. The fmn will have a demonstrated capability of working effectively with the
highest levels of government and corporate executive decision makers.

Evaluation Specialist (to be resident in Cairo)

The contractor will supply one long-term employee to work on evaluation activities
throughout Project implementation. This person will be an American.

Responsibilities: In the fITst three months of the Project, assist the short-term evaluation
team which will conduct management infomlation needs assessment and complete an
evaluation plan. Coordinate implementation in Cairo of all aspects of the evaluation
program, manage the formal semi-annual evaluation review and report process. Assist
subsequent short-term evaluation teams (mid-term and fmal evaluation).

Desired Qualifications: Demonstrated successful experience in evaluation systems; successful
experience in and knowledge of donor (or similar organization) reporting procedures and
requirements; direct experience in managing privatization activities and a good working
knowledge of privatization activities world-wide, based in part on experience and with some
programs and in part on a careful reading of the literature. Experience and effectiveness in
working effectively in multi-cultural environments. At least a Bachelors Degree in a related
field.

Shon Tenn Evaluation Team Members

Responsibilities: Work on initial evaluation assessment and work plan, mid-teon and fmal
evaluations, perhaps also on ad hoc short-tenn assignments to review and analyze Project
activities.

Desired Qualifications: Knowledgeable about privatization programs worldwide, evaluation
techniques, the current state of Egypt's economy as well as their privatization process.
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Implication of the Plan for the Design of L'1e Projeet

The expanded Evaluation capacity of the Project will be an invaluable management tool for
the Mission and source of information for the GOB regarding the economic effects of
privatization. The continual evaluation feature of the project will allow for rapid assessment
and response to an evolving privatization program and to help the Project Team and Mission
management make any needed adjustments to project implementation. The ambitious sets of
activities laid out in the Technical Analysis (Annex D) are feasible, in part, because the
Project will be able to adapt itself to the changing organizational and political environment.
Having the Project's information and data collection and performance evaluation functions
conducted by an independent contractor on a continual basis will allow the Project's main
contractors to not be diverted from the extremely demanding technical assistance and sales
assistance roles with which they will be tasked.
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Attachment 1

Evaluation Plan
Indicators and Data Gathering

Below is an illustrative set of indicators and data that could be gathered and monitored
during the life of the Project.

Economic Impact

Refer to the Financial and Economic Analysis (Annex K) for a discussion of
measuring the economic impact of the Project.

Program Promotion

Indicators

• Level of foreign investor interest in Egypt
• Level of local investor interest in privatized companies
• Change of the general public's awareness and or interest in the GOE's

privatization work; (Including areas such as: interest in the use of sales
proceeds; interest or concern regarding the transparency of sales transactions.)

• Change of targeted group's awareness, support and/or opposition to the GOE's
privatization work (target groups include: the Economic Cabinet, the People's
Assembly, academics, public sector employees, the organized private sector,
labor)

• Change in key Governmental positions taking a more active, leadership role in
privatization, including: PEO chairperson, HCs' Chairpersons, Prime Minister

Data Gathering

• Number of investment information and awareness services developed
• Marketing strategy activities, such as: targeted investor campaigns, promoting

awareness among international investment banks
• Number of international investor's statements of interest: noted through bids or

initiating fmancial arrangements or valuation of properties
• Number of local investor statements of interest in purchasing privatized fInns
• Names of local and international fInns that have expressed initial interest in

purchasing PEs
• Numbers and types of news or media events in privatization - in favor and
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against privatization.
• The number of promotional media events (television, newspaper, radio, other)

sponsored by Project
• Number of journalists trained - through formal trainiYlg and other country

program site visits
• Number of senior level Govenlll1ent statements advocating privatization (prime

Minister or President)

Organizational Development

Indicators:

• Increase in the efficiency and streamlining of institutions involved in
privatization
Increase in donor coordinated activities (studies, monitoring and infonnation
gathering, etc.)

• Procedures and personnel in place to support privatization
• Ability and competence in supporting activities

Data Gathering:

Training:

• Number of persons trained, broken down by type of training completed and
types of trainees (PEO, He, AC, or newly privatized fmn's employees).

• Number of workshops designed and implemented.
• Follow-up interviews with trainees at the end of 6 months and 18 months to

track potential impact of training.

Organizational Development:

• Number of changes in institutional structures dealing with privatization -
increase in the centralization of activities

• Number of site visits by specialists/consultants
• Number of new plans developed by specialists
• Implementation of proposed plans such as: strategic plan preparation for HC,

information system development; and procurement system development
• Number of donor coordinated activities supporting organizational development

Salffi Component

Indicators:

• Number of fInns privatization - at the national level - through USAID
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assistance
Disposition of workers initially employed and those associated with
privatization

• Percentage change in aggregate private sector investment (non-petroleum)
• Percentage change in private sector contribution to GDP
• Percentage change in growth rate of the manufacturing sector: public versus

private rates

Data Gathering

• Total value of privatized PEs - at the national level
• The level of ownership transfer from the public to the private sector.
• The number of workers in newly privatized fmus - before and after

privatization.
• Number of employees unemployed due to privatization.
• Number of labor strikes or formalized protests to privatization.
• Level of compensation paid to employees who lose their jobs due to

privatization.
• Number of redundant employees trained by project; number of trained people

acquiring new employment (comparability of new employment status)
• Number completed of the following: valuations of PEs; sales documents; and

offering documents
• Number of contractual changes, revisions made regarding arrangements with

investment banks

Financial Instruments Development

Indicators:

• Increase in the use of new more sophisticated fmancial instruments
• Increase in intemational investment banks involved in the privatization of PEs
• Increase in local fmancial institutions involved in privatization
• Increase in capital markets transactions

Data Gathering:

• Number and names of Egyptian fmancial institutions involved in privatization
transactions.

• Types of new fmancial tools being used in privatization, such as ESOPs,
mutual funds, etc.

• The number of investors purchasing shares in PEs and the number of shares
purchased.

• Number and types of training and technical assistance given to local banks,
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brokerage fInns, stock exchanges, and fmandal institutions

Decision Making Support

Indicators:

• Use of Project-supported studies and options papers prepared on policy
changes to support:

Alleviation of regulatory and policy impediments to privatization.
Organizational change (or attempts to change);
Changes in decision-making procedures;
Strengthening of guidelines regarding privatization

Data Gathering:

@ Number and types of policy papers prepared
• Number of studies on the use of investment banks and their fee structures
• Number of studies concerning the sales proceeds
• Number of intra-donor coordinated studies
• Number and types of training and site visits funded
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ANNEX I

IMPLEMENTATION PLAN

The implementation plan is presented as several tables, included in this annex, and the
following narrative. For reasons of presentation several other aImexes have some or all of
the same material as presented in this annex. When reference is made to other annexes, the
material presented here may be a brief summary of that material and one should look to the
referred-to annex for the complete presentation of that particular subject.

A brief explanation of the implementation process is contained i.n Section ill of the Project
Paper. This Annex will (1) expand on the roles of the individual participants in the project,
(2) present a schedule of events from PP approval through the end of the project, (3) present
the proposed procurement method for all project commodities and services, and (4) present a
tentative training plan for different project components.

I. Il\1PLEMENTING ORGANIZATIONS -ROLES AND RESPONSffiILITIES

A. The U.S. Government - In addition to the U.S. Agency for International Development,
project implementation will require the assistance of other agencies. Although the USAID
Mission to Egypt and its staff will be the primary implementing organization, the Agency
headquarters in AJD/W and the Near East Bureau may also participate to a lesser extent. As
currently proposed, the Small Business Administration may also be requested to enter into a
contract with an 8(a) fInn to provide services to the Mission in monitoring and evaluating the
project and other implementing organizations in the project.

1. USAID/Egypt - The Mission's roles and responsibilities are assigned to several offIces as
noted below:

A. Trade and Investment Directorate (OffIce of Finance and Investment)

Responsibilities

- Draft the RFPs for planned contracts
- Review and recommend to DIRICS successful proposals for the RFP (technical

review)
- Monitor the Project
- Develop the annual work plan for the project
- Develop the scope of work for all contractors
- Meet regularly with PEO on relevant implementation issues
- Drafting modifications to obligating and implementing documents
- Certifying the accomplishment of work by the contractors by approving vouchers for

payment



Reporting requirements

- Periodic site visit reports
- Issuance of annual work plans
- Filing quarterly/semi-annual Project Imp. Reports

B. Contracts Office (DIRlCS)

Responsibilities

- Issue RFPs for each contract
- Issue contracts to successful bidders
- Modify contrads as required

C. Associate Director's and Director's Offices

Responsibilities

- Meet periodically with PEO and other essential GOE agencies/organizations
necessary to implement the project

.. Meet with other donors involved with privatization activities and coordinate efforts

2. AID/W - Provide assistance as required in fmding and contracting any needed technical
assistance not acquired under the prime contracts (e.g. helping find contractors to do
evaluations) .

3. Small Business Administration - Assist in the selection and contracting for an 8(a) finn
to implement the Evaluation Component of the Project.

B. THE PUBLIC ENTERPRISE OFFICE - This office has a major role to play in
coordination with other GOE offices and implementing agencies as well as providing the
facilities for several of the contract technical assistance. The office will also be the recipient
of much of the technical assistance and training.

Responsibilities

- Coordinate with Holding Companies
- Coordinate with Central Bank for Egypt
- Provide office space for staff under the TA contract
- Provide staff time for training activities
- Provide staff support for consultants at PEO
- Fully staff the PEO with appropriate individuals
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- Provide infonnation to the Evaluation contractor
- Allow access to relevant info. by TA contractor
- Coordinate meetings (high level) between USAID and GOE
- Provide access to USAID for auditing requirements
- Provide assurances that HCs will pay success and abort fees (CP)

Reporting requirements

- Provide Privatization Strategy/Plan (1st 6 months)
- Provide semi-annual/annual financial infonnation
- Provide infonnation on financial condition of HCs to pay success and abort fees

c. HOLDING COl\tlPANIES AND THE CENTRAl.. BANK OF EGYPT/STATE BANKS

- These entities currently have the responsibility for the sales of public owned properties.
These organizations will also receive limited technical assistance and training provided under
the project.

Responsibilities

- Provide funding for success and abort fees
- Provide staff time for training activities
- Provide infonnation on companies being sold to

TA consultants and Merchant Banker consultant
- Provide infonnation for Evaluation

contractor
- Provide infonnation to PEG and the Merchant Bank Advisor

D. PUBLIC SECTOR ENTITIES BEING PRIVATJZED - These are the companies and
banks being sold directly to the private sector or the stock of these companies which will be
offered to the public.

Responsibilities

- Provide infonnation to PEG (TA contractor, Merchant Bank contractor, and Eva
luation contractor) on relevant aspects of the company

- Provide staff time for training activities

E. USAID DIRECT CONTRACTORS - There will be two prime contractors involved in
implementing project activities. In addition there will be a contractor to provide expanded
evaluation services throughout the life of the project. Their responsibilities are more fully
discussed in the Technical Analysis (Annex D), Procurement Plan (Annex F), and the
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Monitoring, Evaluation, and Audit Plan (Annex H). There will also be small contracts'
awarded for audits, as well as for a PSC contracting specialist position for DIRICS. The
responsibilities and reports for these contracts will be contained in the procurement
documents.

SUMMARY OF CONTRACTOR RESPONSmILITIES AND REPORTING
REQUIREMENTS:

A. TECHNICAL ASSISTANCE CONTRACTOR

Responsibilities

-Provide TA as noted in RFP (this to include Training plan, Promotion strategy,
economic and political analysis)

Reporting requirements

- Quarterly Reports

B. MERCHANT BANK CONTRACTOR

Responsibilities

- Negotiate fee structure with Holding Companies
- Provide necessary analysis for sale of companies
- Provide other services for completion of sales

Reporting requirements

- Provide sales documents to USAID prior to issuance
- Provide documents to PEG and HCs for approval

C. EVALUATION CONTRACTOR

Responsibilities

- Provide expanded evaluation services as noted in RFP

Reporting requirements

- Semi Annual Evaluation Reports
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- Mid-tenn and Final Evaluation Reports
- Ad hoc reporting on an as-needed basis

F. OTIIER DONORS - Several bilateral and multilateral donors are expected to participate
in the GOE's privatization activity. Their roles and responsibilities are up to the GOE but
will affect project implementation. Some of the donors will be providing fmanciaI support to
the PEa and participating in other tangential activities. The TI/F! office plans on
coordinating periodic meetings with all donors to ensure coordination in supplying inputs and
the privatization approach. Annex G discusses at some length the participation of donors and
other A.LD. fmanced activities.

II. IMPLEMENTATION SCHEDULE - DETAILED PLANS

The following tables (Table 1-1 through 1-5) layout a tentative implementation plan. The
actual date for particular actions to occur may vary from those projected in the plans
although the sequencing and relative time frame between actions should remain the same.

Table 1-1 provides a general overview of the project schedule relating to approvals by
USAID, the GOE and elements of the GOE. The current projection is that the PP will be
approved in August 1993 and Grant Agreement with the GOE will occur in September or
October. Once the standard conditions precedent are met, the Project Officer in TI/F!
responsible for the project will initia.e the procurement of all services required to implement
the project. There are special conditions precedent (CP) to initiating the procurement of the
Merchant Bank services. These CPs involve the PEa, the individual Holding Companies,
and tr Central Bank of Egypt agreeing to providing success and abort fees to the Merchant
Bank(s) responsible for the sale of public sector properties. The meeting of these CPs are
projected to be prior to the implementation of activities requiring the actions.

Table 1-2 provides an estimated schedule for the procurement of the technical assistance from
the three contractors. The priority of the three contracting plans is based on the project
needs. The Evaluation contract will be providing base line data for future evaluations and
thus should be in place frrst. In addition, the Evaluation contractor will observe the actions
of the PEa and other donors (and the project activity which is currently underway). The
merchant banking services contract schedule of procurement is illustrative as this is one
contract with which the Mission does not have experience. The lack of this contract at the
immediate outset would not affect implementation, as CPs need to be met and other donors
may be situated to provide the sales assistance services if the A.LD. funded contractor is not
in place.

Table 1-3 and 1-4 are the illustrative implementation schedules for the two TA contracts (the
merchant banking services contract need not have as detailed a schedule). The
implementation plans/schedules will be updated annually by the contractor and approved by
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the PED and the Mission.

Because the Merchant Bank services will only be used when HCs and the PED have agreed
to the valuation of a company for sale, it is not possible to project when the companies will
be provided to the merchant banking group to commence work. This assignment of
companies to the Merchant Banks, the valuation activities and the actual sale of the public
sector properties will be closely monitored by TIfF!. See the Technical Analysis (Annex D)
and the Procurement Plan (Annex F) for more detail on the Merchant Banking services
contract's implementation schedule (re: estimated time to valuate and sell public sector
properties) .

Table 1-5 is the planned schedule of evaluations and audits for the project. Adequate funding
has been reserved for audits of the three major contractor:;, and, as needed, audits of U.S.
and Egyptian subcontractors to the primes.

ill. PROCUREMENT PLAN -

Annex F of the Project Paper has included a detailed description of the requirements of the
different major contractors. The Project will fmance the procurement of technical assistance
services for project implementation, and fmance merchant bank services for the valuation of
public sector properties and to take them to sale. There will be two major contracts for
project implementation and several lesser contracting actions under this project. The
implementing contractors of the Project will be expected to comply with the source, origin,
and nationality requirements of A.I.D. Handbook IB, or seek waivers of these requirements
for allowable reasons. Annex N includes a waiver for $435,000 worth of U.S. origin and
Egyptian source electronics equipment, and Egyptian source and origin for furniture and
office supplies, and a justification for waiving salary levels above the FS-Ol and FSN-12
ceilings. Individual waivers will be required for all individuals receiving salaries above the
ceilings, based on salary history, among other criteria.

The two technical assistance contracts (TA and Evaluation) will be level of effort contracts
and justification for this method of contracts is contained in Annex N.

The TA contractor will be procuring some commodities which are to be used for their main
office facilities in Egypt. The budget annex (Annex 1) includes a list of the commodities to
be procured and the estimated amount of rent they will pay for office space. These
procurement, along with the procurement of electronics, will follow A.I.D. procedures and
will be noted in the contract. Some locally procured items will be from non code 000
countries but are allowable under Chapter 18, Handbook IB local procurement exceptions.
Primarily utilities, office space, expendable office supplies, etc. Funds have also been
budgeted for the Evaluation contractor to procure office space and furnishings.

The audits and other A.LD. fmanced assistance outside the prime contracts will also follow
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A.LD. procurement regulations.

IV. TRAINING PLAN - SUMl\1ARY

Presented below is a tentative training plan. As noted in the PP text, a training plan will be
developed early in the use of the TA contractor. The plan will be extracted from the needs
assessments done with the PEO and HCs. The following tentative training requirements will
be confmned by the needs assessments.

A. Program Promotion

1. On the job training

The development of the PEO's capacity in:

- Defining its major privatization goals, the critical issues and players which
the PEO must target to implement a successful privatization program.

- The development of the HCs' capacity in detennining a strategy for fmn
sales and the Business plans in view of the foreign and the local commercial
interest in Egypt.

- Develop affiliation with local Chambers of commerce and other private
sector groups, merchants banks, actively interested investors or fmancial
institutions and similar associations in other countries. .

2. Seminars, Workshops, training sessions, visitations

To assure the development of local institutions and th(; private sector capacities
to carry out the program:

- Provide training to personnel from the communication's component local
subcontractors; hold skills development workshops on current public relations
techniques and methodologies.

- Provide training and site visitations for Egyptian journalists, local sub
contractors, and public relations fmus employees - to learn about other
country's privatization programs.

B. Organizational Development

1. On the job training
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- Development of the organizational capacities of the PEO, HCs, and ACs in
terms of authority and responsibility to effectively implement the program.

PEO - Develop capacities to provide advice, monitor, defme objectives and
develop its institutional capacities.

HCs - Develop capacities in Acquisition of technical assistance, experience in
evaluation of bids and proposals preparation of strategic plans, etc.

ACs - accept and advance the program.

2. Seminars, workshops, training sessions, visitations

Design and implement practical training programs and site visitations that may
include assistance in: Business planning, strategic planning, financial
management, privatization procedures.

C. Sales Component

1. On the job training

HCs. Develop capacities in strategic planning, diagnosis of companies,
merchant banking techniques, investors interests, Batching of properties,
divestitures and liquidation of properties.

2. Seminars, workshops, training sessions, visitations

Provide training concerning sales transaction procedures, contracting
arrangements, new privatization techniques, other countries experiences.

D. Financial Instruments

1. on the job training

Help develop skills in new financial instruments with a number of fmancial
institutions.

2. Seminars, workshops, training sessions, visitations

Training to banks, brokerage finns, stock exchanges, and selected new
financial institutions in the new fmancial instruments. Arrange for visitations
to other countries to learn from their experience in developing local financial
instruments.
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E. Decision Making Support

1. on the job training

Help develop skills in making policy choices, identify policy issues, maintain
dialogue with key players and institutionalizing procedures.

2. Seminars, workshops, visitations

Provide training or site visitations to develop an understanding of other
country's policy issues in the context of privatization.
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Table l=.!

Implementation Schedule
~greements, Conditions Precedent and Covenants

by Project Year (projected dates are in parenthesis)

Annex I

Year I Year 2 Year 3 Year 4 Year 5
(9/93 - 8/94) (9/94 - 8/95) (9/95 - 8/96) (9/96 - 8/97) (9/97 - 8/98)

item
I I I I I I I I I II I I I I

l[

PP Approval/Authorization (8/93)

l[

Pr01ect AQreement siQned 19/931

l[

Initial CPs Het. 111/931

CP. on abort and success l[

fee. met bv PEO (12/93)

CP for sales of Banks met by ]I:

CBE (12/94)

Pro Ag Amendments l[ l[ X I
fObliqations) (2/94) 12/95) 12/96) ( 2/97)

I I I I I I I I I I I I I I I

DOC (TABLE4.GEN) on LAN Office Directory. hmikhail. 7/8/93.



Table 1-2f!

Contracting Schedule for
Evaluation and Technical Assistance Components

by Project Year (projected dates are in parenthesis)

Year 1 Year 2 Year 3 Year 4 Year 5
(9/93 - 8194) 19/94 - 8195) 19/9'; - 8/96) 19/96 - 8/97! 19/97 - 8/98)

Item
I I I I I I I I I I I I I I I

S.,aluation

][

PIO/T received by DIR/eS (9/93)

RFP forwarded to selected ][

8(a) (10/93) i
][

ProDOsal received from 8(11) 111/931 .
][

Contract awarded (12/93)

1ft

][

PJOIT received by DIR/CS (9/931 - ~-- - ._..'--'.

