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EXECUTIVE SUMMARY 

INTRODUCTION 

The Public Finance Admirustration Project (PFAP) began in October 1989 and extended over a 
nine-year perlod through November 1998 The project was designed to support reform and 
modernization of Egypt's tax system The project has, throughout its tenure, received favorable 
revlews from all who have been associated with it, either dlrectly or indirectly Among the major 
accomplishments associated with the project 

+ Major Income and sales tax reforms were proposed and Implemented by the Government of 
Egypt (GoE), 

+ Improved administrative processes and procedures were put in place, operating fiom 
Improved orgamzation structures, 

+ Automation of the departments advanced considerably, 

+ High quallty tralmng was mstitu~onalized, and 

+ Economic Research Departments were established and tralned 

@ Techn~cal assistance related to income and sales taxation whch 1s the subject of tlus final report, 
was provlded by Barents Group LLC, a wholly-owned subsidiary of KPMG-US Tecbca l  
assistance related to customs duties was provided separately by the US Customs Service and was 
l~mited to the first 30 months of the project The scope of the tax reform and modemzation 
project was comprehensive and included pollcy reform administrative reform, computenzatlon, 
and training 

In the years immediately preceding implementation of the project, the Egyptian economy had 
performed relatively poorly Economic growth had fallen sharply to levels lower than population 
growth, inflation was relatively hlgh and increasing, and the balance of payments deficit had 
~ncreased to a very h g h  level Egypt's debt to GDP ratlo was one of the hghest m the world and 
the consolidated budget deficit had reached 23 percent of GDP 

The fiscal situation in Egypt was a contributor to the country's economic problems Tax 
revenues had fallen fiom almost 25 percent at the beg~nnlng of the decade to only about 
13 percent of GDP by the late 1980's Many factors contributed to this dechne there was 
excessive reliance on taxes directly linked to the external sector, the tax system was not as 
buoyant or elastic as it needed to be, the tax structure was unnecessarily complex, creating both 
economic distortions and high costs of adrninistrat~on and compliance, and tax evasion was a 
major problem Structural reforms of the tax system were clearly needed, but these reforms 
needed to be accompamed by improved administration 
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The PFAP was designed to provide technical and procurement support to the Ministry of Finance 
and its tax departments as it moved forward wth  a broad-based reform and modernization 
program The objectives of h s  program included improved revenue productivity, Improved tax 
equity, a more neutral tax system that created fewer economlc d~stortions, and Improved 
administration of a more simplified system It was expected that these reforms would be 
coordmated with, and support other reforms that the Government of Egypt was pursuing at the 
same tlme, lncludmg privatization, financial sector reform, and trade reform 

PROJECT ACTIVITIES AND ACCOMPLISHMENTS 

The activities and accomplishments of the PFAP are summanzed below under six separate 
headings, each of which is a separate chapter m h s  final report They are mtroduction of policy 
reforms, analyzing policy reforms, adrmmstrative reforms, computenzing the departments, 
training, and local public finance 

INTRODUCTION OF POLICY REFORMS 

The project team assisted the GoE m mtroducmg structural reforms to the tax system throughout 
the course of the project The Egyptian tax system has, as a result, a much improved structure 
over that which prevailed at the outset of the project 

+ General Sales Tax In May 1991, the GoE mtroduced the General Sales Tax (GST) to replace 

a the previously existing Consumption Tax The new GST was applied to Imports and 
manufactured goods, with provision in the legislation for the tax to be expanded to the 
wholesale and retail level at a later tune (an action for which extensive planning has since 
been made by the Sales Tax Department) The GST has proven to be hghly revenue 
productive, ~nltially doubling revenues previously generated by the Consumption Tax 
Moreover, in contrast to the Consumption Tax, the GST has proven to be a much more 
elastlc revenue source The GST has multiple rates and either exempts basic necessities or 
taxes them at a preferential rate, malung ~t a less regressive revenue source than its 
predecessor It is also a more neutral revenue source, both because it taxes a broader base of 
goods and because the cascading of mdlrect taxes is less under the GST 

+ Global Income Tax In December 1993, the GoE enacted the Global Income Tax to replace 
the then-existing schedular taxes applicable to different income sources and the overlapping 
General Income Tax A major resource to the Minister of Finance in developing t h s  program 
was the project team's extensive report "A Comprehensive Tax Reform Program for Egypt," 
which served as a bluepnnt for the full scope of tax and admlnlstrative reforms that were 
needed in Egypt While the legislation did not go as far as had been hoped in addressing 
income tax issues, ~t did represent a major positive step forward In income taxation in Egypt 
Under the new law (I) all sources of income were consolidated under a single tax structure, 
(11) family burden allowances were doubled, thereby eliminating tax for about 3 million low- 
Income taxpayers, and (111) admimstration was significantly eased through greater reliance on 
withholding and through removal of many former taxpayers from the tax rolls The major 
reform did not, however, address corporate taxation, nor did it significantly broaden the 
income tax base through elimination of deductions and credlts that could usefully be 
eliminated 
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+ Other Income Tau Reforms In addition to the two major reforms outlined above the GoE has 
continued to introduce structural reforms to improve sales and income taxation On three 
separate occasions in the 1992 to 1994 penod, the GST base was expanded to include 
additional services In 1992, the stamp tax on capital of corporations registered on the stock 
exchange was repealed, and in 1995 a similar stamp tax on share holdings and share 
transactions was abolished In 1996 the ineffective inheritance tax was el~minated In 1997, 
depreciation classifications were significantly simplified, reducing the number of asset 
categones from 50 to 5 Also in 1997, the top marginal rates on self-employed businesses 
and professions were reduced from 48 percent to 40 percent and family burden allowances 
were further increased In 1998, to address a major problem mth the tax treatment of interest 
income, the deduction allowable for interest expense was essentially limited to the extent to 
whch the borrowing business has interest receipts m excess of Interest Income 

m l e  much structural reform has been accomplished by the GoE, w th  active support from the 
PFAP throughout t h s  penod, further reforms remam desirable These reforms include 
expansion of the GST to the wholesale and retall level, whlch has been anticipated for some 
time, corporate tax reform, which the GoE has indicated is a pnonty for future reform, and 
broademng of the tax base through elimination of credits and deductions that narrow the tax base 
and create distortions in economic decision malung 

ANALYZING POLICY REFORMS 

The introduction of policy reforms in any country should be accompamed by sound empirical 
analyses of the effects of these reforms, because their impacts on individuals and businesses can 
be wdespread Accordingly, under the PFAP scope of work, policy analysis was a pr~onty area 
of work Dunng the first two years of the PFAP, separate analytic models were developed to 
analyze the effects of sales and income tax reforms 

+ The Indlrect Tax Model This model utilizes tax and economic data from a variety of sources, 
published and unpublished At the center of the model is a detailed input-output table of the 
Egyptian economy, which provides the basis for distinguishmg between goods that are taxed 
at different rates and for measmng the amounts of crelts  that can be claimed for the 
purchase of inputs The model was completed in the spmg of 1990 and then modified and 
updated over the years, it has been used extensively to analyze the revenue and dlstnbutional 
effects of alternative sales tax reforms 

+ Income Tax Models Several different "microsimulation" models were developed to analyze 
the effects of income tax reform, including models for corporate income, wages and salanes, 
and commercial and industnal profits taxes Under thls modeling approach, the tax liabhity 
of each individual or business in the data base is calculated, effectively replicating the 
process that the taxpayer would followmg in first calculating taxable income and then 
calculating tax liability consistent with that mcome The database that was used in these 
models was developed using data collected by a team of twelve Tax Department officers over 
a penod of eighteen months and extrapolated to 1992 by the Barents project team The 
models were used to analvze the revenue and distnbutional effects of the Global Income Tax, 
and of prior reform alternatives that were considered before and since enactment of this 
reform 
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The completed models were transferred to the newly established economic research units of the 
two departments These u t s  were created by the departments durmg the course of the project 
and benefitted fiom extensive project training over a period of several years, thus 
institutionalivng the analytic capability that had been used for the analysis of policy reforms 
dmng the imtial years of the project 

ADMINISTRATIVE REFORMS 

It is the effectiveness of administration that ultimately determines whether the tax system 1s 
successful in acheving its policy goals Registrant identification, assessment of tax, collection, 
and audit are all cntical to success of any tax regime, and it is Important that they be 
accomplished effectively and at relat~vely low cost to all concerned parties Accordingly 
extensive technical assistance in this area was provided to both the Sales Tax Department and the 
Tax Department d u n g  the course of this project The end result was the successfd "overhaul" 
of the entire Sales Tax Department administrative structure and sigruficant reforms to the 
structure of the Tax Department 

The Sales Tax Department was shifting to an entirely new type of tax beginrung m May 1991, 
one based on financial records rather than physical quantities It was, at the same time, shifting 
from a manual system to an automated system The project team provided extensive support, 
both before and after the implementation of the GST, to support the Department's efforts to 
introduce a new orgmzational structure and an entlrely new system of tax admimstration 
Dmng the course of the project, and under the strong leadershp of Comrmssioner Mahrnoud @ All, a new system of registration was introduced, new forms were designed, a new organizational 
structure was put in place, and new processes and procedures were developed and implemented 
to collect and audit taxes more effectively The Department today bears no resemblance to that 
whch existed at the outset of the project 

In the case of the much larger and older Tax Department, the project team served as an advlsor to 
the Comrmssioner and prepared materials and supporting documents m support of the 
implementation of the Global Income Tax Assistance was provided in every area of tax 
administration, including organization, procedures, forms, taxpayer assistance, audits, and tax 
collection Once the Global Income Tax was implemented, the project team continued to prov~de 
input and support to the Cornmissloner In selected areas, most notably orgmzational reform and 
improved auditmg and collection 

COMPUTERIZING THE DEPARTMENTS 

Extensive assistance was provided In support of automating both the Sales Tax Department and 
the Tax Department This asslstance Included (1) technical support fiom hghly expenenced 
information technology professionals, (11) procurement of extensive computer hardware and 
software, and (in) extensive training 

In the case of the Sales Tau Department, the project team took the lead in developing a 
sophisticated General Sales Tax Cornputenzation System (GSTACS) that supported the full 

@ range of tax admirustration Functions mcludlng taxpayer registration, payment, and aud~t The 
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system, which utilizes a m q u e  taxpayer identification numbenng system developed by the 
project team, was installed in each of the approximately 60 distnct offices in the Department, 
which were linked to a Central Processing Center in Cairo The development and implementation 
of thls system represented a major challenge because, at the outset of the project, the Department 
had no extant computenzation capability Accordingly, in addition to the major task of 
developing the GSTACS system, the effort required extensive training of both technology 
professionals in the Department and tax administration professionals accustomed to worhng in a 
non-automated environment The effort was highly successful, and the Department has 
demonstrated ~ t s  ability to maintam and upgrade the GSTACS system independently 

The Tax Department mtiated computenzation operations in 1980 and, in contrast to the Sales 
Tax Department, had a Central Department of ADP (automated data processing) at the time the 
PFAP was imtiated For ~s reason, the project team played more of an advisory role in 
supporting the Tax Department's ADP unit, rather than the hands on role that it played wth the 
Sales Tax Department Support was provided to the successful development a w q u e  taxpayer 
identification system (the Tax Department and the Customs Department ultimately adopted the 
same numbering system being used by the Sales Tax Department, whch represents a major 
advantage in information s h m g  and tax compliance), the creation of a master file of taxpayer 
records, a system of returns and payments processing, and a system for trachng the inventory of 
outstanding cases These efforts were all integrated withln a long-term system plan that was 
developed by the Department with considerable input from the project team By the close of the 
project, the Department had tax processing systems operational in more than 215 distnct offices, 
all of whlch had been equipped w t h  computer hardware and software procured by USAID funds 
under the PFAP 

TRAINING 

From the outset, traimng was appropriately identified as a separate and important project task 
This function took on many different facets procurement of modern traimg equipment to 
furnish new tranmg facilities, extensive support to both departments in orgazing the training 
function, course design and development, specialized classroom training by Resident and short- 
term expatnate advisors, language training and support, and very valuable overseas trailung In 
addition, extensive tramng was associated wth  the specialized efforts of the project team related 
to computenzation of the departments and the creation of economic research w t s  The training 
efforts were cntical to institutionalizing the new processes and procedures, and the use of 
modern computer technology Much of the success of the project is linked to the pnonty given to 
training throughout its tenure 

LOCAL PUBLIC FINANCE 

For a penod of 18 months, the PFAP performed a study of local government finance in Egypt, in 
response to indications from the Government that it might be receptive to local government 
financial reform The study reviewed the expenences of government decentralization in other 
countries, developed a detailed analys~s of the current structure of local government finance in 
Egypt, and assessed the potential for property taxation as a dedicated revenue source for local 
governments in Egypt At the end of the 18-month effort, the project team concluded from its 
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study that government decentral~zation was not an immediate priority of the GoE On the basis of 
thls conclusion, USAID ended thls component of the project's work 

CONCLUDING PERSPECTIVES 

As noted at the outset, the PFAP has been hghly successful in supporting the reform and 
modernization of the Egyptian tax system l h s  success, In turn has contributed sigmficantly to 
improved fiscal performance m Egypt, mth the budget deficit declining to only 1 percent of 
GDP at the close of the project Th~s in turn contnbuted significantly to dramatic improvement in 
the Egyptian economy, including a drop in inflation fiom 15 percent in 1990/9 1 to only 4 percent 
in 1997198, and strong economic growth, whch has averaged over 4 5 percent per annun over 
the last five years 

There are a number of factors that contnbuted to the project s success They mcluded a 
comprehensive approach to tax reform that Included both policy and admimstrative reform, 
strong project management and oversight from USAID's Project Officer, Ms Iman Aly El 
Shayeb who supported redrrection of project activities at key times in the execution of the 
project, strong leadershp from the GoE Mimsters' of Finance and from the tax department 
Commissioners, particularly Commissioner Mahmoud All from the Sales Tax Department, 
access to some of the top tax policy and tax administration professionals in the world, many of 
whom contr~buted to t h s  project over the full durat~on of the project, ~ncluding some as resident 
advisors, and a strong, capable local project staff 
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INTRODUCTION 

This report presents a comprehensive surnmq of the technical assistance provided to the 
Government of Egypt's Mimstry of Finance by KPMG's Barents ~ r o u ~ '  under the Public 
Finance Administration Project This Project has been funded by the U S  Agency for 
International Development under Contract No 263-00-89-00096-00 

USAID designed the Public Finance Administration Project (PFAP) to support the reform and 
modemzation of Egypt's tax system The project began in October 1989 and extended over a 
period of mne years, through November 1998 The project was intended to be comprehensive in 
a number of important ways 

+ First, it addressed the fill range of direct and Indirect taxes levied by the Government of 
Egypt and admustered by the Ministry of Finance 

+ Second, it combined reform of the tax structure with reform of the system of tax 
admimstration, includmg introduction of computenzed systems 

+ Finally, it recogmzed that fiscal policy and administration was but one of several areas m 
which major reforms were underway in Egypt, others included greater reliance on market 
pnces for resource allocahon, pnvatization, financial sector reform, and exchange rate 
reform The PFAP was Intended to complement and reinforce these other reforms 

The Project was, from its very earliest days, a team effort, w t h  Barents Group worlung in 
partnership w t h  the Mimstry of Finance and USAID to achleve the objectives established for the 
Project The Project enjoyed the support of the hlghest officials withm the Mimstry of Finance, 
mcluding the active involvement from the outset of Dr Mohamed El Razaz, who was then 
Minister of Finance, and worked closely with USAID officials, most notably Project Officer Ms 
Iman Aly El Shayeb, in the p l m g  and implementation of the Project 

The accomplishments acheved by the Project and detailed in t h ~ s  report reflect a long penod of 
close and mutual cooperation between the Project Team, a dedicated group of Egyptian officials, 
and strong and continuing support from the Project Officer and others at USAID From the 
beginning, USAID recogmzed that if the Project was to succeed, the Mimstry would need to feel 
comfortable that the Project team was not slmply advocating a set of policy reforms 
recommended by the US Government, but that it was serving as advisors to the Miustry and 
helping to develop a set of policy reforms that best su~ted the Egyptian context 

In the penod from 1989 through 1995, tax reform ~nitiatlves were led directly by Mimster Razaz, 
beginning in 1996, they were led directly by hls successor, Mimster Mohei El Din El Ghanb 
The leadership from wthm both the Sales Tax Department and the Tax Department are to be 
particularly commended for their efforts in tmplementing policy and administrative reforms 

a ' The contract was init~ally w ~ t h  KPMG Peat Marwck and the project was staffed and dlrected by KPMG's Policy 
Economics Group, a unit centered m Washmgton DC In November 1994 t h ~ s  group was established as a separate 
KPMG Company and renamed the Barents Group LLC In t h ~ s  report all references are to Barents Group 
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Commissioner Mohamed Mahrnoud All, and his predecessor Mr Ahrned Abd El Radi Ismail, 

@ 
were instrumental in introducing a new General Sales Tax in Egypt and developing a modermzed 
department to administer it Similarly, Commissioner Fakhri Saad El Din Awad, and his 
predecessors Mr Fathi Abd El Balu and Mr Usama Abd El Sadiq deserve credit for their 
leadersh~p of reform and modernization of the Tax Department over the course of h s  project 
All gave unselfishly of their time and department resources in support of the Project 

The Government of Egypt also provided extensive support to the Project through the provision of 
suitable working quarters, access to senlor tax officials throughout the Project, and execution of 
an extensive data collection effort by teams of tax officers The Government also supported the 
collection of background information and data from agencies outside the Ministry of Finance, 
such as the Central Agency for Public Mobilization and Statistics (CAPMAS) 

In support of this large and important project, Barents Group in turn was able to bnng to h s  
Project some of the leading and most expenenced public finance economists, policy analysts, tax 
administrators, and information technology professionals in the world Some of these individuals 
served in a resident advisor capacity over the course of the project, while others served as short- 
term advisors These expatnate advisors were supported by an outstanding team of local 
Egyptian professionals and support staff A listing of Project Team participants, and thelr 
substantive areas of work on the Project, are presented in Appendix A of this report 

This report is organized into an Executive Summary, nine separate chapters, and three 
appendices The content of these chapters and appendices is as outlined below 

0 Chapters 
I 
I I 
I I1 
I v 
v 
VI 
VII 
VIII 
IX 

Project Scope of Work 
The Econormc and Fiscal Setting 
Introduction of Policy Reforms 
Analyvng Policy Reforms 
Admirustrative Reforms 
Computenvng the Departments 
Trmmng 
Local Public Finance 
Concluding Perspectives on the Project 

Addenda 
A Project Personnel 
B Key Government of Egypt Personnel 
C Listing of Project Papers 

The report, by des~gn, focuses pnmmly on the work of the short- and long-term Barents advisors 
over the 1989-1998 penod In effect, it attempts to document fully the work that was 
accomplished with the funds provided by USAID to support tax reform and modenuzation m 
Egypt Notwithstanding this focus of the report, it is important to emphasize that the work 
performed by the Barents advisors is but the "apex of the pyramid" of the totality of work 
performed In rlrtually all areas of reform and modernization, the work of Egyptian policy 
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officials and staff in the Mlmstry of Flnance, the Tax Department, and the Sales Tax Department 
greatly evceeded that of the Barents advisors Accordmgly, credlt for successes m tntroducmg 
reforms and modernization belong largely to them, even if they are not well documented in this 
report 
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EGYPT PF4P I PROJECT SCOPE OF F O R K  

I PROJECT SCOPE OF WORK 

OVERVIEW 

In order to assess what has been accomplished under the Public Finance Administration Project, 
it is important to understand the overall objectives established for the project These objectives 
were irutially delineated In an internal USAID Project Paper in 1987, which was subsequently 
transformed into a Request for Proposals that was issued in the fall of 1988 This scope of work 
outlined in this RFP, broadly defined, was to support the Government of Egypt's efforts to 
reform and modernize its tax system 

The RFP requested techmcal assistance in three specific areas (1) income tax reform and 
modemzation, (2) consumption tax reform and modermzation, and (3) special stud~es of 
property and inheritance taxes A fourth component of the project, modernization of customs 
adrninlstration, was not a part of the competitive tender, and was instead awarded to the U S 
Customs Service under a Partlclpating Agency Services Agreement (PASA) The customs 
techmcal assistance was to begin at the same time as, and be coordinated with, the techca l  
assistance to be provided by the pnvate sector firm 

In response to the RFP, Barents Group (then the Policy Economics Group of KMPG Peat 
M w c k ) ,  and other firms, submitted proposals to perform the requested scope of work Barents 
Group had the good fortune to be selected to perform the work, which was finalized by the 
sigmng of a contract in late summer of 1989 The scope of work outlined in the WP, and in 
Barents Group's proposal was incorporated into the contract between USAID and Barents 
Group, whch was amended from time to time to reflect the changing circumstances that 
emerged over the course of the project 

Work commenced under a 30-month contract b e g m n g  m October 1989 Under USAID's 
project design, this was Phase I of the project and was to focus pnmmly on developmg a 
comprehensive tax reform program for the Government of Egypt (GoE) The intent under the 
project design was to fund a second phase, to support the implementation of the tax reform 
package and associated administrative reforms, if the GoE agreed to move forward with major 
policy reforms 

In fact, policy reform moved forward on a faster schedule than onginally envls~oned in the 
project design because the GoE accelerated its plans to implement a broad-based sales tax To 
USAID's considerable cred~t, ~t responded to the changing reform schedule by modifiing the 
scope of the project quickly, which allowed the project to support t h~s  major reform 
implementation effort 
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PROJECT SCOPE OF WORK 

@ The two prlmary objectives of the Publ~c F~nance idmin~stration Project, as outlined in 
USAID's project design and the subsequent Request for Proposals, were 

+ To support the M~lustry of Finance (MoF) in its efforts to design, implement and admimster a 
tax system that is revenue productive, equitable, and neutral in its effect on work and 
investment incentives, and 

+ To give t echca l  assistance to the MoF so that, by the end of the project the Mmstry and its 
departments would be equipped wth the necessary tools, techques and capabilities to 
continue the process of modemzing and adapting to change 

In support of these general objectives, speclfic targets and objectives were established for the 
PFAP over the life of the project, including the following 

+ Enactment and implementation of a modern sales tax in place of the consumption tax, 

+ Enactment and implementation of a Global Income Tax to replace the schedular income 
taxes and general mcome tax, 

+ Computerization of the adrnimstration of the income and sales tax systems, 

+ Development of modern tramng facilities and improved programs for continued t r a m g  of 
Ministry personnel, 

0 + Reorganization of the tax departments within the M~nistry, 

+ Implementation of unproved administrative procedures and improved methods for assunng 
tax law compliance, and 

+ Establishment of trained economic research units in the tax departments and the MoF 

PHASE I 

The initial scope of work m Phase I of the project design was focused on two major areas of tax 
reform - income tax reform and consumption tax reform It also included two separate studies 
(one of inheritance taxes and the other of property taxes) and the development of a plan to 
modern~ze the Tax Department's trainmg facilit~es The Phase I scope of work also included 
technical assistance related to customs administration reform and modemzation, whch is 
generally not covered m tlus final report since ~t was under the direction of the U S Customs 
Service 

The ant~cipated scope of work for Phase I was modified in two important ways d m g  the first 
year of the project First, funding was provided to support the implementation of a new sales tax, 
includ~ng the development and installation of a cornputenzed sales tax processing system Thls 
change was In response to the acceleratmg pace of reform announced by the Government of 
Egypt (GoE) Second, a Local Government F~scal Management Study was added to the scope of 
work to assess the types of reforms requ~red to Improve the provision and financing of services 
provided by local governments in Egypt This change too resulted from promising developments 
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In the area of local government finance reform The five major components of the Phase I work, 
as amended, are outlined below 

1 Phase I Project Component Admmstratlon and Policy Analysls 

+ Design a comprehensive senes of tax policy and administration reform scenmos, supported 
by tax model s~mulations of their revenue and economic effects, prioritize plans of action, 
support the drafting of legislation, and assist in whatever ways possible in implementation of 
tau policy reforms 

+ Assist the GoE in implementing a public awareness campaign informing the public of 
changes in the tax laws 

r Design and assist the GoE m implementing an integrated Management Information System in 
the Tax Department and Sales Tax Department 

+ Conduct special studies of the property and inhentance tax systems 

2 Phase I Project Component Income Tax Adm~n~strat~on 

+ Continue initiatives begun under the pnor Tax Administration Project (TAP) conducted by 
the U S Internal Revenue Service under agreement with USAID in (a) r eo rgmmg the Tax 
Department, (b) developmg tax tramng capacity, (c) computenzing tax adrnimstrabon 
functions and (d) streamlinmg collection and audit functions 

+ Recommend and field test new lmtiatives to (a) acheve greater efficiency and equity in tax 
administration, (b) create a taxpayer identification system and tracking system, (c) Improve 
examination and collections systems, (d) expand the automated data processing plan for 
income tax functions, (e) improve personnel development and training plans, and 
(f) reorganize the Tax Department 

3 Phase I Project Component Consumption Tax 

r Studv and recommend reforms to the Consumption Tax ~e~artment 's '  admimstrative 
systems and assist the Department in improving its efficiency in assessing and collectlng 
taxes 