I
][

RFP issued (11/93)

][

Proposals received 11/941

][

Contract awarded~ (6/941

l[

Contractor in place 18/94)

I I I I I I I I I I I I I I I



Table 1-28

Contracting Schedule for
Sales Component

by Project Year (projected dates are in parenthesis)

Year 1 Year 2 Year ] Year 4 Year S
(9/93 - 8/94) (9/94 - 8/9S) (9/9S - 8/96) (9/96 - 8/97) (9/97 - 8198)

Item
I I I I I I I - I I I I I I I I

~

I
PIO/T received by DIR/CS ( 10/93)

I

CP with PEa met (12/93)

I

RFP issued (1/94)

I
Proposals received (4/94)

I
Contract awarded (9/94)

][

Contractor in place (11/94 )

I I I I I I I I I I I I I I I

DOC (T~BL£4.G~") on LAN Office Directory. hmikhai1. 7/8/93.
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Table 1-3

Implementation Schedule
Evaluation Contract

Year 1 Year 2 Year J Year 4, Year 5
(9/'H - 8194) 19/94 - 8195) (9/95 - 8196) (9/96 - 8/97) (9/97 - 81981

Item
I I I I I I I I I II : I I I

S"aluatioa:

Til. team initial visit 1
to !qypt (1/94)

Periodic TA visits for
data collection & evaluation J: J: I X I J: I I :t

(Ulustrative) (8/94) (1/95) (8/95) (1/96) (6/96) 1l/9H 18/91\ 11/981 16/981

Needs assessment and
development of evaluation IxxxxxX
olan 11/94 - 4/94)

Special TA :t It I I I % I,
Illlustrative\ . 11/95) (5/95\ 111/95\ /5/96) 111/96) (5/97) Ill/97) (5/981

I I I I
Annual Report /' /95) 13196\ 13/91\ IJ!98)

I I I I I I I I I I I i I ! I



Table I-4A

Implementation Schedule
for Technical Assistance Contractor

General

Year 1 Yeal:" 2 Year ) Year 4 Year S i
(9/93 - 8/94) (9/94 - 8/95) (9/95 - 8/96) (9/96 - 8/97) (9/97 - 8/98) j

Item
I I I I I I

I

I I I I i I ! I I ! ,
- I

t!.Soatractor:

!
Contract Awarded (6/94)

I
Contractor Team on site (8/94)

l[

Annual Plan drafted 111/94 )

Annual Plan eubmitted ~ J;

approved by PEO and USAID (12/94)

Office facilities rented/ I
.etllbl1l3hed (1/95)

l[

Office commodities ordered 111/94 ,

I
Office fully operational (2/951

I I I I I I I I I I I I I I I



Table 1-46

Technical Assistance Contractor
Program Promotion Component

Year I Year 2 Year ) Year 4 Year 5
(9/93 - 8/941 (9/94 - 8/95) (9/95 - 8{961 (9/96 - 8/97) (9/97 - 8/98)

Item

I I I I I I I I I I I I I I I
Program Promotioa Compoaept:

I
PEO establishes PR Unit (1/94)

I[

TA provided to PEO PR Unit (10/94)

Xxxxl[
Consensus bu i 1d i nq wit h PEO (10/94 - (12/941

Develop privatization l[ :
messaqes (2/941 ------ ----------------------- -------------------- -------------------
COlIIIllunicate Privatization l[

_.B.qeS 14/951 --- ----------------------- -------------------- -------------------
Conduct assessment of
BUBinesll Info needs l[

(foreiqn " domestic) (5/951

O.sign and Implement
information program for I
investors (9/951

I I I I I I I I I I I I I I I

DOC (TASLE4,CEH). on LAN Office Directory, hmikhai1, 7/8/93.

'.



r ---------------=---.-----------=-,-------~------,...._--=---------_._...,"""1

Table 1-4C

Implementation Schedule for
Technical Assistance Contractor

The organization Development Component

Year 1 Year 2 Year J Year 4 Year 5
(9/9J - 8/94) (9/94 - 8/95) (9/95 - 8/96) (9/96 - (/97) (9/97 - 8/98)

Item
I I I I I II I I I I I I I I

Organizlltional needs
assessment and work plan I
for PEO 110/94)

Implementation of
Organizational development I
activities with PEO 112/94) ----------- ----------------------- -------------------- -------------------
Assessment of different He
n••ds for Organizational I I I I I I I I X
development (illustrative) 12/95) 17/95) (10/95) (4/96) (8/96) (1/97) 17/97) (1/98) P/98)

Short-term TA visits to I I X X i i i: i i
PEO and HCs ( illustrative) (12/94) /4/95) (10/95) 11/96) 17/961 /10/96) /6/97) 110/97) (6/9B)

Long-term TA supplied to
privatization joint-venture I
Banks (9/95)

I I I I I I I I I I I I I I I

'.



Tab1f! 1-4D

Implementation Schedule for
Technical Assistance Contractor

Financial Development & Decision Making Support

Year 1 Year 2 Year ) Year 4 Year 5
(9/93 - 8/94) (9/94 - B/95) (9/95 - 8/96) (9/96 - 8/97) (9/97 - 8/98)

Item

I I I I I I I I I I I I I I I
ripaacial Develop.ent
Co.ponent:

J:

T.I\. finance enqineer (9/94) ---------------- ----------------------- -------------------- -------------------
I

Short-term u.s. T.I\. visits /1/95) ---------- ----------------------- -------------------- -------------------

pecision Making Support:

X
Form Policy Unit in PEO (9/94)

Xx.xX
Heeds Assessment conducted (9/94 - 11/94 )

TI\ provided to PEO l[

111951 ---------- ----------------------- -------------------- --------------------
I I I I I I I I I I I I I I I

.........-.
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Table 1-4E

!rnplerner.tation Schedule for
Training Activities (Illustrative)

'tear:- I 'tear 2 'tear:- ) Year 4 'tear 5 L
(9/93 - 8/94) (9/94 - 8/95) (9/95 - 6/96) (9/96 - 8/97) (9/97 - 8/98) !

Item

I I
~

I I I I I I I I I I I I I
Ir.biDg Activities:

Training Needs aaaesament X
of PEO ( 11/941

Training Needa ~saesoment l(

of HCa /2/951 --------- ---------- ._----------- -------------------- -------------------

Off ohare training of PEO I X X X X X X lI: X X ][

and Hca personnel 13/951 /6/951 110/951 (1/96) (6/96) {10/961 (1/97)(6/971 (10/97) 11/981/6/981

I I I X X X :I It
In-country seminars /2/951 11/95) {12/9~1 (7/96) ( 12/96) (7/97) (12/9 7 1 P/98)

I I X J[

U.S. Observational touro /12/95) ( 12/961 112/97) /6/98\

I I I I ! I I I I J. I I I I I

DOC (TABLE4.CEN) on LAN Office Directory. hmikhail. 7/8/9).



Table 1-5

Implementation Schedule
Evaluation and Audits

-
Year 1 Year 2 'lear 3 'lear 4 Year 5

(9/93 - 8/94) (9/94 - 8/95) (9/95 - 8/96) (9/96 - 8/97) (9/97 - 8/98)

Item I I I I I I I I I I I I I I I

Hid-term Eval'!,ation team :I:
arrives (7/961

Hid-term evaluation :I:
completed (,;!/Yb)

Final Evaluation team X
arrives 11/981

X
Final Evaluation completed (9/98)

:I: X X X X
Annual Audits (illustrative) (7/94) 17/95\ (7/961 17/97\ 17/981

I I I I I I I I I I I I I I I

DOC (TABLE4.GEHI, on LAN Office Directory, hmikhail, 7/8/93.
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PRIVATIZATION PROJECT
#263-0238

BUDGET NARRATIVE

The Project's estimated budget is presented in this Annex through a series of tables and consists
of 5 sections:

I. Technical Assistance contract (USAID Direct)
ll. Evaluation contract (USAID Direct)
ill. Sales Contract (USAID Direct)
IV. Audit
V. Local Support

I. The technical assistance contract includes five components:

• Program Promotion
• Organizational Development
• Financial Instrument Development
• Sales Advisory Services
• Decision Making Support

The contract total budget is estimated to be approximately $17 million. Contract duration
is 4 years (48 months). Total estimated level of effort is 1060 person months (PM). It
includes estimates of 672 person months long-term (144 expatriate and 528 local) and
388 person months short-term (207 expatriate and 181 local).

The TA contract budget also includes training, equipment and office expenses, and
-contingency line-items for long and short-term technical assistance. Short-term technical
assistance is estimated to cost $15,000 and $5,000 equivalent for expatriate and local
consultants.

n. The Evaluation contract total budget is approximately $2.5 million. Contract duration
is 4.5 years (54 months). Total estimated level of effort is 150 person months (PM).
It includes 108 long-term PM (54 local support and 54 expatriate professional), and 42
short-term PM (24 local professional and 18 expatriate). The contract budget includes
and equipment and office expense budget.

m. The sales contract will pay engagement fees to the mercha."'\t banking services contractor.
International experience has shown that these investment banks usually require similar
"mobilization," or engagement fees before operating in an emerging market or in an
LDC. The contract is expected to provide engagement fees for 73 transactions: 50 PEs
(assets, companies, majority share-holdings) and 23 joint venture banks. Engagement
fees are estimated to cost $250,000 per property, and $100,000 per joint venture bank.

\ ,
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These estimates are based on TI/FI's experience and ~xposure to the fees charged by
international and US investment banks implementing privatization transactions around the world.
The estimated Sales Contract total budget is $14,800,000.

IV. Audit

The Project will finance audits as required of organizations involved in implementing and
evaluating the Project. The use of sub-contractors by a prime contractor will require audits of
finns employed by them, and this cost will be a part of the costs of the prime contract. If the
Agency chooses in addition to audit some of the Egyptian sub-contracts, there is adequate
funding provided under the audit line-item. Prime contractor audits are budgeted at $30,000
each and local audits of Egyptian fmus are estimated at $15,000 each. Only a limited number
of local audits are expected to occur that are financed outside the major contracts.
Total audit budget is approximately $200,000 for 4.5 years.

V, Local Support

Due to the complexity and magnitude of the expected contracting needed under the Project, it
is recommended that a contracting specialist (US local resident) be hired to assist the USAID
USDH contracting officer in the execution of project related contracting actions. The
contracting specialist will be located in USAID DIR/CS. Total budget is $315,000 for 4.5 years
which includes salary and any required training.



PRIVATIZATION PROJECT #263-0238
ILLUSTRATIVE FINANCIAL PLAN $
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PROJECT ELEMENTS CURRENT FUTURE TOTAL
YEAR YEARS COST
OBLIGATION OBLIGATION

• • --" "." "- ~-,~ •• "I" :",' ~-'~

--- .' - - • -' ~. • ~, '.. ~ .- • < •

TECHNICAL ASSISTANCE 3,402,458 13,750,714 17,153,172

SALES 14,800,000

EVALUATION

AUDIT

LOCAL SUPPORT

510,042

o

87,500

2,019,286

202,500

227,500

2,529,328

202,500

315,000
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I. TECHNICAL ASSISTANCE BUDGET TOTALS
(CONTRACT YEARS)

TOTAL 1,803,785 2,241,112 2,311,925 1,831,278 8,188,100
$

TOTAL 1,372,209 1,292,081 1,321,197 1,108,463 5,093,950
LE

EQUI-
VALENT

TOTAL 3,175,994 3,533,193 3,633,122 2,939,741 13,282,050
COST

G&A 317,599 353,319 363,312 293,974 1,328,205

TOTAL 3,493,593 3,886,512 3,996,434 3,233,715 14,610,255
COST
PLUS

G&A

FIXED 349,359 388,651 399,643 323,372 1,461,026
FEE

TOTAL 3,842,952 4,275,163 4,396,077 3,557,087 16,071,281
PLUS

FIXED
FEE

CONT. 338,486 270,474 269,839 203,093 1,081,891

GRAND TOTAL 17,153,172
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TECHNICAL ASSISTANCE CONTRACT BUDGET
(CONTRACT YEARS)

($)

Sal. 300,000 315,000 330,750 347,288 1,293,038

Fringe 75,000 78,750 82,688 86,823 323,261
Bnfts

Sal 375,000 393,750 413,438 434,111 1,616,299
Plus
Frin e

O.H. 281,250 295,313 310,079 325,583 1,212,225

Misc. 302,535 212,049 233,408 286,584 1,034,576
Allo-
wances

Short- 270,000 517,500 525,000 240,000 1,552,500
Term

Subs. 270,000 517,500 525,000 240,000 1,552,500

Trn 290,000 290,000 290,000 290,000 1,160,000

ODC 15,000 15,000 15,000 15,000 60,000

((l
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TECHNICAL ASSISTANCE LOCAL CURRENCY EQUIVALENT BUDGET
EXCHANGE RATE $=LE 3.35

(CONTRACT YEARS)

Sal. 221,793 232,882 244,529 256,758 955,962

Prng. 55,448 58,221 61,132 64,189 238,990

Sal 277,241 291,103 305,661 320,947 1,194,952
plus
Pm

O.B 277,241 29i,103 305,661 320,947 1,194,952

Local 23,232 23,232 23,232 23,232 92,928
Travel

Short- 170,000 300,000 300,000 135,000 905,000
Term

ODe 9,388 9,388 9,388 9,388 37,552

Rent, 495,107 257,255 257,255 178,949 1,188,566
Equip.
and
Off.
E

120,000 120,000 120,000 120,000 480,000

/1

\ \
\
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LEVEL OP EPPORT BREAKDOWN AND BUDGET POR TECHNICAL
ASSISTANCE CONTRACT

LONG - TERM LOCAL 528 2,497,166

LONG-TERM EXPATRIATE 144 3,946,331

SHORT-TERM LOCAL 181 905,000

SHORT-TERM EXPATRIATE 207 3,105,000

10,453,497

1,045,350

11,498,847

1,149,~84

12,648,731

1,081,891
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CONSOLIDATED LEVEL OF EFFORT AND BUDGET
FOR LONG TERM-PERSONNEL

I. LONG-TERM EXPATRIATE STAFF

IP,.ll1. _
·j::dh:ill:·::····a!,:::,··:llEil,::j:,:::j:::::::,·::·::::::::::::::':::':"::':::.::..::::.: 4 8 1 , 5 2 a, 813

.'.{lii1llil 48 1,520,813

_&'11.1111 48 904,705

. ,

G&A

TOTAL PLUS G&A

FIXED FEE

TOTAL PLUS FIXED FEE

144 3,946,331

394,633

4,340,964

434,097

4,775,061

\)
\ \
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II. LONG-TERM LOCAL PROFESSIONAL AND SUPPORT STAFF

48 401,602

48 120,158

48 401,602

48 401,602

48 401,602

48 401,602

48 108,542

336 2,236,710

192 260,456

528 2,497,166

G&:A

TOTAL PLUS G&A

FIXED FEE

TOTAL PLUS FIXED FEE

249,717

2,746,883

274,688

3,021,571

III. TOTAL LONG-TERM LEVEL OF EFFORT AND BUDGET

II TOTAL I672 PERSON MONTHS 7 , 7 9 6 , 63 2 II

\.
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SHORT-TERM TECHNICAL ASSISTANCE

COMPONENT PERSON MONTHS LE EQUIVALENT IN
DOLLARS

PROGRAM PROMOTION

LOCAL TA

EXPATRIATE TA

SUBTOTAL

60

60

120

300,000

900,000

1,200,000

LOCAL TA

ORGANIZATIONAL DEVELOPMENT

36 180,000

EXPATRIATE TA 36 540,000

SUBTOTAL '72 720,000

FINANCIAL INSTR.UMENT DEVELOPMDlT

LOCAL TA

EXPATRIATE TA

SUBTOTAL

LOCAL TA

EXPATRIATE TA

SUBTOTAL

24

48

72

DECISION MAKING SUPPORT

36

48

84

120,000

720,000

840,000

180,000

720,OOl)

900,000

/\
\
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PERSON/MONTHS DOLLARS

PROJECT MANAGEMENT

LOCAL TA

EXPATRIATE TA

SUBTOTAL

TOTAL

25

15

40

125,000

225,000

350,000

G&A

TOTAL PLUS G&A

FIXED FEE

TOTAL PLUS FIXED FEE

401,000

4,411,000

441,100

4,852,100

ASSUMPTIONS:

Local short-term TA is calculated to cost $5,000 per person month
Expatriate short-term TA is calculated to cost $15,000 per month.

\
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LOCAL PROFESSIONAL

(sample table representing each of the 5 secialists)

8,955

44,776

2,904

1,000

48,680

44,776

93,456

9,403 9,873 10,367

47,015 49,366 51,835

2,904 2,904 2,904

1,000 1,000 1,000

50,919 53,270 55,739

47,015 49,366 51,835

97,934 102,636 107,574

38,599

192,993

11,616

4,000

208,609

192,993

401,602

I Total

G&A

Total Plus
G&A

Fixed Fee

Total Plus
Fixed Fee

93,456

9,345

102,801

10,280

113,081

97,934

9,793

107,727

10,773

118,500

102,636

10,264

112,900

11,290

124,190

107,574

10,157

118,331

11,833

130,164

401,602

40,160

441,762

44,176

485,938

ASSUMPTIONS:

• Salary increase is 5% to match inflation
• Salary is calculated on the basis of 13 months (1 montb bonus)
o Allowances for taxation, social insurance, and health

insurance are not and should not be added to salary. i.e.
salary is gross

• Fringe benefits are 25% of salary
• Overhead is 100% of both salary and fringe
~ Exchange rate is 1$= LE3.35
• ODe is fixed at $ 1,000 per year
• Local Travel is estimated taking the highest current per diem·

for Cairo ($132/Day)*22 days=$2,904
e G&A is 10% of total cost plus overhead
• Fixed Fee is 10% of budget total cost
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EXPATRIATE PROFESSIONAL

Illustrative Table for Chief of Party and Merchant Banking Advisor

5,883

4,000

5,000

5,000

77,583

12,000

15,000

73,200

20,000

20,000

15,000

11,616

517,215

129,304

103,443

2,500

10,000

6,000

2,000

18,300 18,300

10,000

15,000

26,460 27,783

2,904 2,904

1,505 1,580

19,845 20,838

33,075 34,729

132,300 138,915

1,433

2,904

25,200

1,365

2,904

120,000 126,000

18,000 18,900

30,000 31,500

10,000

5,000

2,500

15,000

6,000

2,000

18,300 18,300

10,000

1,680 1,680

5,000 5,000 5,000 5,000 20,000

261,749 239,237 .254,389 280,549 1,035,924

112,500 118,125 124,031 130,233 484,889

374,249 357,362 378,420 410,782 1,520,813

37,425 35,736 37,842 41,078 152,081

411,674 393,098 416,262 451,860 1,672,894

41,167 39,310 41,626 45,186 167,289

45.1,841 432,408 457,888 497,046 1,840,183

-

_ 24,000

--
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ASSUMPTIONS:

~ Salary increase is 5%/ year to match inflation

• Fringe is 25% of basic salary and fringe. It includes health
and life insurance

• Calculations assume four persons:
dependents

employee and three

• Local travel includes per diem and transportation

• Overhead is 75% of basic salary+fringe.

• ODC is fixed at $ 5,000 per year

• G&A is 10% of total cost

• Fixed Fee is 10% of total cost+ G&A
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EXPATRIATE CONTRACT ADMINISTRATOR

:::1:::i:::i:::::::11i:ii!ii:i::!i:i:i::illi:iiiiiii1:Ilii1:ili::ii!:I!iiii~l~!!:I~i1iliiliiiliii!iii!IHi!!iili:li!.iiliijilillii iilli.:iilii:II.:!iii· liii:.l!iii!:I:II:i::i· .1:iI1.:i:::::II:i:::'i'1i1::::'ii::::1::::i1i:::::11::'::ii:IIIII::::i

IIIIIIIIII~IIIIII 60,000 63,000 66,150 69,458 258,608

1llllllIlllilli~111 9,000 9,450 9,923 10,419 38,792

',::'IIIIII:!::,!::::l::!::·!!:·j:!':!:'!:!::!::!:::::I!:::':!!:I!!:!!::!' 15 , 000 15 , 750 16 , 53 8 1 7 , 365 64 , 653

i·::::III::~:il'::::::_IIII:::::::i::::!::::j 10 , 000 3. 0 , 000 20 , 000

1__ 1,365 1,433

__ 24,000 25,200

o

5,000

5,883

4,000

5,000

15,000

73,200

12,000

20,000

15,000

103,443

2,500

6,000

2,000

18,300 18,300

10,000

15,000

26,460 27,783

0 0

1,505 1,580

18,300

10,000

5,000

2,500

2,000

6,000

18,300

15,000

24,298 27,008 99,518

5,000 5,000 5,000

148,133 158,876 180,405

59,063 62,016 65,117

207,196 220,892 245,522

20,720 22,089 24,552

227,916 242,981 270,074

242,446

904,705

90,47=.

995,176

lllll!flJi 279,625 250,708 267,279 297,082 1,094,694
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ASSUMPTIONS:

• Salary increase is 5%/ year to match inflation

• Fringe is 25% of basic salary and fringe. It includes health
and life insurance

• Calculations assume four persons:
dependents

employee and three

• Local travel includes per diem and transportation

• Overhead is 75% of basic salary+fringe.

• ODC is fixed at $ 5,000 per year

• G&A is 10% of total cost

• Fixed Fee is 10% of total cost+ G&A
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ASSISTANT TO PROGRAM PROMOTION SPECIALIST - ILLUSTRATIVE BUDGET IN
LE EQUIVALENT

-~~~~~
:::::Iillll:~:~'::~:::::~::'::~~:i::~::i:::::::::':~::::::: 2 , 42 6 2 , 54 7 2 , 6 74 2 , 8 08 10 , 455

:··:::III;I.lall;::::·::::~i:!:::: 12 , 12 8 12 , 734 13 , 3 70 14 , 039 52 , 2711_ 2,904 2,904 2,904 2,904 11,616

1,000

16,032

12,128

28,160

1,000

16,638

12,734

29,372

1,000

17,274

13,370

30,644

1,000

17,943

14,039

31,982

4,000

67,887

52,271

120,158

....••.•..........•.....•...•...........................................•......' ',' ' , .