+ Prepare recommendations covemg (a) creatlon of a taxpayer identification and traclung 
system, (b) procedures for streamlinmg the assessment and collection of taxes, (c) procedures 
for increasing the capability to record, store and retneve mformation, and (d) expanded 
management and techmcal traimng 

+ Under amendment to the onglnal scope of work, provide technical assistance for all elements 
of the GoE's initiative to introduce a broad-based sales tax in Egypt, mcluding empirical 
analysls of revenue and economic effects, review of draft legislation and recommendations 
for change, training support, support In developing new registration procedures and tax 
forms and assisting in designing a new organizational structure and new procedures 

m Pnor to the mtroduct~on of the General Sales Tax tn 1991 the Sales Tax Department was called the Consumptlon 
Tax Department 
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+ Also under amendment to the original scope of work, take the lead responsibility for 
developing a computerized sales tax processing system Th~s  lncluded procuring computer 
systems for the regional and central offices, developing software for the new processing 
system, and tralning Sales Tax Department staff on the use of the new computer systems 

4 Phase I Project Component Tramng 

+ Submit a plan for modernizing the Tax Department's train~ng facilities and execute the 
approved plan 

+ Assess the desirability for out-of-country trairung for Tax Department staff 

+ Develop recommendations for new t r a m g  centers after modernization of existing centers 
has been completed 

5 Phase I Project Component Local Government Tax and Flscal Reform 

Late in 1990, there were indications that the GoE might be wlling to begin granting greater 
fiscal autonomy to local governments USAID had invested substantial sums of money 
previously in local government reform Because th s  opportwty looked very promising, USAID 
moved qu~ckly to add a new task to the Public Finance Administration Project to assess the 
prospects for local gokernrnent fiscal reform in Egypt The scope of work under this task was to 
review in detail the structure of the existing system of local government finance and the means 
by whlch that structure could be changed over time to 

@ + Increase local government revenues, 

+ Improve the effic~ency by whch these revenues are collected, 

+ Develop a fiscal structure that allows the MoF to have a more uniform and more accurate 
accountmg of local government fiscal act~vity, and 

+ Develop a fiscal structure that prov~des local governments with greater autonomy in the 
setting of thelr own pnontles 

PHASE I1 

At the conclusion of Phase I, USAID was clearly pleased wth  progress on the reform front by 
the GoE The General Sales Tax had been implemented, thereby putting the GoE tax reform 
program ahead of the schedule onginally envisioned In addition, discussions regarding future 
income tax reforms were actively underway wth  the Mimster and his designees, using the 
project team's report, "A Comprehensive Tax Reform Program for Egypt" as the basis for these 
discussions The GoE commitment to reform, whch was by project design to be a cntical factor 
in USAID's dec~sion as to whether or not to extend the project to Phase 11, was clearly evident 
As 1s customary with large USAID-funded projects, the PFAP was subjected to a cntical 
performance revlew towards the end of Phase I This review, which was conducted by Dr Roy 
Grohs, a Senlor Economist from USAID Washngton, was very favorable to the overall 
performance of the GoE In moving pol~cy reform forward, of Barents In rts support of this effort, 

0 of its report on comprehensive tax reform, and of the USAID Project Officer for her oversight of 

Barents Group LLC 1-3 December 1998 
R LGL PTFINrVVM-VERSWmaIEgypt4 doc 



E G I P T  PF4P I PROJECT SCOPE OF WORK 

the project Accordingly, the recommendation was made to extend the project to a second phase, 
as onglnally envisioned in the project design 

The scope of work for Phase I1 reflected the experiences and outcomes of the Phase I effort and 
was divided into three major components (1) sales tax reform and modernization, (2) income tax 
reform and modernization, ideally patterned after the project team's recommendations, and 
(3) training The local government tax and fiscal reform component of Phase I was not extended 
by USAID because Phase I activities demonstrated that the GoE was not prepared to move 
forward at that time with imtiatives to decentralize delivery of local government services, the key 
objective of this assistance Also, it should be noted, the decision was made by USAID not to 
extend the customs t echca l  assistance into a second phase 

1 Phase I1 Project Component Sales Tax Reform and Modermzatlon 

The tasks under this component were deslgned to support the new Sales Tax Department in its 
administration of the General Sales Tax (introduced in May 1991) and to help it prepare for 
expansion of the tax to the wholesale and retail level at some future time The major tasks 
identified for this Phase of the project were 

+ Provide day-to-day t echca l  assistance to the Sales Tax Department on Issues related to the 
efficient operation and admlmstration of the General Sales Tax, as mtroduced m May 1991 
This assistance was directed towards 

0 The Department's enforcement and audit activ~ties, and their effectiveness in promotmg 
high voluntary compliance wlth the new General Sales Tax, 

0 Wntten t echca l  decisions and procedures established to admimster the sales tax, 

0 Adherence of distnct and regional office operations to wntten instructions and 
procedures, 

0 The evolving orgaruzational structure of the Department and its effectiveness in 
supporting eficient sales tax administration 

0 The coordination of the Sales Tax Department and the Customs Department in collecting 
and administering the sales tax, and 

0 The distnct and regional office support of and use of the computenzed sales tax 
processing system that was bemg developed by the project team 

+ Provide t echca l  support to the Department as it prepared for and implemented the planned 
expansion of the General Sales Tax to include additional servlces and to the wholesale and 
retad trade sectors T h ~ s  major effort was to include 

0 Draftlng legislation and related minlstenal decrees, 

0 Analyzing the revenue and economic effects of the reforms, 

0 Designing new tax forms, instructions and procedures, 

0 Preparing training matenals for Department staff reflecting the implications of the policy 
reforms for internal management, 
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0 Preparing educational materials for new registrants and the general public, and 

0 Assessing the implications of the reforms on the structure and staffing requirements of 
the Department's orgamzation 

+ Provide technical support to the development of a comprehensive sales tax training program 
using modern training techniques and technology 

+ Provide regular written reports to the Department evaluating both progress made and 
obstacles identified in improving the effectiveness of Department operations 

+ Continue to take a lead role in enhancing and expanding the use of computer technology in 
support of administration of the General Sales Tax This assistance was to include 

0 Supporting Department efforts to expand the General Sales Tax Administration 
Computer System (GSTACS) in many ways introducing the system into distnct offices 
in support of their operations, evaluating and developing a computerized system to allow 
central, regional and district offices to communicate electronically, procmng computer 
hardware and software for the system's expansion, and providing techca l  computer 
training to new Department users of the system 

0 Assisting the Department in prepmng additional management information reports that 
would maximize the usefulness of the computer system 

0 Prepmng comprehensive user documentation (in English and Arabic) and techmcal 
documentation (in English only) of GSTACS, which was in the process of bemg 
developed by the project team 

0 Providing day-to-day techmcal support to the Department in maintaning the system and 
in responding to hardware and software problems that arise 

0 Providing formal and on-the-job tramng so that the Department's ADP unit would be 
able to support the sales tax processing system independently 

2 Phase I1 Project Component Income Tax Reform and Modernlzat~on 

In contrast to sales tax reform, whch was ahead of the schedule onginally anticipated in the 
USAID project design, income tax reform was proceeding apace essentially as planned Dmng 
Phase I, the project team had prepared a comprehensive tax reform plan for the GoE's 
consideration, and as Phase I1 began, that plan was under active review by and being discussed 
with the Minister of Finance With t h s  as general background, the scope of work envisioned for 
Phase I1 in support of income tax reform and modernization was as follows 

+ Provide technical support to the Mmster of Finance and the Tax Department in support of 
planning for and implementing reform of income and other taxes administered by the Tax 
Department This technical support was expected to be directed towards 

0 Drafting of leg~slation and related mmstenal decrees, 

0 Analyzing the revenue and economic effects of tax reform (using the analytic models 
developed dunng Phase I), 

0 Designing new tax forms, instructions, and procedures, 
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0 Preparmg educational matenals for the public, 

0 Introducing new sy stems of withholding, and 

0 Revis~ng the Department's organizat~onal structure 

+ Prov~de technical support to Improve the effectiveness of the Tax Department's ongoing tax 
administration operations (recognizing that the breadth and scope of tax reform could 
significantly affect these operations) Thls assistance was expected to include 

0 Prov~dmg technical support for the introduction of unproved compliance techn~ques, and 

0 Prov~ding technical support to the development of a modem comprehensive income tax 
tra~ning program 

+ Provide continuing technical support and oversight to the ADP (automated data processing) 
Sector of the Tax Department to support their efforts to expand the use of computer 
technology in the administration of income taxes In t h ~ s  effort, the project team was to 

0 Provide general support and assistance to developing a long-term systems design and 
plan and monitor the progress in implementmg that plan, 

0 Ass~st the Department in implementing a w q u e  taxpayer ~dentification system for both 
business and ind~vidual taxpayers, and 

0 Support ongoing efforts to expand the automation of tax adrninistrat~on to the d~stnct 
offices, through support in application software development and through procurement 
and mstallation of computer hardware and software 

3 Phase I1 Project Component Tramng 

Dmng Phase 11, the project was to perform a broad range of train~ng activities coord~nated 
through a resident tramng advisor These activ~ties Included 

+ Techrucal support to the MoF to pursue orgaruzational reforms and lnitiatlves recommended 
by the project team or separately ~dent~fied by the MoF, mcluding creation of addit~onal 
regional tra~ning centers 

t Techca l  support to further modemze traimng facilities, including help to determine pnonty 
equpment and physical facil~ty needs 

+ Development of a training curriculum and design of specific courses that would mtroduce 
improved collection and audit~ng activities in both the Tax Department and the Sales Tax 
Department, targeted toward the reformed tax environment to wh~ch Egypt was and is 
moving 

+ Traimng the newly formed economic research u t s  in the Mimster's office and the two tax 
departments 

The work performed during 1992-1995 under Phase I1 was subjected to a cntical review in 1995 
by a two-person team under contract to USAID These reviewers - Dr W~lliam Fox and 
Mr James Owen - concluded that the project was malung sigmficant progress in advancing tax 
policy and admin~strative reforms Accordingly, they recommended that the work underway In 
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Phase I1 be extended USAID concurred w~th this recommendation and extended the project in 

@ 
several stages, to November 30, 1998 

PROJECT STAFFING AND SUPPORT 

As noted earlier, the Public Finance Administration Project was conducted very much as a 
partnershp between the GoE's Ministry of Finance and its participating departments, USAID, 
and Barents Group The discussion below and the referenced appendices, outline the staffing 
structure and key individuals involved from each 

BARENTS GROUP LLC 

At the time of contract award in August 1989, the level of effort for Phase I of the project 
included five expatriate Resident advisors, approximately fifteen local staff, and extensive 
support from Barents' home office staff and short-term consultants With the modifications 
outlined above to support both implementation of the General Sales Tax and the Local 
Government Fiscal Management Study, two additional resident advisors and approximately five 
local staff were added The resident advisor staffing structure in Phase I was as follows 

+ Chef of Party (Economist), 
+ Income Tax Admimstrator, 
+ Income Tax Admimstrator, 
+ Sales Tax Administrator, @ + ADP Advisor Systems, 
+ ADP Advisor Sales Tax [added in 19901, and 
+ Local Public Finance Economist [added in 19901 

In Phase 11, the size of the project team increased to reflect the expanded scope of work that was 
envisioned to support the major modernization and reform efforts that were taking hold The 
number of resident advisors increased to ten to reflect the Increased emphasis on supporting 
computenzation of the Tax Department and the Sales Tax Department Because of the increased 
emphasis given to training, a tralnlng resident advisor position was also added Also, project 
management support was shifted from Washington to Cairo for the first two years of Phase 11, 
and a resident position was added to provide this support The composition of the resident 
advisor staff at the outset of Phase I1 was as shown below 

+ Chef of Party, 
+ Project Manager, 
+ Income Tax Administrator, 
+ Sales Tax Adminlstrator, 
+ Sales Tax Adminlstrator, 
+ ADP Advisor Systems, 
+ ADP Advisor Sales Tax, 

a + ADP Advisor Income Tax, 
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+ ADP Advisor Telecommunications, and 
+ Tralning Advlsor 

The local staff at the outset of Phase I1 totalled more than twenty people and consisted of an 
office manager, an economist, an accountant, five computer programmers, four translators, 
secretaries, drivers, and office assistants In addition, the project continued to receive extensive 
support from Barents' home office professionals and from consultants dunng Phase I1 

Over the course of Phase 11, as several different times, the overall expatriate staffing levels 
declined as more and more of the project responsibilities were shlfted to the respective tax 
departments being supported by the project l h s  shows that institutionalization of the GoE 
counterparts was advancing throughout the execution of project 

Appendix A, at the ecd of t h s  report, provides a complete l~sting of all project personnel who 
partlclpated in the project, and their pnmary roles on the project 

USAID 

The project benefitted from having Ms Iman Aly El Shayeb as the Project Officer for virtually 
the full duration of project, with the exception of a bnef penod of time when she was on leave 
from USAID Ms El Shayeb had managed the pnor USAID tax project w th  IRS, and she had 
close t~es  w~th the Ministers of Finance and the Commissioners of the Tax Departments Her 
pnor project-related expenence, her close ties to the GoE, and her extensive expenence worlung 
w~th  very sensitive tax policy issues, proved invaluable to the project team in gairnng qulck 
access to the top tax officials in the Egyptian Government The project also benefitted from 
support from higher levels in the USAID organization at t~mes when such support was needed 
T h s  included support from Ms El Shayeb's immediate supervisors (at vanous points, Mr Jerry 
Wood Dr Sam Skogstad, Dr Paul Deuster, Dr Paul Mull~gan, and Mr Robert Wuertz) and 
actlve support from the Mission Directors and Deputy Mission Directors over the life of the 
project 

The project also benefitted from the active support of a number of different contracting officers 
over the l~fe  of the project Their role was an unusually active one, since the project went through 
a number of modifications and extensions, and because there was extensive procurement activity 
throughout the project Mr Michael Nicholas, Ms Grn Kester Ms Beth Paige, Mr James 
Athanas, Ms Anne Teno and Ms Lisa Bilder all deserve special mention for their efforts on the 
project's behalf 

GOVERNMENT OF EGYPT 

The GoE participated actively in all aspects of the project and any successes attributed to the 
project should In large part be considered success of the GoE 

At the highest level, the project team worked closely wlth the two Ministers of Flnance who 
were in office dunng the nine years of project activity, His Evcellency Dr Mohamed El Razaz 
and His Excellency Dr Mohie El Din El Ghmb Both provided their own time and access to 
then- staff in support of all aspects of the project Dr Razaz pres~ded over the implementation of 
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the two major reforms that occurred durmg the project - the implementation of the General Sales 
Tax in 199 1 and the Global Income Tau in 1993 (effective January 1, 1994) Indeed, he was fully 
involved at a detailed level in the full range of policy discussions associated with each of these 
major reforms Dr El Ghanb, in turn has continued to move the tax reform agenda forward wlth 
a number of important reforms - including reform of the tax treatment of interest and further 
reductions in income tax rates - since 1996 These policy reforms are more fully discussed in the 
following chapter He also submitted legislation to the People's Assembly to extend the sales tax 
to the retad level and to replace the cumbersome System of Discounts and Additions with a 
modern estimated payments system 

For the Sales Tax Department, the project team worked closely throughout the project with 
Comrmssioner Mahmoud All and dunng the first eighteen months of the project, with his 
predecessor, Mr Ahrned Abd El Radi Ismail Mr Mahmoud All's outstanding participation and 
exceptional support was and still is noteworthy, and the major advancement of his department 
dmng the course of the project is very much a reflection of lus vision, energy and leadership 
Mr Mahmoud involved many of his senior Department staff in the project, many of whom are 
Identified in vmous chapters of this report and in Appendix B at the end of thls report 

For the Tax Department, the project team worked closely w t h  the three lfferent Commiss~oners 
who served from 1989 to 1998 They were Mr Fatlu Abd El Balu, Mr Usama Abd El Sadiq, and 
Mr Fakhn Saad El Din Awad All participated actively and supported the project and ~nvolved 
many of their semor staff, many of whom are also identified m Appendix B The current 
Commissioner, Mr Fakhn, deserves particular recogmtion for h s  efforts to move forward wth  
project team recommendations dmng the portion of h s  tenure that overlapped wth  the project 
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I1 THE ECONOMIC AND FISCAL SETTING 

INTRODUCTION 

In Chapter I, the scope of work for the Public Finance Administration Project was outlined, so 
that the activities and accomplishments of the project can be understood and assessed relative to 
those that were planned T h s  chapter continues to build the foundation on whch the project was 
conducted by presenting a summary of the economic and fiscal setting that prevailed in Egypt at 
the time the project was imtiated This descr~ption wdl help the reader to understand why USAID 
devoted substantial fundmg to a project of the size and scope of the PFAP at the tune that it did 
and the reasons for giving great prionty m Phase I to promoting major tax policy reforms The 
presentation also descnbes the project team's general perspective on tax reform after it had 
completed its imtial diagnostic of the prevailing tax setting as it exlsted in 1989 

THE ECONOMIC SETTING AT PROJECT INITIATION 

The last half of the 1970s was a penod of continued econormc expansion m Egypt, wth  annual 
GDP growth m real terms averagmg 9 percent per year In the 1974 to 1981 penod After 1982, 
however, the marked declme m oil-related fore~gn exchange revenues had a depressmg effect on 
the level and pace of economc activlty Imtidly, th~s  effect was partially offset by mcreased 
foreign borrowmg, by 1986, however, the Egyptian economy was m severe Qfficulty 

+ Economic growth had fallen sharply to levels lower than population growth, mflation was 
relatively hgh and mcreasmg, and the balance of payments deficit had Increased to a very hgh 
level 

+ Egypt's debt to GDP ratio was one of the h~ghest in the world and the consolidated budget 
deficit had reached 23 percent of GDP 

It is also important to note that Egypt was one of the most controlled economes m the world The 
bulk of its mdustry was state-owned, the Government controlled the pnces of many lrnportant 
products, and the financial sector was largely state-controlled as well as heavily regulated Indeed, 
Government intervenhon m many forms--taxes subsidies, incentives, and regulations--dommated 
the economic landscape m almost every sector 

It is noteworthy that Egypt was also highly dependent upon revenues from external sources at the 
time the project began Oil revenues, revenues from the Suez Canal, tounsm, workers' remttances 
from abroad (particularly Iraq and the other Gulf countries), and fore~gn aid were the mam sources 
of foreign currency needed for purchasmg imports of raw materials, food, and capital goods 
Unfortunately, these sources of funds are highly sensitive to changmg regional and global 
c~rcumstances 
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Beglmng in 1987, the Government of Egypt began to adopt a senes of major policy reforms in an 
effort to cope with these senous economic and structural problems These reforms included 
devaluing its currency, the Egyptian pound, to attempt to restore equlllbnurn m the foreign 
exchange market, moving to market-detenned rates of interest, reducmg ~mpedunents to exports 
and to pnvate investment, and reducmg the public sector deficit by restraimng evpenditures and 
expanding revenues The pace of progress was, however, necessarily gradual, in part because there 
was so much to do and in part because of social and polltical constramts that faced the 
Government Indeed, the social and polltical constramts on economic reform were parhcularly 
strong In Egypt for three reasons 

+ Flrst a central tenet of Egyptian policy for almost 40 years has been the supply of bas~c goods 
and servlces at low pnces and the economc protection of the poorer segments of Egyptian 
soclety n s  c o m t m e n t  has been considered a "soclal contract" between the Government 
and its people, and it can be breached only at great pen1 to soclal and polltical stability 

+ Second, the "social contract" was generally Interpreted by the Egyptian popdabon as lmposmg 
an obllgatlon on the Government to retam all exlstmg public sector workers until rewement 
and to provide employment for all uversity and college graduates - 

+ Thud, the Government had only recently been attempting to extend democracy m varrous ways 
while s~multaneously copmg wth  the detenoratmg economic situation Rap~d populahon 
growth and contmnwg regional and mternal instability served to Increase Egypt's economc 
difficulties at the same time it constramed the opportunities for introducmg radlcal reforms It 
IS alwavs difficult to do more (politically) wth less (economically), and the Government was 
thus compelled to navigate its fiscal course wth great care 

The circumstances outlined above had sigmficant implications for the introduction of tax 
reforms 

+ An important objective of any reform clearly had to at least maintam and perhaps mcrease tax 
revenues in order to reduce the large publlc sector deficit At the same time, the reforms needed 
to lessen the vulnerability of the Government to exogenous factors 

+ Reforms needed to support and encourage the "liberalization" of the Egyptian economy 
Although state-owned enterpnses were expected to contmue to play a d o m a n t  role in many 
sectors of the economy for years to come, the tax system needed to support an environment m 
whlch the pnvate sector was b e g m g  to emerge 

+ In mew of soclal and polit~cal constraints, reforms had to be distnbutionally acceptable 
Slgnlficant tax increases could not be unposed on those who were already strugglmg just to be 
able to obtain the basic necessities of life 

+ The ability to strearnlme and modemze tax administration and introduce sigmficant economes 
was l~kely to be construed to some s~gmficant degree by the Government's general 
employment policies 
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THE TAX POLICY SETTING AT PROJECT INITIATION 

Virtually all taxes in Egypt - in 1989 and at the present - are central government levies and 
include taxes on corporate and individual income, international trade and domestic consumption, 
stamp dut~es, and a range of miscellaneous taxes Tax revenues in general accounted for more 
than half of all central government revenues in fiscal year 1988189, the prlmary sources of 
non-tax revenues were the transfer of profits from the Egyptian General Petroleum Company, the 
Suez Canal Authority, and the Central Bank of Egypt The composition of tax revenues, for the 
period from 1981182 to 1988189, is shown m Exhbits 11-1 (Revenues rn Egyptian Pounds) and 
11-2 (Revenues as a percent of GDP and as a percent of Total Tax Revenues) 

E x h ~ b ~ t  11-1 
Composibon of Tax Revenues 

(LE Mdhons) 

Individual Income 
Taxes 

1 1,581 / 555 1 561 ( 713 1 932 1 947 / 1,165 1 1,474 

Corporate Tax 
- - 

7171 1,3321 1,0531 1,2481 1,4201 13431 15541 1,866 

Inher~tanceEstate 1 81  121 141 161 191 251 301 20 
Tax etc 

Sub-Total 

Consumption Tax 

Customs Dut~es 

Stamp Duties 

Tax Revenues as 
a percentage of GDP 1 2481 2151  1871 1781 1681 1321 1301 128 

2,298 

813 

1,575 

23 9 

Other Tax Revenues 

TOTAL 

GDP 

I I I I I I I I 

Source Barents Group A Comprehensrve Tax Program for Egypt' October 1991 
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1,887 

1,195 

1,664 

254 

226 

5,157 

20,781 

1,614 

1,302 

1,920 

308 

178 

5,190 

24,170 

1,961 

1,444 

1,907 

344 

184 

5,342 

28,504 

2,352 

1,489 

1,808 

3 83 

I 

2,290 

1 722 

1 929 

430 

402 

6,798 

5 1 566 

234 

5,906 

33,132 

3 87 

6,438 

38,356 

2,719 

1,894 

2,378 

495 

48 1 

7,996 

61,713 

3,340 

2,407 

2,848 

72 1 

458 

9,793 

76,791 
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E x h ~ b ~ t  11-2 
Compos~tlon of Tax Revenues 

(Percent) 

3. As percent of Total Tax Revenues s 

The data show that the ratio of taxes to GDP fell dramatically fiom 198 1/82 to the end of the 
decade, whch explans to a significant extent why the Government's budget deficit reached such 
h g h  proportions The sharp relative reduction in Government tax revenues - from 24 8 percent 
of GDP in 1980181 to 12 8 percent in 1988189 - resulted pnmmly from relatlve reductions in 
income taxes (from 11 1 percent of GDP to 4 3 percent of GDP) and customs dutles (fiom 
7 6 percent of GDP to 3 1 percent of GDP) 

1988189 
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This unfavorable fiscal trend resulted from several characterlstlcs of the Egyptlan tax system 
both structural and administrative These charactenst~cs included 

+ Excesszve relzance on taxes that were du-ectly lznked to the external sector The project team 
estimated that at least half of central government tax revenues were dlrectly dependent on the 
external sector in the late 1980s 

0 Vulnerabdlty of the tax structure to znjlatzon Although the mcome tax was progressive 
overall, inflation had an adverse impact on collections because of the long lags between 
assessment and collection and the inadequate penalties that were applled to delayed 
payments At the same tune, Inflation adversely affected mduect tax revenues because of 
the specific nature of most consumption taxes 

0 Tax evasion There was a strongly held view that there was a hgh  degree of tax evasion, 
p ~ c u l a r l y  fiom Income taxes, that resulted in a sipficant erosion of the tax base 

Pnor to the imtiation of the PFAP, there had been no major simplification or restructmg of 
direct or indirect taxes in Egypt for decades The long-standing tax structure is bnefly 
summarlzed in the discussion below 

+ Taxatzon of Corporatzon Income The taxation of corporate mcome included the income of 
government enterpnses and branches of foreign corporations, as well as comparues 
incorporated m Egypt The law was charactenzed by a wde  range of conflictmg provisions that 
distort economc activlty 

0 The standard tax rate was 40 percent, though a preferential rate of 32 percent applied to 
profits fiom exportmg and industnal activities (and a 40 55 percent rate was applled in the 
case of oil exploration and production compames) 

0 The tax base was sipficantly eroded by widespread use of tax holidays (penods of almost 
complete exemption from tax) and tax free zones (defined geographcal areas and forms of 
economc activity m whch tax was not chargeable) Compames were able to enjoy tax 
holldays of between five and twenty years and abuse of the system was said to be 
wdespread The law on the subject was ill-defined, and m many cases it was not clear 
whch type of company qualified for a tax holiday It was also possible to sunply change 
the legal form of the company, whde maintaimng the ownershp and economic substance, 
in order to qualify for a fresh hollday penod once an exlstmg one explred 

0 The tax base for corporabons was further eroded by the provision for investment 
allowances for the cost of new machinery and equipment (beyond normal depreciation 
allowances), and other tax preferences (such as a deduction for Imputed rent of company- 
owned bmldmgs occupied for business purposes) 

0 Most forms of government, bank and corporate mterest were hardly taxed at all Interest 
received by mdividuals was exempt while only 10 percent of mterest received by 
corporations was taxed Interest expenses, nevertheless, were deductible This not only 
distorted capltal flows but also promoted tax arbitrage, whereby corporate tax habillties 

0 The last major piece of dlrect tax legislation had been the enactment of Law 157 of 1981 which to a very large 
evtent merely recodified the previously-exlstlng law 
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could be reduced by tax-dnven borrowing The result was a sigmficant revenue loss By 
way of trying to compensate for t h~s  anomaly companies listed on the Stock Exchange 
were allowed a tax exemption equal to the product of thelr "paid-in" equity capital and the 
Interest rate set by the Central Bank This deduction for a fictional investment was wdely 
regarded as only mcreasmg the anomalous treatment of investment mcome and further 
erodmg the tax base 

0 Treatment of depreciation was unnecessmly complicated Under Egyptian tax law there 
were seven rates of depreciation applied to approximately fifty categones of assets The 
asset classification was very specific and contained unnecessary, if not confusmg, 
distinctions (e g , pmtmg equpment, pnnting machmes, and bars and steenng wheels of 
pnnting machmes were depreciated at different rates) The system lacked transparency 
because much depended on the outcome of negotiations wrth individual tax officials 
Taxpayers therefore lacked certamty as to the probable tax consequences of mvestment in 
new busmess equipment 

0 A further obstacle to Investment in equity capital was presented by the vmous stamp 
duties charged m connection wth  shares A fixed duty was charged on issued capital at 
the time of incorporation or when the corporation increased its share capital, an annual 
duty was charged on shares, quotas and debentures issued by Egyptian compames, and a 
proportional duty was charged on the buying and selling of shares 

0 Conversely, the corporate lncome from whch dividends were pad  was taxed at the 
corporate level and agam when pad as dividends to shareholders under the General Income 
Tax Dividend mcome was thus taxed M c e  Thls double taxation was becommg more 
sigmficant as the GoE began trymg to promote investment and the growth of efficient 
capital markets 

0 The allowances for bad debts were also unnecessmly constramed A tax deduction for a 
bad debt could only be obtamed if the debt had been declared bad by a very prolonged 
judicial process Tax deductions m respect of reserves for probable bad debts could not 
exceed five percent of net mcome These restnctions were, of course, particularly onerous 
for financial concerns, especially banks 

4 Tmatzon of Indzvrdual Income The income tax on individuals was collected under four 
separate schedular taxes, together wth a supplementary and overlapping General Income Tax 
It was generally considered to be unnecessmly complicated, difficult to adrrrrmster, and 
susceptible to abuse In addrtion, each schedular tax had its own rules for computmg taxable 
income, and w h  the schedules were vmous specific deductions and allowances, such as an 
allowance to professionals for "personal depreciation" These deductions often had little 
justification, rendered computation of taxable income hghly complex, and generally eroded 
the mdividual income tax base The four schedular taxes were 

0 A schedular tax on wages and salanes levied on lncome denved from employment Th~s  
tax was levied at progressive rates ranging from 2 to 22 percent Several categones of 
allowances pad  to employees were tax exempt and several deductions and exemptions 
were allowed, includmg a family burden exemption 
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0 A schedular tau on mobile cap~tal was applicable to certain interest income (most interest 
income was exempt from tax), foreign source dividends, and most payments to officers and 
directors, at a flat rate of 32 percent 

0 Two schedular taxes were levled on umncorporated business profits, one on commercial 
and industrial profits and one on professional profits Both taxes were progressive, wth  
rate structures rangmg fiom 18 to 40 percent on commercial and mdustnal profits and 20 to 
30 percent on professional profits The rules for determin~ng profit were s~mlar  to those for 
corporations, except that the profess~onal tax allowed a deduction for professional 
depreciation equal to 10 percent of net Income 

In addition to the above-mentioned scheduler taxes, other characterist~cs of the taxation of 
individual income included the following 

0 The supplementary General Income Tax, whlch was applied in additlon to the scheduler 
taxes, was appl~cable to mdividuals whose mcome exceeded LE 2,000 per year The tax 
base mcluded mcome from every source subject to a schedular tax plus certam other 
lncome (e g , one-half of dividends pad by Egyptian registered comparues, all dividends 
from unregistered compames, rental rncome from unfurnished housmg, and mcome from 
agricultural property) The rates of tax were steeply progressive, wth a maxllllum rate of 
65 percent A deduction from taxable mcome was allowed for schedular taxes pad  
Although general mcome tax rates were hlgh, revenue was low, reflecting a very low rate 
of compliance w t h  the tax 

0 0 A family burden exempbon was allowed--rangmg fiom LE 720 to LE 960 dependmg upon 
the taxpayer's manta1 and farmly c~rcumstances--for all of the schedular taxes except the 
mobile cap~tal revenue tax Th~s  exemption could only be clamed once, however, even if 
the taxpayer had lncome from more than one revenue source 

0 Egvpt had a system designed to ensure current payment of tax by both mdividuals and 
corporations known as "Discounts and Addihons" Under ths  complicated system, 
designated firms wthheld tax on transactions of purchase and sale wth pnvate (not public 
sector) firms Tax collected under h s  scheme was accounted for by the wthholdmg agents 
on a quarterly basis and a detsuled report of transactions - specific to each taxpayer who 
had transactions m the quarter--was subrmtted to the Tax Department The taxes pad  under 
Discounts and Additions were to be deducted from the taxpayers final tax bill However, 
many taxpayers complamed that, because of the excessive paperwork required by the 
system, they did not receive the deducbon due for tax pad 

0 The penalty system appl~cable to acts of non-compliance was Inadequate Penalties were 
appl~cable to falure to keep adequate business records, late filing of returns, non-filing of 
returns, under-reporting of income and fraud However In many cases the penalty was 
too low to act as an effectwe deterrent to non-compl~ance In add~tion many penalties 
were criminal" in nature, whch meant that they were not Imposed automatically by the 
tax authorities but had to be pursued through the courts Given that the legal process was 
long and costly, it had become common practice for the tau authonties to forego 
penalties 
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0 Similarly, the interest provisions relating to late payment of tax also encouraged delay 
particularly in a period of high inflation On self-assessed tax, interest did not begin to 
accrue on unpaid tax until nine months after the due date for payment, for tax assessed by 
the Department, interest did not apply until January 1 following the date of the 
assessment Given that assessments might be five years in arrears, this had a significant 
adverse impact on revenue flows Moreover, a commercial rate of interest was not 
charged on overdue tax The incentive to taxpayers to raise spurious appeals and to delay 
finalizing tax due was thus considerable 

Tuxes on Consumptron The consumption tax m 1989 resembled more a collection of excises 
than a general sales tax In total, only 124 different items were subject to the consurnptlon tax, 
and of these only half were domestically produced Furthermore, different rates and 
exemptions usually applied, depending upon whether the goods were Imported or domestically 
produced Because the rates on imported goods subject to consumpbon tax were hgher, the 
hlgher tax rates on imports effectively provided an additional element of protection to Egyptian 
busmesses beyond that provided by customs duties The broad range of rates generally ranged 
from 5 to 50 percent From a fiscal policy perspectwe, many problems wth  the consumption 
tax 

0 

0 

0 

were identified 

The base of the tax was too narrow At the tune the project was mtiated, two-hrds of total 
consumption tax revenue was denved fiom only two goods cigarettes and petroleum 
products Nine taxable items accounted for 83 percent of all collections 

The tax had an undesirable protectionist feature, thereby overlappmg wth  the role of 
customs duties, since the tax on over half of the items was essentially restricted to imports 

The tax base Included producer goods as well as consumer goods, (e g , sugar, used as an 
mput to soft drinks) so that there was also cascadmg of the tax 

Taxes on Internatzonal Trade Import duties were a pmclpal source of Egypt's tax revenues 
producmg an average of about 30 percent of revenues dumg the 1980s These hgh revenues 
have as their economc counterpart a high degree of protection There were 11 pnnclpal rates 
of duty, generally rangmg from 5 to 100 percent In addhon, there were four extremely high 
rates on alcoholic beverages 

Stamp Dutles Egypt rased a relatively hlgh proporhon of tax revenues - averagmg 7 percent 
dumg the 1980s - from stamp duties In addition to the traditional documentary stamps, these 
duties were levied on government and public sector payments, mcluding wages, corporate 
shares, and debentures, utility services, and banlung servlces Some were in effect 
supplementary license fees The rates of duty were mostly specific in nature, ad valorem rates 
applied to only a few items 

Other Taxes The Government levled a number of other taxes that raised relatively small 
amounts of revenues These other tax sources included 

0 A Social Solidmty Tax that applied to work p e m t s  for Egyptians working abroad, some 
pnvate cars, and tickets for foreign travel purchased m Egypt 

0 A State Financial Resources Development Duty, whch imposed a tax of 2 percent on 
individual and corporate incomes in evcess of LE 18,000, and therefore overlapped an 
already complicated income tax system 
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0 An Inheritance Tax, which was reformed just pnor to irutiation of the project that 
probably produced less revenue than it cost to administer it 

0 Property taxes, which were applicable to (1) urban, pnvately-owned commercial buildings 
and luxury housing, (11) land used for agricultural purposes, and (111) urban vacant land 
Property taxes were levled at uniform, centrally established rates and produced relatively 
small amounts of revenues Failure to carry out frequent and effective revaluations of 
property and to revise the rates chargeable in lme w t h  changing property values had led 
to significant erosion of property as a tau base 

The objectives of a comprehensive tax reform program were relatively quickly determined by the 
project team to include the following 

+ Improved revenue productzvlty It was clear that a basic objective of tax reform in Egypt had 
to be to mcrease revenue yield to the central government and to rase the buoyancy and 
elasticity of the tax system as a whole The very low responsiveness of tax revenues to 
economc growth, whch had been a major contributor to the fiscal problems that plagued 
Egypt d u n g  the 1980s, needed to be improved as part of a sustamed and effective program 
of deficit reduction 

+ Fazrness An objective of any tax reform should be to assure that the tax system is far, 
imposing little ar no tax on the poor, treating those with equal incomes equally, and imposing 
a hgher share of the tax burden on those with higher mcomes Farness also requires that 
those who owe taxes in fact pay them a t Neutralzty Any tax system should be designed to interfere as little as possible wlth the 
decisions of b&nessei and individuals in response to market o p p o ~ t i e s  In view of the 
large distortions in economic and financ~al decisions that resulted from the tax system in 
Egypt, t h s  pnnciple took on particular importance as the country began to increase its 
reliance on market mechanisms to allocate resources and to promote economic growth 

+ SzmpIzJicatzon A key pnnciple underlying the design of a reformed tax and admirustration 
structure is simplicity Simplification includes the design of as simple a tax structure as 
possible that is easily understood by both taxpayers and the tax adrmmstration, eliminating 
duplicative taxes and burdensome methods of collection, removing as many taxpayers from 
the tax rolls as possible, and minimizing the need for filing of tax returns 

+ More eflectzve and eflclent admrnutratron To a large degree the above objectives depended 
upon whether the tax would be effectively administered Revenue, famess, neutrality, and 
simplification all requlre that taxes be assessed quickly and accurately and be paid promptly 
when due Modemzation of tax administration and the mtroductlon of cornputenzation 
would be an essential element of a comprehensive tax reform program, particularly in the 
case of income taxes Modernization and reform could also ultimately reduce the relative 
costs of admilustenng the tax system 
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The project strategy that emerged for achlevlng the objectlves outllned above had several 
important elements 

+ lntroductlon of a global zncome tax First and foremost the lntroductlon of a global Income 
tax In place of the then existmg schedular system of Income taxes, was a pnonty in Egypt 
Under the proposed program of global income tax reform, all incomes would be taxed under 
a slngle schedule of tax rates that would be substantially lower than the existmg law, many 
low Income taxpayers would be removed from the tax rolls, corporate source Income would 
be taxed only once, and tax incentives would be curtailed or ellrmnated, as they were 
generally ineffective and counter-productive 

+ Introductzon and expansion of the role of sales taxatzon Introductlon of a Value Added type 
tax would be a reform of paramount importance Expansion of the tax to a full VAT system 
would provlde a broad based, neutral and buoyant source of revenues to underpin reform 
elsewhere In the system 

+ Elrmznatzon of stamp dutles and duplzcatzve taxes Income and sales tax reform would allow 
many inefficient and burdensome stamp dutles to be ellmlnated As a result, the reformed tax 
system would facllitate tax compliance and Improve tax admlnlstration w t h  no loss of 
revenue 

+ Reform of property and znherztance taxes Property tax reform could be usefully llnked to 
giving local governments in Egypt greater fiscal autonomy The mnhentance tax suffered from 
major defects and was too msigruficant to achleve any economic or soclal purpose 

+ Admrnlstratzve reforms, Structural reform, to be fully successfid, needed to be mtegrated 
with a broad range of admmstrative reforms and modernization efforts, includmg efforts to 
cornputenze tax administration m Egypt, improvement in the current tau payments system, 
reform of the penalty and appeals system, and organlzatlonal reform 

THE TAX ADMINISTRATION SETTING AT PROJECT INITIATION 

The large majonty of the central government's tax revenues were collected by three departments 
in the Minlstry of Finance the Tax Department, which collected all income taxes, stamp dutles, 
the social solldanty tax, the mhentance tax, and a few m~scellaneous taxes, the Consumption Tax 
Department, whlch collected the taxes on domestlc consumptlon, and the Customs Department, 
whlch collected all customs dubes and consumptlon taxes imposed on Imports 

The effectiveness of a country's tax admlnlstration affects all of the objectlves of a modern tax 
system, including ~ t s  ability to generate substantlal revenues, its honzontal and vertical equity, its 
neutrality between different types of economic activity, and its costs of adrmmstration and 
compliance In virtually all of these respects, Income tax administration in Egypt was viewed to 
be far short of acceptable performance 

+ Compliance The Tax Department was tied to a policy of audltlng all taxpayers for every year, 
an enormously resource-mtensive and costly effort Not only was thls an unnecessary and poor 
use of resources, ~t underrmned what voluntary compliance that dld exist Only one m three 

Barents Gt oup LLC 11-1 0 December 1998 
R ~f ( YPTFINALIFIN_ERWIMIE~I./ doc 



EGFPT PF4P II THE EC0,VO~llIC -1,L D FISC -1 L SETTIAG 

taxpavers filed an income tax return and as many as mnety percent failed to pay the amount 
owed by the due date 

Backlog of cases Because the Department did not have the resources to perform the large 
volume of aud~ts that resulted fi-om the 100 percent audit policy aud~ts were often cursory, 
assessments arbitrary, and an enormously large backlog of cases measured in the rmllions, had 
developed over time 

Penalty and znterest structure Poor compl~ance was greatly reinforced by an Inadequate 
penalty structure that effectively encouraged taxpayers to be delinquent in filing returns, 
declanng their incomes, and paymg theu tax liabil~ties At the same time, interest charges 
imposed on late payments were madequate, glvlng taxpayers an incentive to use the 
Government as its lender of frrst choice 

Payments sjstern There was no estmated payments system in effect, either for individuals or 
corporations Instead, Egypt had a cumbersome additions and discounts system, as noted 
earlier, that absorbed enormous amounts of Department (and taxpayer) resources and was only 
applicable to a l~mited class of transacbons 

Admznrstratlve procedures Adrrrrmstrative procedures were almost entirely manual, 
cumbersome, and often duplicabve wthm the Department Not surpnsmgly, the costs of 
collection appeared to be relatively hlgh Moreover, a w q u e  taxpayer identification nurnbemg 
system did not exist, h s  represented a major bamer to successfbl computerization of mcome 
taxes 

Organlzatronal structure Orgaruzational responsibilities were matnxed in a confusmg way 
between those whlch were geographcally-based, whereby distnct offices handled case loads of 
taxpayers in their area, and those whlch were mdustry-based, whereby certain districts handled 
taxpayers In particular industries (e g , s p m g  and weavmg) 

The problems wth income tax admirustration in Egypt, as noted above, were substantial and well 
ingrained wthm the tax system, broadly defined The problems with consumption tax 
admmistrat~on, while similar in some ways, were less severe and quite d~fferent in others For 
example 

+ Descrlptlons of taxable commodities provided in the law were imprecise and problems of 
interpretation arose affecting both taxpayers and officials 

+ Every manufacturer or importer of taxable goods, irrespective of the slze of his turnover, was 
defined as a "taxpayer" and required to register under the tax Although notification of 
registration was recorded manually, the manufacturer was not issued a registration number or 
other unique means of identification 

+ The rules with regard to when the tax was due allowed some manufacturers to escape 
accountmg for tax on some goods sold and to avoid accounting for all mvoices issued at time 
of sale 

The challenges to sales tax administration in Egypt were, in some respects greater than those for 
income tax administration, because the Consumption Tax Department would be asked to shft 
from effect~kelk an excise-based system, where administration is focused on phvslcal controls, to 
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a value added system, where administration is linked to financial records Viewed from another 

@ perspective, however, this major change had the potential to serve as a catalyst for the kind of 
major adrnlnistrative overhaul that was needed in the Egyptian tax bureaucracy 
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111 INTRODUCTION OF POLICY REFORMS 

OVERVIEW 

As noted in Chapter I, the pnmary objective of the first phase of the Public Finance 
Admirustration Project was to be a catalyst to and supporter of tax reform Without question, this 
was a major challenge because, in most countries, major tax reforms occur only infrequently, a 
general rule to whch Egypt had certainly been no exception in the past There was, nevertheless, 
reason to be optlrnistic 

Worlung w t h  USAID, the Government of Egypt (GoE) had approved the project and made 
commitments to move the tax reform agenda forward (a condition for continuation of the 
project into a second phase) 

There was a growng recognition within the GoE, and most certady by the Mimster of 
Finance, that tax reform was badly needed to help address the many economic and fiscal 
woes the country faced 

The International Community - the IMF, the World Bank, and others - was applying 
increasing pressure to the GoE to introduce fiscal reforms, and these pressures could not be 
ignored 

The general atmosphere of optimism was reinforced by the mtial project effort, which was a 
diagnostic review of the Egyptian tax system, conducted m October 1989, by some of the leading 
public finance economists in the world The team included Drs Rchard Bird (who served as the 
overall lead policy advisor dmng Phase I of the project), Harvey Galper (who led the income tax 
reform uutiative), D w n  Johnson (who shortly thereafter assumed the role of resident Chief of 
Party of the project), Charles McLure, and Oliver Oldman T h ~ s  semor team, and the policy 
analysts who worked with them, all had extensive expenence in the area of international tax 
reform and policy analysis The credibility of the team was enhanced at the outset by the fact that 
Drs Bird and Oldman had worked closely with His Excellency Dr Mohamed El Razaz in 1986- 
87 on a pnor tax reform project in Egypt, before Dr Razaz had assumed the role of Minister of 
Finance The positive relationships that were established dmng h s  imtial Mission represented a 
strong b e g w n g  on whch to build 

T h s  imtial diagnostic provided a broad general understanding of the Egyptian tax system and 
provided the foundation for establishmg a research and analysis agenda for the project going 
forward A large number of specific analytic studies were imtiated as a result of this initial 
diagnostic review, as outlmed later In this report At the same time, the foundation was 
established for a major data collection effort which was undertaken jointly by the project team 
and a team of Tax Department professionals selected jointly by the Minlster of F~nance and the 
Commissioner of the Tax Department This data gathenng effort was to later prove critical to the 
empincal analyses conducted by the project team in assessing the potential revenue and 
distributional effects of different tax reform alternatives (The project team's efforts to develop 

Barents Group LLC III- 1 December 1998 
R EGYP7VINALFIN i W m o l E g y p r 4  doc 



EGEPT PF4P III Ih TRODC CTION OF POLICY REFORMS 

databases, build analytic models, and train Egyptian professionals on their use, is discussed more 
fully in the next chapter ) 

The general sense of optimism that was felt at the outset of the project by all who were 
participating m it - the Mimstry of Finance, USAID and Barents-proved justified, based on the 
record of results that has emerged over the last nine years A new General Sales Tax was 
introduced in 1991 to replace the Consumption Tax, and the scope of this tax has periodically 
been expanded A Global Income Tax was introduced in 1994, consolidating the schedular taxes 
and general income tax, and further income tax reforms have been ~ntroduced in the penod since 
Some stamp duties that ~nterfered with market allocations were repealed And protectlorust 
customs tanffs were dramatically reduced, with the top tmff halved, from 100 percent to 
50 percent A summary of the major policy reforms that have been introduced d u n g  the 1990s 
is presented in Exhibit 111-1, so that the reader can get a sense of both the breadth and the 
continuity of the policy reform process d u n g  this penod 

While much has been accomplished in the area of policy reform in the 1990s, wthout question, 
there is more that remams to be done, as is discussed further in the concluding chapter of h s  
report It is very encouraging to see, however, that the GoE has continued to introduce M e r  tax 
reforms, some of them very sigmficant, after introduction of the General Sales Tax and the 
Global Income Tax As the GoE continues to advance a broad-based reform agenda that lncludes 
privatization, financial sector reform, and trade reform, it is important that the tax system reform 
process keep apace of these other irutiatives 

In the discussion that follows, the tax reforms that have been introduced m Egypt, and the project 
team role in supporting these reforms, is presented The sales tax reform is discussed first, since 
it became the imtial focus of the project team and the first major tax reform introduced by the 
GoE This is followed by the discussion of income tax reform, which is subdivided between the 
discussion of the Global Income Tax and reforms introduced after t h s  legislation Other tax 
reforms, including stamp duties, inhentance tax, property tax, and customs duties, are then 
discussed 

SALES TAX REFORM 

PREPARING FOR REFORM 

The introduction of sales tax reform in Egypt reflected a lengthy process of p l m n g  and 
deliberation that dated back to 1978, when an IMF advisor prepared a draft sales tax law for 
consideration by the GoE n s  EMF effort did precipitate some movement forward when, in 
1981, the GoE introduced some minor reforms to its existing Production Tax and began calling it 
a Consurnptlon Tax In subsequent years there were penodic discussions wthm the Government 
regarding the implementation of a sales tax, and there were frequent references to the relative 
ments of a General Sales Tax in the press and at professional conferences But action by the GoE 
was not forthcoming 
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Exhibit 111-1 
SUMMARY OF POLICY REFORMS 1990-1998 

I Sales Tax Reforms 

May 1991 

March 1992 

July 1993 

February 1994 

February 1995 

September 1996 

January 1997 

Malor Reform Introduction of General Sales Tax (GST) to replace the 
prev~ously ewsting Consumption Tax by Law 11 
By Presldent~al Decree, expansion of the tax base to Include more servlces 
notably telecommun~cation services and contracting services and consolidation 
of rate schedule for Table 1 commodities 
By Presldent~al Decree, expansion of the tax base to mclude more servlces, 
rncludmg car rentals, quick mail servlces road tolls, and secunty clearance 
services At the same tune, the 20 percent and 30 percent rates were consolidated 
into a s~ngle rate of 25 percent 
By Presldential Decree, expansion of the tax base to Include more servlces, 
including servlces for the sale of realty and vehlcles 
By Presldent~al Decree, five percentage pomt increase m tax rate on motor 
veh~cles, thereby creatmg a 15 percent rate for lower-valued cars and 30 percent 
for luxury cars 
By Presldential Decree, an Increase m the sales tax rate on luxury cars from 
30 percent to 45 percent 
Law 2 enacted to replace Presrdential decrees referenced above 

II Income Tax Reforms 
January 1994 Malor Reform Introduction of the Global Income Tax by Law 187 to replace 

the prev~ously exlstlng schedular taxes and the General Income Tax 
June 1995 Law 95 of 1995 exempted the profits of a finance lessor from tax for five years 
June 1996 Law 90 of 1996 exempted the lncome of mutual funds from tax 
May 1997 Law 8 of 1997 unified the laws relatmg to tax holidays and t~ghtened the 

leglslat~on appl~cable to the holiday regme 
October 1997 By Department Decree, deprecration classificat~ons were slgnlficantly 

simplified, reducmg the number of asset categories from 50 to 5 
December 1997 Law 162 of 1997 reduced the top margmal tax rates for self-employed 

businesses and professions and further Increased the Family Burden Allowance 
January 1998 Law 5 of 1998 mtroduced slgnrficant reforms to corporate taxation 

0 It restricted the deduction allowable for the cost of borrowmg (interest pa~d) 
to the actual cost of borrowmg This is a major step forward in the tax 
treatment of interest 