TOTAL COST 28,160 29,372 30,644 31,982 120,158

G&A 2,816 2,937 3,064 3,198 12,016

Total Plus 30,976 32,309 33,708 35,1bO 132,174
G&A

Fixed Fee 3,098 3,231 3,371 3,518 13,217

Total Plus 34,074 35,540 37,079 38,698 145,391
Fixed Fee

ASSUMPTIONS:

• Salary increase is 5% to match inflation
• Salary is calculated on the basis of 13 months (1 month bonus)
• Allowances for taxation, social insurance, and health

••••••

insurance are not and should not be added to salary.
salary is gross
Fringe benefits are 25% of salary
Overhead is 100% of both salary and fringe
Exchange rate is 1$= LE3.35
ODe is fixed at $ 1,000 per year
G&A is 10% of total cost
Fixed Fee is 10% of budget total cost

i.e.
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PROJECT ACCOUNTANT - ILLUSTRATIVE BUDGET IN LE EQUIVALENT

9,702

2,426

12,128

o

1,000

13,128

12,128

25,256

10,187 10,696 11,231

2,547 2,674 2,808

12,734 13,370 14,039

0 0 0

1,000 1,000 1,000

13,734 14,370 15,039

12,734 13,370 14,039

26,468 27,740 29,078

41,816

10,455

52,271

o

4,000

52,271

108,542

TOTAL COST 25,256 26,468 27,740 29,078 108,542

G&A 2,526 2,647 2,774 2,908 10,854

Total Plus 27,782 29,115 30,514 31,986 119,396
G&A

Fixed Fee 2,778 2,912 3,051 3,199 11,940

Total Plus 30,560 32,026 33,565 35,185 131,336
Fixed Fee

ASSUMPTIONS:

• Salary increase is 5% to match inflation
• Salary is calculated on the basis of 13 months (1 month bonus)
• Allowances for taxation, social insurance, and health

insurance are not and should not be added to salary. i.e.
salary is gross

• Fringe benefits are 25% of salary
• Overhead is 100% of both salary and fringe
• Exchange rate is 1$= LE3.35
• ODe is fixed at $ 1,000 per year
• G&A is 10% of total cost
• Fixed Fee is 10% of budget total cost
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LOCAL SUPPORT
(sample table represe~ting each of the 4 secretaries)

:'!::!::::::::!::::::1!1!::!!!::::::::!::!::!:I:::::I:1:!:::::::I:\:::!::!::I:I:l::!::::::::::::::: ::::::I::::::::::::::.:::!:::I::::: ::::!I!:::::.:::::::~~:I.:::n:::.:::I:::I.:I:I::!:!' :!!I:I:!:li:.!::::::II::n::::::::!:!!::::!:!:::::!::!:::::::!!:~6'Jj!!!::

':::::IIII::1:::{':1:::::::::::::::\::[::::::[:[:::::[:::\::::!::!, 5 , 82 1 6 , 112 6 , 418 6 , 73 9 2 5 , 09 0

,:::!:.II:::::::;:::!::::::::':::::::,::::::::'!::':::::::::',::: I, 455 I, 528 I, 605 I, 685 6 , 273

::'::§~ll~~I:~w:::f'I'!:'::i,!!:i::j::: 7 , 276 7 , 640 8 , 02 3 8 , 424 3I, 363

OVERHEAD

TOTAL COST

597

7,873

7,276

14,552

597

8,237

7,640

15,280

597

8,620

8,023

16,046

597

9,021

8,424

17,445

2,388

33,751

31,363

65,114

Total Cost 14,552 15,280 16,046 17,445 65,114

G&:A 1,455 1,528 1,605 1,745 6,511

Total Plus 16,007 16,808 17,651 19,190 71,625
G&:A

Fixed Fee 1,601 1,681 1,765 1,919 7,163

Total Plus 17,608 18,489 19,416 21,109 78,788
Fixed Fee

ASSUMPTIONS:

• Salary increase is 5% to match inflation
• Salary is calculated on the basis of 13 months (1 month bonus)
• Allowances for taxation, social insurance, and health

••••••

insurance are not and should not be added to salary.
salary is gross
Fringe benefits are 25% of salary
Overhead is 100% of both salary and fringe
Exchange rate is 1$= LE3.35
ODe is fixed at $ 1,000 per year
G&A is 10% of total cost
Fixed Fee is 10% of budget total cost

i.e.
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TRAINING COMPONENT

._--
i··i:fjlij:i§i6B[:::·':§=B.:f·Ib..lal~:::::::::·:::!:1: 300 I 000 180 , 000

..:i::tli:lb.l.li:!i::••:;lallllJll:!::i::I:: 720 I 000 240 I 000

·:!::6!§ki'l_liwili:::·)R;·::::!·::::!:::::::::i::::::!:':i':::':::i):::::i:'::::::::::::::i::::::::':!'::::!:: 140 , 000 60, 000

·:..:§I;¢~=:i:):)::::l·:))·:·.ll·:·::.:·.::·:·:·:i::·:l: 1::i::::::::1::·1::::·:· ..):):··:":),,:··::):::1:·:·::i)::::;:;:.)1:):1;::·:1:):::·:1)1)):::·'·::1·1i:1·:·:·::):::·l.::: 1, 160, 000 480, 000

li·:._~B:::::::i·::·:':::::::ii::::::::::::::::::,:::,:::ii:ii:i::::ii::,:::::::i:::::::::::i::::::::::!':::iii:::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::'::::::11 1, 640, 000 I
fi::··mil}::::·j:::::.:::.·:';·:::'j:·i·:::::::::·:::::::'::)::..1'::::1::.::'::::,":::':"1::::):':::')::::::)':::·::::..::·::···:::··..:i·:i,):i::.)::·:):::.:::::·::il::):::·:::':::·::l:::·::':11 164 , 000 ]

1··1:tll.'::')·:liiJ:,'::::~_:):i:::li:1:::::::::::i::::.i:i::::::::::11::i::::::::i.::'::::.:::·::::::::::::::::':i::!::i:::'::::11 1, 804, 000 I
'))::'1111:,):):1111)·1)]);':::.:1::::,):::):):1):1))1)).i:l)::1))1)::!::::1:))::)!)'l:1:1::i:::!,'::1:::;)1)):1::'))1:):)i::):))):)):.)1:):)1::))::))1:))):::)::):)):)11 180, 400 I
l:l.._.::::1::I~ti!:':.:·:il:~liI·:::.::!.":::::·::::::··.!:::i::::,·i'i::;':::',::::::::::,::i:::::·:till 1, 984,400 I
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TRAINING COMPONENT
ILLUSTRATIVE BUDGET

EXCHANGE RATE ($=LE3.35)

I. OFF-SHORE SEMINARS AND WORKSHOPS

4 3 5 5,000 3,000

• Total Dollar and LE Equivalent Cost is $480,000
• An amount of LE 603,000 is reserved for air tickets ($180,000)

II. IN-COUNTRY SEMINARS ~~ WORKSHOPS

• __....
4 2 90,000 30,000

• Total dollar and LE equivalent cost is $960,000
• An amount of LE 804,000 is reserved for local expenses
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III. OBSERVATIONAL TOURS

.......
4 1 5 7, 000 3, 000

• Total Dollar and LE Equivalent cost is $200,000
• An amount of LE 201,000 is reserved for air tickets

TOTAL LE EQUIVALENT

TOTAL DOLLAR BUDGET

$ 480,000

$ 1,160,000
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EQUIPMENT AND OFPICE EXPENSES

118,857

1,307,424

130,742

1,438,166
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OFFICE EQUIPMENT ILLUSTRATIVE BUDGET ($=LE3.35)

60,000

24,000

10,500

1,200

2,000

4,000

30,000

10,000

5,000

45,000

G&A 19,320

TOTAL PLUS G&A 212,520

I~F..:;;I:.;;.;X~E~D~F.:::E~E:...- ~ .....:2=-=l, 252
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II. EVALUATION CONTRACT BUDGET TOTALS
(CONTRACT YEARS)

, TOTAL 379 , 5:3 3 268 , 556 375 , 319 529 , 842 1, 553 , 250
$

TOTAL 182,497 83,225 123,991 147,390 537,104
LE
EQU!'"

~.i'''II%II''II'''.l'.~••'II.'••\.41111lIl&4
rrOTAL fj62,030 351,781 499,310' 677,232 2,090,354
COST J'

'.rOTAL
COST
P,LUS
GIU\

FIXED
FI~E

TOTAL
PLUS
FIXED
FEE

56,203

6.18,233

61,823

680,056

35,178

386,959

38,696

·425,655

49,931

549,241

54,924

604,165

67,723

744,955

74,496

819,451

209,035

2,299,389

229,939

2,529,328

Contrac:t budget assumes 54 ~onths (4.5) years.
includos 18 months.

Year IV
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EVALUATION CONTRACT
DOLLAR BUDGET

(CONTRACT YEARS)

CAT. YEAR I YEAR II YEAR III YEAR IV TOTAL

Sal.

Fringe
Bnfts

Sal
plus
Fringe

O.H.

Misc.
Allo
wances

Short
Term

Subs.

Trng

ODC

85,000

21,250

106,250

79,688

98,595

90,000

o

°
5,000

89,250

22,313

111,563

83,672

68,321

o
o

5,000

93,713

23,428

117,141

87,856

75,322

90,000

°o
5,000

147,598

36,910

184,508

138,381

109,453

90,000

o

°
7,500

415,561

103,901

519,462

389,597

351,691

270,000

°o
22,500

• Contract budget assumes 54 months (4.5) years.
includes 18 months.

Year IV

\
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EVALUATION LOCAL CURRENCY BUDGET
EXCHANGE RATE $=LE 3.35

(CONTRACT YEARS)

Sal.

Frng.

Sal
plus
Frng

O.H

Local
Travel

Short
Term

ODC

Rent,
Equip.
and
Off.
E

Trng

TOTAL

5,821

1,455

7,276

7,276

2,904

40,000

597

124,444

o

6,112

1,528

7,640

7,640

2,904

597

64,444

o

6,418

1,605

8,023

8,023

2,904

40,000

597

64,444

o

10,108

2,527

12,635

12,635

4,356

40,000

597

77,167

o

28,459

7,115

35,574

35,574

13,068

120,000

2,388

330,500

o

• Contract budget assumes 54 months (4.5) years.
includes 18 months.

Year IV

\
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EVA~UATION CONTRACT
LEVEL OF EFFORT AND BUDGET BRF~OWN

COMPONENT PERSON

MONTHS

DOLLARS LOCAL
CURRENCY

EQUIVALENT

EVALUATION

LONG-T~RM LOCAL 54 71,148

SHORT-TERM EXPATRIATE
~=;;"";;';;;'=~~-+--~~--";;;"';"""';;"':'~~-------il

SHORT-TERM LOCAL

LONG-TERM EXPATRIATE 54 1,296,317 0
_'---~';""';';";=""';""""';;';;~=';;;';;";;;';;~--+--"";;'~-~";;;;"';"''';'':''~~-------il

1& 270,000 0

24 0 120,000

SUBTOTAL 150 1,566,317 191,148

TOTAL 1,757,465

G&:A 175,747

TOTA'L PLUS G&A 1,933,212

FIXED FEE 193,321

TOTAL PLUS FIXED FEE 2,126,533

/
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CHIEF OF PARTY - EVALUATION

15,000

_ 6,000

18,300

10,000

25,200

&:8IiIII 1,365 1,433

6,000

2,000

18,300 27,450

10,000

15,000

26,460 27,783

2,904 4,356

1,505 1,580

12,000

4,000

82,350

20,000

15,000

103,443

13,068

5,883

__ 212,749 187,788 200,367 305,817

1,680

22,500

906,720

Ii.. 353,849

• Calculatons assume

83,672 87,856 138,381 389,597

271,460 288,223 444,198 1,296,311

27,146 28,822 44,420 129,632

298,606 317,045 488,618 1,425,949

29,861 31,705 . 48,862 142,595

328,467 348,750 537,480 1,568,544

54 per months (4.5 years).

\
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EVALUATION COMPONENT - SECRETARY

------

OVERHEAD

TOTAL COST

5,821

1,455

7,276

597

7,873

7,276

14,552

6,112

1,528

7,640

597

8,237

7,640

15,280

6,418

1,605

8,023

597

8,620

8,023

16,046

10,108

2,527

12,635

597

13,232

12,635

25,270

28,459

7,115

35,574

2,388

37,962

35,574

71,148

Total Cost 14,552 15,280 16,046 25,270 71,148

G&A 1,455 1,528 1,605 2,527 7,115

Total Plus 16,007 16,808 17,651 27,797 78,263
G&A

Fixed Fee 1,601 1,681 1,765 2,780 7,827

Total Plus 17,608 18,489 19,416 30,577 86,,089
Fbced Fee

• Calculations assume 54 pEIrson months level of effort (4.5
years). The last year includes 18 months.
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SHORT-TERM LEVEL OF EFFORT AND BUDGET

24

18

42

o

270,000

270,000

120,000

o

120,000

ITOTAL COST I 390,000 I
IG&:A I 39,0001

[i2TAL PLUS G&A I 429,000 I
[FIXED FEE I 42,900 I
ITOTAL PLUS FIXED FEE I 471,900 I

• Expatriate short-term ie estimated to cost $15,000 per person
months. Local ~aort-term is estimated to cost $5,000 per
person months.

\
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EVALUATION COMPONENT

OFFICE EQUIPMENT AND EXPENSES BUDGET

Office E ip. 50,500

Rent 200,000

Other 80,000

11!!llf,Bli:iti{~(ttl.ii¥II,lil!lilll.ilitlll.iliill'1Ii.111\1\1111111111
TOTAL 330,500

50,500TOTAL

5 Personal com uters 15,000

2 laser printers 7,000

1 Match coprocessor 1,000
~: 1 Plotter 2,000

6 Software 15,000

1 Photoco ier 10,000

1 500

I

TOTAL COST 330,500

G&A 33,050

TOTAL COST PLUS G&A 363,550

FIXED FEE 36,355

TOTAL COST PLUS FIXED FEE 399,905



I I I. SALES CONTRACT



IV. AUDIT

CATEGORY YEAR
I

YEAR
II

YEAR
III

YEAR
IV

YEAR
V

TOTAL

AUDIT OF 30,000 30,000 30,000 30,000 15,000 135,000
PRIME
CONTRACT

AUDIT OF 15,000 15,000 15,000 15,000 7,500 67,500
ONE SUB-
CONTRACT

• Budget is for S4 months. Year V consists of 6 month~ of level
of effort



v. CONTRACTING SPECIALIST

CAT. YEAR YEAR YEAR YEAR YEAR TOTAL
I II III IV V

CONTRAC 75,000 70,000 721,000 70,000 30,000 315,000
TING
SPECIA-
LIST

• The contracting specialist will be located at USAID/Cairo
DIR/CS.

• Budget is for 54 months. Year V consists of 6 months of level
of effort

• The contracting specialist's salary is estimated to be around
$60,000 a year. An additional amount of $10,000 per year
($15,000 for the first year) is budgeted to enhance his skills
in AID contracting procedures through training in FAR, AIDAR,
and other courses as appropriate.



ANNEXK

ECONOMIC ANALYSIS

Summary

A substantial increase in investment is essential for the recovery of the Egyptian economy. The
GOE for too long has depended on public sector investment and the results have been
disappointing. Private sector investment is required. The investment environment must be
fundamentally changed; the Economic Refonn and Structural Adjustment (ERSA) Program is
aimed at bringing about this change. Privatization is an essential part of the ERSA program.
Thus privatization is fundamentally aimed at increasing private sector investment. As it is
becoming obvious in a number of countries, privatization in and of itself is insufficient to
encourage private investment. On the other hand, in an economy so dominated by the public
sector, private investment does not happen without privatization. Benign neglect of the Public
Enterprise Sector with the hope of seeing it whither away has been suggested, but its size and
its strong claims on public resources makes such neglect impossible. USAID and the World
Bank must continue to push a broad agenda of economic refonn through their Sector Policy
Refonn and Structural Adjustment Program. This Project at the same time, principally through
the Decision Making Support Component must address the broader group of policy and
regulatory impediments to privatization which include impediments to private sector investment.

Although forecasting the economic impact of the privatization program and of the Project based
on finn-level changes is very difficult because basic [mancial and other perfonnance infonnation
on the ACs has been very poorly kept in the past, this analysis compiles data from various
sources and conducts an economic rate of return analysis based on assumptions laid out in the
text. Conceptually the impact that privatization should have on the economy is clear. However,
it will be important over the life of the Project to research the actual impact so that an empirical
case for privatization can be developed. The Analysis lays out a number of considerations for
such research and proposes a methodology. The Evaluation contractor will be responsible for
refining a methodology and carrying out the analysis.

Overview of The Egyptian Economy

Egypt underwent rapid economic growth, increased public investment, and import substitution
in the 1970s, primarily brought on by high oil prices. The sharp decline in oil prices and
revenue in the mid-1980s was initially masked by foreign borrowing; however, the excess of
public expenditures over public revenues resulted in significant transfers of both foreign and
domestic private savings to the public sector. This resulted in fiscal deficits averaging about 20
percent of Gross Domestic Product (GDP) until recently.
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In adciition to the inflated government administration and social services sector, state-owned
enterprises continue to playa significant role in the productive sector. Despite attempts to
promote the private sector, the public sector's overall and sectoral contribution to GDP has
remained predominant. The share of the public sector is about 70 percent in total industrial
production and 85 percent in industrial exports. The implications of excessive public sector
involvement are lower levels of productivity. There are a number of efficiency indicators
that highlight the weak performance of the public enterprises. For example,the financial rate
of return has been less than 10 percent since 1982, real output per worker has been
declining, and wage productivity has declined. 2

The recent deficit reduction reflects a sharp decline in public investment but a limited
increase in private investment. As demonstrated in the chart below, the share of public
investment in GDP declined to 11 percent by 1992 as a result of shrinking revenues and
attempts to restrict the budget deficit. Public investments as a percentage of GOP during the
First and Second Five-Year Plan represented 17 percent and 15 percent, respectively.3

(Note: The left-hand vertical axis is public investment as percentage of GOP and the right-hand vertical
axi~ is fiscal deficit as percentage of GDP. Source: Ministry of Finance (MOF), National Investment
Bank (NIB), and World Bank.
2Source: Ministry of Planning (MOP), NIB, The Cabinet Public Sector Information Center (Cairo), and
World Bank.
3Source: MOF, NIB, and World Bank Estimates.
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Given the budgetary and external debt consiraints that the GOB will continue to face, the
only way for Egypt to achieve sustained and non-inflationary growth is by substantially
raising the efficiency of public sector investment, while facilitating a !lluch greater private
sector investment.

If it could be demonstrated with some confidence that the macro-economic equilibria recently
established would not be jeopardized by subjecting the PB Sector to benign neglect, then it
would be reasonable to advocate such neglect on political grounds, and concentrate the
refonn effort on credit markets, deregulation, stimulating private investment, and increasing
production. One could then bank on a rapidly growing private sector to eclipse the public
sector and to reduce its relative weight in the economy. This, in essence, is what Turkey has
done since 1983, with large government deficits and 60 percent inflation. Economists puzzle
as to why hyperinflation has not set in and even more why private and foreign investment has
been increasing. This example is cited only to suggest that the benign neglect path is
sustainable for awhile at any rate. However in Egypt, the size of the PE Sector, its claims
on public resources through its wage bill, overdrafts, and use of raw materials probably
make benign neglect impossible even in the short tenn.

By accelerating the privatization program, the GOB can involve the private sector and further
rationalize targeted investments for public enterprises and restrict its scarce resources to areas
where the private sector nonnally under-invests such as infrastructure.

The GOB has prepared a list of 85 public sector companies which were se'xted for
privatization. The plan is to privatize them by the end of 1994. Until now, none of these
companies has been privatized. The GOB is late in implementing its plan as it is still testing
the market and trying to frnd high enough bids. It is expected, however, that the procedure
will speed up in the next stage, after the GOB succeeds in selling some of the companies that
are currently up for sale.
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Economic Rationa!e of Privatization in Egypt

The economic rationale of the privatization program is similar to that of other countries
pursuing privatization and is straight-forward. Economies, such as that of Egypt, that are
dominated by state ownership and control and are relatively isolated from world markets
have performed very poorly compared to more liberal economies with more limited state
ownprship and more integration with world markets. The advanced economies of the world
are becoming ever more enmeshed and consequently are forced into substantial structural
changes to remain competitive. Egypt must undergo even more drastic structural change to
try to catch up with the advanced economies.

If Egypt cares to raise significantly the standard of living of its citizens, it can do so only by
reorienting its economy to become much more efficient and to develop a variety of export
markets. This will require serious investment. The GOE has never had the investment funds
necessary to build competitive businesses and certainly did not have the know-how and the
motivation systems in place. Today it, like most other governments, has severe fiscal
problems. Other sources of investment funds are required if the Egyptian economy is to
privatize. The only significant sour(~e of such funds is the domestic and foreign private
sector. Frequently export markets are unavailable without foreign partners, foreign
investment, and foreign technology.

It is in this context that privatization is important. There are several reasons.

First. Privatization is the key to market liberalization. In many ~ectorsi such as the
fertilizer and textile sectors, privatization will break a monopoly and allow free and easy
entry of the private sector into the market. Competition, consequently, will ensure better
quality products and market price signals, which will enhance the rationale allocation of
resources. Higher export proceeds will be gained.

Second. Privatization will foster economic growth. Better management of the companies by
private sector management and the elimination of redundant employees will improve
productivity levels, lower the companies' capital/output ratio, and hence increase ~heir value
added.

Third. Privatization will pave the way for more policy reform. The GOE's direct control
over the market will be phased out since it will no longer subsidize the public sector
companies by bearing their losses or salaries.

Founh. Privatization will enhance the development of the Capital Market as more shares
will be available for trade. It will also absorb liquidity from the market, which will be
directed to productive activities. This will have a positive impact on the inflation rate.

Fifth. Private sector investment capital must be enticed into Egypt. Egyptian ffight capital
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must be attracted back and foreign firms must be convinced that Egypt is a good place to
invest and set up operations. There are innumerable alternative places for Egyptians and
foreigners to invest. The environment for investment must become more favorable and must
be able to compete with the envircrlment in other comparable countries. An important
element of improving the investment environment is to remove the state as the dominant
player in the economy because the state is usually an unfair competitor. A state bent on
controlling the economy usually turns off entrepreneurs and investors. Domination and
control must be forsaken. The GOE must divest itself of its ownership in most of its
business~.s so that entrepreneurs can compete on a level playing field with those businesses
and open up new businesses.

Sixth. The state rarely allows a business that it started to die. Many businesses are poorly
conceived, irresponsibly financed, badly managed, and bankrupt. [Total losses in public
sector companies amount to approximately LE 615 million per year.] They should be
liquidated to stop their being a drain on the GOE coffers. Similarly, although the GOE has
made a policy decision to stop further public investment in most public enterprises and to
drastically limit public lending for operations of these businesses, the fact is that these
businesses continue to receive government funds. The continued existence of these finns
could result in crowding out the private sector from the debt market. Furthermore, in order
to remain liquid, financial institutions may be forced to roll over the debt of weak
enterprises, refrain from charging them a risk-adjusted cost of funds, and charge higher rates
to fInancially sound enterprises in order to compensate for losses from substandard and
non-performing loans. The only feasible alternative is one that ar,aintains liberalization but
resolves the problems of loss-making enterprises.

Seventh. Because of the relative weak and uncertain investment environment in Egypt, many
private fmns will be looking for start up investments with limited risks. The existing pool of
public enterprises contain a number of companies and assets which should be attractive to
investors who would like to "test the water" in Egypt. Similarly, the pool may contain
businesses which would lend themselves to management or employee buy-outs. The
importance of broadening the population with ownership responsibilities is recognized.
Finally, the sale of shares of the public enterprises will offer an opportunity for many
citizens to become capitalists with less risk than might be normally associated with a newly
started business. It is important that the private sector not only grow, but that there be wide
participation in the private sector so that it is not seen as the domain of an elite.