0 It mcreased the level of the bad debt reserve deductron available to banks 

III Other Tax Reforms 

June 1992 The Cap~tal Market Law of 1992 repealed the stamp tax on capltal of 
corporations registered on the stock exchange (It also introduced of a 2 percent 
tax on cap~tal galns made fiom the sale of reg~stered shares that was 
subsequently repealed In 1996 ) 

February 1994 A Pres~dent~al Decree introduced a Harmonized Customs Tanff System, so that 
Egypt's tanff reglme follows that of most other countries In the world 

March 1995 Law 11 of 1995 abolished stamp dutles on share holdmgs and share transactions 
of all companies 

July 1996 Law 227 of 1996 abol~shed the Inheritance Tax 
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When the Public Finance Administration Project mas In the process of being launched in August 
1989, in discussions with Mimster Razaz, he made clear the GoE7s intentions to introduce a 
general sales tax in Egypt as soon as possible He hrther indicated that he would expect to rely 
heavily upon the PFAP for extensive support in moving this major imtiative forward To his 
credit, he recogmzed the value that international advisors could add to t h s  important imtiative 
The Minister's announcement immediately shifted the planned focus of the project The onginal 
plan, consistent with the USAID project design, was to focus first on income tax reform and then 
on sales tax reform Based on the discussions with the Minister, the timng of the project focus 
was reversed, and USAID supported this shift quickly and enthusiastically by modifying the 
contract that was then in the process of being finalized with Barents Group, so that the sales tax 
initiative could be fully supported 

Barents Group's efforts to support sales tax reform in Egypt were led by Dr Rxhard Bird, who 
had been involved in the introduction of indirect tax reforms in many countrres around the world 
At the policy level, he was supported by work that was done by Drs John Due and Sijbren 
Cnossen, whose expenence in the area of indirect tax reform were equally impressive In the area 
of tax adrnimstration, Barents provided several hlghly expenenced VAT and sales tax 
administrators with extensive international expenence including Mr James Setter (resident 
advisor), Mr Gordon Cox, Mr Derek Fellingharn, Mr Arthur Morrow, Mr Ken Stacey, and 
Mr Ken Thwaite Finally, Barents Group provided a team of analysts and modelmg 
professionals, led by Mr Fran Greaney, Ms Rita Melhem, Dr Steve Galginaitis, Dr Sergio 
Madrigal, and Dr Loms M i z r h  to develop a comprehensive model for analyvng the economc 
and revenue effects of indirect tax reform This model was completed in the spnng of 1990 and 

@ used extensively thereafter in analyvng the revenue, d~stributional, and economic effects of 
alternative indirect tax policies (Thls modelling effort is discussed in detail in the following 
chapter ) 

As noted earlier, an October 1989 mssion to Egypt evaluated the overall policy landscape for all 
taxes in Egypt Thls was quickly followed by two separate detailed analyses of the orgamzational 
structures and adrmmstrative procedures wthin the Consumption Tax Department and the 
Customs Department (whch would ultimately collect over half of all sales tax revenue) These 
studies resulted in separate project reports that were finalized In January 1990 

+ Mr Gordon W Cox and Arthur C Morrow, "Survey of Indirect Tax System," and 
+ Mr Kenneth Stacey, "Survey of Customs Administration in Egypt " 

These initial efforts, together w t h  the data collection and modelling work that was imtiated at 
the same time, provlded the foundation on wh~ch substantial further work was done Subsequent 
formal project team reports that contnbuted to the planning for future sales tax reforms, and 
extension of the sales tax to the wholesale and retal' ,vel included 

+ Dr John F Due, "The Role of Excises and Related Taxes in the Indirect Tax Structure of 
Egypt," July 1 99 1, 

+ Dr Sijbren Cnossen, "Completing the Move to a Value-Added Tax in Egypt," March 1992, 
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+ Dr Darwin Johnson, Mr James Setter and Mr Derek Fellingham, "Sales Tax 
Implementation An Internal Review," March 1992 

+ Drs Donald J S Brean and Dr &chard M Bird, "Taxatlon of Tourism in Egypt," Apnl 
1992, and 

+ Dr Jorge Martinez, "Trade and Tax Policy in Egypt," June 1992 

From the outset, Minister Razaz, Commissioner Ahmed Abd el Radl, and his newly-appointed 
Deputy, Mr Mahmoud All, recogmzed the magnrtude of the sales tax reform process that was 
being initiated They established an orgmzational structure and process to address all of the 
Issues crltlcal to assuring successful implementation of a new sales tax Under the day-to-day 
direction of Mr Mahmoud All, a dozen committees were established and staffed to focus solely 
on lmplementat~on of a new sales tax These committees, whlch were generally led by seruor 
officials in the Consumption Tax Department, are shown In Exhiblt 111-2, together w th  the 
names of all committee participants 

The project team worked closely w t h  each of these committees Much of t h ~ s  support is 
discussed in Chapter IV, whch discusses the modelling work performed, and in Chapter V, 
which descnbes the project role in supporting sales and Income tax administrative reforms T h ~ s  
chapter, consistent wth its focus on policy reform, describes the project team's work m 
developing the structure, legislation, and supporting decrees of the new tax 

PREPARING THE LEGISLATION * The drafting of legislation and Mimstenal Decrees was an ongoing process over the pemd of 
nearly a year Mlnister Razaz took a major direct role in this effort, uslng draft legislation 
prepared by the IMF advisor in 1978, legislation from other countnes, and extensive matenals 
developed by the project team in support of the legislative draftmg effort By the tlme it was 
finalized, the legislat~on had gone through seven major drafts 

The overall recommendations of the project team regarding the structure of the tax were 
designed to outline what ~t believed to be the optimal sales tax for Egypt, recogmzing that 
political and other factors were llkely to result In at least some deviations from those 
recommendations The basic outline of the sales tax recommended by the project team can be 
summanzed as follows 

+ Impose a single-rate tax, whch would be the most neutral in terms of its economc effects, 
and the simplest to adrnimster 

+ Make the tax broad-based, covenng as many goods and servlces as possible 

+ Use the involce-credit approach, whch has proved the most successful around the world, for 
administering the tax 

4 Provide for zero-rating of exports, so that exports do not bear the tax, thereby allowng 
Egyptian exporters to compete fairly in the global marketplace 

Barents Group LLC 111-5 December 1998 
R EGYPWlNALVIN C W ~ w l E b y p l J  doc 



EGIPT PF4P III IATRODUCTlOA OF POLIC I REFOR 11s 

Exhlblt III-2 
SALES TAX IMPLEMENTATION COMMITTEES 

Coordmabons & Plannin~ Commlttee 
Salwa Abd el Raouf* 
Hamdy El Marzouky 
Abd el Wehab El Akby 
Nabil Abdln 
Samir Anwar 
Abd el Hafu Salamma 
Moharned Zahran 
Ezzat Ibrahlm 
Abd el Nabi Mohamed 

Reg~strabon & Survey Comm~ttee 
Ramsis Gobran* 
Nabil Abdm 
Ahrned Abd el Wahab 
Samia Abd el Aziz 
Magda Khalil 

Specla1 Commodihes Committee 
Tallat Taher Hassan* 
Mohamed Reyad El Massry 
Hussien Hamed Abd el Ghany 
Saleh Mohamed Khalll 
Mohamed Abd el Anrn Solunan 

Tra~ning Commlttee 
Ramadan Mostafa* 
All Salem 

Or~anuahon  Commlttee 
Lalla Zaki Mohamed* 
Fayza Fouad 
Reda Saadan Ibrahlm 
Mohamed All Abd el Fatah 
Adel Ibrahm Mohamed 
Fawzy Abbas 

Customs Coordinahon 
Naguib Farag* 
All Hafez 

Econom~c Analys~s 
Sanaa Anwar* 
Suzan Abd el Hak 
Arnal Nour El Dm 
Mona Solrman 
Gamalat El Sayed Shaker 
Ahrned Helaly 
Hassan Youssef Ibrahim 
Sohir Mohamed Arnar 

Informahon Commlttee 
Elham Mahmoud Azrny* 
Wafaa Abd el Azm 
Alaa El Dm El Sayed 
Reda Saadan 
Lalia Abd el Hafez 
Nagwa Ahmed Taher 
Esmat Ah Hassan 

Forms Committee 
Mohamed Mahrous* 
Ahrned El Safty 
Farouk Ismail 
Haklm Michall 
Abd el Rahman Mohamed Abd el Rahman 

Computer Commlttee 
Yoursna Atia Hebesha* 
Adel Mohamed El Hagrasy 
Alaa Abd el Baath Rsk 
Mohamed Ismail Ibrahun 
Rafaat Moharned Khalifa 

Law Committee 
Mohamed Rabee Moursy* 
Abd el Galil Radwan 

Procedures Comm~ttee 
Moharned El Ghoniemy* 

Finance & Admmstrabon 
Mahmoud Geith* 
Flkry Bolus 
Ragaa Abd el Monsef 

Translators 
Salwa Abd el Raour" 
Hakm Michael 
Nagwa Ahrned Taher 
Vivian Ahmed Fouad 
Hisham Ismail 
El Sayed Mahmoud 
Iman Mohammed Hassan 

Publ~c~W Comm~ttee 
Salwa Abd el Raouf* 
Haklm Michael 

Magdi Shehata Hanna * Committee Leader 
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+ Provide for full input tax crediting including capital goods, so that the sales tax does not 

a cascade 

+ For purposes of admmstrative ease for the GoE and the business community, provide a 
threshold, measured in terms of turnover below which businesses of limited siz; dd not have 
to register under the sales tax system 

Over the year d u n g  which the legislation was being drafted, the project team met with Minister 
Razaz on a number of occasions to discuss different aspects of the proposed law and to present 
empirical analyses of different alternatives From these discussions the general framework of the 
General Sales Tax emerged Cntical decisions made by the Minlster d u n g  th s  penod included 
the following 

+ The tax would be introduced in three stages, first on manufactured and imported goods, and 
then extended m separate stages to the wholesale and retad levels, respectively This 
approach had the advantage of captunng a high percentage of the total tax revenue that 
would be generated fiom a tax applied through to the retail level, whle it reduced 
significantly the number of businesses to be administered under the new tax 

+ After reviewmg international expenence, and assessing the invoice-credit mechamsm and an 
alternative "mg" system, the Mimster selected the invoice-credit mechamsm because of the 
administrative advantages it offered 

+ The tax would have more than one rate because, in order to meet the GoE's revenue 

0 
requirements from the new tax, the single tax rate was judged by the Mimster to be too high 
and potentially burdensome on low-income consumers 

+ Capital goods (and many other business inputs) would not be fully credited, for fear that 
businesses would abuse the full creditmg provision, resulting in tax evasion and revenue loss 
to the GoE 

+ A turnover threshold was established at LE 54,000, below whch manufacturers (other than 
those who produced Table 1 commodities as descnbed on the following page) did not have 
to register for the sales tax T h ~ s  greatly reduced the number of businesses that had to be 
administered under the new tax without significantly eroding the tax base 

After intensive discussion, analysis, and preparatory work, the General Sales Tax Law, Law 
No 1 1 of 1991, was signed by President Mubarak on Apnl 28, 1991 and sent to the People's 
Assembly where it was enacted into law effective May 3, 1991 

OVERVIEW OF THE GENERAL SALES TAX ENACTED IN MAY 1991 

The new General Sales Tax (GST), while ~t d ~ d  not adopt all of the features recommended by the 
project team, represented a reasonable compromise in virtually all respects, in view of the 
political and practical considerations that had to be faced It was, wthout question, a major step 
forward for the GoE in introducing a major fiscal reform that would help in a sigruficant way to 
address some of the major economic and fiscal problems that the country faced 
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The new sales tax was ~mplemented m three stages, as described above Accordmgly, under the 
first stage all locally manufactured goods (with the exception of those produced by small 
busmess below the turnover threshold), all imported goods and selected services were subject to 
the tax Extensions to the wholesale and retail level are permitted without further legislation, by 
issuance of a Presidential Decree Nevertheless, as noted later In t h~s  chapter, the GoE is seelung 
to extend the tax to the wholesale and retail level through leg~slat~on rather than through the 
Issuance of a Pres~dent~al Decree 

+ The legislation adopted the tned and tested invo~ce-cred~t mechmsm that has been used 
successfully by many other countries Unlike under a full value-added tax, however, only 
sales taxes paid on inputs that are embodled m the final product (raw matenals, parts, etc ) 
are cred~table against the sales tax liability of a registered person The taxes paid on capital 
goods, overhead expenses, Table 1 commodit~es, and servlces are not cred~table In the case 
of capital goods, the Sales Tax Department establ~shed a provlslon whereby the tax on capltal 
goods slnce it was not creditable, could be pad  by ~nstallments over a ten-year penod 

+ The legislat~on adopted had four posit~ve rates The so-called standard rate was set at 
10 percent, and applied to the majonty of goods subject to tax There was a reduced rate of 
5 percent for a limited number of selected goods and servlces, and hlgher rates of 20 and 
30 percent on two separate categones of luxury goods Certain basic goods ( m d y  basic 
foods) were exempt from the GST 

+ Exports were zero rated, so that Egyptian exporters were not disadvantaged ~n competing in 
the global marketplace 

@ + Table I of the law established separate rates on certaln cornrnodit~es, includmg alcoholic 
beverages, tobacco, petroleum products, sugar, soft dnnks, tea, vegetable oil, and cement 
These taxes on "Table 1 Commodities" are a carry over of excises fiom the pnor 
Consumpt~on Tax law, and in most respects have properties s ~ m ~ l a r  to those of excises m 
terms of the~r application under the new law 

The success of this tax reform irutiative can be measured In part by assessing ~ t s  effects m terrns 
of recenue productwlty, firness, and neutrality relative to the tax that it replaced The discussion 
below discusses the GST fiom each of these perspectives 

+ Revenue productwzty The large fiscal deficit that Egypt faced as it entered the 1990s 
required that revenue levels be maintained or mcreased The GoE could not put at nsk its 
fiscal positlon as ~t moved forward w~th  indirect tax reform, whch almost certainly 
mfluenced their decision on certain tax structure issues, most notably the decision not to 
allow input tax credits on capital goods Based on the project team's indlrect tax model, the 
new tax was estimated nearly double indirect tax revenues In the first full year of operation 
A review of actual sales tax collections, which shows that sales tax revenues mcreased from 
LE 3,373 million in 1990-91 to LE 6,324 million In 1991-92 suggests that t h ~ s  was an 
accurate assessment The analysis also suggested that the elasticity of the tax, that is, ~ t s  
responsiveness to changes in growth in nom~nal Incomes, was also increased sigmficantly In 
effect then, the new tax was expected to produce both a large m t ~ a l  increase m Indirect tax 

0 revenues and an increase m the rate of growth of lnd~rect tax revenues over t ~ m e  
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t Fazrness The design of the tax rate and tax base structure gave emphas~s to d~stnbuting the 
sales tax burden In an equitable manner This was reflected in the structure that was 
ultimately enacted, wh~ch exempted basic necessities or taxed them at a preferential 5 percent 
rate, and whlch taxed luxury goods at two to three times the standard 10 percent rate 
Analyses using the ind~rect tax model demonstrated that the rate and tax base structure 
adopted by the GoE produced a distribution of the sales tax burden that was mildly 
progressive when measured relatlve to household consumptlon The d~stnbution of the 
Consumption Tax, in contrast, was regressive when measured the same way Tlus 
dlstnbutional analysis was a cntical factor in the decision-malung process, and one to whch 
the Minister was highly sensitive throughout the legislative drafting process 

t Neutralzty There were several ways in whch the new sales tax was more neutral in its 
economlc impact on the economy First, the tax was broader-based, with most manufactured 
goods and all imports subject to tax Second, whle cascadmg of taxes was not eliminated, 
analysis using the Indirect tax model mdicated that it was significantly reduced Finally, 
imported goods were taxed under the new law on a par w th  domestic goods, effectively 
eliminating the inherent protectiomst features built into the pnor Consumption Tax 

The lmplementat~on of the GST also rased issues about its inflationary impact, since pnces, 
inclusive of tax, were expected to be hgher after enactment of the tax by 3 to 4 percent, based on 
estimates using the indirect tax model Barents developed for the GoE Based on the expenences 
of other countries that had introduced a broad-based sales tax, however, there was every reason 
to believe that this would be a one-time increase m the pnce level Indeed, longer-term, there 
was reason to expect that the rate of inflation would, if anything, be reduced because the GoE's @ fiscal posltion would be significantly unproved l h s  In fact appears to be exactly what 
happened, as evidenced by the fact that inflation has dropped significantly, after the imtial one- 
time rise in 1 99 1 /92 slnce introduction of the tax 

SALES TAX REFORMS AND CHANGES SINCE 1991 

As noted in the mtroduction to t h ~ s  chapter, the General Sales Tax base has been expanded 
somewhat since enactment in May 1991 to include more servlces, and the rate structure has been 
modlfied 

t Expansion of the base In March 1992, the sales tax base was expanded to include 
telecommunications services and "contractmg of services to others " In July 1993, car rental 
services, quick mall servlces, road tolls, and secunty clearance servlces were added to the 
sales tax base In February 1994, the base was expanded further to ~nclude servlces for the 
sale of realty and vehicles 

1, Modz$catzon of the rate structure In March 1992, the rate schedule on Table I commodities 
was simplified and consolidated In July 1993, the two top rates on luxury goods of 20 and 
30 percent were consolidated into a smgle rate of 25 percent In February 1995, the sales tax 
rate on all cars was increased by 5 percentage points, thereby creating a 15 percent rate 
category for lower-valued cars and a 30 percent rate category for luxury cars Fmally, in 
September 1996, the sales tax rate on luxury Imported cars was increased further, from 
30 percent to 45 percent These changes leave the current system hith five pos~tive rates 5, 
10, 15 25, and 45 percent 
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@ Perhaps more important than the sales tax reforms that have been introduced since 1991 is the 
fact that the Department has made extensive preparations for the extension of the GST to the 
wholesale and retad level As a result of extensive discussions with the project team, Minister 
Razaz made the decision, subject to later legislative ratification, to extend the sales tax to the 
wholesale and retad trade level in a single step, rather than two steps, as onginally envisioned in 
the law T b s  decision, wh~ch was recommended by the project team, was subsequently, 
endorsed by Mimster El Ghanb and appears to remain as the general plan for extending the sales 
tax under the current Government 

It is the judgment of the project team that the Department will be prepared to adrnimster the 
broader-based tax when it is introduced, because of the extensive preparations it has made, but 
that it would benefit from further technical assistance dunng the cntical penod of 
implementation It is also the judgment of the project team that the extension of the tax, properly 
structured and introduced, would represent another significant positive step forward in improving 
the GoE's fiscal system 

FUTURE REFORMS 

The single major reform that remans to be implemented, as referenced above, is the extension of 
the GST to the retad level Th~s  further reform, when it occurs, w l l  represent another major step 
forward for Egypt in the major overhaul of ~ t s  tax system that the GoE mtiated beginrung in 
1991 

0 At the close of the project, three interrelated pieces of legislation, whch the Government intends 
to have enacted simultaneously, were pending before the People's Assembly 

+ One draft law would extend the GST to the wholesale and retad level 

+ A second draft law would provide for full crediting of capital goods It is the project team's 
understanding that thls draft law would be interpreted in such a way that all input taxes 
would be creditable under the GST 

+ A thrd draft law would increase the registration threshold for businesses from LE 54,000 to 
LE 200,000 Thls law would constrain the Increase in the number of businesses subject to 
the GST at the time of expansion, making the expansion much more manageable for the 
Department Firms that are currently registered, and that have sales of less than LE 200,000, 
would conhnue to be registered for some transition penod T h s  would avoid the Department 
having to address both significant numbers of registrations and de-registrations 
simultaneously 

At the time that the extension of the GST is mtroduced, it would be desirable for the GoE to look 
at the existing structure of the GST to see what other structural changes in the GST might be 
introduced at the same time, in addition to those descnbed above Issues that deserve 
consideration mclude 

@ 
+ Reducing the number of tax rates to simplifv adrn~nistration and provide a more neutral tax, 
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+ Eliminating some or all of the "Special Agreements" that were entered into at the time the 

0 GST was introduced to facilitate certain industnes' abllity to comply with the tax, 

4 Modifying the list of items in "Table 1 Commodities' to treat those that are traditionally as 
excises (such as alcohol, tobacco, and gasoline) as such and moving all others under the 
standard GST provisions, and 

+ Moving to a bi-monthly filing penod, instead of monthly, to simplify compliance and 
administration 

INCOME TAX REFORM 

PREPARING THE REFORM PROGRAM 

Unlike the effort that accompamed the introduction of the Sales Tax, the process that was 
followed for developing a comprehensive income tax reform program followed the more lengthy 
and deliberate process that was envis~oned when the project was designed and mplemented 
Work began in October 1989 when the diagnostic review of the Egypt tax system occurred and 
continued on a steady basis through the summer of 1991, culminating m the presentation of a 
project team report entitled "A Comprehensive Tax Reform Program for Egypt" As outlmed 
below, by this time the project team was heavily engaged in discussions with Minlster Razaz on 
tax reform issues and options for Egypt 

@ The policy reform effort was inlhated under the general guidance of Dr Rtchard Bird, who took 
the lead role in establishmg the research agenda for the project After completion of the onginal 
diagnostic review in October, a research agenda was prepared for analyzing all the major dlrect 
(and indirect) tax reform issues that were cntical to developing a comprehensive reform 
program At the same time, the data needs for the policy reform were identified and an extensive 
data collection effort was mounted 

The research agenda for the project was executed by a combination of Barents' International 
Advisory Board members (of whlch Dr Bird is a member), publlc finance specialists w th  
expertise in particular areas of taxation, and Barents Group resident and home office 
profess~onals A substantial number of formal project reports were prepared as a result of h s  
effort Those related to indrrect taxation were referenced above, those related to dlrect taxation 
included the followng 

+ Dr William Fox, "Estunat~ng and Tracking Revenues in the Mimstry of Finance," January 
1990, 

4 Drs James Alm and D m  Johnson, "Analysis of Taxes on Wages and Salanes in Egypt," 
January 1990, 

4 Dr Daniel Holland, "Property Taxation in Egypt ' May 1990, 

4 Dr Matthew Murray, "Taxation of the Hard to Tax Sector," September 1990, 

4 Dr George Zodrow, "Marginal Effective Tax Rates on Capital, November 1990, 
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+ Dr Charles McLure, "Tax Policv in a World of State owners hi^ and Economic Distortions 
The Egyptian Case," June 199 1, 

+ Dr Cedric Sanford, "The Taxation of Wealth in Egypt," June 199 1, 

+ Dr George Zodrow, "Issues in the Taxation of Capital Income in Egypt " June 199 1, 

+ Dr Guillermo Perry, "Petroleum and Public Finance in Egypt," August 1991, 

+ Dr &chard Adam, "The Taxation of Agnculture in Egypt," October 199 1, 

+ Dr George Zodrow, ' Investment Incentives in Egypt," February 1992, 

+ Dr Donald J S Brean, "International Aspects of Taxation," Apnl 1992, 

+ Mr W M P Weerasinghe, "The Mobile Capital Revenue Tax," Apnl 1992, and 

+ Mr W M P Weerasinghe, "The Addition and Discount System," April 1992 

These studies, together w t h  a considerable body of mfonnation that was accumulated by the 
team of resident advisors and other short-term advisors and the quantitative analyses that resulted 
from the project team's data collection and modelling work, provided the foundation for 
developing the project team's major report "A Comprehensive Tax Reform Program for Egypt," 
whch was completed and transmitted to Mmster Razaz and USAID in October 1991 This 
report was presented in a red binder and become informally known and referred to as "The 
Redbook," accordingly, it is referred to as such below 

"A COMPREHENSIVE TAX REFORM FOR EGYPT" 

As this research agenda was completed, the development of the income tax reform program that 
emerged from this research was led by Dr Harvey Galper, wth  considerable input from 
Drs hchard B~rd Jerry Brannon, and D m n  Johnson, among others All of the archtects of the 
reform had evtensive prior expenence worlung on tax reform projects in other countnes 

The Redbook was designed as a senes of individual papers on selected tax reform issues, the 
sum total of which covered the gamut of policy and admimstrative reforms that the project team 
considered of importance in desigmng a comprehensive tax reform program The preparation of 
the individual papers had to be integrated into a single whole, and there was necessmly some 
iteration as work in one area prompted rethmlung of issues in other areas But the team of 
advisors working on the program had worked together closely before, so that this d ~ d  not create a 
problem 

Each individual paper in the Redbook was, by design, relatively bnef, usually two to four pages 
single spaced, and included three sections (1) background, (11) analysis, and 
(111) recommendations The brevity of the papers was considered important because the objective 
was to engage the Min~ster and other GoE officials in a policy level revlew not to overload them 
wth  a multitude of large studies Stated only slightly differently, the objective of the project was 
meaningful reform not a descnption thereof Each paper was translated into Arabic to facilitate 
the GoE revlew of the project team's recommendations 
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This process of developing individual papers had a further significant benefit in that it allomed 
the project team to engage the Minister much earlier in the process, as groups of individual 
papers were prepared, rather than having to malt until the full program was completed and 
presented Whde t h s  process had some drawbacks - the Minister did not have the benefit of 
seeing the whole program when he was first reacting to individual draft components of it - the 
end result was hghly favorable The project team was able to get penodic input from the 
Mimster earlier in the process than would otherwise be the case, and have the benefit of his 
views and thoughts about what would and would not be feasible in Egypt While t h ~ s  process 
added further substantive input to the development of the reform program, it is fair to say that it 
also got the Mimster actively considering the Issue of income tax reform sooner and may have 
accelerated the process by whch reform was ultimately introduced 

The Redbook totaled 252 pages and consisted of two major Parts Part I provided an overview of 
the Program that included four major sections 

The Economrc and Fiscal Setting This section outlined, much as Chapter I1 of this final 
report does, the context in which the comprehensive review program was developed 

A Summary of the Recommendatrons This section outlined the objectives of the reform 
program, the general strategy for achieving the objectives, and a summary of the reform 
program 

The Revenue and Dlstrlbutzonal Effects of the Program l b s  section presented the revenue 
and distributional effects of the program, and the analytic basis that had been developed by 
the project team for developing these estimates 

Organzzzng for Reform Recognizing that the objective of the project was actual reform, 
rather than just a descnption thereof thls section presented an agenda for action to 
implement comprehensive reform 

Part I1 of the Redbook presented the detailed recommendations for reform in a senes of papers, 
as descnbed above, covenng individual and corporate income taxes, sales and exclse taxes, 
stamp duties, property taxes, the inheritance tax, and customs duties A sigluficant section of this 
part of the report also addressed the legal framework (penalties, appeals, filing requirements, 
etc ), the admmstrative mfiastructure, and operations Appendix III-A at the end of this chapter 
presents the full outline of the Redbook, since it reflected such a major part of the early work of 
the project and was a catalyst to many of the policy reforms that followed 

The Redbook charted a course for a complete overhaul of the Egyptian tax system, mcluding 
individual income taxation, corporate taxation, further sales tax reforms beyond these introduced 
in 1991, stamp duties, property taxes and other miscellaneous taxes The policy 
recommendations contained therein included the introduction of a global income tax to replace 
the existing income tax system, significant reductions in tax rates accompanied by substantial 
broademng of the tax base, and substantial ~mprovement of the legal framework, operations, and 
the administrative infrastructure The major individual and corporation income tax reform 
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recommendations that were recommended In the Redbooh can be relatively briefly summarized 
@ as follows 

+ The rate structure The basic recommendation was to replace the complex, inequtable and 
overlapp~ng set of mcome tax rates applicable to ~nd~v~duals and ucorporated busmesses 
w~th a single schedule applicable to income from all sources The exlstmg schedular taxes, the 
state resources development duty, and the proportional stamp tax on the wages and salmes of 
government and public sector employees, were proposed to be Integrated mto a single schedule 
of rates The general lncome tax would be abolished The higher marglnal tax rates would be 
reduced considerably as would be the number of tax rate brackets An upper tax rate of 
30 percent on incomes above LE 10,000 was proposed 

It was recommended that the rate of tax for corporatlons should be aligned wth  the upper rate 
for individual income tax and that the use of preferential rates for manufactumg and exporhng 
mdustnes be elirmnated Dividend payments by corporations would be taxed only once, at the 
corporate entity level 

+ Farnrly burden exemptzon amounts The family burden exemption, or the tax free level of 
income, is a key element of any individual mcome tax system It protects low-mcome farmlies 
and removes from the tax rolls a large segment of the population that would othemse clog the 
system of tax a h s t r a t i o n  wrth little consequence to overall tax collections It was 
recommended that there be an mcrease in the exemption to a range between LE 3,000 (smgle 
person) to LE 4,000 (mamed man wth  chldren) The increase would be mtroduced 
~mrnediately for wage earners and be phased in over time for the self-employed 

+ Personal deductmns Amongst the auns of the global income tax was broademg of the tax 
base, simplification and elmunabon of tax breaks that favored particular classes of taxpayers It 
was thus recommended that a wde range of personal deductions be el~mmated, wth  taxpayers 
bemg compensated through the mcreased family burden allowance and reduced tax rates 
S~milarly, it was recommended that a number of deduct~ons and exemptions applicable to the 
computation of taxable mcome from self-employment be abolished 

+ Wage and salary tax exemptzons The tax base for wages and salmes under the schedular tax 
was eroded by about 50 percent through a broad range of exemptions and special provisions 

Production Incentive pay, presidential bonuses, spec~al allowances, social allowances based on 
farmly size, allowances for judges, wversity employees and certam other workers, and 
allowances for representabon, travel clothmg, housing and meals were not taxable It was 
recommended that the exemptions and allowances be withdrawn 

+ Interest rncorne Most mterest was exempt from tax, notably mterest from banks and 
government bonds At the same time a deduct~on was given for interest pad by busmess 
enterpnses Thls resulted m erosion of the tax base and distortions in market choice It was 
recommended that the asymmetry in the treatment of mterest received and mterest pad be 
removed, preferably by taxlng mterest received 

+ Depreczatron allowances It was proposed that the existing system be replaced wth  a modern 
system involving fewer asset classes, accounting for asset groups rather than indiwdual assets, 
and an open ended decllmng balance method of granting allowances The objective of these 
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recommendatlons was to slmpllfy the system of depreciation allowances make ~t more 
comprehenswe, and increase taxpayer certainty as to allowances due 

+ Tax holldays Tax holidays were not an effective method of promoting investment and they 
resulted m a very substantial erosion of the tax base It was recommended that investment 
lncentlves be avoided to the fullest extent possible, and consistent wth that view, ~t was 
recommended that no new tax holidays be granted and that exist~ng tax hol~days be phased out 
The substantial revenue savings from these base broademg measures could be returned more 
broadly to businesses through lower tax rates, whch would have their own positive impact m 
promoting investments 

4 Other speczal buslness preferences It was recommended that deductions for a notional 
imputed rent on busmess premses and the deduct~on m respect of pad-in-share capital 
(descnbed in Chapter 11) be abolished 

+ Taxatzon ofjnanclal ~nstztutlons The taxation of bank mterest, as recommended, would have 
the effect of removlng distortions in capital flows It was also recommended that financial 
inst~tutions not be given tax holidays, and that banks be allowed more generous bad debt 
reserve deductions 

+ Payment of tax llablllt~es A number of recommendations were made w~th the sum of 
improving payment compliance and acceleratmg the collection of tax revenues These 
mcluded 

0 Not requinng taxpayers whose only source of Income was a wage or salary taxed at source 
to file a return, 

0 Replacing the system of Discounts and Addihons by a system of estimated current tax 
payments, 

0 Charglng lnterest on delayed tax payments from the ongmal due date for payment, even if 
the tax was agreed or assessed later than the due date, 

0 Charging a commercial rate of Interest on overdue tax, 

0 Applying an adequate penalty for late payment of tax, and 

0 Streamlimng of the appeals system to prevent delays m settlement of llabllity 

4 Penaltzes A large number of detaled recommendations were made wth the aim of malung the 
penalty structure more effective in detemng non-comphance The major thrust of the 
recommendatlons was twofold that the penalty be adequate m size to have a deterrent effect 
and that most penalties should be automatically enforceable rather than needing to be pursued 
under cnminal law 

In additlon to Income tax reforms, the Redbook mcluded recommendatlons to reform other taxes as 
well These other reforms included 

4 Stamp duttes Stamp duties are considered by most public finance practitioners and tax 
admmstrators to be archaic and ill-sulted to a modern system of taxation The stamp duties in 
Egypt were often only one of a number of taxes levied on the same transact~on They tended to 
d~stort economlc activity, especially when applied to shares and financ~al paper, and the 
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procedure of affixing a stamp on each check or business document represented a time 
consurnmg and costly nuisance to taupavers They were thus imica l  to the goal of promoting 
economc development and it &as recommended that they be abolished 

+ Inherztance taxes The lnhentance tau generated very little revenue and was too insignificant 
to acheve any economic or social purpose It was recommended that it be completely 
restructured 

+ Property taxatlon The property tax was judged to be an underutilized tax resource in Egypt 
that raises relatively little money It was recommended that the GoE should begin the 
process of shlfting the property tax to being an autonomous revenue source of local 
governments, revalue property every three to five years, rather than every ten years as under 
current law, and that the base of property taxation be expanded by llmting exemptions that 
exist under current law 

+ State Financral Resources Development Duty This duty, consisting of sixteen separate and 
distinct duties, includes duties on income, sales, licenses and p e m t s  and stamp taxable 
activities One duty, on local purchase of tlckets for travel abroad, is earmarked for the 
Mlnlstry of Tomsm for the development of tomst activities, the rest go to the public 
treasury The duties levied under this tax are duplicative of other taxes and fees, accordingly 
it was recommended that ~t be abolished 

+ Soczal Solidarity Tax Ths  is a tax on work permits for Egyptians working abroad and 
worhng on foreign projects in Egypt and on certam entertsunment consumption This tax is 
also duplicative of other taxes and fees, and it was recommended that it be abolished 

@ THE POLICY REFORM PROCESS 

In Egypt, as in many countries, the debate on sensitive policy issues is confined to the very top 
officials in the Government The sensitivity of the project team's work on tax reform is reflected 
in the fact that, imtially, the distnbution of the Redbook was limited to the Minister and through 
h m ,  to a limited number of h s  most trusted associates Any discussions of policy reform based 
on the Redbook, took place at the Minister's office and in h s  presence All the project team 
recommendations, and the discussions thereof, were considered hghly confidential At no tlme 
dmng h s  process did anyone from the project team discuss any of the Redbook issues or 
recommendations w th  anyone other than the Mimster or h s  designees 

A senes of meetings were held with the Minister over a penod of approximately three months, 
d u n g  whch all of the recommendations in the Redbook were discussed Dunng this important 
penod, the project team worked w~th a high degree of independence in serving as the Minister's 
advisors on the highly sensitive issues that were being discussed There was participation and 
support, but not interference, from USAID The Minister was aware that the project team was 
acting as h s  personal advisors and that the advice he was receiving was impartial This was, we 
believe, an important contnbutor to the overall success of the policy reform effort 

At the conclusion of the initial policy dialogue on the full set of project team recommendations, 
which occurred in December 1991 the Mmster appointed a tax reform committee to review and 
discuss the recommendations The Minister himself was the charman of the Committee, which 
was comprised pnmanly of the USAID Project Officer and senior officials from the Tax 
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Department and the Ministry of Finance (though there was periodic participation by senior 
officials from the Sales Tax Department) 

From the overall list of Committee members a senes of sub-committees was established to 
review subsets of the broad range of issues raised by the project team Because of concerns about 
the sensitivity of the issues being discussed ~t is worth noting that no sub-comrmttee member 
had a copy of the Redbook or an understanding of the entire program As a result, each sub- 
cornrn~ttee was responding to indiv~dual recommendations wthout an understanding of how 
these individual recommendations fit withm the overall program Th~s  shortcoming, together 
with the fact that many of the Committee members had "lived" w t h  the existing provisions of 
the income tax for many years, reduced their receptivity to the recommendations that were made 
Even when there was less than full success in persuading sub-committees of the ment of the 
project team's position, the seeds of reform were planted, and semor tax offic~als began to gain 
an understandmg of a perspective different from then own 

The sub-committees, mcluding the project team members associated w t h  it, would penodically 
report back to the full committee, inclusive of the Minister, and further healthy debate would 
often ensue In some cases, the Mimster would make h s  decisions clearly known to the 
participants, in other cases he would keep his own counsel, either because he considered the 
decisions sensitive, or he wanted to consider the issues further T h ~ s  process continued for 
virtually all of calendar year 1992 D u n g  1993, the d~scussions were less fiequent as the GoE 
developed its own internal tax reform plan In December 1993, the Global Income Tax was 
announced and put before the People's Assembly and passed, effective in January 1994 

With enactment of the law, the role of the project team shfted, from acting as a catalyst to 
reform as a policy analysis resource to the Minister, to supporting the lrnplementation of the new 
law The new law stipulated that the governing regulations were to be issued by the beginning of 
April 1994, giving the Tax Department a relatively short penod of time to develop the 
administrative infrastructure for the new law In order to assist the Department m this important 
effort, the project team worked wth  advisory committees appointed by the Commissioner, 
comprised of Tax Department managers, to help develop the necessary supporting matenals The 
nine committees that were established, in line with pnor project team recommendations, were as 
follows collections, examinations, tax w~thholding, forms, procedures and manuals, 
orgamzation, publicity, tramng, and computerization At least one member of the project team 
was assigned to work w t h  each of these committees The panel of semor officials from the Tax 
Department w t h  whom the project worked, and their areas of responsibility witlxn the Tax 
Department, are shown m Exhibit 111-3 The Commissioner hmself sometimes participated In 
hls absence, the discussions were led by Mr Samir Hussein 

Throughout the early months of 1994, the project team worked w t h  the advisory committees on 
a regular bas~s, sometimes meeting a particular committee on a daily basis, when that 
committee's work was reachmg a cnt~cal stage Adv~ce prov~ded by the project team covered 
subjects such as 

+ The format of a new income tax return 
+ Simplification of forms and procedures in the D~scounts and Addit~ons system, 
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+ Assistance to employers responsible for tax withholding from wages 

@ + The interaction of new and remaimng leg~slatlve provisions, 

Exhlbit 111-3 
TAX DEPARTMENT TAX REFORM COMMITTEE 

Fathi Abd El Balu 
Mohamed Now El Din 
Yeha Nour El Din 
Badr El Gazen 
Samlr Hussein 
Abd El Fattah Dawdar 
Hamdl Radwan 
Zelnab Abu El Wafa 
Mona Kaslm 
Mohammad Ismad 
Lutfi Abd El Wahab 
Hasan Heikal 
Sawsan Abd El Galil 
Murad Mustofa 
Ragab Desoulu 
Mohammed Self 

Commissioner 
Commm~oner's oflice 
Stamp Research 
Tax Region 
ADPITrainlng 
District Office 
Wage Tax 
Wage Tax Audltor 
International Agreement 
Corporate Office 
ADP 
Corporate Office 
Representatives 
Representatives 
Investment Office 
P l m n g  

@ + Application of the new tax rates, and 
+ Tralnlng in preparation for implementation 

Whde the project team was able to actively participate in discussions on these and many other 
subjects, the actual drafting of the final forms, regulations and procedures was done in secrecy 
by officials from the Mirustry of Finance and the Tax Department The project team was not able 
to revlew or comment on drafts of these matenals (unlike wth the development of the supporting 
matenals for the GST) until they were finalized and made publlc 

AN OVERVIEW OF THE GLOBAL INCOME TAX 

The Global Income Tax, Law 187 of 1993, was at one and the same time a major step forward in 
the evolution of non-corporate income taxation in Egypt and a much smaller step forward than 
had been hoped for, at least by USAID and the project team, at the outset of the project 
Corporate taxation, was not addressed m the legislation, and there was very little broadenmg of 
the tau base The positive contnbutions of the legislation, whlch effectrvely outline the scope of 
the law, can be summanzed under four headings the rate structure increases in the family 
burden allowance, ease of admirustration, and other changes 

+ Szrnplz$ed and less conJiscatory rate structure Under the prevlous law, as noted m Chapter 11, 
separate rate structures applied to (1) wages and salmes, (11) commercial and mdustnal profits, 

a (111) professional Income, and (iv) mobile capital revenue All types of income were also 
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subject to a separate general income tax There are several ways in which the tax structure was 
simplified as outlined below 

0 The overlapping general income tax, with its 22 different rates, was ellmmated There IS, 

therefore, only a single set of rates applicable to each income source 

0 Commercial and mdustnal profits, and professional income, which were previously taxed 
under separate rate structures, are taxed at the same rates, and without the supplementary 
General Income Tax 

0 The rate structure for the majonty of wage earners is a flat rate tax of 20 percent, though 
wages and salanes over LE 50,000 are taxed at 32 percent Under pnor law, the wage tax 
had 6 brackets 

0 Mobile capital revenue contmues to be taxed at a flat 32 percent rate, but it is no longer 
subject to the general mcome tax 

0 Pnor to the new law, employees who had a second job (manly public sector employees) 
had paid tax at a reduced rate of 5 percent on their secondary income Under the Global 
Income Tax law, tax on a second lncome is now charged at the standard rate on wages and 
salanes of 20 percent 

0 Top margmal tax rates were greatly reduced from the confiscatory levels that prevarled 
when the schedular and general rncome tax rates were combined, as shown below 

Top Margmal ~ a t e s j  

Commercial and industrial mcome 
Professional income 

+ Increased fam~ly burden allowances The f m l y  burden allowances were doubled, from LE 
720 to LE 1440 for a smgle taxpayer, from LE 840 to LE 1680 for marned couples and heads 
of household, and from LE 960 to LE 1920 for marned taxpayers w th  farmlies These 
Increases eliminate tax for many low-income taxpayers and fmlies ,  and reduce 
disproportionately (in percentage terms) the tax owed by low- and mddle-income farmlies that 
are above thls tax threshold 

Moblle capital mcome 
Wages and salanes 

+ Ease of admznlstratzon The new rate structure simplified the burden of compliance of 
taxpayers and eased adrrrrmstration for the Tax Department in a number of ways 

Pnor Law 
78% 
74% 

0 Reduced number of taxpayers The mcrease In the family burden allowance elimmated an 
estimated 3 million low-mcome taxpayers from the tax rolls (project team model 
estimates), which greatly slrnplified admlnlstration of the income tax 

New Law 
48% 
48% 

75% 
7 1 % 

4 
These top marginal tax rates combme the the schedular tax rate the General Income Tax and the Development 

Duty but adjust for the fact that the schedular tax and the Development Duty are deductible under the General 
Income Tax 

32% 
32% 
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0 Greater relrance on wzthholdzng With the elimination of the General Income Tax, all 
income tax on wages is collected through wthholding Previously General Income Tax 
had to be collected through returns 

0 Consolrdatzon The consolidation of non-wage lncome onto a single return, filed in a single 
distr~ct office, reduced the ability of taxpayers to evade tax by hlding income, counting 
deductions twice etc 

+ Other changes There were three other changes that represented mprovements in the income 
tax structure in Egypt 

0 Taxatlon of dzvrdends Abolihon of the General Income Tax had the result that dlvidend 
lncome is now taxed only once, at the corporate level, as recommended by the project 
team 

0 Lzmzted base broadenzng The General Income Tax provided a deduction for interest on 
loans taken to purchase private property and consumer durables Abolition of the General 
Income Tax eliminated this deduction 

0 Interest on unpald tax lzabzlztzes Interest due on unpa~d tax was increased to the Central 
Bank base rate, a far more realistic Interest charge than was previously the case 

Notwthstanding the positive aspects of the Global Income Tax, as outlined below, there was a 
sense of "opportumty lost" in not accomplishmg more wth  h s  important legislation An mternal 
project team assessment at the tune suggested at least three important areas where major 
recommendations in the Redbook were left unaddressed by the Global Income Tax 

+ Coverage of the legulatron The Global Income Tax addressed only non-corporate income 
taxes Corporate income taxation, mcluding the unportant issue of tax holidays, was left for 
another day (and, as outlined below, some actions have occurred subsequent to enactment of 
h s  law) Stamp duties were also not addressed 

+ Base broadentng With very lmted  excepbons, there was no base broadening in the new law 
Interest income remaned untaxed to the recipient and deductible to the lender Previously 
exlstmg deductions and credits were retamed Smce tax rates were reduced and the famly 
burden allowance was increased, the fact that the tax base was not broadened meant that 
lncome tax revenues were reduced sign~ficantly by the legislation (whlch was supported by 
project team empirical analyses at the tune) 

+ SzmplzJicatzon of admznrstratzon Recommendations to transition away from the cumbersome 
Discounts and Add~tions system to an estimated payments system were not taken Nor were 
recommendations to eliminate separate taxes that overlap wth  the income tax and are income 
taxes in all but name (stamp tax on wages of public sector employees and the 2 percent 
Development Duty on incomes over LE 18,000 ) 

INCOME TAX REFORMS AFTER INTRODUCTION OF GLOBAL INCOME TAX 

The GoE indicated publicly and pnvately its Intention to contmue wth tax reforms after enactment 
of the Global Income Tax W l e  extension of the GST to the wholesale and retail level was 
thought to be the top pnority of the Government after enactment of the Global Income Tax, reform 
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of corporate income taxes was also on the pnorlt\ list of reforms to pursue Such reforms were 
relatively slow m commg, until 1997 when the pace of reform accelerated The only two policy 
reforms of note m 1995 and 1996 were 

+ Fznance leasrng Finance leasing is a major activlty for many financial institutions It provides 
a means of funding new direct investment In the pnvate sector that mght not othenvlse be 
available to smaller, or even large, concerns At the same tune, it helps strengthen the financial 
sector and allows it to diversify into new branches of business Law 95 of 1995 exempted the 
profits of a financial lessor from tax for a penod of five years, thus encouragmg the 
development of h s  new industry 

+ Mutual funds Despite the abolition of the General Income Tax, divldend mcome passing 
through mutual funds continued to be taxed twice, first as the mcome of the corporation in 
whch the fund invested and second as income of the fund that itself was treated as a 
corporation Law 90 of 1996 exempted the dividend income of mutual funds from tax, thereby 
ellmmatmg thls source of double taxation Th~s had the effect of treatmg a fund as a transparent 
entity and the relevant dividend income as if it had passed dlrectly fiom the corporabon to the 
mvestor m the fund 

Dunng 1996, as an expression of its support for corporate tax reform (and possibly its assessment 
that the new Government, Introduced at the begimng of the year, was supportwe of such reform), 
USAID funded a separate Corporate Tax Project, which Barents Group also had the opporhmty to 
lead The purpose of t h~s  project was to review the ongmal Red Book recommendahons on 
corporate taxation and update them in the light of the changmg corporate mvestment cllmate in 0 Egypt 

The project team of the PFAP worked closely alongside the Corporate Tax Project in revising 
corporate tax recommendations and then took the lead m presentmg them to the Mmster of 
Finance and h s  designated semor officials As wlth the onginal recommendations, the project team 
met regularly mth its GoE counterparts to discuss the proposals and to provlde computer-modelled 
analyses and forecasts of the proposals' potential impact Supplementary bnefmg papers were 
prepared for each of the recommendations and forwarded to the GoE Although pmanly  dlrected 
towards corporate tax reform, the recommendations took Into account the broader spectrum of 
direct and mdirect taxation and presented a balanced program for both corporate tax reform and 
fk-ther Income tax reforms These reform recommendations mcluded 

+ Tax rates That a wform business rate be adopted for incorporated and wcorporated 
busmesses, preferably at a level between 30 percent and 35 percent A wform rate would 
remove &stortions m the cholce of busmess form adopted As long as the corporate rate was 
lower than the top marglnal rates for the self-employed, there was an inducement to mcorporate 
purely for tax reasons Looked at another way, it was inequitable that one form of business 
should pay tax at lower rates than another form even if the two were m the same line of 
business and earned the same profits 

+ Interest A number of options were offered m respect of mterest The preferred option was to 
tax all interest mcome If this was unacceptable to the GoE, it was recommended that a deductions for the cost of borrowing should at least be curtsuled The main proposal was to 
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deny an interest deduction up to the level of any mterest income Th_ls would prevent 
companies borrowmg and then leaving the money on deposit in order to take advantage of the 
fact that interest income was not taxed but a deduction has given for an Interest expense By 
leavmg borrowed money on deposit, compmes could englneer a tax deduction that could be 
offset against other mcome 

+ Bad debt provwons It was recommended that the deduction allowable for bad and doubtful 
debts to banks be made more generous 

+ Deprecratzon allowances It was recommended that the depreciahon code be slrnplified by 
grouping assets Into separate declmng balance depreciation pools 

+ Complrance A number of recommendations were made for strengthenmg the penalties for 
non-compliance and for the introduction of a system of presumptive taxation 

+ Tax payments It was argued that a system of current payments, estunated on the basis of the 
tax paid for the precedmg year, would be far more effective and easy to a b s t e r  than the 
system of Discounts and Additions As corporations are required to register anyway under 
compmes law, the system had no role m identify~ng corporations "unknown" to the Tax 
Department Corporabons should therefore be taken out of the Discounts and Addibons system 
and start malung estmated payments immediately, with a phasing m of the new system for the 
self-employed 

Although there was considerable overlap between the recommendations of the Corporate Tax 
Project and those of the Redbook, the Corporate Tax Project report had the beneficial effect of 
helping the GoE to re-focus its attention on direct tax reform Followng extensive dwxssions 
between the Minister of Fmance, the Tax Commissioner and the project team, a senes of mtiatives 
was undertaken by the GoE Measures Introduced Included 

+ Dzscounts and Addztzons The GoE recognized that t h~s  system was cumbersome and costly 
for both the Department and the taxpayers to work with Initially, efforts were taken to 
s~mplify the system A number of Departmental decrees were issued eliminatlng some 
categories of goods fiom the system and unifying many of the applicable tax rates In 
January 1997, draft legislation was prepared and transm~tted to the People's Assembly to 
raise the transaction threshold at whch the system applies from LE 10 to LE 200, but this 
legislation was not acted upon In 1998, a draft law was submitted to the People's Assembly 
to replace the Discounts and Additions system with an estimated payments system The fact 
that the GoE has come to accept b s  direction for future reform is itself progress, because 
there has been a strong sense of pnde in the "home grown" Discounts and Additions system 
and it had previously been defended with considerable tenacity At the close of the project, 
this legislation has not been enacted, but both Minister Ghanb and Commissioner Fahkn 
have indicated that it is h g h  prionty legislation 