Eighth. The state is a poor manager of businesses. It tends to introduce a variety of goals
when it goes into business and this variety of goals tends to distract it from the goal of
running the business to make a profit. Although the state may take measures to isolate its
businesses from political influences, such measures are usually short-lived and ineffective.
The approach of the private sector is very different from that of the state. An important
element of the rationale for privatization is that the efficiency and profitability of the existing
public enterprises will significantly improve under private sector ownership. A corollary is
that these businesses will find investment funds when they are profitable and that they will
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prosper and grow. Another corollary is that when the business is poorly run, it will shul
down or it will trade hands. Much of the rest of this Annex deals with developing an
approach to evaluate what happens to the fonner public enterprises in tenns of efficiency and
profitability. The Project will take on the responsibility of documenting and reporting on the
impact of the privatization program.

Finally, while the proceeds from divestiture do not constitute direct economic benefits to
society and may not be substantial, they will enable the GOE to recoup part of the funds
previously invested. The GOE can then use these funds for basic services traditionally
provided by government and for GOE budget reductions.

COST/BENEFrr ANALYSIS

The purpose of this analysis is to quantify the net gain to the economy that is expected to
result from the privatization project, which will assist the GOE in valuating and selling 50
public sector properties and 23 joint-venture banks. Since these properties and banks are not
identified yet, the analysis is based on average data for public sector enterprises.

The expected benefit considered in this analysis is the improvement of management, labor
productivity, and hence the efficiency of the privatized entities which will lead to the decline
in their capital output ratio. As a result, total value added would increase and economic
growth would be enhanced. There are external benefits related to this project which were
not quantitatively assessed, though important too. It is highly conceivable that the early
retirement compensation paid to redundant employees may lead to further increases in value
added as the employee invest it in a productive activity.

On the cost side, the investment cost requested for the project is approximately $ 35 million,
distributed over the life of the project (5 years). The labor cost is another major component.
It is composed of retraining costs that the economy would bear to reallocate redundant labors
among other new projects and early retirement compensation to reduce the number of
employees in the privatized entities.

Due to the difficulty of quantifying the increase in value added resulting from the
privatization of banks, this analysis will concentrate on the privatization of properties, which
represents about two thirds of the project. The following points are assumed in order to be
able to quantify the net gain to the economy:

1. The number of properties to be privatized under the project is 0 in the first year, 15
in the second year, 15 in the third year and 10 for each of the next two years.

2. Redundant employees represent 30 percent of total employees in the companies.

3. Redundant employees will eventually leave the privatized company. It is assumed
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that this will happen in 5 years, directly after the company is privatized; Le., 20
percent of redundant employees per year. [This is the period assumed for the
company to readjust to run as a private sector company.]

4. All of those employees will get an early retirement bonus of LE 10,000 - 15,000 plus
one year salary (about LE 2,000 - 3,000). 70 percent of them will need retraining.

5. The company's efficiency will improve over a 5 year period. Production will
improve by 15 percent on average over that period, assuming constant capital. (3
percent per year) [According to experts, improvement in production resulting from
privatization is expected to range from 0 to 50 percent. The 15 percent was depicted
to show less than average increase in production since most of the first batch of
public companies to be privatized in the period 1993-96 are not loser companies.]

6. 60 percent of the production value is value added to the economy. (This is the
economy's averag~ for the period 1986-1990)

7. The private sector will inject new capital investment to the privatized firms of about
10 percent annually of the existing capital over a 5 year period.

8. 4 percent US inflation, 10 percent Egypt's inflation, and 10 percent discount rate.

9. Capital-output ratio of the flfst batch of public sector properties that the GOE will
privatize over the next 5 years is estimated at 6, reflecting a fair performance of non
loser public sector properties. This ratio would decline by 3 percent per year to reach
about 5 by the fUth year.

Data were compiled from various sources-- PEO, World Bank, CAPMAS, and NBE. A
time series of 20 years is considered, starting from 1994. Values were deflated to reflect
constant 1994 prices. (see table)

According to the calculation, the project is expected to show a positive and considerably high
economic internal rate of return of 36 percent. At a 10 percent discount rate, economic
benefit is 2.7 times more than cost, leading to a high, positive economic net present value
which is higher than the investment cost. In fact, the project is expected to repay back its
investment in about 7 years. The project will show a negative real net benefit to the
economy for the flfst 5 years, then will turn to be positive in the sixth year and forecasted to
remain positive in the 20 year period thereafter.

To be more conservative, a sensitivity analysis is conducted to account for possible delay in
the actual implementation of the project of one year. It is assumed that the actual sale of the
properties may take more time than anticipated, resulting in a lower than expected number of
privatized properties during the second and third years of the project. In this case, the
number of privatized properties is 10 per year over a 5 year period. Accordingly, the
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project is also expected to realize a still high positive economic internal rate of return of
about 34 percent.

It can be concluded from the above analysis that benefits from the privatization of the public
sector properties under this project are expected to outweigh costs·, and realize a positive net
gain to the economy. From an economic point of view, this conclusion justifies the carry out
of the privatization project.

Tracking the Economic Impact of Privatization

Forecasting the economic impact of the privatization program and of the Project based on
firm-level changes is very difficult because basic financial and other perfonnance information
on the ACs has been very paody kept in the past. The Project will, under the Evaluation
activity, track the performance of a small sample of fmus which are privatized early in the
Project in order to develop a sense of the economic impact on those finns and fmns and
individuals associated with them. There are a number of considerations which could be
pursued. This section of the Analysis presents those considerations. The intention of the
Analysis is only to suggest alternative approaches. The M&E contractor will review these
approaches and others and recommend its own approach.

As part of the current financial liberalization program, public enterprises no longer enjoy
negative real interest rates, preferential access to credit, automatic government loan
guarantees, subsidized exchange rates, and trade protection. In 1992, for the frrst time in
recent history, many of these firms faced a positive cost of capital. It is probable that public
enterprises have suffered a net loss of several percentage points of GDP as a result of the
financial liberalization. As long as these fmns are shielded, they will continue to pass their
inefficiently high costs on to consumers.

The strategy of the Third Five-Year Plan is to emphasize productivity increase as the key
factor in the growth process and to promote the growing role that private investment must
play in all spheres of productive activity. As demonstrated in the chart below, measures of
labor productivity all seem to indicate systematic differences in the efficiency of public and
private sector activity, as clearly demonstrated by the manufacturing sector in which the
private sector has made significant progress. 11le major economic impact from privatization
is likely to be the increase in value added of privatized fmns.
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The economic viability of the Project can be justified in tenns of the expected improvement
in earnings and a reduction in losses of divested entities. Any improvement in efficiency
results in an increase in value added, which represents the amount each fmn contributes to
gross national product. In order to measure the economic impact of the Project, each fmn 1 s
perfonnance could be analyzed based on the level of input necessary to produce output. A
comparison then could be made between finn perfonnance level before the sale and at
intervals after divestiture to gauge the improvement in productivity.

Examining Performance & Monitoring of Divested Firms

Traditional means of monitoring privatized enterprises are generally carried out by three
main groups; the government, the market, and the public. The government has the ability to
monitor through equity sharing, price constraints, mandatory reporting requirements, and
public audits. The market generally monitors through stock exchange pricing, financial
reporting, shareholder reports/meetings, and investment analyst reports. In addition, the
public can monitor privatized enterprises through public interest groups and media reports.
The areas to be monitored fall into the following broad categories: growth, profitability, and
efficiency; competitive perfonnance, both domestic and international; and ownership
structure and stock perfonnance.

Growth, Profitability, and Efficiency

The efficiency of enterprises can be accurately measured through indicators such as cost,
productivity, return on equity, profitability, and global competitive advantage. In this
category, analyses include revenue and sales growth, turnover, return on assets and equity,
increase in profit margin, and improvement in asset and employee productivity. The

4Source: MOP and World Bank.
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following represent a sample of perfonnance indicators commonly used. Each of the
following illustrative indicators should include actual, inflation adjusted, and growth in the
perfonnance:

Inventory Turnover Profit Margins Earnings per Share
Profitability Ratios Employment Numbers Dividends per Share

Revenue per Employee Collection Period Dividend Payout

Asset Productivity Capacity Utilil.ation Book Value per Share
Capital Expenditures Debt to Equity Production per Employee

Other indicators could be analyzed to ensure the successful management of the privatized
enterprise through measurable results. This would allow agencies and official bodies to
accurately gauge the perfonnance of the privatization program. Issues of equity could also
be examined as an indicator of perfonnance for a privatized flnn. Accurate assessments can
be achieved through the evaluation of price, availability, responsive posture, distribution of
wealth, distribution of ownership and standard of living.

Competitive Performance

This category measures the effectiveness of the privatized enterprise through various
quantitative mechanisms including quantity and quality of output, schedule fulfillment,
profitability, and global competitive advantage. Analyses could also include fmus' market
share; growth in market share vs competitors; productivity, efficiency, and perfonnance
ratios relative to industry averages; perfonnance relative to foreign competitors, and
monopolies versus presence of substantial competitors.

Stock Performance

This category relates to the stock perfonnance, ownership structure, and shareholder issues
such as: share price appreciation, trend of ownership concentration and majority control,
voting power of operating management, board of directors composition, diversillcation
strategy, employee shareholdings i.e. ESOPs, limitations on shareholdings, and private sale
versus public offer.

Methodology to Determine Impact of Privatization

To detennine the impact of privatization, the economic and fmancial aspects of the fmus'
perfonnance should be reviewed prior to and subsequent to divestiture. The chart on the
following page represents a sample of indicators commonly used.
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Economic and Financial Indicators
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Direct Employment Comparative Profits/Losses Capital/Financial
Generation Investments, Growth

Number of Persons Employed Comparative Debt Burden & Performance in the
Interest Costs Market vs. Competitors

Indirect Employment Sales, Growth in Sales, Import, Export, and
Generation Inflation Adjusted Distribution

Increased Demand for Firm's Profitability, Growth in Currency Effect on
Product Earnings, Inflation Adj. Competitive Position

Foreign Exchange Total Asset Productivity Performance of Shares on
Generation/Usage Ratios the Stock Market

Quantity of Materials Productivity of Capital Number and Availability of
Imported Employed Traded Shares

Materials/Products Imported Working Capital Management Protit Performance of Shares
vs. ExpQrted

Production Efficiency Ratios Inventory Turnover & Ownership Limitation on
Inventory Management Shareholdings

Production Growth, Loan to Capital Funding LTD Employee Assessment of
Production Per Employee to Equity Remuneration
Capacity Utilization vs. Interest & Depreciation Employee Perceptions on

Technological Improvement Coverage Promotion, Involvement

After estimating the improvement in efficiency based on the financial infonnation of the
divested finns i.e. the benefits, the economic merit of the Project can be verified by
calculating the cost of the required $35 million of financing over five years. The economic
cost of the financing can be computed under numerous scenarios. Given the economic cost,
the discount rate in Egypt should be applied to detennine the required economic impact to
justify this investment. The level of achievement of the required economic return can be
reviewed in tenns of the required increase in contribution to gross value added and in
aggregate gross revenues of public enterprises. This analysis should concentrate on the
public entities approved and prepared for privatization once the (lata on the individual
accounts are available.
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THE NE"ft' PRIVATIZATION PROJECT
ECONOMIC ANALYSIS

·"".-'

1994 1995 1996 1997 1998 1999 20-JO 2001 2002 Z003 200'; ZOOS 2006

COSTS
A. Current Investment Costs (SMll) 1. 63 10.33 11.Z5 8.64 3.16

B. Labor Costs
Retrolnln,. 0.00 2.45 ~.B9 6.52 8.15 iLlS 5.71 3.23 1.63
Early Retlrement 0.00 26.21 52. ~ 1 69.88 87.35 87.35 61. 15 34.94 17.~7

Labor Costs (Constant LE 10111) 0.00 Z8.65 57.30 76.40 95.51 95.5< 66.35 38.20 19.10 0.00 0.00 0.00 0.00

C. TOTAL COSTS (Constant $Ml1l 1. 63 18.61 27.77 30.83 31.64 28.94 20.26 U.S!! 5.79 0.00 0.00 0.00 0.00

BENEFITS
D. Increase In Value Added (LE Mil) 1/

At exlstlnQ capItol (rell 1 ) 0.00 0.00 4.89 14.82 Z8.32 ~'5\ .~7 6:t.1': 75.68 8'2.91 86.58 86.58 86.58 86.58
'I'll th cllpltal In,creas,e (noml na l) 0.00 0.00 16.80 51. 90 100. '" B 155.00 ~33.17 277 . 28 30Z.49 315.09 315.09 315.09 315.09

Net I nc reo se In VA (constllnt LE '·lll) 0.00 0.00 18.77 53.82 91.2~ 141.71 194.76 217.96 224.02 220.21 208.06 197.02 136.99

E. TOTAL BENEFITS (Constant $HU) 0.00 0.00 5.69 16.31 29.48 42.94 '>9.02 66.05 67.89 66.73 63.05 59.70 56.66

REAL NET BENEFIT ( 1994- $Mll) (1.63) (18.61) (22.08) 04.52) (2.16) 14.00 38.76 54.47 6Z.W 66.73 63.05 59.70 56.66

INTERNAL RATE OF RETURN 0.36
BENEFIT/COST RATIO 2.65
NET PRESENT VALUE 186.01
PAYBACK PERIOD 7 ye.a rs

MEMORANDA
No. of prlvstlzed propertl es 0 15 15 1,0 10
ExchanQe Rate. LEIS 3. 3 3. 3 3.3 3. 3 3.3 3.3 3.3 3.3 3.3 3.3 3.3 3. 3 3.)

US Deflator laO 104 108 112 117 1" ~ ......, 132 137 1': 2 1': 8 15': 160L":; ~.....
EQypt's Deflator 100 110 121 133 1":£ 1&, ' .,~ .... 195 21': 238 259 285 31':.

1/ Co!Jl{...·ul~t.ed on Chi" b~sl$ lJ[ .!In ~':l.\·p~"i..··te,j ,',nnu"l incrt"'''~.:' in \.')u,tpu:' ,,:,f the prlv~rl='t?,j ;:;'rDpt')I"ty: f!.rst ~': :th:'lf. prJ:?-exlstlng .:",pltll,l ot t.he? prop<r;-.:-ty, then itt "i1:
02ssumed lncrt:"J.:Js(:J 1.n j,nvestmT?nt (')f 1(1 pl.... !~-t:',..nt ",nnu-' 1 1)" unt,!l ~bo:? Pl'I.."P,rf'1"t)~ 15 ,rescructuTed .,2nd t'u,:..-,~l ....:-r. ~""~I..', ..':J.!nv ~Q priv.!:::t? .sector rules. Slnct:"" the propt2'l"t.!es

to be 45sessed by ,t.he pn;tJr?.ct'l'rt? t"h't ,Jdt'ln!iti~"d j"t::'.... t .. ....-~li.::'ul"t1ons ":,"'i" f)!Js~d on 4n "''\,''ft?':''~;Je ['SF multlp~:".c"J' tOT the r.umb~?r of. p:~"pt?rt!e;"'S !,a be prl\·~t:.t=ed~-e.g.,.

out.put tor the pr.1v.:Jti.;:~~a pr\.",p~l·tj~"S .. .(,t,:"t..?Jl publJ(" St:.. ....-U.)I~ o,utput / tot.,] ru.;:,~bo2'l- of' publ~l..~ fi?rnc,::,:p:':$~~$) ... t~umb~""': i..'lt p1"l\".!!tJ=lI.?d P:"I",pt:"l'rt,les.,
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ANNEX L

FINANCIAL ANALYSIS

Return on Investment

The Privatization Project was developed with the view that substantial fmancial and economic
returns can be realized on the USAID investment. It is a very basic premise of this project
that the sale of PEs, SOBs and PJVC is a desirable option from a fmancial standpoint.
Financial return on the USAID investment would result from a positive net present value
(NPV) of the sale for the GOE. A positive NPV would result from the following scenarios.
Where the GOE neither subsidizes nor receives revenues from the enterprise, financial
proceeds from divestiture must at least equal the fmancial cost of the investment plus
earnings if the cost were invested in an interest bearing account. Where the GC2 is
receiving net revenues from the finn, the net sale proceeds must cover the discounted value
of earnings less outstanding liabilities. Finally where the GOE is a net provider of
resources, the reduction in revenue outflows must exceed the privatization costs. Economic
returns would include improvement in the perfonnance, and improved utilization of assets for
the privatized companies. Economic returns are expected to be many times larger than
financial returns.

At this time a realistic financial analysis of the return on USAID's investment is not possible
as the data is unavailable. One of the major components of the project, Sales, will be
primarily engaged in valuing and selling enterprises. A large paIt of the valuation will be
focused on detennining the financial viability of sales. The Buyer will be looking for sales
prices that will result in a positive net present value. As the results of this exercise begin to
come in and some actual sales are achieved it will be possible to begin forecasting and
monitoring the financial impact of USAID's investment.

In advance of specific data, we can still consider some scenarios that would result in
acceptable rates of return on the AID investment. The GOE recently listed 85 properties
with a book value in excess of $2.5 billion for privatization. Assuming other barriers are
overcome and the project results in privatization of 50 properties and 23 joint venture banks,
an average net present value of property and joint venture bank sales would have to reach
$615,000 and $250,000 respectively in order to obtain an internal rate of return in excess of
10% . The analysis assumes that privatization will be spread evenly over the 4 years of
active implementation of the project. All GOE cost of sales would be included in the NPV
computation. An increase in the average NPV of properties to $700,000 would result in a
decrease in the joint venture bank required NPV to $70,000 to obtain the same IRR. If only
40 properties and 20 joint venture banks are privatized the required NPVs would be
$770,000 and $290,000. If such results can be considered attainable the project makes sense
from a strictly financial perspective, even without consideration of the significant economic



benefits that are anticipated from privatization.

Cost Effectiveness and Sustainability

In planning for this project the Technical Office considered several approaches to attaining
the desired output of actual privatization completed. The approach adopted for the Project is
to provide financial, technical, advisory and training assistance, to establish standard policies
and procedures for privatization, to strengthen organizations involved in privatization of the
GOE's SOBs, to implement actual privatization of SOEs, and to develop broad support for
privatization activities in Egypt. This multi-focused approach is appropriate for supporting
privatization activities because of the need to complete the task within the schedule, the
enonnity and complexity of the task, the lack of sophistication of the market, the limited
experience of local groups in perfonning advanced analytical evaluations and assessments,
the diversity of sectors involved, the deficiency in the legal and legislative base, and the need
to improve public awareness regarding the privatization process.

The approach uses both US and Egyptian personnel. The utilization of primarily expatriate
services is not preferred primarily in light of the Project's objective of building a local
capacity for managing the privatization process, and to a lesser extent due to cost
considerations. Utilization of exclusively Egyptian services is not feasible as the required
expertise in international markets, buyers, and fmanciaI source and techniques is not locally
available. The Project will maximize efficiency by use of Egyptian expertise wherever
possible. This Project will not finance any budget support for the PEa.

The single most expensive component of the project is the Sales component. This component
does not contemplate a direct transfer of technology or skills. Its objective is to access the
very specialized skills necessary to valuate and sell properties. The technical analysis has
concluded that combining assistance for both steps is the most likely to result in sales being
consummated. The merchant banks will have a substantial commercial interest in seeing that
properties are sold, and have the expertise and experience necessary to bring large sales such
as these about. The funding for the component will serve to pay engagement fees to the
merchant banks. The engagement fees are deemed necessary as an enticement needed to
bring merchant banks to Egypt to undertake privatization. The engagement fees paid by
USAID under the component are expected to be only a small fraction of the total payment
which the merchant bank will receive for the ultimate sale of a property or joint venture
banle The success and abort fees paid by the HCs will represent the large majority of the
total fees received by the merchant banks for their efforts in the privatization process.
However, even with the enticement of success fees representing a percentage of the sales
proceeds, there remains an element of risk for the banks taking on privatization in Egypt.
The engagement fee will encourage the banks to take on that risk. It is hoped that the
merchant banks will fmd work in Egypt profitable and will continue work with the RCs after
the end of the project even in the absence of engagement fees. Increased success and abort
fees may cover the merchant banks increased risk, or the Res may pay engagement fees
from the proceeds of prior sales.



ANNE~M

SOCIAL SOUNDNESS ANALYSIS

Summary

This Analysis looks first at the socio-cultural context of the structural economic refonns
induding privatization and then looks at the socio-economic costs and benefits of achieving
the purpose of the Project.

The Egyptian people have for a long time seen the state as the principal agent of economic
change and development. The essence of the F..conomic Refonn and Structural Adjustment
Program is to diminish the role of the state in this area and to depend on private initiative
and investment to propel the growth and development of the economy. The socio-cultural
context for the refonn program is changing slowly as the population grow accustomed and
more supportive of the Program and its implications for their lives.

The principal cost of the privatization program occurs in the short run. Perhaps 20,000
workers may join the ranks of the unemployed. The GOB rightfully needs to be concerned
about such vulnerable groups. The groups of employees that may become unemployed
appear to be actually rather small, compared the PE work force and e&pecially compared to
the numbers already unemployed. The potential unemployed are more a political problem
than a social problem. Other countries such as Mexico and Nicaragua have effectively used
their Social Funds to ameliorate both the social and political problems. The Project needs to
keep these problems in perspective, but also to bring the experience of the other countries to
bear in dealing with the problems. As the economy recovers and begins to grow again, these
and many other worker, however, will find jobs.

The socio-economic benefits of the Project will accrue in a variety of fonns:

Economic growth will be enhanced and growth of employment will be accelerated
with an expanded role for the private sector in the productive segments of the
economy;
Finns will be more efficient and competitive operating under private management and
will produce consumer goods more cheaply;
Diversifying the ownership base of assets in society will contribute to the productivity
of the citizens and a greater sense of participation in the economy;
Public outlays for operating subsidies will decrease and possibly stop;
Government of Egypt (GOB) resources can be reallocated to priority areas such as
human resources and social services; and
There will be reduced requirements for GOE borrowing, easing the pressure on
interest rates and lessening the threat of renewed inflation.

Increased incomes will contribute toward an improved quality of life.
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The groups benefiting from the privatization program tend to be more diffuse and less visible
than the potential unemployed. An important challenge to the Project will be to seek out,
document, and communicate the stories of the beneficiaries. This will be an important task
of the program promotion component and the monitoring and evaluation activities.