+ Tax hulldays Law 8 of 1997 codified and revised the vanous pleces of legislabon relatmg to 
tax incentives The law covers free zones and also specifies 16 classes of achvity that wll 
qualify for tax holidays of between 5 and 20 years, the penod dependent largely on the 
geographical region m whch a qualifying entity is based It also provides that mergers, 

a divwons or changes of legal structure wll not result in any new tax exemptions It is probably 
too early to pass a defmtive judgment on the effects of the new legislation, but if applied 

Barents Group LLC 111-22 December 1998 
R IfGYPTlFINALIFIN_VERWrnrrlEgypl-I& 



E G I P T  PF4P 111 IAITRODCCTIOlt O F  POLICP REFOR,MS 

correctlv it may confer some advantages over the previous regime By specifying exactly 
which activities qualify for a holiday, it gives greater clanty and may restnct the numbers of 
taxpayers receiving a holiday Furthermore, by giving precise definitions of the holiday penods 
due and providing that simple changes m legal form w11 not qual~fy for fresh holidays, it may 
curtal abuse of the system by whch the same ent~ties enjoyed a succession of holidays under 
different guises 

+ Depreczatron allowances The GoE has yet to adopt an open ended, declining balance system 
for granting depreciation allowances, but a Departmental Decree was issued in October 1997 
that considerably simplifies the exlstmg system Now, mstead of utiliz~ng about 50 categones 
of assets as a basis for detemmng allowances, only 5 classes are used Tlus slrnplifies the 
system considerably and gives the taxpayer far greater certamty as to how a new investment m 
physical assets will be treated for tax purposes 

+ Tax rates Law 162 of 1997 Introduced a sipficant reform of income tax rates Self-employed 
taxpayers (whether in commercial, mddustnal or professional business) are now taxed at 
20 percent on taxable income up to LE 2,500, at 27 percent on income between LE 2,500 and 
LE 7 000, at 35 percent on mcome between LE 7,000 and LE 16 000, and at 40 percent on 
income above LE 16,000 m s  measure has several noteworthy effects 

0 First, it bnngs the top tax rate for self-employed taxpayers into h e  wth the basic corporate 
tax rate, thereby mcreasing the f m e s s  of the system and eliminating market distortions 

0 Second by reducing the top margmal rate it alleviates the tax burden on the self-employed 
and ~rovides an mcentive to smaller unvate firms 

0 Third, it more closely matches the upper margmal tax rate paid by the self-employed 
(40 percent) to that pad  by hgher wage and salary earners (32 percent) Although glanng 
d~spant~es In the two sets of rates remam, t h s  does constitute a M e r  step towards an 
eventual un~fied Income tax rate 

+ Famdy burden allowances Law 162 also mcreased further the rates of farmly burden 
allowance to LE 2,000 for a smgle person, rangmg to LE 3,000 for a mamed person wrth 
children This increases the f m e s s  of the tax and snnplifies tax administration M e r  by 
talung more low-income taxpayers out of the tax net 

+ Interest Law 5 of 1998 mtroduced a sipficant reform to the tax treatment of interest m l e  
most international advisors, mcludmg the project team, have recommended that interest mcome 
be taxed directly, ths has not been judged politically viable in Egypt (e g ,  the People's 
Assembly rejected a proposal to levy a 5 percent wthholdmg tax on interest d u g  debate over 
the Global Income Tax) The alternative, whch was adopted in Law 5 was to nnpose a llmt 
on the deduct~on for mterest expense Ths  deducbon of interest costs is essentially llrmted to 
the extent to whlch the bor rowg busmess has mterest receipts in excess of its exempt mcome 
Th~s  reform eliminates many of the problems assoc~ated wth allow~ng tax exemption and 
deductibility of mterest to exlst side by s~de  It is also llkely to produce substantial mcome tax 
revenues for the GoE, probably well in excess of LE 1 bill~on per year, reflectmg the fact that 
this has been a major gap m the Egyptian tax system 

+ Bad debt reserves Law 5 of 1998 also Increased the amount of the deduction that banks can 

0 obtain in respect of bad debt reserves from 5 percent to 10 percent AIthough not as generous a 
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deduction as many countries allow the measure does recogmze the special nature of banks and 
goes some way to accommodating banks' needs 

The acceleration of the pace of income tax reform m the last eighteen months, together with 
informal discussions wth  seruor GoE officials, is encouragmg and Indicates that the pace of 
income tax reform wl l  continue This view is reinforced by the fact that USAID and the GoE have 
apparently jomtly agreed on a follow-on tax project that wl l  contlnue to provide technical 
assistance and support to the GoE for the mtroduction of future reforms 

FUTURE INCOME TAX REFORMS 

Whde much has been accomplished In the 1994-98 penod, further reforms to Egypt's income tax 
system remam deslrable A bnef summary of the areas m whch further reforms could be (and in 
many cases are being) considered include the followmg 

+ Corporate tax reform This area has not been systematically addressed, though some of the 
recent reforms (mterest, bad debts, depreciation) clearly affect corporate taxpayers The review 
of corporate tax reform should give part~cular attention to the tax hohdays, special deductions 
and credits that erode the tax base, and the discounts and additions system for collectmg taxes 
If these issues were successfully addressed, it is llkely that the GoE could afford to reduce 
corporate tax rates from their existing levels 

+ Global Income Tux reform At the time that the global mcome tax was introduced, the 
pnmary focus was on integrating the different schedular mcome taxes, reducing marginal 
rates, and increasing the family burden exemption amount Most deductions and credits that 
existed under the prior taxes were retained, so that little base broaderung occurred It would 
be deslrable for the GoE to review all existing deductions and credits, to see how the tax base 
could be broadened, which in turn could provide opporhmties for further reductions in tax 
rates andlor further increases in the family burden exemption amounts Over time, the GoE 
could also usefully move to uniform rates on all forms of income that are taxed under the 
Global Income Tax 

+ Other taxes on income Future income tax reforms could also usefully integrate those taxes 
that are currently income taxes in all but name mto the mcome tax structure Such taxes 
include the stamp duty on government wages and salanes and the development duty 

OTHER TAX REFORMS 

Although sales and mcome taxes were the pnmary focus of the Public Fmance Administration 
Project, smce the tax reform program was to be comprehensive, it was lrnportant that other taxes, 
duties and fees be analyzed as well and Included in the overall tax reform program Accordingly, as 
outlined m earlier m the report the project team assessed the lnhentance tax, property taxes, 
customs dut~es (bnefly), stamp duties the development duty, and the social sohdanty tax The 
project team recommendations, and legislative actions to date, for these areas are summanzed 
below 
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+ Inheritance tax Although th~s  tax had been reformed in Julv 1989 just pnor to the irutiation of 
the project, the tax was ~udged to suffer from several major defects revenue yield was low, 
collection costs were hgh, the exemption, valuation and payment methods created inequities 
and distortions, and evasion and avoidance were easy While the project team believed there 
&as ment in retaimg the inhentance tax w i h n  the overall tax structure, it was recommended 
that rates be increased and the base be broadened In fact, the GoE made the decision to abolish 
the tax in July 1996 Given the low pnonty attached to inhentance tax reform relative to other 
reforms, this was probably a prudent decision When the GoE completes its reform of rncome 
and sales taxes some time in future, the issue of inhentance taxation could be revisted 

+ Property taxes Two separate studies of property taxes were done by the project team, one as 
part of the overall assessment of the Egyptian tax system and a second as part of the Local 
Government Fiscal Management Study Whde there are good reasons for levying taxes on 
property, property taxation has never been an important source of revenue m Egypt Indeed, its 
revenue contribution has declmed over tune and it is unduly costly to adrnmster relative to the 
revenue yield The project team noted that whle reform would be desirable, especially as a 
means for developing a local government revenue source longer term (most property taxes 
currently go to the Central Government), such reform would only be jusbfied if the GoE had a 
senous interest m mprovmg property taxation and rasing substantially more revenue from it 
In fact, no reforms have been forthcormng, and rn 1993 the property tax on vacant land was 
repealed by a judicial rulmg The property taxes on agricultural land and privately-owned 
commercial buildrngs and luxury housmg reman in effect 

+ Customs dutzes It was mportant to understand these duties as part of the comprehensive 
reform because of the large amount of revenue they produce, the protecbon they provide to 
domestic industry, and thelr llnkages to the sales tax However, since the U S Customs Service 
had responsibility for the customs component of the project, and because the World Bank and 
the IMF had studied these duties extensively, relatively few project resources were devoted to 
them The recommendations were, consistent w th  the recommendations of others, to contmue 
to reduce tmffs over tune, and to e l lmate  non-tanff trade bamers Thls has in fact happened, 
[as shown earlier in Exlxbit 111-1 Awslltmg information] 

+ Stamp dutzes These duties, judged to be archac by most public finance specialists, were 
introduced in Egypt m 1939 and have been expanded in scope and lversity over tune The 
project team recommendations, as noted earlier, were to elimnate these duties, but h s  
recommendation had to be tempered by the realization that the GoE rases substantial revenue 
from them Whlle many duties remm in place, ~t has been encouragmg to see that several 
important ones, particularly those associated wth the smooth funcbomng of capital markets, 
were repealed m 1992 (repeal of the stamp tax on capltal of registered corporabons) and 1995 
(repeal of stamp duties on share holdmgs and share transactions of all compames) 

+ Soczal Solrdarrty Tax and State Fznanczal Resotirces Development Duty These taxes, 
introduced in 1978 and 1984, respectively, were proposed for repeal by the project team The 
former tax is a levy on Egyptians worlung abroad and the latter, as descnbed before, is an array 
of taxes, includmg a tax that acts as a supplement to the income tax To date, there has been no 
change in the status of these taxes 
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IV ANALYZING POLICY REFORMS 

BACKGROUND 

The introduction of major tax reforms in any country should be accompamed by sound empincal 
analyses of the effects of those reforms, because their impacts on individuals and busmesses can 
be wdespread and the consequences to the national treasuries can be Immense Such analyses 
can be complicated to perform because 

+ Data limitations always exist, 
+ Behavioral responses to tax changes can often be difficult to estlrnate, and 
+ The most ngorous analytic approaches are themselves complex to develop and execute 

In Egypt, such analys~s was especially cr~tical because the Government faced very large budget 
deficits that needed to be reduced If reforms were to be introduced, the revenue consequences 
needed to be understood with a high degree of certamty, to assure that the reforms were 
contnbuting to the degree expected to an ~mprovement of the Government of Egypt's (GoE) 
fiscal position Furthermore, if reforms were to be widely accepted, it was important that they be 
considered equitable, wh~ch meant that the distnbutional consequences of reforms needed to be 
understood when the polic~es were developed, and then be able to be credibly presented once the 
reforms were mtroduced 

These requirements for mtroducing policy reforms were understood by those in USAID who 
designed the project Accordingly, resources were budgeted to develop a quantitative analytic 
capability that could be used in the initial stages of the project to analyze the revenue and 
distnbutional consequences of policy reforms The plan was to then transfer t h s  capability to 
Economc Research Departments (ERDs) w t h n  the tax departments, whch could work with the 
project team to analyze the revenue and distnbutional effects of actual reforms introduced by the 
GoE These ERDs would ultimately become the tax analysis u t s  of the Minlstry of Finance and 
the respective tax departments, and be sufficiently tramed to perform such analyses 
mdependently by the time the project ended 

Barents Group was well su~ted for this element of the project because it had staff who previously 
performed such analyses for the U S Department of the Treasury, State governments In the 
Umted States, and many foreign ministries of finance The quantitative analysis performed under 
this project was directed mtially by Dr Thomas Vasquez, and later by Mr Howard Nester both 
of whom had served as Assistant Directors of the U S Treasury's Office of Tax Analysis They 
were supported by several highly-expenenced Barents staff out of the Washington office, 
including Ms h t a  Melhem, Dr Sergio Madngal, Dr Loms Min&, Mr Fran Greaney and 
Dr Steve Galgmaitis, all of whom had developed models and data bases for other countries and 
Dr Hafiz Shaltout, an Egyptian economist from Barents7 project office The transfer of analytic 
models to the ERDs of the tax departments was later led by Mr Nester who had the lead 

@ responsibility for working with the ERDs, and Ms k t a  Melhem, who was the DC-based Project 
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Manager and was heavily involved in the model~ng and database development activities and 

0 training 

The major obstacle to success m developing the necessary analytic models was data Only very 
limited data were available, and the data that were available w i t h  the GoE mimstnes and 
departments (including the Ministry of Finance) were not always easily accessed Data related to 
the public finances of Egypt, as in many countnes at the stage that Egypt was at in 1989, are 
considered hlghly sensitive and held closely The sensitivity b m e r s  were overcome once the 
project became established and the project team became trusted to handle confidential 
mformation appropriately However, creating new databases, particularly m the case of data 
related to income tax analysis, took considerable time and effort, as is discussed later in this 
chapter 

In the next section, the efforts of the project team to develop and use models and databases to 
analyze alternative tax reform policies are discussed T h s  is followed by a full discussion of the 
project team's work to help establish and train Economic Research Departments in the two tax 
departments and in the Muustry of Finance 

DEVELOPMENT OF ANALYTICAL MODELS AND DATA BASES 

For purposes of exposition, it is useful to distinguish between the modellng that was done for 
analysis of indirect tax issues from that which was done for income tax issues, slnce the 
modeling approaches differed significantly, as did the efforts to develop the analytical databases 
used in the models 

INDIRECT TAX MODEL 

The indirect tax model was the first major analytical model completed by the project team, and 
was developed on a pnonty basis to support the analysis of alternative sales tax structures that 
were under consideration by the GoE in 1990 and early 1991 The mtial version of the model, 
building on proprietary modellng software that Barents brought to the project, was completed in 
the spnng of 1990 The model was enhanced in the succeeding several months, as additional data 
became available to the project team The model was then updated agam using 1993 data 

The model is constructed around detaded tax and economic data from a vmety of sources, 
published and unpublished, Integrated into a consistent and comprehensive database representative 
of the flow of goods and services throughout the economy At the center of the model is an input- 
output table of the Egyptian economy that was obtained from the Mmstry of P l m g  for 1987188 
This detaled mput-output table allows the model to disaggregate flows of goods and services 
(1) among industnes, (2) between industnes, final consumers, government, and foreigners (through 
foreign trade), and (3) between goods that are taxed at d~fferent rates under the General Sales Tax 
Law 

The modeling structure also provides the basis for measunng the amounts of tax credits that can be 
claimed for the purchase of inputs, a cntical feature of the model, since the sales tax that was 
ultimately adopted in Egypt allows for crediting ot some Inputs and not others The model structure 
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allowed distinctions to be made between the credits that could be claimed for raw matenals and 
intermediate goods, credits that could be also claimed on an installment basis for capital goods, 
and credits that could not be clamed under the General Sales Tax, but would be clamed if all 
inputs were creditable, as is allowed in broad-based sales taxes in many countries around the 
world 

The internat~onal sector of the model incorporates data from a number of different sources, 
including the tanff structure, detailed mport and export data from the Umted Nations (1987/88), 
and data on aggregate customs duties collections The domestic sector of the model also uses data 
from a broad range of sources, lncludlng national income accounts, annual mdustnal surveys, 
consumption tax collections by commodity, and information on pnce-controlled products The data 
collected for the model are sufficiently hsaggregated to analyze both the current sales tax levied at 
the manufacturing level and the possible extension of the tax to wholesale and retail trade 

The mput-output table, and the wde range of data descnbed above, were mtegrated wthm a 
modeling environment that uses the General Algebrac Modeling System (GAMS) Thls modellng 
environment allows for behavioral changes m response to changes in relative pnces, subject to the 
constramt that the overall level of real economic activity 1s held constant Thus, to the extent that 
one set of goods is taxed at a different rate than another, as occurs under the General Sales Tax, the 
change In after-tax market pnces results m changes in resource allocations m the economy and 
these changes are captured by the model 

Because the data that were collected for the model were fiom a vanety of different sources, it was 
important that the model be calibrated to ensure that ~t could replicate the reported tax revenue for 
all the indirect taxes T h ~ s  was done by economic sector, for the year 198'7188, to assure that the 
model was calibrated to k t  estmated consumption taxes (and Import duties) accurately for that 
year Once th s  calibration was completed, the model was extrapolated forward to 1992193, 
consistent with projections of economc activity for that penod ' 

The standard output fiom the model presents an analysis of two alternative policies, one labeled as 
'Plan X' and one as "Plan Y " Typically, Plan X represents current law and Plan Y represents a 
proposed change to that law, however, the model can analyze two alternative policies just as easily 
The standard model output lncludes the revenue impact of the proposed change, hsaggregated 
between imports and domesac production, the distnbution of the indirect tax burden across 
household consumption desciles, the percent increase in pnces that results from the entlre mdlrect 
tax system, and a measure of the degree of cascadmg of indirect taxes 

The model was used extensively m 1990191 to analyze the revenue and distributional consequences 
of alternative sales tax structures The results from these model simulations served as an mportant 
input to the development of the General Sales Tax The model has been used subsequently by the 
project team and the Department's ERD to analyze the effects of fkrther reforms, such as 
extending the sales tax to the retad level In addition, the model can be used for specialized 
analvses desired by the user Because of the detailed data base of international trade data, for 

5 A fuller descrlptlon of the methodology employed for developmg the mdirect tax model database i s  presented in 
the mdrrect tau model user manual and technical documentation that were transmitted to the Sales Tax Department 
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example, the model can be and has been used to analyze effective rates of protection that result 

@ 
from the Egyptian tanff structure 

DIRECT TAX MODELS 

In the case of the indirect tax model, as outlined above, the real challenge was to access available 
data and organize it into an integrated database that was representative of the Egyptian economy 
In the case of the direct tax models, the challenge was much greater, because there were no 
readily available data that could be used to analyze alternative income tax reform scenanos 

The conventional approach for analyzing the revenue and distnbut~onal effects of income tax 
reform is "microsimulation modelmg " Under thls approach, income tax modeling software 
calculates the tax liability of each individual or business m the database, effectively replicating 
the process that the taxpayer would follow m first calculating taxable income and then 
calculating tax liability consistent w t h  that income Each individual or business record m the 
database is drawn from the umverse of taxpayers, resulting in a sample that is statistically 
weighted to represent the full taxpayer population of individuals and businesses After 
calculating income for each record in the file, the tax model software aggregates the results over 
all individuals or businesses m the database to measure the revenue and distnbut~onal effects of 
two alternative policies 

Barents Group already had propnetary rmcrosimulation modeling software that it brought to the 
project, so the only obstacle to deploying the above-descnbed approach was data The Tax 
Department did not have a database of taxpayer dormation of any form, rn part because they 
did not have computer capabilities to support collection and storage of such information, so the 
only way in which this proven approach to lncome tax analysis could be used was to set out to 
actually collect a sample of ind~vidual and busmess taxpayer information The Mimster of 
Finance supported this initiat~ve, and as a result a team of twelve Tax Department officers was 
recruited and dedicated to thls effort Mr Hamdi Abd el Auz, a former Commissioner of the Tax 
Department who served as an income tax advisor on the project team, provided oversight of the 
data collection team The project team itself, did not have direct access to confidential tax 
information Moreover, some of the dormation onginally requested ultimately was not 
collected, e~ther because it was not avalable or because of time constraints associated mth  the 
data collection effort 

Because the GoE had a schedular tax system, with different structures applying to each of several 
different sources of income, the data collection effort had to mirror t h~s  structure to the extent 
possible, so that each existmg tax could be analyzed under current law At the same time, the 
approach to be followed had to allow for aggregation of the different sources of individual 
income, both to analyze the existing general income tax and to analyze the global income tax 
alternatives that were to be considered Accordmgly, a plan was established for collectmg data 
for corporations commercial and industrial profits (unmcorporated busmesses), and wage 
earners Interest income was handled separately, as outlined later in this discussion, because most 

6 Thls analys~s IS referenced in Dr Jorge Martmez' Project Paper, "Trade and Tax Pol~cv In Egypt," June 1992 a Thls approach 1s dmussed more hlly m Dr Harvey Galper and Ms k t a  Melhern s Project Paper ‘‘Analytic Tax 
Models tor Egypt June 1992 
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interest income was not taxed in Egypt and the Tax Department therefore had little data to 
access Similarly, upon the advice of the Department, due to the insufficient number of returns @ from thls category of taxpayers, no effort was made to collect a micro database of non- 
commercial professionals, thls income source was also estimated separately, as outlined below 

The project team staff in Washington and in Cairo, w th  active support and input from senior 
officials in the Tax Department, developed separate data collection forms for corporations, 
commercial and industrial profits, and wages and salanes The tax year 1985 was selected as the 
base year for businesses (and 1987 as base year for wages and salmes), since this was judged by 
the Department to be the most recent year at that time for whch the majonty of taxpayers would 
have settled their tax liabilities In all cases, data were collected on gross and taxable income, 
and efforts were made to collect data on all the major exemptions, deductions, and credits 
available to taxpayers as well The data collection effort was active for a penod of approximately 
24-months, dunng which time data were collected from more than 700 corporations, almost 
16,000 commercial and industrial taxpayers, and almost 2 1,000 wage earners 

After the data were collected and had been reviewed, they were keypunched into computer- 
readable format by the Tax Department's ADP sector and then turned over to the project team * 
The project team then went through an intensive set of procedures to process the data for use in 
the models The steps in the process included the followmg 

+ Data verrjcatzon The data were run through a "tax calculator" to test for internal 
consistency of the data This process identified both keypunch errors and errors on tax 
returns Errors were corrected where possible, though in some cases, returns were removed 
from the sample 

+ Frllzng rn data gaps In many cases, the data collected were incomplete, either because they 
were not available on the return, or because the samplmg process d ~ d  not include all 
information on the return (see, for example, the description below for how "short forms" 
were used for collecting much of the data for corporations and commercial and industnal 
taxpayers) To fill in missing data, a statistical t echque  called "hotdecking ' was used to 
develop estimates of the missing data 

+ Wezghtzng each record Each return in the sample is representative of a number of other 
taxpayers A statistical process was followed for estlmatmg these weights for each of the 
returns in the three respective databases The models multiply these weights times the data 
for each record, and then sum the weighted results, to estimate the aggregate results for the 
entire corporate, commercial and industnal, and wage earner populations 

+ Calrbratron When the above processes were completed, model simulations were run to test 
how closely the model predicted actual tax liabilities for each of the three taxes Calibrations 
were made to taxpayer weights, to the extent necessary, to tie to actual results for the base 
year (1985 for all but the wage tax, as noted above) 

* Only the keypunched data and not actual tax returns were suppl~ed to the project team These keypunched data 
did not lnclude any taxpayer identificat~on mformation m order to protect the confident~allty of taxpayer 
information 
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+ Extrapolatzon to 1992 Once a representatlve database existed for a base year, the data were 
extrapolated to 1992, consistent wlth available information on the economy and on tax 
collections 

A more detailed discussion of the approach that was followed in developing the analytic 
databases was presented m the Technical Manuals to the models that were delivered to the Tax 
Department's ERD 

In the discussion that follows, each of the microsimulation income tax models that was 
developed by the project team is descnbed together with some of the specific issues that were 
addressed in developing the respective databases This is followed by a discussion of other 
somewhat less sophsticated, models that were developed by the project to support the efforts to 
analyze comprehensive income tax reform in Egypt 

+ Corporate Income Tax Model The corporate lncome tax model was designed to analyze two 
separate taxes on corporate income the corporate lncome tax and the development duty 
Barents' rmcrosunulabon modeling software was moddied as necessary to replicate the tax 
structure that exlsted m Egypt, so that ~t would effectively replicate the tax calculations as they 
would be done by each corporation represented In the database m d e t e m n g  its tax liability 

To collect the data for corporations to be used in the model, two separate transcription forms 
were used For about one thud of the returns, a short form that mcluded 17 different Items 
such as assets, mcome, deductions and tax liability was used For the remsumng two-tkrds of 
the returns, a long form of about 100 Items was used Tlus longer form included the same 17 
items on the short form, but with much more detail on assets, mcome, deductions, etc Both 
forms identified important characteristics of the corporation, mcluding whether it was a 
public or pnvate corporation and the Industry in whch it operated, so that the model results 
could be tabulated and displayed by these charactenstics Pnor to inclusion in the database, 
the data for each sample corporation was checked to assure that the gross income, taxable 
income, and tax liability data were Internally consistent When mconsistencies were 
identified, they were reviewed and resolved, often a tune-consurmng process for the data 
collection team 

The sample of corporate taxpayer data was re-weighted to a mverse of corporations by 
applying statistical weights to each of the records in the sample The weights were based on 
Tax Department estlmates of the total number of corporate taxpayers, the total amount of 
corporate mcome taxes collected by the Department dmng the last ten years, and a census of 
manufachuvlg and other economic data In creating the taxpayer uruverse, the three largest 
public sector corporations (Egyptian General Petroleum Corporation, the Central Bank, and 
the Suez Canal Authonty) were ldentlfied separately based on publicly available information 
on these corporations, t h s  separate handling of these extremely large corporations 
(effectively giving them a statistical welght of one) improved the accuracy of the weighting 
process 