Understanding Country Specific Setting

It is useful to keep in mind both the socio-cultural context and the context of rather drastic
economic structural reforms when one is trying to understand the social soundness of the
Project activities.

The socio-cultural context, due to a long history of state-ism that Egypt has witnessed, has
always recognized a leading role for the state in the Egyptian economy and its development.
The state was perceived as the main economic actor and the main employer. Starting in the
sixties, the government was seen as responsible for the promotion of both economic
development and the provision of sufficient jobs for an ever-expanding labor force. On the
other hand, such a context has naturally inhibited the development of a sense of responsibility
towards the development process on the part of the population. Such a context has also
served to inhibit the growth of serious private initiatives and of a strong private sector that
could lead economic growth. Moreover, the policy of nationalization which took place in the
1960s managed to do away with what used to be a well-established private sector prior to the
1952 revolution.

Fortunately, this traditional context is slowly starting to change. In fact this change started
to evolve during the 1970s under Anwar Sadat. The GOE and various opinion leaders are
developing a growing conviction of the importance of private initiative in leading the
development of the county. The Project would rely on, and at the same time enhance, this
positive development of the socio-cultural context towards private initiative and recognizes its
important role in shapEng Egypt's future. Such a d~velopment would also promote the sense
of responsibility and participation on the side of the population vis a vis the developmental
processes instead of expecting the state to perform the main role. This sense of
responsibility will undoubtedly be expanded through the expansion of the ownership base of
the privatized PEs, an option that the design of the Project was careful to address. The
program promotion component will also contribute through its various mechanisms to the
much-needed development of the traditional socio-cultural context.

There is a set of identifiable factors which are limiting the growth of the Egyptian economy.
These have resulted in an inadequate framework for private sector growth, the dominance of
the public sector in the country's economy, and the limited capacity of the capital market.
However, if these constraints are properly addressed, the potential for more rapid, private
sector led growth is substantial. Widespread social benefits are expected to result from the
economic growth, particularly increased employment, income and quality of life.
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The Privatization Project will be implemented within a privatization policy framew rk .
already set in place by the GOE. In addition, project support for the government's
privatization program is aimed at rectifying the massive fragmentation and mis-allocation of
resources that have plagued the public sector. Emphasis on public-sector led economic
development hilS resulted in significant losses in budgetary income as well as tremendous
deterioration in productivity levels. The situation is alanning and needs to be corrected
soon, as the impact of the inefficiencies in the public enterprise system have led to lower
GDP growth rates as well as indebtedness to external resources, neither of which is
sustainable.

However, in the last couple of years, Egypt has done more in tenns of fmanciaI refonn than
anyone would have anticipated a few years back. It has restored a fragile equilibrium in
several domains: exchange rate, inflation, debt, public expenditures and revenues, balance of
payments, foreign exchange reserves, etc.

Egyptians have already paid the bulk of the price of reform. Their real incomes have shrunk
since 1986 (at least) as they faced 20-percent-plus inflation. Between two and three million
Egyptians are openly unemployed. The Gulf War sent hundreds of thousands of worker
migrants back to an economy unprepared to receive them. Many Egyptians have already
adjusted their behavior to the new and harsh realities. That does not make them palatable
and does not mean the situation is not without risk, but it does put in context the threat
represented by privatization.

It should be understood that the social benefits to be realized from the Project will be indirect
and can involve a time lag which may go beyond the life of the Project. If the privatization
program proceeds according to plan, there will be social costs, namely loss of employment
for some public enterprise sector employees. However, these costs will be outweighed in the
long run by increased employment resulting from more viable and profitable fmns under
private management and ownership.

Social Costs and Benefits

In identifying broad social issues which may affe{;t implementation of the Egyptian
privatization program, two basic concerns exist: dealing with displaced workers and assuring
that the long term social and economic benefits of the Economic Reform and Structural
Adjustment Program are understood. However, a dose analysis of these concerns, carried
out below, reveals that the Project has been designed to help the government effectively
address them.
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Employee Concerns

Egypt's potential for growth in the near future will clearly depend on the ability of the
economy to utilize productively the abundant and fast growing labor force.

Trends in employment growth in the various divisions of the public business sector (Law
203) companies during the 1980s confrrm that recruitment in government administration has
greatly surpassed that of the economic authorities and public enterprises. However, the
levels of surplus labor in these Law 203 companies is smaller in absolute and relative terms
when compared with government administration. In the public business enterprise sector, the
forced hiring of workers was a serious problem in the 1960s and the 1970s. It continues to
be felt today even though this practice has been discontinued and enterprises have been
encouraged to reduce labor force through attrition.

Efficiency indicators in Egypt show a steady deterioration in the PEs' performance since the
mid 1970s, which accelerated in the 1980s, leading to declines in: a) the fmancial rates of
return, b) the real output per worker, and c) the ratio of value added per worker. The
decline in productivity of public enterprises is attributed to a great extent to the burdens of
surplus labor with which the enterprises have been forced to contend. Increasing the
efficiency of the public sector will require restructuring efforts aimed at curtailing the hiring
of new personnel, followe'Al by the trimming of excess labor from public enterprises.

According to data made available from the PEG, the work force of the companies falling
under Law 203 is estimated at 1,068,7471

• These Law 203 companies include
small/medium size enterprises and large production units of ACs as well as the government
owned shares in joint venture companies. These ~nterprises have worker employment
ranging from as low as 200 employees to as high as 25,477. According to World Bank
figures (and also verified from the PEG), surplus labor is estimated at over 30 percent in the
public-enterprise dominated manufacturing sector, which is the highest compared to other
sectors of the economy.

The levels of surplus labor in sectors other than manufacturing are lower than 30 percent.
However, if one were to assume that the redundancy level in all the Law 203 companies is
around 30 percent, this could lead to a loss of 300,000 jobs over a five to ten year period.
However, the privatization program for the next five years only invoives 150 companies, and
therefore, the number of people unemployed at the end of 5 years should be substantially less
than 300,000. The validity of this estimate can be further strengthened by the argument that
the government in the initial years of its privatization program, will be disposing-off the
relatively easier-to-privatize companies having as few problems as possible. There is a

IThe PIVes are assumed to have few redundant workers, since, as noted elsewhere, they
are run more like private sector businesses.
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greater unlikelihood that the government would begin by tackling any of the companies -with
large number of employees,

The preliminary list of 85 companies that are now being closely looked at for privatization
over then next couple of years have approximately 165,000 employees, and none of these

, over 9000 employees. If all these companies were to be privatized in the next three to
four years, then assuming a redundancy of 30%, the government will have to make
provisions for about 48,000 employees that are likely to lose their jobs. This estimate
excludes the increased levels of employment that the new owners might introduce in these
privatized companies as they begin to expand their operations.

The position of this Analysis is that, although some employees may lose their jobs directly
due to privatization, it will not significantly increase the ranks of the total unemployed in
Egypt today. Estimating on the high, top end of 48,000 losing their jobs through
privatization, this still would not significantly increase total unemployment in Egypt.
Programs, including early retirement schemes, severance packages, and retraining, can be
developed to help lessen the blow to that size of a group. Some already have more than one
job; this has been seen in the case of some Affiliated Companies that have started using time
cards and other devices to track the presence of their workers. All factors considered, it
would be surprising if more than 20,000 were added to the ranks of the unemployed. In
:Mexico's very rapid privatization process to date, a total of 200,000 jobs have been
eliminated, but a far smaller number of people have had to look for new work. If resort to
liquidation of bankrupt firms were pursued, then these estimates would have to be revised
upwards, but note that the Mexican figure includes job loss through both liquidation and
privatization.

Thus, while privatization will have a somewhat negative short-tenn impact on employment, it
should have a relatively large, positive impact on the economy by reducing the deficit
further, freeing up credit markets to private borrowers, and allowing the government to shift
scarce investment resources to the traded sectors and to infrastructure.

The more serious problem is that of low productivity of many workers in the economy. New
management and new investment will: 1) increase the productivity of the workers who stay;
2) increase their ;ncomes, and 3) will foment the creation of new jobs which should be able
over time to reemploy many of the job-losers and provide new and better jobs for the
continuing stream of those who graduate from school.

The GOE Approach to Addressing this Concern: The Social Fund

The GOE is giving considerable attention to ameliorating the effects on those who will lose
employment. In order to address the issue of redundancy and unemployment, the
government has set up the Social Fund for Development that is responsible for alleviating
some of the negative social impacts of the economic reform program. The Fund is
responsible for providing new job opportunities for public enterprise workers displaced as a

- Annex M 5 -

jmenustik
Best Available



result of the economic reform program, as well as for other selected vulnerable target groups
among which are women often adversely affected by the measures taken for structural
adjustment. The Social Fund is likely to be used to fund retirement benefits for some of
these affected workers. Special programs/projects are geared by the Fund to fmance Women
in Development activities (WID) to alleviate the negative social impact on women as a
vulnerable target group.

Privatization Project Interventions

The Project recognizes the inability of the government to continue to pursue the role
of a major provider of jobs in the economy. Further, it recognizes the government's target
for reduced unemployment levels relies almost totally on the accelerated growth of the
private sector.

Although the long-term economic benefits of privatization are expected to be
substantial and to benefit all Egyptians, it is important to realize that the Project activities
may lead to the dislocation of some workers. As indicated above, an analysis of the
companies scheduled for privatization for the next three to fOUf years shows that they will
have a relatively small impact on total number unemployed. The Project is designed to help
in the privatization of 50 companies and 23 banks. Therefore, the unemployment
dislocations caused due to activities carried out through the Project will be much lower than
the number of 48,000 estimated for 85 companies.

As part of the decision making component, the Project may offer technical assistance
to the PEG for identifying some of the issues being faced by the Social Fund and suggest
innovative approaches for addressing employment dislocations. Also, project assistance will
be used to assist HCs in addressing these concerns on a case-by-case basis for their
respective ACs as a decision is made towards their privatization. The utility and
effectiveness of these institutions will be strengthened by helping them address redundancies
and employee ownership issues-social/political side of the displacement of labor.

This component will have a special focus on helping address the costs of displacement
specifically through analyzing the extent of redundancies, designing and costing redundancy
packages, and initiating schemes for severance and gratuity payments. Gender disaggregated
data would be sought and gender considerations addressed in this context. The Project will
also help design methods for spreading the ownership of the newly privatized fmus to small
investors. Some of the work done in the area of ESOP design and implementation under the
previous project will be further expanded and replicated to involve employees in the
privatization program.

The Project will bring to bear the experience of other countries in dealing with
unemployment issues. Some of these experiences discussed below could be studied further
through project assistance- to assess their applicability to Egypt.
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Productive Dialogue: Productive dialogue with workers, workers' associations or
unions addressing the merits and rationale of privatization have proved to be useful
(as seen in the privatization of British Telecom).

Labor/Management Buy-out: In such a case, a combination of labor and management
gains a controlling interest in the fmns being privatized, often by means of
leveraging. Examples of these can be found in Britain, the best known as the
National Freight Company. Others include the water supply company in Cote de
Ivoire that was taken over in a buy-out to avoid liquidation and in Chile where there
have been a number of buy-outs with full or partial worker participation.

Lessening the Adverse Consequences on Employees: Country-wide measures to
encourage employment can be the most effective factor to negative employment
consequences for privatization. In the case of Jamaica, proceeds of sale of SOBs are
being used towards setting small-scale industries by channelling these as loans at low
interest rates to all those retrenched and interested in setting up something on their
own.

Employee Ownership: One measure used in a number of privatization is the
reservation of shares for employee participation, with employees encouraged to
participate. In the case of British Telecom, 96 % of eligible applied for and were
allotted shares. In Chile, a common procedure for workers' participation has been to
use their severance payments in the fonn of equity. In such a case, two incentives
were provided: a) usually 80% had to be used for buying equity so the workers also
received cash; and 2) the company pledged to compensate the worker for any decline
in the price of shares below the value of the severance benefits accrued at. the time of
retirement. In Jamaica, in the case of the National Bank and the Cement Corporation
offerings, employees were offered 20 free shares, up to 350 matching shares at the
offering price, 850 shares at 10% discount, and a further 850 priority shares at the
offering price.

Government Absorption of Employees: Out of a total work force of 559 in Tunisia's
Fluobar Company, the government, having agreed with institutional investors on the
number of surplus jobs (150), was expected to assume the costs of the wages of these
workers while trying to fmd alternative employment for them elsewhere. In Guinea,
the government retained in the civil service, as a transitional measure, the employees
of the dissolv~d SOE who were not re-employed by the new private company. A
program has been developed with French bilateral assistance, to retrain these public
sector employees and others, and to support fmancially and technically those who
elect, or have to leave public employment.

Special Payments to Employees Retiring Voluntarily or Laid-off: British Airways
established such a program as part of its readying for privatization. Severance
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packages were offered on a voluntary basis and approximately 22,000 employees"took
them an reoortedly, largely used them to set themselves up in small businesses.

Adjustment to Pension Benefits: In the case of British Airways, index-Linked pensions
actually had to be bought as part of the conversion from public service to private
employment.

Obtaining Commitments from the Private Purchaser: This was done in the case of
Bangladesh's jute mills. In the case of two matchmaking industries, the purchaser
reportedly agreed not to lay-off workers for two years so that attrition could playa
key role. The"Cashier des Charges" for sale of enterprises or assets in Tunisia
routinely include a requirement for bidders to commit themselves to take all
personnel.

Beneficiaries

There are several important groups of beneficiaries of the privatization program.

First. The Sales Component will help in the divestiture of over 50 companies and 23 banks
to the private sector. The frrst and most obvious beneficiary through undertaking this
component will be the GOE. It will divest itself of these fmns which have served more as
financial burdens rather than as assets; it will recoup part of the investment which otherwise
would have been considered lost; such steps will create an environment which is conducive
to maximizing returns on and enhancing the efficiency of its investments in the public sector.
Assistance offered through this component will also enable the government to reallocate its
resources towards the development of human resources and social services. The size of the
public sector investment and the total annual expenditures incurred in the
productive/commercial sectors have far exceeded preset targets and have taken a toll on the
GOE plans for investing in health, education, and public works. Investment in these three
sectors amounted to only 16 percent of the total investment budget, nearly the same share as
that of the manufacturing sector alone. The public sector would be in a better pos~tion to
target those sectors in which the private sector would nonnally under-invest, and government
investment should only be used in areas where it can act as a catalyst to attract private
investment. The privatization program will enable the government to shift its attention from
owning and managing operations that can best be handled by the private sector to
concentrating on social programs discussed above as well as development issues that are not
nonnally tackled by the private sector, such as problems of regional imbalance and equity,
protection of vulnerable groups, and environmental issues.

The possibility of the GOE creating a social program along with the privatization program
have not been spelled out fully. However, some initiatives have been made towards
assessing the use of sales proceeds generated from privatization. Through the Project's
Decision Making Support Component, assistance will be offered to the government to
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implement an effective approach for a better utilization of the sales proceeds. The Dec~ion

Making Support Component will also be able to offer assistance to the PED to create special
programs--as seen in other countries such as Mexico (described in detail below)-- that will
use proceeds from the renegotiation of foreign debt and the divestiture of public enterprises
to fund: a) job creation, b) productive projects, c) health care, d) education, e) nutrition, t)
food distribution, and g) development of basic infrastructure. An illustration of the case of
Mexico and its judicious use of sales proceeds can be found at the end of this Annex.

Thus the savings accrued, and proceeds received from sales, can be partly invested in areas
of legitimate govel nment activity which can benefit a broad range of citizens and that are
geared to improve the quality of life for the people.

Second. The Project is also aimed at building a strong base of support for free market
policies and privatization among the people in Egypt. Therefore, the second group of
beneficiaries will be the local population. It is frequently expressed that the privatization
program is aimed at the privileged few in society and not the common masses. Therefore, a
successful privatization program must incorporate a well planned strategy for diversifying the
ownership of assets among individuals in society and a well-defmed social program that will
allow for the improvement of the well being of the people.

The buyers of public enterprises themselves, who will be purchasing established business
concerns, are obviously beneficiaries The project-- towards the end of its life-- will be able
to increase the size of the private sector and assist in rejuvenating the entrepreneurial talent
that has been stifled by excessive government involvement in the economy.

Through assistance provided under the fmancial instruments development component, the
emphasis of the Project is to encourage the government to create instruments for privatization
that will offer opportunities for smaller investors who would otheIWise be exclud~ if
privatization were only accomplished through public bidding and negotiated sales. Schemes
and instruments aimed at mobilizing capital for the workers, individuals, and institutions to
buy shares will be initiated and developed for the program. The applicability of voucher
schemes, ESOPs, credit facilities, loan guarantees, and mechanisms to introduce labor
capit.alism, E-credit, mutual funds, etc., as seen in other countries around the world (refer to
"Technical Analysis" for a detailed discussion) will be studied to enable the GOE achieve its
important objective of widening the ownership base, and dispersing economic wealth
throughout the country. Also, the program promotion" component will assist in apprising all
the target groups about the benefits of private ownership.

Third. Consumers stand to benefit substantially from introducing competition where state
monopolies now dominate. The new private sector owner will drive the companies to
become more competitive and to produce in many cases consumer good more cheaply. This
will increase the real income of the citizenry.
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WID Analysis -

Privatization in the short term will lead to significant levels of unemployment. To accurately
assess who will be hanned by layoffs due to efforts to reduce labor redundancy I there is a
need to examine labor force characteristics within the fmns that are targeted for
privatization. The Project should seek wherever possible and appropriate to gender
disaggregate data and infonnation related to the privatization program. This will be
particularly relevant for information and data collected and analyzed by the Evaluation
contldctor.
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Attachment 1

Mexico's Solidarity Program:
Some IJessons

for the
Egyptian Privatization Program

The Solidarity Program is the fulcrum of President Carlos Salinas de Gortari' s effort to
ensure that the benefits from Mexico's free-market renaissance reach the very poor.
Launched in December 1988, the Solidarity program foons part of an economic policy
characterized by control of inflation and strict fiscal discipline. This program has not been
financed by printing more money or increasing public expenditure, but rather by using funds
proceeding from the renegotiation of the foreign debt, the divestiture of state enterprises, and
resources provided by the beneficiary communities.

Mexico, in the last five years, has sold or liquidated all but 200 of the 1,155 companies that
were government owned in 1982. The government has used the US$22 million proceeds
from privatization to reduce the government's borrowing on the Mexican market. And the
interest savings are being used to raise social spending, which now takes up 50 %' of the
budget, compared to about 25 % two decades ago.

The results of this program have been impressive. In 4 years, neighborhood building
brigades have refurbished 75,000 schools and paved thousands of miles of streets
Communities have also played a major role in designing and implementing heavl~r projects
that have brought electricity and potable water to more than 10 million people and drainage
services to anothe·r 8 million. People are also starting small businesses with the aid of a
Solidarity venture-capital fund, which already has helped finance some 2,400 enterprises.
An important feature of this program has been the ability of the government to guarantee
better distribution of opportunities. A number of people laid-off as a result of privatization
have been able to combine their private savings with venture capital from Solidarity to open
small businesses. When Mr. Salinas visits communities to dedicate new solidarity projects,
he never fails to mention that the money came from the privatization program. This message
has started to sink in among the people of Mexico. Despite long exposure to state-ist
rhetoric, a majority of Mexicans in a recent survey said they believed the sale of state-owned
enterprises was good for the average people. The government has endeavored to build a
strong base of support for free-market policies that Mexico never returns to the old
paternalistic way of running the country's economy.

The Solidarity program has made an important innovation: the program's priorities in each
community are deteonined by the beneficiaries themselves; they organize their own
communities and elect their own representatives, who in tum are responsible for overseeing
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the allocation and use of funds- made available through privatization proceeds and
renegotiation of debt. This "do-it-yourself" plan-- which encourages citizen participation-
has caught on so quickly that now 60,000 Solidarity committees are building everything from
scenic roads for tourists in mountainous Michoacan to recycling centers in the heavily
polluted capital. Since these projects are handled at the community level, Solidarity road
building projects, according to Carlos Rojas, who heads the Solidarity program, cost just
70% of what the government used to pay to do the job; the programs' school repair costs
average only 60% of earlier outlays. While Mexico has set up Latin America's largest social
program, it has also attained its fust federal budget surplus.

The actions of Solidarity are thus governed by 4 straightforward principles: respect for
initiative, will, organization and decision of communities, full and effective community
participation and organization; shared responsibility between government institutions and
communities; and the honest, transparent use of funds. The Solidarity program is mainly
concerned with a) job creation, b) productive projects, c) health care, d) education, e)
nutrition, t) food distribution, and g) development of basic infrastructure, thereby tackling
the most serious causes and consequences of poverty. In 1991, approximately US$2. 6 billion
were allocated to Solidarity with the federal government contributing about US$I,7 billion of
the total- realized through privatization proceeds and debt renegotiation, and the remaining
US$900 million were provided by state and municipal governments and by beneficiaries.

The program encompasses three parallel spheres of action, These are:

Solidarity for Social Well-Being: aimed at extending health care coverage, education
benefits, providing food and benefits, better drinking water and sewage facilities,
providing electricity to the people, urbanization of communities, protecting the
environment, establishment of municipal solidarity funds to the country's poorest
municipalities, promoting the organization of women's groups, regularization of land
ownership, and building road infrastructure.

Solidan'ty for Production: has resulted in the setting up of i) a solidarity venture
capital fund which has already helped start over 2,400 small businesses and is also
being accessed by all those laid-off from state enterprises that have been privatized,
ii) solidarity funds for production to assist producers with low agricultural yields, iii)
regional funds for the development of indigenous communities, iv) a program for
productive support in the areas of coffee cultivation, small-scale mining, river fishing,
and aquaculture, and v) a program for the improvement of living standards of
agricultural day laborers.

Solidarity for Regional Development: Solidarity has launched development programs
in regions that, despite major deficiencies, have a high productive potential.

In conclusion, Mexico's well defined and orchestrated Solidarity program has made
significant advances towards utilizing the proceeds of privatization towards the development
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of social services and human resources. It is interesting how Mexico has been careful to
separate revenues from privatization from budgetary receipts. Achieving balanced budgets
through revenues from privatization brings limited added economic benefits to society- as has
been seen in the case of some countries where post privatization results have been minimal.

The Mexican approach has not only improved provision of social services but also helped in
gaining support for the entire economic reform and privatization process underway in the
country. Such a judicious approach is now being closely studied by other countries around
the globe, and it would be worthy to examine the validity of such a successful experiment in
Egypt.
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~ ~ UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT

~U~
CAIRO. EGYPT

ACTION l\1EMORANDlJl\tI FOR THE MISSION DIRECTOR

FROM

SUBJECT:

Priscilla Del BOSq@~
Privatization Project
(263-0238) - Procurement Source and Origin Waiver

ACTION REQUESTED

Approval of a waiver of source and origin requirements to allow the Privatization Project to
purchase locally-available computer software and electronic and electrical equipment (such
as computers and fax machines, etc.) of U.S. origin (Code 000), in addition to local source
and origin office furniture and expendable items (printing paper, office suppties,etc.). The
total value of these purchases will not exceed $435,000.

BACKGROUND

The purpose of the Privatization Project is to assist the GOE to implement its privatization
program through institutional development and assistance for the sale of public enterprises
and properties. Assistance will be provided in five main areas: Program Promotion,
Organizational Development, Sales, Financial Instruments Development, and Decision
Making Support. $35 million will be provided to implement the Project over a five year
period. The approved source and origin of goods and services under this project is A.J.D.
Geographic Code 000 (U. S.).

Local procurement under this project will be required to support project operations and
activities under two contracts for technical assistance and evaluation. Handbook IB, Chapter
18, A.I.c., states that all locally-fmanced procurement must be covered by source and
nationality waivers with certain exceptions. As none of the exceptions are applicable to this
project's anticipated local procurement of electronic equipment of U.S origin (with a
transaction value in excess of $100,000) and local source and origin office furniture and
expendable items (with a transaction value in excess of $5,000), a source and origin waiver
is needed to procure this U.S. OrigiIl, locally-sourced electronic equipment, and the local
source, local origin office furniture and expendable items.
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DISCUSSION AND JUSTIFICATION

The Privatization Project requires certain commodities to be procured which are necessary
for the functioning of the technical assistance and Evaluation contracts. Certain local
procurement, including rent, utilities, communications, etc., is allowed under Handbook 1B
Chapter 18, therefore, this type of procurement is not included under this waiver request.
However, equipment and software valued at approximately $245,000, in addition to local
origin office furniture valued at approximately $130,000 ($5,000 per person for
approximately 26 persons), and office expendable items valued at approximately $60,000
(roughly $20,000 for the evaluation contract and $40,000 for the technical assistance
contract) will also be purchased under the project.

As the Project's implementation involves a series of time sensitive activities, any delays in
receiving the technical assistance and these needed commodities will negatively affect
achievement of project objectives. For both the TA and Evaluation contracts mentioned
above, the long-tenn staff is expected to be fully functional in Cairo within two months of
the award of the contracts. As both contractors will be responsible for procurement of
needed commodities, it would be extremely difficult to meet these projected deadlines with
procurement of furniture from the U.S. since the commodities would need to be ordered,
shipped, and delivered within two months of contract award. A recent survey of cost for
furniture procured in the U.S. versus locally procured furniture has shown that for most of
the needed expendable office furnishings that, even without including the costs involved in
clearing customs and moving the furniture to the site, that U.S. costs generally exceed local
cost by more than 50 percent. In addition, obtaining local warranties, repair contracts and
replacing computer hardware components for commodities procured from the U.S. would be
problematic and could further disrupt project operations.

A.I.D. Handbook IB, Section 5B4a(3) states as a criteria for changing an authorized
geographic code: "For project assistance only, when Geographic Code 000 is authorized and
the lowest available delivery price from the United States is reasonably estimated to be 50
percent or more higher than the delivered price from a country or area included in A.I.D.
Geographic Code 941." Also, Section 5B4a(8), of Handbook IB, allows for a change of
geographic code when: "Such other circumstances as are detennined to be critical to the
success of project objectives." These circumstances are: 1) The timely delivery of project
commodities on site (both office furnishings and electronic equipment); and, 2) The
importance of warranty and repair contracts for electronic equipment.

Under these conditions only one alternative is feasible and, therefore, critical to the success
of project objectives. This is a waiver of source and origin requirements to allow the
purchase of electronic equipment of local source and U.S. origin and office furniture and
expendable items of local source and origin. The sources, origins and values of the
commodities to be purchased covered under this waiver are shown in the table on the
following page:
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I CONTRACT I ITa1 I ORIGIN I SOURCE IVALUE IN <J
Te.chnical Office Equipment U.S Egypt 195,000
Assistance

Furniture Egypt Egypt 100,000

Expendable Items Egypt Egypt 40,000

I I Total ] I I 335,000 I
Evaluation Office Equipment U.S Egypt 50,000

Furniture Egypt Egypt 30,000

Expendable Items Egypt Egypt 20,000

I I Total I [ I 100,500 I
IGrand Total I [ I I 43S,ornJ

AUTHORITY

Under Handbook IB Chapter 5B4 c (2) and Delegation of Authority No. 653 paragraph 7a,
you are authorized to waive U.S. source and origin requirements to allow A.I.D. fmancing
of goods and services from the Cooperating Country, without limitation on the amount. The
information stated herein related to the difficulty of importing these goods at a reasonable
cost, on a timely basis, and with enforceable warranties, provides the basis for such a
waiver. Criteria found in Handbook IB, Sections 5B4a(3) and (8), which are discussed in
the Justification section of this waiver, allow for waiving the source and origin of
commodities from A.l.D. geographic code 000, given the circumstances of this Project. The
authority to approve such waivers in excess of $50,000 has not been redelegated by the
USAID/Egypt Director.

RECOl\1l\1ENDATION

For the above reasons, we recommend that you waive source and origin requirements fo, ,He
above mentioned purchases to allow procurement by the Privatization project of Egyptian
source and origin and Egyptian source and U.S. origin goods, not to exceed the tot.aJ of
$435,000.

Clearances Approved ~J;.Lv ~~
OD/TI/FI, L.Brown (dr~F) ~ - -v'
LEG T.carter,~ f'~sapproved _

PDS/PS ,B.Cypser~ Date f /11 /93
[-- --- -~l~--jle.-.:....=...------
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ttl !-=.- UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT

~usAm
CAIRO, EGYPT

GRAY AMENDMENT CERTIFICATION

Privatization Project

As Acting Director and Acting Principal Officer of the Agency for International
Development in Egypt, I, Christopher D. Crowley, certify that full consideration has been
given to the potential involvement of small and/or economically and socially disadvantaged
enterprises, historically black colleges and universities and minority controlled private and
voluntary organizations covered by the Gray Amendment.

The attached Project Paper discusses the efforts that will be undertaken in cannectior' with
the procurement plan to include the participation of minority-owned and small &I1d
disadvantaged organizations. Where appropriate, every effort will be m~Je to encomage the
participation of these organizations and draw upon their knowledge md expertise.

Y0-~3 ,
Date
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~~ UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT

CAIRO, EGYPT

JUSTIFICATION FOR PAYMEl'/l OF SALARIES TO EGYPTIAN AND
EXPATRIATE

PROFESSIONALS OF THE
PRIVATIZATION PROJECT TO EXCEED THE FSN-12 RATE

AND
THE FS-Ol SALARY CAP

REOUEST:

That the Mission, in approving the Privatization Project, support the Privatization proposal to
pay salaries to certain employees which exceed the levels nonnally allowed to professionals paid
from A.I.D. financing. Salaries exceeding those levels will require approval by the Mission
Director.

BACKGROUND:

The purpose of the Privatization Project is to assist the GOE to implement its privatization
program by providing assistance in five areas: program promotion, organizational development,
sales preparation, financial instruments development, and decision making support. Under the
project, $35 million is being provided to support these areas over a five year period. A cardinal
input to the Privatization project would be the recruitment of highly qualified short and long
tenn personnel in various areas of expertise in order to ensure a smooth functioning privatization
process. Such skills and expertise are not available at local market rates and are internationally
scarce. To ensure that people of quality are recruited and retained for these positions, it will
be necessary to ensure adequate compensation.

Under AID Acquisition Regulations applicable to A.LD. direct contracts, approval is required
to exceed both the FSN-12 salary level and the FS-OI salary level for Egyptian employees.
Justification for allowing the Privatization project to pay salaries above those nonnally approved
for A.LD.-financed activities is provided below for some of the key positions.

DISCUSSION:

I) The technical assistance contractor's chief of party and privatization expert - a full-time long
tenn expatriate - would be responsible for the competent delivery of all services provided by the
contractor, the supervision of all the other long-tenn and short-tenn advisors under the contract,
and to represent the contractor with relevant organizations including the PEO, the Hes, the ACs,
the financial institutions, the other project contractors, in addition to USAID. This person is
expected to have considerable international development experience and a wide and in-depth
working-knowledge of privatization programs occurring world-wide. In addition to enjoying a
general knowledge of the five project component areas (public relations and communications,
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organizational development, sales transactions, public policy, and financial instrumenffi), the
privatization expert should have specialized knowledge in at least two of these areas.

2) A full-time long-tenn expatriate will be needed to fill the position of merchant bank advisor.
In his capacity he will advise and assist the PEG, the Res, and USAID in managing the activities
of the merchant banks engaged in the sale of the PEs to be privatized, assist local financial
institutions to develop and utilize new fmancial instruments helpful to privatization, and
supervise two Egypticm advisors in these areas. Such a person should have long years of
experience working as a senior merchant banker and managing complex investment portfolios.
The advisor would also have a broad knowledge of Amedcan, European, Asian, and other
merchant banks with considerable working experience in emerging market economies.

3) The merchant bank advisor will be assisted by a full-time long-tenn Egyptian merchant bank
associate who would assist the Hcs develop strategic business plans and implement the sales of
propertie~. The candidate should have a solid banking experience that would enable him to
pe:fonn these crucial tasks.

4) Another assistant to the merchant bank advjsor would be a long-tenn full-time Egyptian
financial specialist. The incumbent would support the local financial community in the
development and use of transaction-oriented financial instruments needeJ for privatization. He
shouid have a graduate degree in fmance and a complete acquaintance with the Egyptian
financial environment and its development potentials.

Such skills, due to the recent world-wide experience with privatization, are not only unavailable
at conventional market rates but are also internationally scarce.

5) The project will also need the recruitment of a full-time long-tenn Egyptian public relations
and communications specialist to take the lead in the program promotion component of the
project. He would assist the PEG and the Hes to define, structure, and communicate the
privatization message, and to develop a clear sense of purpose and ability to unifonnJy
communicate their image. The public relations and communications specialist would moreover
provide assistance in program promotion, design and implement different promotion and
communication strategies corresponding to the needs and characteristics of the selected target
groups with the aim of gaining their support for the privatization program and generating new
local and foreign cmr.merdal interests in Egypt. He would also assist in the fonnation of local
institutional and private se.ctor capacities to cc;rry out and sustain the communications process
supporting the program. Apparently there is a scarcity of Egyptian communications
professionals that are familiar with many current public relations techniques and methodologies
used in privatization programs worldwide. This makes the utilization of an Egyptian specialist
who is knowledgeable of such techniques more expensive compared to the local market rates.

6) To implement the decision making support component, a full-time long-tenn Egyptian expert
in public policy and/or public administration will be recruited to be based in the PEG. The
incumbent will assist the PEG policy analysis unit to identify political, policy, regulatory, and
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organizational impediments to privatization, provide assistance in the analysis of. these
impediments and present alternative solutions, establish a policy impediment resolution capability
within the PEO, and help in engaging decision-makers in the impediment analysis and resolution
processes. Based on the expected scope and nature of these impediments, the expert would enjoy
a thorough knowledge of the Egyptian political, policy, and regulatory environment. He should
combine expertise in both public policy and the Egyptian legal system. Furthermore he should
enjoy a demonstrated thorough knowledge with the Egyptian economy and the problems
associated with privatization in Egypt and emerging market economies. Such a combination of
expertise is definitely not easy to find in the Egyptian market at the local rates.

7) To coordinate the multiple activities of the TA contract, an Egyptian administration and
management specialist will be required. The expansion and complexity of the project requires
corresponding strengthened internal management including inter alia project controls and
administration, logistics and supervision of non-professional staff, and managing the work at the
enterprise level. This involves monitoring the progress of the various individual field tasks,
supervising the inlplementation of the project's management information system (MIS),
coordination with the various subcontractors to obtain the required technical inputs. The absence
of a higWy qualified program manager/administrator to effectively perform these tasks can have
severe negative impacts on the overall project performance. On the other hand, such tasks
requires the recruitment of a highly qualified and experienced candidate who must also be
thoroughly experienced with project management and USAID regulations and procedures. This
would not only facilitate the overall performance of the project but also reduce the cost, effort
and strain that is to be otherwise exerted by USAID in managing and administering such a
complex project. A candidate with such qualifications cannot be recruited at. the local market
rates.

JUSTIFICATION:

Although waivers of salaries above the FSN-12 and FS-Ol levels must be submitted to the
Mission Director along with the individual candidates' salary history, the project has budgeted
for these higher costs. The estimated costs are:

An international privatization expert would normally receive an annual salary of approxinlately
$140,000, as well as fringe benefits and payment of other costs. It is anticipated that such a rate
is also applicable in the case of the merchant bank advisor.

The anticipated annual rate for each of the local experts with the aforementioned qualifications
would be around $42,000. This number, if added to the other costs would amount to a total
direct annual cost of $57,000.

In addition, it is important to note that these salaries are lower than those offered by the major
international agencies, where tax-free incomes and added supplements make for unusually
attractive compensation packages. The importance, complexity and sensitivity of the
Privatization Project make it necessary for the mission to utilize such expensive and rare
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expertise and talents to ensure the project's success in delivering its outputs. Such expertitieand
talents are unavailable at the prevailing local market rates. As such, in order for the project to
succeed it must offer compensation that is at least comparable, if not equivalent, to the
international market rates.

AUTHORITY:

Tn the case of waiving of salary levels (both the FSN-12 and FS-OI) the Mission Director is
delegated the authority in AIDAR 722. 170(b) and AIDAR 731. 205(b)(2), respectively. The
following conditions must exist to waive the FS-Ol salary cap, and is often used as a measure
for waiving the FSN-12 salary cap for Egyptian professionals. That (I) the work requires a high
level of competence, (2) the work requires a high level of responsibility, and (3) the
consultant(s) salary history warrants the proposed compensation. The first two points have been
discussed above and the third condition, that of previous salary history, will be reviewed and
documented in the course of the selection process for each candidate.

RECOMMENDATION:

That you approve the fact that the Privatization Project Paper and the related PIO/Ts allow for
approval of salaries of these experts and advisors in excess of the FSN-12 and the FS-OI salary
levels. It is understood that individual salary waivers for candidates to fill each position
discussed herein will be submitted to the Director for individual approvals.

Approved~ 21~

Disapproved _

Clearances

OD/TI/FI, L.Brown (draft)

LEG , T.carter~~
PDS/PS ,B.Cypser ~ ~

I
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fa '-= -= UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT
~USAID

CAIRO, EGYPT

ACTION MEMORANDUM FOR THE DEPUTY MISSION DIRECTOR:

FROM: OD/DI

DATE: August.

SUBJECT: Approval for Use of a Level-of-Effort Contract Technical Assistance,
Privatization Project

BACKGROUND

One of the joint AID and Office of Management and Budget (OMB) recommendations for
management improvement in AID was that

Use of "level-of-effort" contracts should be reduced and their future use should
require certification by the Deputy Mission Director. Fixed price contracts
should be used to the maximum feasible extent.

The Administrator and senior AID staff agreed to implement this recommendation and issued
cm 92-18 which states that

... use of a level-of-effort contract must be approved in writing by the Deputy
Mission Director for Mission-issued contracts.... Evidence of this approval
must be included in the contract me.

FAR Requirements

FAR Part 16 describes the types of contracts that may be used in acquisitions. It also
prescribes policies and procedures and provides guidance for selecting a contract type
appropriate to the circumstances of the acquisition. FAR 16.306 (d) (2) defmes the "term
form" of a cost-plus-fixed-fee contract:

The term form describes the scope of work in general terms and obligates the
contractor to devote a specified level of effort for a stated time period.

The "term fonn" of contract is what is referred to in AID as a level-of-effort contract.
Contract Information Bulletin 89-22 further describes the "term form" of contract by stating:

In the term contract, there is no necessity for the contractor ever to attain the
general objectives or target stated in the contract, but rather to provide the
specified level of effort in a satisfactory manner.
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The other type of cost-plus-flXed-fee contract is the "completion fonn" which describes the
scope of work by stating a defmite goal or target and specifying an end product. The
completion fonn is preferred over the tenn fonn whenever the work, or specified milestones
for the work, can be defmed well enough to pennit development of estimates within which
the contractor can be expe~ted to complete the work.

Contract Requirements

The purpose of the privatization project is to assist the GOE to implement its privatization
program through institutional development and assistance for the sale of public enterprises
and properties. To achieve this purpose the project will provide technical assistance in five
areas: program promotion, organizational development, sales, fmanciai instrument
development, and decision making support. The project paper delineated the objectives and
requirements of the technical assistance contract as follows:

1- To help in the fonnulation of an effective local and international public relations program
to educate about, and gain the support of key audiences for, the opportunities and benefits
presented by privatization.

- The development of a clear sense of purpose and the ability to communicate an
image unifonnly and aggressively by the Public Enterprise Office and the Holding
Companies.

- The development of the capacity of the Public Enterprise Office and the Holding
Companies to define, structure, and communicate the privatization message.

- The generation of new foreign and local commercial interest in Egypt.

- The gaining of support for privatization from key target groups.

- The fonnation of local institutional and private sector capacities to carry out the
communications process in support of the privatization program.

2- To help the Holding Companies and the Public Enterprise Office to strengthen their
organizations and their ability to effectively carry out privatization.

- The development of the organizational capacities of the Holding Companies to
effectively implement privatization.

- The development of the Public Enterprise Office's organizational capacity to provide
the vision, leadership and technical skills necessary to propel the privatization
program forward.

3- To provide technical assistance to work with the Holding Companies and the Public
Enterprise Office to privatize identified properties.
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- A logical and steady flow of properties being offcr0d for sale.

- Appropriate assignment of batches of properties to the merchant banks and other
sales agents.

- The actual sale of 50 PEs and 23 joint venture banks.

- The advancement of cost-effective sales transactions that embody social goals.

4- To help selected financial institutions gain access to new sources of funding and to
develop instruments and capabilities useful in meeting some of the financial demands of
privatization.

- The development of new sources of funding for privatization.

- The fonnation and employment of new financial instruments in privatization
transactions.

- The increased ability of existing and new financial institutions to facilitate
privatization.

5- To help the organizations involved in privatization overcome prevailing political, and
policy, regulatory, and organizational impediments.

- Establish a process to identify and understand policy impediments to privatization.

- Provide assistance in the analysis of policy impediments and presentation of
alternatives.

- Help in engaging decision-makers in the policy analysis and implementation process.

- Establish a policy impediments resolution capability within the Public Enterprise
Office.

Given the requirements of the proposed contract as specified in the draft statement of work,
it was detennined that a level-of-effort term form of a cost-plus-fLXed-fee contract was most
appropriate in this instance since the contractor will provide technical assistance to assist the
GOE in carrying out its privatization program. The main assumption underlying the design
of the project is the continuous support and commitment of the GOE for privatization. The
final responsibility for meeting the objectives does not rest with the Technical Assistance
contractor, but rather with the GOE. The technical office will prepare an evaluation plan for
the contractor's perfonnance in providing that assistance and a copy of this evaluation plan
will be attached to the PIO/T.

- Annex N 12 -



RECOM1\1ENDATION

It is recommended that the Deputy Mission Director approve the use of a level-of-effort
(tenn fonn) contract for the Technical Assistance Contract under the Privatization Project.

APProvea-~.])~
Disapproved _

Date,_:.....,~~A~~o?-A.......;9:....-.-:5__

Clearances

OD/TI/FI, L. Brown (dr~t'?

LEG , T.Carter~

PDS/PS ,B. Cypser t3<./
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~ )=. UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT
~USAID

CAIRO. EGYPT

ACTION MEMORANDUM FOR THE DEPUTY MISSION DIRECTOR

FROM:

DATE:

SUBJECT: Approval for Use of a Level-of-Effort Contract for Evaluation of the
Privatization Project

BACKGROUND

One of the joint AID and Office of Management and Budget (OMB) recommendations for
management improvement in AID was that

Use of "level-of-effort" contracts should be reduced and their future use should
require certification by the Deputy Mission Director. Fixed price contracts
should be used to the maximum feasible extent.

The Administrator and senior A.I.D staff agreed to implement this recommendation and
issued cm 92-18 which states that:

... use of a level-of-effort contract must be approved in writing by the Deputy
Mission Director for Mission-issued contracts.... Evidence of this approval
must be included in the contract file.

FAR Requirements

FAR Part 16 describes the types of contracts that may be used in acquisitions. It also
prescribes policies and procedures and provides guidance for selecting a contract type
appropriate to the circumstances of the acquisition. FAR 16.306 (d) (2) defines the "term
form" of a cost-plus-flXed-fee contract:

The term form describes t'.le scope of work in general terms and obligates the
contractor to devote a specified level of effort for a stated time period.

The "teml form" of contract is what is referred to in AJ.D as a level-of-effort contract. The
other type of cost-plus-fixed-fee contract is the "completion form" which describes the scope
of work by stating a definite goal or target and specifying an end product. The completion
form is preferred over the term form whenever the work, or specified milestones fur the
work, can be defined well enough to permit development of estimates within which the
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contractor can be expected to complete the work.

Contract Requirements

The project paper delineated the objectives and requirements of the Monitoring, Evaluation,
Audit (Annex H of the PP) contract as follows:

If managers have adequate information about Project progress, the current and
potential effects of project activities, and complete information about the
environment in which the project is operating, they will be able to make better
informed decisions about improving the effectiveness of the Project. The
Evaluation contract will allow TI/F! and Mission management to be informed
as early as possible about critical issues affecting success of the GOE's
privatization program, or potential trouble spots or deficiencies in project
implementation.

A management information needs assessment and determination of baselines
for evaluation will be completed by the Evaluation contractor in the first three
months after award of the contract. The assessment will be crafted to examine
and analyze the complex set of conditions under which the Project will exist,
i.e., high political visibility, weak and changing organizational structures, and
multiple donor involvement.