The model presents results dlsaggregated by m e  dlfferent mdustry classifications and eght dlfferent slze 
classificat~ons (where slze is measured by the firm s assets) 
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+ Comrnerciul and Industrzal ProJits Tax Model Ths  model was designed to estimate three taxes 
due on commercial and industnal profits the schedular tax on these profits, the general 
income tax, and the development duty As wth  corporations data were collected on short 
forms for many of the returns that were sampled and on long forms for others In contrast to 
the data collection effort for corporations, the vast majonty of the returns sampled used the 
short form, with less than five percent usmg the long form Thls diffenng emphasis reflects the 
fact that the universe of commercial and industnal profits taxpayers is much larger than the 
corporate umverse and mcludes many relatively small businesses The data for commercial 
and industnal profits taxpayers were of somewhat lower quality, and were often less complete, 
than the data for corporations, and the processing of the data was more tune consurmng 
Accordingly, this particular data collection and processing effort extended over a greater tune 
penod than for the other two comparable efforts 

The tax model software and t h ~ s  database was imtially used to calculate the tax liability of 
commercial and industnal taxpayers under the schedular tax, the general income tax, and the 
development duty It was then used to calculate the impact of shifting from a schedular to a 
global income tax w t h  new rates, tax bases and family exemption levels The 
microsimulation process that is used is the same as that descnbed above for corporations 

+ Wage and Salary Tax Model Tlus model was designed to analyze four different GoE taxes 
levied on wage mcome (1) the schedular mcome tax on wages and salmes, (11) the 
proportional stamp tax on wages, whch is levied on government and public sector employees, 
(in) the general income tax, and (iv) the development duty 

The tax model software analyzes the tax liability of each individual wage earner consistent 
wth the microsimulation approach outlmed earlier For each wage earner represented m the 
database tax liability is calculated, addmg together all sources of taxable wage and salary 
income allowmg legally-provided deductions and exemptions, and applymg marglnal tax 
rates specified under the law Each wage earner in the file has a statist~cal "weight" that 
identifies the number of wage earners m Egypt represented by that individual The "weighted" 
sample, when summed, represents the entlre u v e r s e  of wage earners in Egypt The wage tax 
database incorporates detaded wage earner data collected by the Tax Department officers, 
aggregate employment data, and tax collection data These data were collected using different 
forms designed by the project team 

+ Non-Commerczal Professzonal Profits T m  The approach for simulating the Impact of tax 
reform on professionals was very s~rmlar to that outlined above for the commercial and 
industnal profits tax Since taxpayer data on non-commercial professional profits were not 
collected, because the Department believed there were limited numbers of returns and the data 
on the returns that did exlst were of low quality, a representatwe data base was created fiom 
the limted amount of information that was available, pnmanly data on tax colleclons and 
numbers of taxpayers In the absence of other mformation, the distnbution of taxable mcome of 
professional profits taxpayers was assumed to be identical to that of commercial and mdustnal 
profits taxpayers This assumption, together wth  the known number of taxpayers, was found to 
produce results consistent wth  the amount of revenue collected fiom the scheduler tax on 
professionals Utilivng t h s  database, the tax model software calculated the tax liability under 
the schedular tax, the general mcome tax, and the development duty, it also calculated tax 
liability under global income tax reform alternatives 
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In addition to the models descnbed in the preceding section, a series of other more aggregated 
and condensed analytic models were developed for use in addressing speclfic mues for which 
either the databases in the larger models were not adequate or the models themselves were not 
designed to address Some of the more important of these models are descnbed below 

Taxation of Interest Model This model was developed to estimate the effects on both tax 
liability and collect~ons of taxing interest income through withholding at source These 
estimates were developed by type of interest recipient, under alternative assumptions 
regarding tax rates, future interest rates, and the growth of asset holdings The model was 
designed to calculate Interest paid by banks and other payers, utilizing data from the Central 
Bank of Egypt and from analyses of the Egyptian financial sector supplied by USAID Based 
on t h s  information, estimates were made of interest received by households and by types of 
business firms by (I) type of asset and (11) matunty This level of detail was needed to project 
how taxable income would change as interest rates changed over the forecast period and to 
estimate the revenue implications of exempting holders of longer-term secunties when 
taxation of interest was mitially enacted lo 

Tax Payments Model (converszon of tax accruals to cash receipts) The microslrnulation 
models descnbed earller provide analyses on the basis of taxpayer habdrtres, based on the 
information collected on taxpayer returns However, the GoE budget, in common with the 
practice of most governments, registers taxes as budgetary receipts only when they are 
actually pad into the appropnate depository agency and credited to the account of the 
Ministry of Finance For a vanety of reasons, payments generally lag well behind the accrual 
of the liability Reasons for the lags include the payment rules themselves, the administrative 
procedures for recording taxes received, and the ability of the taxpayer to make payments 
The tax payments model is designed to translate the calendar year liabil~ty estimates 
produced by the tax models into fiscal year collections Model inputs Include parameters for 
the vmous mechanisms for making payments to the Tax Department such as withholding by 
month, wthholding by quarter, payment wrth final returns, discounts and additions, etc The 
model produces estimates for proposals that change calendar year tax liability and for 
proposals that change how tax payment requirements are met (such as greater use of 
wthholding at source or introduction of an estimated payments system) 

Penalty Reform and Tax Backlog Models These models were developed to estimate the 
impact on income tax collections of a proposal to apply a mforrn and more onerous system 
of delay fines and penalties to taxpayers who fa1 to comply wth  filing or payment rules The 
penalty reform model is designed to take into account the impact on collections (1) under 
various assumptions as to changes in taxpayer compliance as a consequence of the proposed 
rules and (11) as a result of the increased fines and penalties that would be imposed on non- 
compliant taxpayers under the proposed new rules The tax backlog model was developed to 
estimate the impact of a proposal to reduce the backlog of unsettled tax cases by the 
forgiveness of part or all of pre- 1993 unpaid income tax liab~lities for low-income taxpayers 

lo  It was assumed that elimrnatron of tau exemption of mterest would result In a rise in mterest rates on securit~es 
that were prev~ously tax-exempt such as government secuntles Holders of bonds and other such securities would 
suffer a capital loss on their bond holdings if they did not receive some form of 'grandfathermg" at the tune 
taxatlon of mterest was ~ntroduced 
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+ Tax Holzday Model The tau hol~dav model is designed to produce year-by-year revenue 
estimates of changes in tax holiday laws, including the Impact of the recently enacted 
Investment Guarantees and Incentives Law (No 811997) Since the revenue Impact of 
changes in investment incentives for companies formed in a given year (a vintage) extend 
many years into the future and ultimately reverse in part (as some become profitable and lose 
their exempt status), revenue projections must reflect thls cumulative phasing In of each 
vintage of investments and their long-run impacts The model uses as its basic Input the 
baseline revenue estimate produced by the corporate tax model, combines this with other 
information (such as growth rates mduced business formations, expirations, profitability, and 
average length of tax holiday) to denve a stream of annual revenue estimates over the next 
20 years for each investment vmtage, and cumulates these streams over each of the 
intervemng years to produce year-by-year net revenue eshmates 

+ Government Employee Tax Burden Model Since the GoE is the largest employer in Egypt, 
there was a considerable interest in the impact of broad-based tax reform proposals on 
employees in the Government sector The project team was given representative examples of 
the incomes of government employees at each level (Grades VI to I, General Manager, 
Undersecretary and First Undersecretary) and used these to estimate changes in tax liability 
under vmous assumptions as to allowable deductions, exemptions, and tax rates The model 
is designed to take into account (1) allowances such as the farmly burden allowance, annual 
allowances, special bonuses, Presidential bonuses, social allowances, and production 
mcentives, (11) deductions and exclusions such as the cost of earmng income, employee 
contnbutions to pensions and savings plans, and representational allowances, and (111) taxes 

a such as stamp taxes, wage taxes and development duties The database included high-end and 
low-end wage income for each grade Exemptions, bonuses and other adjustments were 
estimated based on statutory rules Assumptions (e g , the family burden allowance) could be 
modified to show the impact of proposals on representative farmlies 

Over the course of the project the project team and counterparts m the Mimstry's analytic units 
used these models and data bases to provide economic and statistical support for numerous 
proposals for fundamental tax reform and for modifications to exlsting laws The various types 
of analyses included 

+ Projections of monthly and fiscal year change in tax payments, by type of tax, as a result of 
enacted andfor proposed changes In tax law and tax admmstration practices 

+ Individual taxpayer distnbutional tables showng wnners and losers, numbers of taxpayers 
affected, and average and total tax changes across Income classes as a result of changes In tax 
laws 

+ Corporate distnbutional tables showing changes in tax liability by industry 

+ Changes in overall and relative prices for vmous commodities under indirect tax proposals 

+ Changes in reported income and deduction items affected by tax proposals 

Most notably, the project team used these models to estimate the revenue and distnbutional 
effects of the comprehensive tau reform program it presented to the GoE in 1991 These 

@ estimates mcluded both impacts of the entire program and effects of each of the major base- 
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broadening proposals that was recommended In late 1993, the models were used to estimate the 
effects of the Global Income Tax, for which a confidential report was prepared for the Minister 
and a separate analysis was prepared for USAID And in subsequent years, the models were used 
periodically to analyze specific proposals that were of concern at that time 

INSTITUTIONALIZING ANALYTIC CAPABILITY 

BACKGROUND 

The development of the analytic models and databases was a cntical component of the project, 
and one that was essential to estimating with a reasonable degree of accuracy the impacts of 
proposed and actual reforms Equally important, however, was the objective of institutionalizing 
within the Mlmstry and its tax departments the capability of performmg such analyses 
independently in the future, once the project has ended 

This objective was established for the project from the outset, in the USAID Project Paper that 
served as the foundation for establishmg the project This paper envisioned the creation of an 
Administration and Policy Analysis Umt in the Financial Research, Statistics and Adrnimstrative 
Development Office of the Mmstry of Finance The unit was to be staffed by U S and Egyptm 
tax analysts and public finance management specialists who would participate in developmg the 
tax reform agenda It was expected that the Ministry of Finance, m response to its own needs and 
commitment to the project goals, would take the necessary steps to create the new umt and open 

@ opportunities for Mimstry of Finance staff to be trained by project experts and participate in 
policy debates In support of h s  anticipated initiative, Dr William Fox prepared a descriptive 
analysis of the process and methods by which revenues were projected and momtored in early 
1990 ' l  

However, because the policy development and review process was conducted at only the highest 
levels w i h n  the Mimstry of Finance and the tax departments, thls Project Paper vision did not 
matenalize in Phase I of the project The policy analysis unit was not created m the Mmstry of 
Flnance There was no core staff of Egyptian tax and public finance analysts with whom the 
project team could work As a result, virtually all project-related modelrng and policy analysis 
was undertaken by project team staff and consultants, worlung only in coordination with the 
Minister and top level officials in the departments 

Recognizing that t h s  project objective was not moving forward, the project team's 1991 report 
"A Comprehensive Tax Reform for Egypt" formally recommended that Economic Research 
Departments (ERDs) be established in the tax departments and in the Mimster's office in the 
Ministry of Finance Thls recommendation was supplemented by many informal discussions 
with the Commissioners, in which this rnitlative was actively promoted '* Pnor to 1992, project 

" See 'Estlmatmg & Tracklng Revenues Ln the Muustry of Fmance, W~lliarn Fox, January 1990, Internal Work~ng 
Paper # 1990-3 
12 

In April 1991, m response to discussions w~th the Comm~ssioner the project team developed a report on the role 
and qual~ficatlons of the staff of an ERD In the Tax Department 
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team efforts toward institutionalizing policy analysis had been essentially limited to soliciting 
support from the Minister and department leadership for the establishment and staffing of ERDs 

Beginning in 1992, when the modeling and database development work had been largely 
completed, and as the project moved to the second phase, a more concentrated and active focus 
was made to promote the establishment and training of ERDs in the two tax departments and the 
Ministry of Finance This was reflected in an amendment to the Project Paper in 1992 to call for 
establishing research units in the Sales Tax Department, in the Tax Department, and in a central 
level research unit (generally understood to be located in the Office of the Minister) 

As was the case w t h  other project activities, h s  initiative moved forward at a different pace and 
schedule in each department Accordingly, in the discussion that follows, the project team's 
efforts to institutionalize policy analysis is discussed separately for the Sales Tax Department, 
the Tax Department, and the Mimstry of Finance 

SALES TAX DEPARTMENT 

The lnitial success in establishng and trsumng of an Economic Research Department (ERD) was 
in the Sales Tax Department because of the enthusiastic adoption of the concept by the then- 
Deputy Commissioner of the Sales Tax Department, Mr Mahrnoud All The Department had no 
comparable unit of any lund, so the new m t  was entirely a start-up operation 

In early 1992, the Sales Tax Department recruited staff for the new ERD, loolung both internally 
and externally The project team supported t h s  effort by drafting descnptions of the lunds of 
academic training, experience, and slulls that would be needed within the new ERD, in addition 
to descriptions of the roles and duties of the new ERD The recruiting was completed and by 
June 1992, the Department's new ERD was established, and a leader appointed 

Because the unit was new, and because no comparable organizations existed elsewhere w1thr.n 
the Ministry from whch to recruit, the staff that was recruited was generally young, 
inexpenenced, and new to the analytic concepts that are used by a research m t  Some of the 
staff had background in the Sales Tax Department (though pnmardy in the pnor Consumption 
Tau, since the General Sales Tax had only been introduced a year earlier), whle others had pnor 
academic training in economics, quantitative analysis, and in the use of computers In general, 
however, the staff for tlus new start-up m t  was made up of relatively inexpenenced 
professionals who needed substantial tramng before they would be able to perform the lunds of 
analyses that the project team had performed in support of tax reform in the pnor two years 

Trainlng Program 

The training program that was developed for the Sales Tax Department's ERD was tailored to 
meet the needs of a staff that had been recruited with varying backgrounds, whch required 
starting at a more general and basic level and moving towards more specific and advanced 
trainmg over time The traimng that was provided generally fell into one of four categones 
(1)  mtroductory trainmg on the General Sales Tax (GST) and the role of the ERD in analyzing it, 

8 (2) tralning in the areas of economics, statistics, econometncs and public finance, (3) traimng on 
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the Indirect Tax Model (ITM), and (4) training on the use of computers Each of these training 

m components is briefly summanzed below 

1 Introductory Tramng on the General Sales Tax (GST) and the Role of the ERD 

Initlal training sessions held in July 1992 were provided by the project Chief of Party and were 
designed to give the staff of the newly formed u t  an understanding of their role in developing 
and analyzing indirect taxes for the Sales Tax Cornrmssroner and other senior officials Project 
resident advisors, as well as semor Department staff, gave initial lectures on the General Sales 
Tax that had been adopted in 1991 and how it differed &om the Consumption Tax that had 
previously been in place If the ERD was to be able to analyze sales tax issues, it had to have an 
in-depth understanding of the tax it was analyzing Another focus of the initial training was on 
the practical application of pnnciples and estimating techmques to provide the Commissioner of 
the Sales Tax Department and others w t h  matenals that they needed as quickly as possible 

However, since this was a newly formed un~ t  w i t h  the Sales Tax Department, the lectures were 
also designed to give overall direction to a w t  composed of individuals with little familimty 
with each other or with the anticipated scope of work for the newly formed unit The project 
team's initial lectures combined such topics as the role and responsibilities of the ERD, how to 
thmk about revenue estimating in general, and effective presentation of results to senior officials 
Techmcal issues such as the fundamentals of indlrect taxes in Egypt, special~zed issues in 
projecting sales tau revenues, and estimating the Impact of changes in the sales tax law were also 
discussed 

2 Trainlng In the Areas of Economics, Stabsbcs, Econometr~cs and Publlc Flnance 

In 1992, a formal traming program for the ERD was designed and initiated under the direction of 
Dr Hafez Shaltout, an Egyptian economist on the project team The program was designed to 
strengthen the knowledge of the staff in the areas of (1) economics, and public finance, and 
(11) statistics and econometncs The extensive traimng in public finance included topics such as 
supply and demand elasticities, tax burdens, the elasticity of tax collections, requirements for a 
good tax structure, horizontal and vertical tax equity, and the use of partial and general 
equilibrium models Econornetncs lectures covered the basics of the multi-vanable regression 
analysis, functional forms of regression models, T and F distributions, hypothesis testing, 
ANOVA in matnx notation, the correlation matnx, and other basics deslgned to create the skill 
levels required to perform the kinds of analysis required by the Commissioner and other semor 
officials in the Sales Tax Department 

Subsequent lectures by the project team covered such specialized topics as constructing index 
numbers, the economics of import tmffs and effective rates of protection, management by 
objective, operations research, and broader issues of applicability to the work of the ERD 
Furthermore, the team supervised a t r m n g  program on financial policies and procedures, wh~ch 
focused on such topics as basic governmental functions, pnnciples of state budgets, income taxes, 
government accounting, and financial regulations and control 

Specific traimng on selected toplcs identified by the ERD and the project team was also provided, 
which mcluded report wnting for seluor officials, the basics of using the Lotus regression 
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package, accountmg for mput crediting in revenue estimates, issues m converting estimates of 
annual changes m liability to changes in fiscal year collect~ons, and the use and interpretation of 
statistical lnforrnation produced by the ADP Department The project also provided approximately 
50 different books and reports related to public finance, econometncs, sales taxation, and 
computer applications as an imtial investment in a technical library for the ERD Since some of 
these publications were in English, several members of the ERD received English language 
training (discussed more fully In Chapter VII ) 

In response to a perceived need for managers and other top leaders in the Sales Tax Department 
to have a better understanding of tools and analyses prepared in the Department, and to 
encourage dialogue between the managers and the staff of the ERD, the project team and 
members of the ERD presented a senes of lectures to the Comss ioner  and other senior 
department officials on "Economic Models and Econornetnc Techques Used in the Sales Tax 
Department" in November 1993 Also, at the Commiss~oner's request, the staff of the ERD and 
the project team met jomtly with an IMF delegation headed by Dr Vito T m  to review the 
ERDs traimng and work Preparatory to this meeting, Dr Shaltout produced a report for the 
Commissioner deta~ling the senes of lectures given to the staff m economics of taxation, 
econometncs, modelmg, revenue estimating, and other related topics l3 Dwng the meeting, 
Dr Tanzi presented certificates to the ERD staff who had successfully completed the traning 
program 

3 Tralnlng on the Ind~rect Tax Model (ITM) 

There were a number of reasons for the Ind~rect Tax Model (ITM) to be featured as an integral part 
of the t r m g  for the Sales Tax Department ERD ( I )  it is a valuable tool for policy analysis and 
revenue estlrnatmg, (2) it embodles fundamental macro and mcro economc principles that must 
be understood m order to successfully use the model, and (3) it requres facility wth the use of 
computers These were all facets of the traning program that was established for the ERD 

The t r w g  provlded on the ITM had three components the first was to tram selected ERD staff 
on how to use the model, the second was the more complicated and challengmg task of traimg 
ERD staff on how to update and modifj the model to reflect new economc con&Qons, different 
elasticities, changes m the sales tax structure, etc , and the thud was how to interpret and use the 
model outputs The transfer of the mdirect modeling technology, and particularly the second stage 
of thls transfer as outlmed above, was in fact challengmg, because the model uses relatively 
complex economc concepts, mathematical equations, and computer software 

A preliminary version of the ITM, a User's Manual, and a draft t e cbca l  manual were initially 
delivered to the ERD in 1992, and Barents staff briefed several newly-appointed analysts on 
using the model to do revenue forecasting and policy analysis The mtent was for the staff of the 
new u n ~ t  to work mdependently with the model and provide input on possible modifications A 
revised version was subsequently delivered to the ERD In the intenm, the staff received tralning 
on a w d e  range of policy and revenue estimating Issues D u n g  t h ~ s  time, the staff was operating 
from temporary quarters and expenencing d~fficulty in maintaimng its computers 

0 l 3  See "Sales Tax Department, A Report on Tralnmg and the Economtc Research Department," January 26 1993 
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In 1993 the ERD was relocated to permanent headquarters in Nasr City and its computers were 
made operational The ITM was reinstalled on a project-procured ' 486" micro-computer, one of 
several procured for the ERDs over the life of the project As part of the transition and 
reinstallation of the model m the new location, the project team provided additional traimng on 
the ITM soon after the relocation At that tlme, 13 members of the ERD attended the traimng (of 
which only two had received preliminary tralnlng the previous year) The traimng was intensive, 
consisting of nine sessions of three to four hours each The trainees worked on 14 simulations, 
both individually and in-groups One consequence of this extended hands-on expenence was that 
the staff had questions and requests for modifications to the model These were sent to the model 
developers in the project team's Washmgton office 

Over the next two months, the staff ran simulations on the model in preparation for more 
intensive training, whch began when a modified version of the ITM was delivered and installed 
by the project team in Apnl 1993 T h s  round of training effort on the model mcluded 
miscellaneous exercises designed to apply the model to the analysis of vmous revenue and 
policy issues 

In 1994, the project team obtained a new 1992 input-output table for Egypt, the UN 1991/1992 
ImportIExport data tape, up-to-date tax receipt data, and other new econormc aggregates The 
project team also received requests from the ERD for certain additional enhancements to the 
ITM Thls led the Team to revise and retarget the model to incorporate the new data and to 
modify its outputs The revlsedhpdated model was completed and installed in Aprnl 1994, 
complete with advanced t r a m g  on the ERDs computers by members of the project team 

After they had used the ITM for several months, the ERD requested further changes to the 
model These changes were undertaken and a revised version was sent to Cairo and mstalled on 
the ERD computers in August 1994 Additional training by project team members qulckly 
followed This traimng mcluded reviewng technical aspects of the ITM and introducmg the 
ERD to the General Algebrac Modeling System (GAMS), the language used to construct the 
ITM 

In January 1996, the ERD asked that the project team schedule additional t rmmg for the staff 
The project team responded by providing refresher training on extrapolating the model, 
analyzing proposed sales tax options, prepmng reports and organizing the necessary economic 
databases and additional t r m g  on GAMS 

4 Tra~nmg m the Use of Computers 

To support the ERD's use of the computers and the different software packages that were 
provided, substantial computer-related t r a m g  was given, such as lectures on time senes analysis 
and the use of the computer, mcludmg the use of the econometric tune senes processor MicroTSP 
software package 

In March 1994, an initial report on the ERD's computenzation needs was prepared That same 
month, based on its diagnostic of the ERD's operations and on needs identified by the ERD staff, 
the project team provided on-the-job-tramng for the ERD on database design and computer- 
aided analytic techniques, includmg the use of Quatropro, training on software packages, 
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including Statistical Package for Social Sciences (SPSS) for Windows revlew of management 
information reports and recommendations for alternative formats and content and a six-day 
advanced course in MS Windows and MS Excel 97 

The project team initiated an in-depth review of the operahons and outputs of the ERD to assess 
quality and timeliness of rnatenal prepared for department leadershp Analyses and estimates 
prepared by the ERD were crit~qued in detail for techcal  content and clanty of exposition The 
management and operations of the ERD, ~ t s  tools, rnputs fiom other agencles and the flow of 
mforrnation to and from the ERD were all reviewed The results of these reviews were d~scussed 
wth  the staff, documented in several memoranda, and were the subject of an extended d~scussion 
wth  the Commissioner at the end of the mission 

After reviewmg the ERD's operations and several of its reports, the project team concluded that the 
ERD was operating much as expected given the relative newness of the staff and the demands 
made on it wthm the Sales Tax Department The problems that were identified were judged to be 
resolvable through further (but limited) t r m g ,  changes m certam procedures, additional 
computers and software, and continued expenence m respondmg to requests and analyvng tax 
data The project team's recommendations, most of whch were later adopted In one form or 
another, included the following 

Need for an expenenced manager who could understand and lead ERD work, 

Need for add~tional hardware and software, and proper mamtenance of equ~pment by ERD 
staff, 

Need for a system of documentation for all ERD files (both hard and soft copies) and 
centralization of mformation for ready access by management, 

Need for a refresher course to new staff members, 

Need for a plan to computenze all operations, rncludmg the preparation of reports, 

Need to mcrease the use of the MIS reports produced by the ADP Department, 

Need to develop a program for samplrng annual sales tax returns and obtamng needed 
statistical information, and 

Need for the Department to consider using lnterna.1 resources (outside the ERD) to develop 
additional data for ERD use 

The project team also used the revlew as an opportuzllty to assess what further support might be 
provided in order to assure that the institutionalizahon of policy reform was well established 
Areas that were Identified for longer-term support and assistance Included continued traimng on 
computer bas~cs, some advanced trainmg on computer software usage and database development, 
workshops on report wnting, intra-Department meetmgs to help ERD staff understand reports 
fiom the General Sales Tax Administration Computer System (GSTACS) and the lunds of data 
tabulations that could be developed from ~t for analytic use, further trainmg on the Indirect Tax 
Model, and continued review of analytic methods employed by the ERD 
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Current Status 

The diagnostics, training, and ITM mtallation missions proved to be watershed events for the 
ERD component of the project Although training and t echca l  assistance cont~nued throughout 
the project's existence, by 1995 the Sales Tau Department's ERD was established and the PFAP 
resources focused on prov~ding assistance on specialized topics jointly identified by the ERD and 
the project team Subsequent project missions reviewed ERD operations and addressed issues 
raised by Semor Officlals and Commissioner Mahmoud Ah Most of these revolved around 
cont~nued training and computer needs 