This assessment will prepare a more complete statement of Project
benchmarks, utilizing the EOPS indicators contained in the Project logical
framework as the starting point. In addition to looking at what the Project
must achieve, the assessment must look at the information needs for tracking
what and how the Project is doing to achieve its purpose.

The Technical Analysis (Annex D of the PP) explains why this kind of Evaluation contract is
needed:

... it is felt that the privatization environment in Egypt is in such flux and
changes may be required in such rapid fashion, that employing the services of
a contractor to specifically just observe, report, and evaluate will be more
beneficial to project success. The introduction of another "pair of eyes" to
continuously assess the situation and report on the impact of project efforts and
responsiveness of the key players is essential to ensure Project success. The
component (an independent evaluation contractor throughout the project) is a
direct recommendation coming from the INTRADOS evaluation to improve
implementation.

Given the requirements of the proposed contract as specified in the draft statement of work,
it was determined that a level-of-effort term form of a cost-plus-fixed-fee contract was most
appropriate in this instance since the contractor will provide continual evaluation services
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directly related and proportional to the level of accomplishments of other Project elements
and the GOE'S privatization program, both aspects which cannot be predicted or established.
The technical office will prepare an evaluation plan for the contractor's performance in
providing that assistance and a copy of this evaluation plan will be attached to the PIO/T.

RECOl\lll\1ENDATION

It is recommended that the Deputy Mission Director approve the use of a level-of-effort
(tenn fonn) contract for the Evaluation Contract under the Privatization Project.

APproVed~,:b~

Disapproved _

Date ¥WP5
Clearances

OD/TI/FI, L.Brown (dr~)~

LEG , T.Carte~

PDS/PS , B.Cypser~
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~~~ UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT

CAIRO. EGYPT

l\1EMORANDUM

TO:

FROM:

SUBJECT:

REFERENCES:

James Dunlap, OD/DIR/CS

LawrenceBro~ AD/TI

Justification for Advisory and Assistance (A&A)
Services - Contracting Specialist

AID Acquisition Regulation (AIDAR) 737.206
Federal Acquisition Regulation (FAR) 37.2
Contract Information Bulletin (CIB) 93-6

PURPOSE: The purpose of this memorandum is to provide a justification for advisory and
assistance (A&A) services in the acquisition of a Contracting Specialist to support
implementation of the Privatization Project 263-0238.

BACKGROUND: Pursuant to OMB Circular A-120 and subsequent guidance provided to all
executive agencies, advisory and assistance services are those services acquired from non
government personnel sources by contract or by personnel appointment to support or improve
agency policy development, decision-making, management, and administration, or to support
or improve the operation of management systems. Such services may take the form of
information, advise, opinions, alternatives, conclusions, recommendations, training, and
direct assistance. The beneficiary of the contract is irrelevant as to the detennination of
whether the contract is for advisory and assistance services. Contracts in which the
contractor is providing technical assistance or advice that benefits a third party are advisory
and assistance services in the context of OMB A-l20.

AID implements these OMB A-l20 requirements through the reference regulations and policy
guidance. Accordingly, this memorandum serves to satisfy the regulatory requirements for
properly classifying and justifying the use of advisory and assistance services.

CERTIFICATION: It is hereby certified that the requirement for a Contracting Specialist
(as further described below) is for advisory and assistance (A&A) services.
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JUSTIFICATIO~:

Needs and Utilization: As further discussed in the Privatization Project Paper, the
Mission estimates that $315,000 is needed to hire a Contracting Specialist to assist the
Contracting Officer implement the project. Due to the significant volume and sophisticated
level of contracting actions associated with the Privatization project, DIRfCS will require this
additional assistance through a direct professional services type contract arrangement.
USAID directly benefits from the individual's services as project implementation is more
effectively managed. One individual solely dedicated to the Project will improve the time for
implementation of the contract activities anticipated.

Review of Prior Work: As the Government of Egypt has made a difficult decision to
embark on privatization for the first time, all anticipated contracting requirements clearly do
not duplicate work conducted previously.

In-House Capability: While in house procurement expertise exists, the anticipated
workload associated with the Privatization project and competing in house procurement
priorities necessitate the need for additional procurement assistance in DIRfCS.

AUTHORITY: Pursuant to AIDAR 737.206 (c) (3), justification for use of advisory and
assistance services must be approved two levels above the requesting organizational unit
during the fourth quarter of the fiscal year.

RECOMMENDATION: Based on the foregoing, it is recommended that you approve the
justification for use of advisory and assistance services of a Contracting Specialist to support
implementation of the Privatization Project.

Clearances

OD/TI/FT, L.Brown (drc;tz) _

LEG T.Carter~~---
PDS/PS

Approved: (!L;. f!i?:<. ,2),~

Disapproved: _

Date:_ ~/!....;3~ _

Christopher D. Crowley
Acting Mission Director
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~~~ UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT

CAIRO. EGYPT

MEMORANDlJM

TO:

FROM:

SUBJECT:

REFERENCES:

James Dunlap, OD/DIR/CS

Lawrence B&JAD/TI

Justification for Advisory and Assistance (A&A)
Services - Evaluation Contractor

AID Acquisition Regulation (AIDAR) 737.206
Federal Acquisition Regulation (FAR) 37.2
Contract Infonnation Bulletin (Cm) 93-6 .

PURPOSE: The purpose of this memorandum is to provide a justification for advisory and
assistance (A&A) services in the acquisition of an evaluation contractor to support
implementation of the Privatization Project 263-0238.

BACKGROUND: Pursuant to OMB Circular A-120 and subsequent guidance provided to all
executive agencies, advisory and assistance services are those services acquired from non
government personnel sources by contract or by personnel appointment to support or improve
agency policy development, decision-making, management, and administration, or to support
or improve the operation of management systems. Such services may take the form of
information, advise, opinions, alternatives, conclusiorls, recommendations, training, and
direct assistance. The beneficiary of the contract is irrelevant as to the determination of
whether the contract is for advisory and assistance services. Contracts in which the
contractor is providing technical assistance or advice that benefits a third party are advisory
and assistance services in the context of OMB A-120.

AID implements these OMB A-120 requirements through the reference regulations and policy
guidance. Accordingly, this memorandum serves to satisfy the regulatory requirements for
properly classifying and justifying the use of advisory and assistance services.

CERTIFICATION: It is hereby certified that the requirement for an evaluation conl.ractor
(as further described below) is for advisory and assistance (A&A) services.

JUSTIFlCATION:

Needs and Utilization: As further discussed in the Privatization Project Paper, the
Mission estimates that $2.529 million is required for the services of a contractor to provide
expanded evaluation services for the project. The contractor will develop project evaluation
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baselines, collect and analyze data related to the GOE privatization program and
implementat.ion of the project, and provide regular reporting and impact assessments to
USAID on the economic effects of privatization and progress toward achieving project
objectives. USAID directly benefits from the contractor's services as success of project
implementati0n is objectively monitored and evaluated. As a result of the ongoing evaluation
activities, U~AID will have infonnation which will enable it to more clearly link its
assistance to increased economic growth through increased private trade and investment.

Review of Prior Work: As the Government of Egypt has made a difficult decision to
embark on privatization for the first time, all anticipated contracting requirements clearly do
not duplicate work conducted previously.

In-House Capabilitx: In house evaluation expertise for the magnitude of evaluation
activities contemplated by the Privatization project does not exist. A broad evaluation
capability is needed to draw on skills with expertise in evaluation techniques, data gathering,
monitoring systems, general research techniques, and technical assistance team management.
Access to all of these skill areas is required for the evaluation contractor. sing GOE
progress toward privatization does not exist.

AUTHORITY: Pursuant to AIDAR 737.206 (c) (3), justification for use of advisory and
assistance services must be approved two levels above the requesting organizational unit
during the fourth quarter of the fiscal year.

RECOM1\1ENDATION: Based on the foregoing, it is recommended that you approve the
justification fnr use of advisory and assistance services of an evaluation contractor to support
implementation of the Privatization Project.

Clearances

OD/TI/FI, L.Brown ~)...q .

LEG , T.Carter~

PDS/PS , B.Cypser~

APProVed4L~.l!~

Disapproved: _

Date:
----7C--..~---=:'--------

Christopher D. Crowley
Acting Mission Director
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fa = UNITED STATES AGENCY for INTERNATIONAL DEVELOPMENT
\ijUSAID

CAIRO, EGYPT

MEMORANDUM

TO:

FROM:

SUBJECT:

REFERENCES:

James Dunlap, OD/DIRfCS

Lawrence Bro,~AD/TI
Justification for Advisory and Assistance (A&A)
Services - Technical Assistance Services Contractor

AID Acquisition Regulation (AIDAR) 737.206
Federal Acquisition Regulation (FAR) 37.2
Contract Information Bulletin (Cm) 93-6

PURPOSE: The purpose of this memorandum is to provide a justification for advisory and
assistance (A&A) services in the acquisition of a technical assistance services contractor to
support implementation of the Privatization Project 263-0238.

BACKGROUND: Pl'rsuant to OMB Circular A-120 and subsequent guidance provided to all
executive agencies, advisory and assistance services are those services acquired from non
government personnel sources by contract or by personnel appointment to support or improve
agency policy development, decision-making, management, and administration, or to support
or improve the operation of management systems. Such services may take the form of
information, advise, opinions, alternatives, conclusions, recommendations, training, and
direct assistance. The beneficiary of the contract is irrelevant as to the determination of
whether the contract is for advisory and assistance services. Contracts in which the
contractor is providing technical assistance or advice that benefits a third party are advisory
and assistance services in the context of OMB A-120.

AID implements these OMB A-120 requirements through the reference regulations and policy
guidance. Accordingly, this memorandum serves to satisfy the regulatory requirements for
properly classifying and justifying the use of advisory and assistance services.

CERTIFICATION: It is hereby certified that the requirement for a technical assistance
services contractor (as further described below) is for advisory and assistance (A&A)
services.
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JUSTIFICATION:

Needs and Utilization: As further discussed in the Privatization Project Paper, the
Mission estimates that $17. 153 million is needed to obtain the services of a technical
assistance services contractor to assist the PEO in many of its functions related to
privatization of GOE held properties. The following activities are included:

1. Assist in fonnulation of an effective local and international public relations progmm to
educate and gain the support of key audiences for the opportunities and benefits presented by
privatization.

2. Strengthen HCs and the PEa organizations and their ability to effectively carry out
privatization.

3. Provide technical assistance to work with the HCs and the PEa to privatize identified
properties.

4. Assist in the selection of financial institutions which gain acce:)s to new sour~es of funding
and develop instruments and capabilities useful in meeting some of the financial demands of
privatization.

5- Assist the organizations involved in privatization overcome prevailing political, and
policy, regulatory, and organizational impediments.

In addition to providing the foregoing technical assistance, the contractor shall be reporting
and monitoring on PEa's achievements. USAID directly benefits from the contractor's
services as expertise is brough( to bear on successful implementation of the project. As a
result of the technical assistance, USAID will come significantly closer to achieving its
strategic objective of increased economic growth through increased private trade and
investment.

Review of Prior Work: As the Government of Egypt has made a difficult decision to
embark on privatization for the first time, all anticipated contracting requirements clearly do
not duplicate work conducted previously.

In-House Capability: Given the extremely broad nature and multidisciplinary amount
of work to be undertaken by the technical assist:mce contractor, in house expertise for "hands
on" implementation of the Privatization project does not exist.

AUTHORITY: Pursuant to AIDAR 737.206 (c) (3), justification for use of advisory and
assistance services must be approved two levels above the requesting organizational unit
during the fourth quarter of the fiscal year.
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RECOl\1l\1ENDATION: Based on the foregoing, it is recommended that you approve the
justification for use of advisory and a~sistance services of a technical assistance services to
support implementation of the Privatization Project.

ApproVed:~.J?)1 de.e4~

Disapproved: _

Date: rd;As
Christopher D. Crowley
Acting Mission Director

Cleararlces

OD/TI/FI, L.Brown (dr~)

LEG T.Carte~~

PDS/PS ,B. Cypser %< /'
(
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Annex 0

A.I.D. PROJECT STATUTORY CHECKLIST FOR FY 1993

5C(2) - ASSISTANCE CHECKLIST

Listed below are statutory criteria applicable to the assistance resources
themselves, rather than to the eligibility of a country to' receive assistance. This
section is divided into three parts. Part A includes criteria applicable to both
Development Assistance and Economic Support Fund resources. Part B includes criteria
applicable only to Development Assistance resources. Part C includes criteria
applicable only to Economic Support Funds.

CROSS REFERENCE: IS COUNTRY CHECKLIST UP TO DATE? Yes, Checklist is contained
in Telecommunications Sector Support Project (263-0223) Project Paper.

A. CRITERIA APPLICABLE TO BOTH DEVELOPMENT ASSISTANCE AND ECONOMIC SUPPORT FUNDS

1. Host Country Development
Ef for t s ( FAA Sec . 6 0 1 ( a) ) :
Information and conclusions on whether
assistance will encourage efforts of
the country to: (a) increase the flow
of international trade; (b) foster
private initiative and competition;
(c) encourage development and use of
cooperatives, credit unions, and
savings and loan associations;
(d) discourage monopolistic practices;
(e) improve technical efficiency of
industry, agriculture, and commerce;
and (f) strengthen free labor unions.

2. U. S. Private Trade and
Investment (FAA Sec. 601(b»:
Information and conclusions on how
assistance will encourage U.S. private
trade and investment abroad and
encourage private U. S. participation
in foreign assistance programs
(including use of private trade
channels and the services of U.S.
private enterprise).

3. Congressional Notification

a. General requirement (FY
1993 Appropriations Act Sec. 522;
FAA Sec. 634A): I f money is to be
obligated for an activity not
previously justified to Congress, or
for an amount in excess of amount
previously justified to Congress, has
Congress been properly notified
(unless the Appropriations Act
notification requirement has been
waived because of substantial risk to
human health or welfare)?

Project's goal is to increase the
economic growth through increased
private trade and investment.

Project's purpose is to assit the GOE
with its privatization program through
institutional development and
assistance for the sale of public
enterprises and properties.

(a) yes, depending on level of non
Egyptian investment in privatization
program; (b) yes; (c) no; (d) yes; (e)
yes; (f) yes, indirectly.

U.S. private enterprises will be a
source of procurement for the technical
assistance required for this project.

Standard Congressional Notification
procedures will be satisfied prior to
obligation of funds.
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b. Notice of new account
obligation (FY 1993 Appropriations Act
Sec: 514): If funds are being
obligated under an appropriation
account to which they were not
appropriated, has the President
consulted with and provided a written
justification to the House and Senate
Appropriations Committees and has such
obligation been subject to regular
notification procedures?

c. Cash transfers and
nonproject sector assistance (FY 1993
Appropriations Act Sec. 57l(b)(3»: If
funds are to be made available in the
form of c'ash transfer or nonproject
sector assistance, has the
Congressional notice included a
detailed description of how the funds
will be used, with a discussion of
~.s. interests to be served and a
description of any economic policy
reforms to be promoted?

4. Engineering and Financial
Plans (FAA Sec. 6ll(a»: Prior to an
obligation in excess of $500,000, will
there be: (a) engineering, financial
or other plans necessary to carry out
the assistance; and (b) a reasonably
firm estimate of the cost to the U.S.
of the assistance?

5. Legislative Action (FAA Sec.
6ll(a)(2»: If legislative action is
required within recipient country with
respect to an obligation in exce7S of
$500,000, what is the basis tor a
reasonable expectation that such
action will be completed in time to
permi t orderly accomplishment of the
purpose of the assistance?

6. Water Resources (FAA Sec.
6ll(b); FY 1993 Appropriations Act
Sec. 501): If proj ect is for water or
water-related land resource
construction, have benefits and ~osts

been computed to the extent

N/A

N/A

Yes

The People's Assembly should ratify the
Grant Agreement in a timely manner. In
the past, the Assembly has ratified all
grant agreements in time to permit
orderly accomplishment of the project.

N/A
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practicable in accordance with the
principles, standards, and procedures
established pursuant to the Water
Resources Planning Act (42 U.S.C.
1962, et ~.)? (See A.I.D. Handbook
3 for guidelines.)

7. Cash Transfer and Sector
Assistance (FY 1993 Appropriations Act
Sec. 571 (b» : Will cash transfer or
nonproject sector assistance [3

maintained in a separate account and
not commingled with other funds
(unless such requirements are waived
by Congressional notice for nonproject
sector assistance)?

8. Capital Assistance (FAA Sec.
6ll(e»: If project is capital
assistance (~, construction), and
total U.S. assistance for it will
exceed $1 million, has Mission
Director certified and Regional
Assistant Administrator taken into
consideration the country's capability
to maintain and utilize the project
effectively?

9. Local Currencies

a. Recipient Contributions
(FAA Secs. 6l2(b), 636(h»: Describe
steps taken to assure that, to the
maximum extent possible, the country
is contributing local currencies to
meet the cost of contractual and other
services, and foreign currencies owned
by the U.S. are utilized in lieu of
dollars.

b. U.S.-Owned Currency (FAA
Sec. 6l2(d»: Does the U.S. own
excess foreign currency of the country
and, if so, what arrangements have
been made for its release?

c. Separate Account (FY 1993
Appropriations Act Sec. 571). If
ass is tance is furnished to a fore ign

N/A

N/A

The GOE currently supports its
privatization office and will
contribute to financing of the services
required for the sale of public
enterprises and properties.

No

N/A

,<

"Lf7 <0
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which
local

(1) Has A. I .0. (a)
required that local currencies be
deposited in a separate account
established by the recipient
government, (b) entered into an
agreement with that government
providing the amount of local
currencies to be generated and the
terms and conditions under which the
currencies so deposited may be
utilized, and (c) established by
agreement the responsibilities of
A.I.D. and that government to monitor
and account for deposits into and
disbursements from the separate
account?

(2) Will such local
currencies, or an equivalent amount of
local currencies, be used only to
ca.rry out the purposes of the DA or
ESF chapters of the FAA (depending on
which chapter is the source of the
assistance) or for the administrative
requirements of the United States
Government?

(3) Has A.I.D. taken
all appropriate steps to ensure that
the equivalent of local curr~ncies

disbursed from the separate account
are used for the agreed purposes?

(4) If assistance is
terminated to a country, will any
unencumbered balances of funds
remaining in a separate account be
disposed of for purposes agreed to by
the recipient government and the
United States Government?

10. Trade Restri ons

a. Surplus Commodities (F'Y
1993 Appropriations Act Sec. 520(a)):
If assistance is for the production of
any commodity for export, is the

No
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commodity likely to be in surplus on
world markets at the time the
resulting productive capacity becomes
operative, and is such assistance
likely to cause substantial injury to
U.S. producers of the same, similar or
competing commodity?

b. Textiles (Lautenberg
Amendment) (FY 1993 Appropriations Act
Sec. 520(c)): Will the assistance
(except for programs in Caribbean
Basin Initiative countries under U.S.
Tariff Schedule "Section 807," which
allows reduced tariffs on articles
assembled abroad from U. S. -made
components) be used directly to
procur~ feasibility studies,
prefeasibility studies, or project
profiles of potential investment in,
or to assist the establishment of
facilities specifically designed for,
the manufacture for export to the
United States or to third country
markets in direct competition with
U.S. exports, of textiles, apparel,
footwear, handbags, flat goods (such
as wallets or coin purses worn on the
person), ~ork gloves or leather
wearing ar. are1?

11. Tropical Forests (FY 1991
Appropriations Act Sec. 533(c) (3) (as
referenced in section 532(d) of the FY
1993 Appropriations Act): Will funds
be used for any program, project or
activity which would (a) result in any
significant loss of tropical forests,
or (b) involve industrial timber
extraction in primary tropical forest
areas?

12. PVO Assistance

a. Auditing and registration
(FY 1993 Appropriations Act Sec. 536):
If assistance is being made available
to a PVO, has that organization
provided upon timely request any
document, file, or record necessary to
the auditing requirements of A.I.D.,

No

No

N/A

~F-, ~_/'

'V
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and is the PVO registered with A.I.D.?

b. Funding sources (FY 1993
Appropriations Act, Title II, under
heading trprivate and Voluntary
Organizations") : If assistance is to
be made to a United States PVO (other
than a cooperative development
organization), does it obtain at least
20 percent of its total annual funding
for international activities from
sources other than the United States
Government?

13. Project Agreement
Documentation (State Authorization
Sec. 139 (as interpreted by conference
report)): Has confirmation of the
date of signing of the project
agreement, including the amount
involved, been cabled to State LIT and
A.I.D. LEG within 60 days of the
agreement's entry into force with
respect to the United States, and has
the full text of the agreement been
pouched to those same offices? (See
Handbook 3, Appendix 6G for agreements
covered by this provision).

Case
procedures
respect to

NIA

Zablocki Act reporting
will be followed with

this project.

14. Women in Development (FY
1993 Appropriations Act, Title II,
under heading "Women in Development"):
Will assistance be designed so that
the percentage of women participants
will be demonstrably increased?

15. Regional and Multilateral
Assistance (FAA Sec. 209): Is
assistance more efficiently and
effectively provided through regional
or multilateral organizations? If so,
why is assistance not so provided?
Information and conclusions on whether
assistance will encourage developing
countries to cooperate in regional
development programs.

The project will encourage more active
participation by women. Disaggregated
data on participation of women in
project activities will be collected.

No

16. Abortions
Appropriations Act, Title
heading "Population, DA,"

(FY
II,
and

1993
under

Sec.
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524) :

a. Will assistance be made
available to any organization or
program which, as determined by the
President, supports or participates in
the management of a program of
coercive abortion or involuntary
sterilization?

b. Will any funds be used
to lobby for abortion?

17. Cooperatives (FAA Sec. 111):
Will assistance help develop
cooperatives, especially by technical
assistance, to assist rural and urban
poor to help themselves toward a
better life?

No

No

N/A

18.
Currencies

U.S.-Owned Foreign

a. Use of currencies (FAA
Sees. 6l2(b), 636(h); FY 1993
Appropriations Act Sees. 507, 509):
Are steps being taken to assure that,
to the maximum extent possible,
foreign currencies owned by the U. S.
are util ized in lieu of dollars to
meet the cost of contractual and other
services.

b. Release of currencies
(FAA Sec. 6l2(d)): Does the U.S. own
excess foreign currency of the country
and, if so, what arrangements have
been made for its release?

19. Procurement

a. Small business (FAA Sec.
602 (a) ) : Are there arrangements to
permit U.S. small business to
participate equitably in the
furnishing of commodities and services
financed?

b. U.S. procurement (FAA
Sec. 604(a) as amended by section 597
of the FY 1993 Appropriations Act):

No U. S. owned foreign currencies are
available to be used in this project.

No

Yes

Yes
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Will all procurement be from the U.S.,
the recipient country, or
countries except as
determined in accordance
criteria of this section?

developing
otherwise
with the

c. Marine ins\rance (FAA
Sec. 604(d)): If the cooperating
country discriminates against marine
insurance companies authorized to do
business in the U.S., will commodities
be insured in the United States
against marine risk with such a
company?

d. Non-U.S. agricultural
procurement (FAA Sec. 604(e)): If
non- U. S. procurement of agricultural
commodity or product thereof is to be
financed, is there provision against
such procurement when the domestic
price of such commodity is less than
parity? (Exception where commodity
financed could not reasonably be
procured in U.S.)

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

f. Cargo preference shipping
(FAA Sec. 603)): Is the shipping
excluded from compliance with the
requirement in section 901(b) of the
Merchant Marine Act of 1936, as
amended, that at least 50 percent of
the gross tonnage of cOlfUllodi ties
(computed separately for dry bulk

Egypt does not so discriminate.

N/A

No

No
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carriers, dl~ cargo liners, and
tankers) financed shall be transported
on privately owned U. S. flag
commercial vessels to the extent such
vessels are available at fair and
reasonable rates?

g. Technical assistance (FAA
Sec. 621(a)): If technical assistance
is financed, will such assistance be
furnished by private enterprise on a
contract basis to the fullest extent
practicable? Will the facilities and
resources of other Federal agencies be
utilized, when they are particularly
suitable, not competitive with private
enterprise, and made available without
undue interference with domestic
programs?

h. U.S. air carriers
(International Air Transportation Fair
Competitive Practice:; Act, 1974): If
air transportation of persons or
property is financed on grant basis,
will U.S. carriers be used to the
extent such service is available?

i. Termination for
convenience of U.S. Government (FY
1993 Appropriations Act Sec. 504): If
the U. S. Government is a party to a
contract for procurement, does the
contract contain a provision
authorizing termination of such
contract for the convenience of the
United States?

j . Consulting services (FY
1993 Appropriations Act Sec. 523): If
assistance is for consulting service
through procurement contract pursuant
to 5 U.S.C. 3109, are contract
expenditures a matter of public record
and available for public inspection
(unless otherwise provided by law or
Executive order)?

k. Metric conversion
(Omnibus Trade and Competitiveness Act
of 1988, as interpreted by conference

Yes

Yes

Yes

Yes

Yes
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report, amendtng Metric Conversion Act
of 1975 Sec. 2, and as implemented
through A.I.D. policy): Does the
assistance program use the metric
system of measurement in its
procurements, grants, and other
business-related activities, except to
the extent that such use is
impractical or is likely to cause
significant inefficiencies or loss of
markets to United States firms? Are
bulk purchases usually to be made in
metric, and are components,
subassemblies, and semi-fabricated
materials to be specified in metric
units when economically available and
technically adequate? Will A.I.D.
specifications use metric units of
measure from the earliest programmatic
stages, and from the earliest
documentation of the assistance
processes (for example, proj ec t
papers) invo 1ving quanti fiable
measurements (length, area, volume,
capacity, mass and weight), through
the implementation stage?

1. Competitive Selection
Procedures (FAA Sec. 60l(e»: Will
the assistance utilize competitive
selection procedures for the awarding
of contracts, except where applicable
procurement rules allow otherwise?

20. Construction

a. Capital project (FAA Sec.
60l(d) : If capital (~,

construction) project, will U.S.
engineering and professional services
be used?

b. Construction contract
(FAA Sec. 611(c»: If contracts for
construction are to be financed, will
they be let on a competitive basis to
maximum extent practicable?

Yes

N/A

N/A

c.
Congressional
620(k» : If

Large projects,
upproval (FAA Sec.
for construction of

N/A
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productive enterprise, will aggregate
value of assistance to be furnished by
the U.S. not exceed $100 million
(except for productive enterprises in
Egypt that were described in the
Congressional Presentation), or does
assistance have the express approval
of Congress?

21. U.S. Audit Rights (FAA Sec.
30l(d»: If fund is established
solely by U. S. contributions and
administered by an international
organization, does Comptroller General
have audit rights?

22. Communist Assistance (FAA
Sec. 620(h). Do arrangements exist to
insure that United States foreign aid
is not used in a manner which,
contrary to the best interests of the
United States, promotes or assists the
foreign aid projects or activities of
the Communist-bloc countries?

23. Narcotics

a. Cash reimbursements (FAA
Sec. 483): Will arrangements preclude
use of financing to make
reimbursements, in the form of cash
payments, to persons whose illicit
drug crops are eradicated?

b. Assistance to narcotics
traffickers (FAA Sec. 487): Will
arrangements take "all reasonable
steps" to p~eclude use of financing to
or through individuals or entities
which we know or have reason to
believe have either: (1) been
convicted of a violation of any law or
regulati.on of the United States or a
foreiga country relating to narcotics
(or other controlled substances); or
(2) been an illicit trafficker in, or
otherwise involved in the illicit
trafficking of, any such controlled
substance?

N/A

Yes

Yes

Yes

24. Expropriation and Land Yes
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Reform (FAA Sec. 620(g»: Will
assistance preclude use of financing
to COlJl~ .msate owners for expropriated
or nationalized property, except to
compensate foreign nationals in
accordance with a land reform program
certified by the President?

25. Police and Prisons (FAA Sec.
660): Will assistance preclude use of
financing to provide training, advice,
or any financial support for police,
prisons, or other law enforcement
forces, except for narcotics programs?

26. CIA Activities (FAA Sec.
662): Will assistance preclude use of
financing for CIA activities?

27. Motor Vehicles (FAA Sec.
636(i»: Will assistance preclude use
of financing for purchase, sale,
long-term lease, exchange or guaranty
of the sale of motor vehicles
manufactured outside U. S., unless a
waiver is obtained?

28. Military Personnel (FY 1993
Appropriations Act Sec. 503): Will
assistance preclude use of financing
to pay pensions, annuities, retirement
pay, or adjusted service compensation
for prior or current military
personnel?

29. Payment of U. N. Assessments
(FY 1993 Appropriations Act Sec. 505):
Will assistance preclude use of
financing to pay U.N. assessments,
arrearages or dues?

30. Multilateral Organization
Lending (FY 1993 Appropriations Act
Sec. 506): Will assista~lce preclude
use of financing to carry out
provisions of FAA section 209 (d)
(transfer of FAA funds to multilateral
organizations for lending)?

31. Export of Nuclear Resources
(FY 1993 Appropriations Act Sec. 510):

Yes

Yes

Yes

Yes

Yes

Yes

Yes
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Will assistance preclude use of
financing to finance the export of
nuclear equipment, fuel, or
technology?

32. Repression of Population (FY
1993 Appropriations Act Sec. 511):
Will assistance preclude use of
financing for the purpose of aiding
the efforts of the government of such
country to repress the legitimate
rights of the population of such
country contrary to the Universal
Declaration of Human Rights?

33. Publicity or Propaganda (FY
1993 Appropriations Act Sec. 516):
Will assistance be used for publicity
or propaganda purposes designed to
support or defeat legislation pending
before Congress, to influence in any
way the outcome of a political
election in the United States, or for
any publicity or propaganda purposes
not authorized by Congress?

34. Marine Insurance (FY 1993
Appropriations Act Sec. 560): Will
any A.I.D. cuntract and solicitation,
and subcontract entered into under
such contract, include a clause
requiring that U. S. marine insurance
companies have a fair opportunity to
bid for marine insurance when such
insurance is necessary or appropriate?

35. Exchange for Prohibited Act
(FY 1993 Appropriations Act Sec. 565):
Will any assistance be provided to any
foreign government (including any
instrumentality or agency thereof),
foreign person, or United States
person in exchange for that foreign
government or person undertaking any
action which is, if carried out by the
United States Government, a United
States official or employee, expressly
prohibited by a provision of United
States law?

Yes

No.

Yes

No

36. Commitment of Funds (FAA No
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Sec. 635 (h» : Does a contract or
agreement entail a commitment for the
expenditure of funds during a period
in excess of 5 years from the date of
the contract or agreement?

37. Impact on U.S . .Jobs (FY 1993
Appropriations Act, Sec. 599):

(a) Will any financial
incentive be provided to a business
located in the U.S. for the purpose of
inducing that business to relocate
outside the U.S. in a manner that
would likely reduce the number of U.S.
employees of that business?

(b) ~.Jill assistance be
provided for the purpose of
establishing or developing an export
processing zone or designated area in
which the country's tax, tariff,
labor, environment, and safety laws do
not apply? If so, has the President
determined and certified that such
assistance is not likely to cause a
loss of jobs within the U.S.?

(c) Will assistance be
provided for a project or activity
that contributes to the violation of
internationally recognized workers
rights, as defined in section
502(a)(4) of the Trade Act of 1974, of
workers in the recipient country?

B. CRITERIA APPLICABLE TO DEVELOPMENT ASSISTANCE ONLY

No

No

No

N/A

N. B: PART B OF THE ASSISTANCE CHECKLIST, WHICH IS APPLICABLE TO DEVELOPMENT
ASSISTANCE ONLY, HAS BEEN OMITTED BECAUSE ALL ASSISTANCE IS ESF-FUNDED PROJECT.

C. CRITERIA APPLICABLE TO ECONOMIC SUPPORT FUNDS ONLY

1. Economic and Political
Stability (FAA Sec. 53l(a»): Will
this assistance promote economic and
political stability? To the maximwn
extent feasible, is this assistance
consistent with the policy directions,

Yes. It
the GOE
economic
positive

will enhance the ability of
to sustain and enhance the

growth, wh ich wi 11 have
political results.
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purposes, and programs of Part I of
the FAA?

2. Military Purposes (FAA Sec.
531(e)): Will this assistance be used
for military or paramilitary purposes?

3. Commodity Grants/Separate
Accounts (FAA Sec. 609) : If
cc~odities are to be granted so that
sale proceeds will accrue to the
recipient country, have Special
Account (counterpart) arrangements
been made? (For FY 1993, this
provision is superseded by the
separate account requirements of FY
1993 Appropriations Act Sec. 571(a),
see Sec. 571(a)(5).)

4. Generation and Use of Local
Currencies (FAA Sec. 531(d)): Will
ESF funds made available for commodity
import programs or other program
assistance be used to generate local
currencies? If so, will at least 50
percent of such local currencies be
available to support activities
consistent with the objectives of FAA
sections 103 through 106? (For FY
1993, this provision is superseded by
the separate aceount requirements of
FY 1993 Appropriations Act Sec.
571(a), see Sec. 571(a) (5).)

5. Cash Transfer Requirements
(FY 1993 Appropriations Act, Title II,
under heading "Economic Support Fund,"
and Sec. 57l(b)). If assistance is in
the form of a cash transfer:

No

N/A

N/A

a. Separate acco'.mt:
all such cash payments to
maintained by the country in
separate account and not to
commingled with any other funds?

Are
be

a
be

N/A

b. Local currencies: Will
all local currencies that may be
generated with funds provided as a
cash transfer to such a country also
be deposited in a special account, and

N/A
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has A. I . D. entered into an agre~ll1ent

with that government setting forth the
amount of the local currencies to be
generated, the terms and conditions
under which they are to be used, and
the responsibilities of A.I.D. and
that government to monitor and account
for deposits and disbursements?

c. u. S. Government use of
local currencies: Will all such local
currencies also be made available to
the U. S . government as the U. S .
determines necessary for the
requirements of the U. S. Government,
or to carry out development assistance
(including DFA) or ESF purposes?

d. Congressional notice:
Has Congress received prior
notification providing in detail how
the funds will be used, including the
U.S. interests that will be served by
the assistance, and, as appropriate,
the economic policy reforms that will
be promoted by the cash transfer
assistance?

6. Capital Projects (Jobs
Through Exports Act of 1992, Sec. 306,
FY 1993 Appropriations Act, Sec. 595):
If assistance is being provided for a
capital project, will the project be
developmentally-sound and sustainable,
i.e., one that is (a) environmentally
sustainable, (b) within the financial
capacity of the government or
recipient to maintain from its own
resources, and (c) responsive to a
significant development priority
initiated by the country to which
assistance is being provided. (Please
note the definition of "capital
project" contained in section 595 of
the FY 1993 Appropriations Act.)

NjA

NjA

NjA
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INITIAL ENVIRONf·tENTAL EXAMINATION

1. Project Location:

2. Project Title/IO:

Egypt

Privatization Project (263-0238)

.3. Funding (Fiscal Year and Amount):

4. lEE Prepared By:

._.--:/~~~-/
Marc Madland, PDSjENV

FY 93 - 98, $30 million LOP

Date:

5. Action Recommended: categorical Exclusion as per:

Education, technical assistance, or training programs.
[22 CFR 216.2(c)(2)(i)).

6. Disc us s ion 0 f r·1 a j 0 r En vir 0 nmen tal Re 1 a t ions hips 0 f Pro j e c t
Relevant to Attached Impact Identification and Evaluation Form:

Background

In 1991, the Governmen t 0 f Egypt (GO E) began a rna j or econom i c
reform program that is being supported by a structural Adjustment
Loan from the World Bank and a Standby Arrangement from the
International Monetary fund (H1F). An important element of this
reform strategy is a comprehensive reform of the enterprise sector
and the initiation of a privatization program. In June 1991, the
Public Business Sector Law was passed (GOE Law Number 203). The law
transferred the control of pUblic sector enterprises from government
ministries to government holding companies (HCs) and allowed
privatiz~tion of these pUblic sector enterprises. Prime Ministerial
Decree No. 1741 of November 1991' established the Public Enterprise.
office (PEO) to assist the Prime r-tinister, who is responsible for
pUblic sector companies, in the implementation of public enterprise
reform and privatization.

The proposed project would finance technical assistance and advisory
services to assist the PEO in the following areas:

~ program Promotion -- since no provisions were made to promote the
pr i va tiza tion program to the publ1c and interest groups, the

\ (I
\
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Project wilt assist the PEa to prepare an approach to promotion
and to develpp an out-reach capability.

~ Organizational Development The institutions involved are
unprepared organizationally to carry out the program. The PEO and
ijCs are recent inventions still defining their roles, developing
operating procedures, and proving they can perform. The Project
will provide organizational development assistance to strengthen
their abilities .

. ~ Sales preparation -- The Project will provide assistance to the
PEa to evaluate the marketability of properties. It will also
assist in the difficult work necessary to actually sell the
properties -- the most labor intensive and expensive aspect of the
project (and program) .

~ Financial Intermediation -- The Project will provide technical
assistance and training directly to banks, brokerage firms, stock
exchanges, and selected new financial institutions (e.g.,
investment and mutual funds) aimed at developing the capability to
participate in the financing of the planned divestitures and the
ijewly privatized firms.

~ Policy Reform -- Sales have surfaced important pOlicy impediments
to privatization. The Project will assist the PEO .to develop the
qbility to find and implement solutions to such impediments.

The initial list of the planned 150 GOE pUblic sector units for
privatization is incomplete. However, given 'that many of these
state-run enterprises are signif icant polluters of Egypt's air,
water, and land resources, it is evident: that they are causi:ng
significant negative impacts on Egypt's physical environment. The
above observation should not be considered applicable to the entire
universe of firms under consideration for privatization, but rather
as a signal that environmental issues will have to be addressed in
the course of expanding the Egyptian private sector.

The pUblic-to-private sector shift in and 9f itself will not
necessarily cause increased environmental pollution. In fact,
increased production efficiencies and better management should result
in an overall decrease in waste and pollution, especially among those
ind~strial categories which pose a significant environmental threat,
suc~ as the chemical, food processing, leather tanning and textile
dying industries. The transfer of ownership of some of the plants·
will indeed reduce specifi~ pollutant emissions, but there is no
guarantee that this will be the case for all of the enterprises
concerned, at least not in the short-term.

The foremost country-specific concern in this area is the fact that
Egypt currently possesses little or no enforceable legal, regulatory,
or other environmental institutional framework to provide adequate
oversight and guidance to prc)spective privata sector owners and
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managers. There is, however, legislation before the National Peoples
Assembly that may, or may not, rectify this situation, depending on
the final form approved by the Assembly. The present situation is
exacerbated by the fact that most state-owned enterprises have long
enjoyed a virtual monopoly in Egypt within their spheres of business
and, due to signif icant government subsidies on energy and raw
materials, are not accustomed to accounting for raw materials and
fuel entering their plants. These same enterprises have neither the
expertise nor resources to implement preventive maintenance programs
and to stock spare parts, nor to replace equipment, as needed, op a
scheduled basis. As a result, some prospective private sector owners
and managers may be, at least initially, at somewhat of a
disadvantage in properly managing all of the technical aspectsfof
their new business acquisitions.

The Mission proposes that the privatization project include
sUfficient funds to secure short-term environmental experts to work
with the other advisory personnel on those enterprises selected for
USAID assistance Which are causing significant negative environmental
impacts. The short-term technical assistance will appraise plant
processes and identify appropriate interventions for mitigating
pollution, e.g., operational/energy efficiency, proper handling of
raw materials and fuel usage (waste and pollution prevention
throughout the projection process) , general "housekeeping"
techniques, etc. With tills information, the GOE can better identify
potential buyers capable and willing to manage the property
competently and to make investments which mitigate any negati va
environmental impacts. On the other hand, the potential buyers will
be provided information concerning the nature and degree of the
negative environmental impacts and will be better able to prepare
proposals which address the concerns of the GOE. The information
generated will also help the consultant make a more realistic
assessment of the value of the enterprise, discounting the cost of
clean up and of investments required to mitigate the negative
environmental impacts. Using this approach, the Mission Ian
contribute to the efforts of the GOE to carry out privatization in an
environmentally sound manner. This latter point is in agreement with
the Mission's Environmental strategy, which focuses on improving~ir

and water quality in Egypt.

Discussion.... -

The proposed action is entirely withln one of the categol'ie~

1isted in paragraph (c) (1), "Ca tegor iea 1 Exclus ions," of Section
216.2, "Applicability of Procedures," of Title 22 eFR Part 216, "AIO
Bnv i ronmenta 1 Procedures." Pursuant to 22 eFR 216.2 (c) (J), the
originator of the proposed pn,ject has determined that the proposed
action is fully within the following class of actions:

Education, technica!.31ss1st~ance, or training programs.
[22 efR 216.2(C)(2)(1»).

v
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Pursuant to 22 CFR 216.2(c) (2), the proposed project is categorically
excluded from further environmental review. However, in recognition
of the potentially serious environmental liabilities of being
associated with certain enterprises to be privatized under this
activity and in consideration of salient Agency and Mission
approaches towards this SUbject, the proposed project will finance
appropr iate short-term env ironmenta.l assistance services to work
closely with other long-term and short-term financial, legal, and
other advisory personnel as an integral part of the enterprise
appraisal and privatization process for these enterprises selected
for USAID's assistance which are considered to be of priority
environmental concern to recommend environmentally sound practice and
procedures for the improved fu~ure private management and operation
of said enterprises.
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1.

2 •
3 .

4 .
5.

ENVIRONMENTAL IMPACT IDENTIFICATION AND EVALUATION FORM

ENVIRONMENTAL IMPACT INDICATOR AREAS/ENVIRONMENT CONSIDERATIONS

A. LAND USE ~

1. changing the character of the land through:
a. Land clearing __~N~ _
b. Construction (roads,' buildings, piping) __~N _
c. Extraction of minerals/natural resources __~N~ _
d. Creation of deposits of unwanted materials

(waste s~oils) __~N~ _
2. Alteration of natural barriers (dunes, marshes) __~N~ _
3. Foreclosing important future uses N
4. ?otential for endangering populated areas __~N~ _
5. Other factors:

[NONE]

8. SURFACE AND GROUND WATER

1. Effects on Quality
a. Introduction of industrial pollutants N

_~~---

b. Introduction of agricultural pollutants __~N~ _
c. Introduction of urban/sewage wastes N
d. Introduction of biomedical wastes N~---
e. Potential for transnational impacts N---:.=._-

2. Effects on Quantity
a. Changes in water flow rates _~N~ _
b. Increasing probability of floods __~N~ _
c. Potential for changing demand/supply

relation N
-~:..-_-

d. Potential for transnational impacts N
_~~---

e. Potential for evaporation losses _~N__

Potential for increased NOx , SOx, HC, CO2/CO
emissions N

-~"------

Potential for increased particulate emissions N
_~"-----

Potential increase of noxious odors, vapors,
pathogens __~N,,-- _
Noise pollution __~N.:.- _
other factors:

(NONE]

* N - No perceived environmental impact
L - Little environmental impact
M - Moderate environmental impact (substantiate)
H - High environmental impact (substantiate)
U - Unknown environmental impact

/(lliI)
~ '



D. ,ENERGY

1. Potential for increased energy demand
~. Use of renewable energy sources
3. Plans for energy efficiency/conservation
4. Other factors:

[NONE] .

E. COASTAL AND MARINE RESOURCES

N
N
N

1. Introduction of biological/chemical pollution __~N~ _
2. Introduction of agricultural runoff __~N.:-- _
3. Mineral extraccions N

--~.:-----

4. Impac~s on fish/shellfish harvest __~N.:-- _
5. Potential for algal blooms .~N.:-- _
6. Potential for erosion (wind, sand, water) __~N~ _
7. Other factors:

[NONEl

F. BIOTA

1. Introduction of exotic/pathogenic organisms
2. Destruction/alteration of critical habitat
3. Potential for impact to endangered species

G. ANTIQUITIES PROTECTION

1. Potential for harm to historic sites
2. Increased access/use of historic sites

H. PESTICIDE USE (Required by 22 CFR 216)

N
N
N

N
N

1. \.; i 11 pesticides be used? N
a. Are they USEPA registered ? NA
b. Are they "Restricted-Use, ., canceled,

or under "Special Review?" NA
c. Are complete plans in place to train and

fully protect applicators? NA
2. Impacts on wildlife and aquatic organisms NA

I. OTHER POSSIBLE HIPACTS (not listed previously)

(N0!"lE J

prepared by :
Marc Madland, PDSjENV

Proje~t Location:
Projept Title/ID:

Egypt
Privatization Project (263-0238)
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