By the end of the project, and after a prolonged penod of t r m g  and leamng on the job, the 
ERD has proved to be capable of prov~ding senior Sales Tax Department Officlals wth  analyses 
grounded in the fundamentals of tax policy principles, utilizing the techtuques of economic and 
econometric analysis, and reflecting the practical expenences of seruor staff knowledgeable in 
implementing a modern sales tax 

TAX DEPARTMENT 

In the Tax Department, the creation of the ERD moved forward at a slower pace than the Sales 
Tax Department for two somewhat related reasons First, the Tax Department already had an 
established Research Office, which by its name suggested that it might be comparable to what 
the project team envisioned as a fbnctioning ERD for the Department However, t h s  office 
provided p m m l y  legal research and opinions on tax issues that mse  between the Tax 
Department and the taxpaymg public it had little, ~f any, economic or quantitative capabilities 

@ and provided no analyses of the kind enwsioned by the project team of an ERD Second, there 
was no one in the Tax Department who championed the ERD mhahve Former Comrnissioner 
Fatlu Abd El Balu argued imtially that he already had a research ofice, and only slowly accepted 
the project team's position that the proposed ERD was different fiom the existing research 
office 

In March 1991, the project sent the first of several memoranda to the Comrnissioner urging that 
an ERD be created in the Tax Department For the reasons noted above, there was no action 
taken on the issue for nearly two years Finally, in February 1993, the Tax Department expressed 
interest in establishng an ERD along the lines of those proposed by the project team and in April 
the project team was asked for a memorandum on how an ERD mght operate in the Tax 
Department That month, the project team sent the Commissioner a comprehensive plan on 
establishng an ERD m the Tau Department, complete w t h  personnel requirements and 
suggested trsunrng In an effort to stimulate interest in the potential for such a unit, a member of 
the project team brought the corporate tau model to Calro, ready to demonstrate to the Office of 
the Mimster and to the staff of the Commissioner and encourage ERD development Although 
the proposed demonstrat~ons did not take place, it became clear that despite the project's earlier 
efforts, seruor staff ln the Commissioner s office viewed setting up an ERD and installing project 
models on computers as basically an IT effort and not as a process of developing skilled 
individuals for whom the models were but one of several useful tools 

Nonetheless, the project team made a concerted effort in the ERD initiat~ve, especially since the 
Global Income Tax had just been enacted which provided a renewed opportunity to identify the 
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benefits of an ERD for the Tax Department In January 1994 the project team again forwarded 

@ 
to the Tax Department a detailed memorandum describing the potential responsibilities, work 
products and staffing requirements of an ERD'~ This memorandum was followed by meetings 
with Tax Department officials and, ultimately, by the formation of an ERD in July 1994 Is  At the 
request of the Tax Department, the project team interviewed 11 nominees and found them to be 
suitable candidates for the ERD, they were then assigned to this new organizational u t  

Trainmg Program 

Once the new ERD was created in the Tax Department, the project team attempted to actively 
and aggresswely provide t echca l  assistance and support so that t h s  unit could move to the 
same level of expertise that had been acheved in the Sales Tax Department T h s  assistance and 
support ultimately consisted of providing general analytic trainlng to the m t ,  purchasmg 
computers and software for the ERD, lnstalllng the project-developed direct tax models in the 
ERD, training the staff on their use, and providing techca l  support and assistance as needed 

Training, a key element in establishmg an ERD, was provided in a fashion similar to that 
provlded to the Sales Tax Department's ERD However, due to the more numerous taxes covered 
by the Tax Department, and the nature of the taxes themselves, the content of the t r a w g  
program was somewhat broader To t h ~ s  end, in AugustISeptember 1994, the project team 
designed and submitted to the Commissioner a comprehensive training program for the new 
staff, which was also to be attended by appomtees to the ERD newly established m the 
Minister's office (discussed later in t h ~ s  chapter) A copy of the training program submtted to 
the Tax Department detsuling its components, the time allocated to each component, and the 
agencyiindividual wlth pnmary responsibility for the training is attached (See Appendix IV-A) 
The pr~nciples guiding the t ranng plan were the followng 

Training would take place for approximately four hours per day to allow the staff to attend to 
their other assignments 

Traimng in statistical slulls could be limted, since the staff already had the necessary basic 
skills 

Tralning on computer basics would be necessary 

The program should make extensive use of in-country expertise 

The modeIing component should have two stages delivery of models and introductory 
training followed by more extensive trsumg after the staff had hands-on expenence w ~ t h  the 
models 

The program and schedule should be revisited following a diagnostic mission approximately 
six months after training begins 

l 4  This report was expanded and updated m November 1996 for the new Mmster of Flnance and the new 
Comm~ssioner of the Tau Department 
13 The Tax Department s ERD IS formally called the Econom~c and Tax Analys~s Department (ETAD) but for ease 
of eupos~tion, ~t is referred to ~n t h~s  report as the Tax Department s ERD 
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Ths  training was also designed to give overall direction to a unit composed of ~ndividuals with 
little familianty with each other or with what might be expected of them As before, the project 
team's initial lectures combined such topics as the role and responsibilities of the un~t, how to 
think about revenue est~mating, and effective presentation of results to senior officials, along 
wth  such techn~cal issues as receipts forecasting and monitoring, pnnciples of tax analysis, and 
the relationship of economic aggregates to tax bases The program was Intended not only to 
cover all aspects of forecasting and analyz~ng dtrect taxes in Egypt, but also to introduce the staff 
to departmental operat~ons In other parts of the Government as a way of strengthening the u t  

Concern over the d~verse backgrounds of those ultimately selected for the unit, their lack of 
expenence in forecasting revenues or analyvng tax policy, and the fact that most were requ~red 
to continue work In their pnor offices for an ~ndefimte time, led the project team to emphastze 
t r a m g  as the means to tle the group together and to push for a fixed work slte for the unit The 
latter was particularly necessary in view of the project's commitment to delivering the models ~t 
had developed to the ERD so that ~t would have tools immediately ava~lable for use in 
responding to requests Ultimately the ERD was housed in permanent offices close to the 
Commissioner's office and that were specially prepared to accommodate computer requirements 

The traimng program was initiated October 1994 with the mtroductory training descnbed in the 
next sectlon 

1 Introducto~~ Trainmg on Direct Taxes and the Role of the ERD 

As in the case of the Sales Tax Department ERD, the first step w t h  t h s  newly formed unit was 
@ to understand its role and purpose in servmg the Tax Department's needs The lectures were 

therefore designed to glve overall direction to a umt composed of individuals with little 
familimty with each other or with the anticipated scope of work for the newly formed 
department The sesslons covered both general topics related to the issue of revenue est~matmg and 
toptcs where very specific approaches and techmques were presented l 6  The following areas, among 
others, were covered in the trairung 

+ General Topics Related to Tax Analysis 
0 Pmciples of tax analysis 
0 The relabonship of econormc aggregates to tax bases 
0 Potential data sources and uses developmg contacts m other agencies 
0 Tools and pnnciples of tax analysis (1 e , Lorenz curves, equity, tax inc~dence, effic~ency) 
0 Presentahon of results 

+ General Topics Related to Revenue Estimating 
0 Receipts forecastmg and momtomg 
0 Forecasting techniques and evaluatmg estmates 
0 Makmg revenue estimates for changes m law 

- - 

l 6  The tralnmg mission also reviewed the status of the ERD and made several operational recommendat~ons 
includmg formally organizing the staff into operatmg unlts, asslgnlng specific responsibilities to different 
ind~viduals, and appointing leaders 
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0 Types of revenue estlrnates (I e cash collections, liability, long run) 
0 Examples of revenue estimates 

+ More Specific Topics Related to Revenue Estimating 
0 Forecastrng baseline (current law) receipts (and the "horseshoe" curve) 

0 The relationshp between liability and cash collections 

0 Denving business GDP fiom business financial records 

0 Developlng monthly cash receipt estmates 

0 Analymg actual collections 

0 Developmg revenue estimating models (wth take home example) 

0 Effective dates, excise tax offsets, behavioral responses, and other specialized topics relating 
to revenue estmates 

0 Possible ways to assess the revenue effects of changes m tax admstration 

The bulk of the training plan developed by the project team was deliberately designed to take 
advantage of local resources and to expose the tramees to different agencies in the Government 
Once the mtroductory training was completed, tramng in the specifics of Egyptian tax laws and 
regulations began In the penod from November 1994 through January 1995, the Tax Training 
Institute provided training on the law and operation of direct taxes in Egypt and on accounting 
principles (important for understanding the calculation of vmous tax bases) 

Economics, Statmt~cs, Econornetncs, and Pubhc Finance 

The t r a m g  in t h s  area was patterned to a significant degree after that descnbed earlier for the 
Sales Tax Department's ERD In addition, to the traimng in public finance and econometr~cs the 
project team's trainmg covered also such specialized economc topics as 

Macroeconomics and policy analysis, 
Aggregate demand sectors, 
National income accountmg, 
Money and capital markets, 
Stabilization policies, 
Introduction to international economics, and 
Inflation, unemployment and aggregate supply and demand 

In addition, the project team worked with the ERD to establish macroeconomic databases and 
held tramng sessions on data research using domestic and foreign sources and methods used to 
establish databases This training was done through a combination of on-the-job training, 
workshops and lectures and was generally provided to staff fiom both the Tax Department and 
the Mmsters' office) " 

l7 Thrs represented a dellberate effort to budd support across agencles to the two new ERD staffs even though the 
staff m the Mmister's office would have a broader focus 
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In January 1996, attendance at the weekly training sessions was interrupted, apparently due to 
the change in Commissioner The project team consulted with the Department as to ~ t s  future 
intentions and anticipated that the sessions would quickly resume However, thmgs took a little 
longer than expected and in the interim three computers procured by the project amved and were 
installed in the ERDs offices The project team then started worlung w t h  the ERD agam by 
famillanzing the staff with using computer software in their revenue and analytic work, 
providing guidance on analyvng additions and discounts, and meeting wth  Commissioner 
Usama to farmliarize h m  wth  the role of the ERD and the assistance provided by the project to 
the unit The Team provided further assistance to the ERD in analyzing Discounts and Additions 
using the newly installed models (see Direct Tax Models below) 

In July 1996, Commissioner Usama retired from the Tax Department and was replaced by 
Mr Fakhry Saad El-Dm Awad The Team continued working wth  the ERD on issues involving 
the tax models and other techca l  issues Soon after that, the Team conducted a review of the 
ERD's progress to date, provided additional training on revenue estimating as needed, reviewed 
development needs, and set up a proposed workplan to meet these needs The Team also met 
with Comrnissioner Fakhry to discuss the role of the ERD and what it might offer the 
Comrnissioner The Comrmssioner expressed a strong interest in the work of the ERD, the need 
for good data, and the need for good analyses in modern decision malung 

3 D~rect Tax Models 

The analytic models used to quantify the revenue and distributional Impacts of current and @ proposed changes in tax law were a vital component of the project team's contribution to the 
debate over tax reform in Egypt Although they were developed before ERDs were established, it 
was always the intent of the project team to transfer this modeling technology to the ERDs of the 
respective departments and the MoF The direct tax models, like the Indirect Tax Model in the 
Sales Tax Department, are valuable tools for both policy analysis and revenue estlrnatlng They 
embody fundamental macro and micro economic pnnciples that must be understood m order to 
successfully use the models Facility wth use of computers is also requred to operate these 
models 

In December 1994, Dr Galginaitis and Ms Melhem conducted tramng on the computer models 
Jeveloped by the project team Although formal tax models are not the only tools available to the 
ERD for analyzmg taxes, they are a principal one This training was done on project computers, 
since at that tune the ERD did not have its own computers The models on whch training was 
provided included 

+ The corporate tax model, 
+ The commercial and mdustrial profits tax model, and 
+ The wage tax model 

The traimng included a genera1 revlew of pert~nent tax laws and an introduction to each model 
followed by hands-on tranlng The topics covered for each of the models included the following e 
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+ Construction of a database, 
+ Forecast~ng of database to future years, 
+ Development of a Microsimulation Model, 
+ Understanding of the output tables, 
+ Making changes and runrung the model using the user-fnendly menu system, and 
+ Analyzing the results and presenting them to policy makers 

In early 1996, following some unanticipated delays in procunng computers for the ERDs, a 
training mission was launched to familimze the ERD wth using computers in analyzing taxes 
At that time, the project team installed the models on the ERD computers and provided refresher 
training on using the models for tax analysis 

Over the next several months, the ERD staff used the models, any issues that arose were 
addressed jointly by the project team in Calro and in Washington, DC After that, dumg a 
diagnostdtra~n~ng mission, the project team was assured that the ERD was nxmng the models 
in its work and, aside fiom some relatively small issues (later addressed by the project), had no 
problems w~th  simulations or outputs 

In March 1997, dunng meetings at the Tax Department, the Commissioner asked the project 
team to work with the ERD to update the income tax databases used in the models Developmg 
databases In general had been part of the ERD tramng The need to collect more recent tax 
return data in the appropnate format to use as Input to the models was an issue the project team 
had anticipated and raised w t h  the ERD staff on an informal basis soon after the models were 
installed on their computers However, a formal process for updating the databases had not been 
init~ated In part because the ERD was still m start-up mode 

In effect, until early 1997, the ERD staff focused on learning how to use the computers and the 
project models and was not in a position to tackle updating the vanous model databases 

In August 1997, the project team undertook an intensive effort to work with the ERD staff to 
update and extend the Corporate Tax Model database This effort was mtended both as a trainmg 
dev~ce on updating models in general and as a way to leave in place a plan and structure for 
updating the Tax Department's vanous models The project team focused on the practical issues 
involved in desigmng a sampling program m the Egyptian return filing environment and on the 
numerous practical and logistical d e a l s  that must be ant~cipated and addressed as the sample is 
drawn and the required data are transcribed and venfied 

In February 1998, Mr Nester returned to Caro on a tramng mission that included reviewng 
progress to date in updating the database and assistmg the ERD In this effort After reviewng the 
direction taken by the ERD in imt~ating its sample, the project team produced a senes of 
memoranda and notes to assist the ERD in its effort, including such topics as "Initial Corporate 
File Selection,""Determining an Efficient Sample Size,' and "Example Using Random 
Numbers " As part of ~ t s  assistance to the ERD In its ongoing efforts to define a role wthm the 
Comm~ssioner's office, the project team also gave the ERD a paper on "Monthly/Quarterly 

a Reports, Possible Formats " 
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4 Tra~nlng m the Use of Computers 

Computer technology plays a central role in the capacity of an economic research urut to deliver 
detailed, accurate, and timely analyses Computer literacy was therefore an important component 
of the trainlng that the project team provided to the ERD Training provided by the project team 
ranged kom computer basics to the mechmcs of mstalling and maintaining the files and software 
that make up the project team's rmcros~mulation models It was provided through both formal 
traimg, informal sessions w th  the staff, and on-the-job trainmg 

The missions by the project team members who were involved In settmg up the ERDs and 
providmg tramng on fiscal policy and analysis were particularly ~mportant in givmg the ERD 
practical training in uslng computers m thelr dsllly work Each mission inevitably included some 
(and often extensive) computer-related t r w g  as a result of introducing analyses, spreadsheets, 
and models to the ERD The techmques of mampulatmg the data wlfhln spreadsheets, sortmg files, 
keeping and updating data bases, mnnmg regressions, producing graphs and tables, etc that were 
embodied in the matenals presented to the staff usually resulted in a request (and opporhmty) for 
the Team to Introduce (or remforce) vmous functions in the software that had been provided to 
them The most useful of these were Excel, SPSS, Word, and Timeline 

Soon after the ERD was established, and as part of the comprehensive training plan set out for 
the staff of the ERD, the Tax Traimg Institute (TTI) provided the ERD w~th  formal tramng on 
the basics of computers (Computer Literacy, November 1994) and software (Wordperfect, 
December 1994) This was supplemented by penodic assistance from various members of the 
project team, Including traimng on Word, advanced Excel, Access, Timeline, memory 
management and pnnter functions 

Current Status 

After a relatwely slow start, the ERD has established ~tself as a unit capable of providmg 
analyses to the Commissioner By the tune of the project's 1996 needs-assessment mission, the 
ERD staff could use all of the models developed by the team and were creating their own spread- 
sheet models to address specific Issues The w t  is moving on developing the slulls and 
techniques that practical expenence teaches in building extensive databases Nobv~thstanding 
this progress, the unit appears to be quite under-utilized Requests from the Commissioner have 
apparently been relatively few in number If the ERD is to be successful longer term, it must be 
better integrated into the Department's operations 

MINISTRY OF FINANCE 

The Project Paper as amended in 1992 had called for establishing a central level research w t  in 
the MoF It was generally understood that the new unit would be located within the Office of the 
Minister and be responsible for addressmg issues of direct concern to the Minister Although 
several efforts were made to acheve h s  objective, including assigning individuals to the m t  
and providing training and resources to thls new staff, by the end of the project the research w t  
no longer existed as a separate entity, the resources and individuals onginally allocated to the 
unit had been reassigned to other departments or no longer worked for the MoF 
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As was true of the efforts to build an ERD in the Tax Department, there was l~ttle formal 
championing of the ERD in the Minister's office durlng the early years Only with the passage of 0 tax reform and renewed efforts by the project team in 1992 and 1993 to set up an ERD, that the 
Office expressed more than a passing interest in the unit However, in early 1994 the Minister s 
ade, Mr Kallaf, asked that the project prov~de him wth  matenal on the role of an ERD in the 
Office of the Minister and, after several months, the ERD was approved At that point, the 
project team combined their efforts to staff and train the ERD with their efforts to do the same 
for the Income Tax ERD Staffing started in August 1994 and by October 1994, the Team was 
able to jointly provide initial training on fiscal policy analysis and revenue estimating to staffs of 
both m t s  

At that time neither staff was operating from permanent offices m their respective departments 
and most individuals had ongoing responsibility for the jobs they held pnor to their new 
assignment The project team's recommendations at that pomt included recommendations for 
formally orgaruvng the staffs into operating units, locating them m permanent offices with ready 
access to senlor officials in their departments and assigmng them full time responsibility for 
fiscal analysis 

Over the next year and a half, the project team provided techca l  and logistical support to this 
new Economc Research Department (ERD) T h s  included tramng on the indirect, corporate, 
wage and commercial and industrial profits tax models, as well as other techca l  training The 
staff was given traamng at the Zeitoun Training Center on tax laws, use of computers and 
software applications Notwithstanding this sign~ficant tranmg effort the MoF ERD d ~ d  not get 
well integrated Into MoF operations The staff had conflicting responsibilities and they did not 
have a common physical location out of which to work As a result, over tune the ERD members 
in the MoF returned their attention to other duties By the end of 1995 progress and momentum 
had been lost 

In March 1996, with the procurement of computer systems for the MoF ERD, a fhther effort 
was made The project team initiated a concerted effort to install the tax models on the new 
computers, tram the staff on using the hardware and software, and continue their training on 
policy analysis and revenue estimating as they had done for both the Sales Tax Department and 
the Tax Department However, the size of the ERD kept shmkmg as a result of staff requesting 
extended leave for persondfamily reasons, leaving the country, changmg jobs, etc A group that 
started w t h  eight staff in October 1994 was whittled down to four by June 1996, and to an even 
smaller number a year later 

It was ultimately concluded by all parties that the project's focus should be on strengthening the 
two already-established ERDs, on which the Mimster's office can also rely, and that an MOF 
ERD can emerge in the future out of these two ERDs 

FUTURE WORK 

A substantial investment has been made by USAID, the departments, and the project, in 
establishing and traimng the ERDs These ERDs can provide valuable analytic support to senior 

a officials in the departments in revenue estimating, policy analysis, and quantitative analysis of a 
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broad range of admimstrative issues In effect the ERDs can serve as the analytic resource to the 
Commissioners and other senior officials in the departments 

For the ERDs to be effective, it is important that the Commissioners and others draw upon their 
expertise on a regular basis, and that the ERDs in effect be integrated into the departments' 
operations and activities If they are not used regularly, and not integrated into the departments' 
operations, there is a sigmficant nsk that the units will atrophy over time 

Efforts should also be made to continue to provide technical traimg to the ERDs, both to 
reinforce t r a m g  that has been provided by the project team and to continue to expand the 
analytic horizons of the staff T h ~ s  further trainmg could be provided by a follow-on project, or 
through Department-financed outside technical training, which could mclude an active role by 
one or more academic consultants to the respective departments to help gude their work and 
training The latter approach has been used to some benefit by the Sales Tax Department 

To help assure that the ERDs remain active, and a part of the departments' operations, the project 
team prepared for each department a work agenda and a set of contmumg responsibili~es that 
would acheve these objectives This agenda is in many respects a summary of pnor 
communications to the Comssioners and the ERDs on the roles and responsibilities of these 
u t s ,  but it sumrnanzes in one place a going forward agenda and schedule for each ERD Each 
of the Commissioners has endorsed the respective agenda for hls department's ERDs, and the 
project team is confident that the ERDs can and will provide valuable support to the department 
in the years ahead 

@ W~th regard to the issue of creating an ERD in the Office of the Mimster, the arguments in favor 
of such a unit remam valid Each of the revenue-rasing departments - and here we would 
include the Customs Department as well as the Tax Department and the Sales Tax Department -- 
has its own issues to address While there is increasmg coordination and cooperation among the 
departments, their scope of responsibility is necessmly constrained Only at the Mimster's level 
can the full range of issues, and tradeoffs, effectively be considered among the different revenue 
sources Nevertheless, the project team recommends that the focus of attention be on 
institutionalivng the ERDs m the Sales Tax Department and the Tax Department in the 
immediate future The Mmster's office can, when needed, use both of these resources to provide 
input to the broader range of tax issues that the Minister is likely to face, and possibly an ERD 
for the Mimster's office can emerge out of these two ERDs 
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APPENDIX IV-A 

TRAINING PROGRAM FOR THE NEW ECONOMIC RESEARCH DEPARTMENTS 

September 1994 

PART I BASIC TRAINING 

A The Basics 

(Combined traimg for both umts) 

Introduction to the role and responsibilities of an ERD 

4 3 days 
4 Responsibility Home office (Nester) 

Introduction to revenue estlmatmg, use of spreadsheets, data collection and mmpulahon 

4 4days 
4 Responsibility Home office (Nester) 

Pnnciples of tax policy analysis (horizontal equlty, vertical equity, admmstrabon, 
compliance, etc ) 

+ 3 days 
4 Responsibility Home office (Nester) 

Review of report m t m g  for semor officials 

4 2 days 
+ Responsibility Combmed home office and project office (ClaytonhJester) 

B Introduchon to taxes m Egypt 

Direct taxes (current law, recent legislahon, prospects for the future) 

4 Combined t r m g  for both u t s  
4 2 112 days 
4 Responsibihty MoF (TTI or MoF internal resources) 

OPTION Prospects for the future only 

4 Combined t r m g  for both u t s  
4 1/2 day 
4 Responsibihty project ofice (Clayton andfor Gordon) 

Indirect taxes (current law, recent legislation, prospects for the future) 

4 Office of the Mmster ERD only 
4 2 days 
4 Responsibility project office (Setter andlor Cunliffe) 
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Alternat~ve Tramng provlded by the TTI (lf they have experts on Indirect Taxes) 

Customs dutles 

+ Office of the Muster  ERD only 
+ 2days 
+ Responsibility MoF (Customs Department or other mternal resources) 

OPTIONAL Separate t r m n g  on other taxes (e g , stamp, social security) 

+ Combined tramng for both mts  
+ 2 days 
+ Responsibility MoF (mternal resources) 

Alternative Overview provlded by project ofice (Clayton andfor Gordon) 

NOTE All of the above t m w g  should be momtored by the project staff 

C Accountmg Pnnclples 

+ Combined t r m n g  for both u t s  

+ Intended to introduce accountmg to economsts and stat~sticlans, slnce accountancy 
income is the startmg pomt for determmng tax lncome 

+ 10 days 

+ Responsibility MoF (internal resources/au&t departments) 

D Computer Resources and Tax Models 

Introduction to Computers 

+ Combined t r a m g  for both umts (however, size of groups and avadability of computers 
may make smaller tramng u t s  necessary T h ~ s  will add to tramng tlme ) 

+ 5 days 

+ Responsibility project office (Ahmad) 

Income Tax Department ERD 

+ Installat~on and t r m g  on models 

+ Includes the wage tax model, the corporate tax model and the commercial and mdustnal 
profits tax model 

+ 10days 

+ Responsibility Home office (Melhem/Galgmmtis) 

Office of the Muster  ERD 

+ Tralning on tax models 

0 Wage Tax Model 
0 Corporate Tax Model 
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0 Commercial and Industnal Tax Model 
0 Indlrect Tax Model 

+ Assumes that the staff needs to know about the models but not necessarily have to run 
them 

+ Tramng on all models other than the indirect tax model is combined wth  the Income 
Tax Department ERD b a n g  

0 10 days on dlrect tax models 
0 3 days on mduect tax model 

+ If the models are to be run by the M~nlster's ERD staff, an addihonal 5 days wll  be 
requlred for mstallabon of models and hands-on t r a m g  

+ Responsibility Home office (Melhem/Galgmait~s/Min&) 

Subsequent follow-up on computer fundamentals 

+ Combmed t r w g  for both umts 
+ 5 days (or on an "as needed basis) 
+ Responsibihty project office (AhrnacUHernandez) 

E Data sources and uses w i t h  the Ministry of Fmance 

Visit to the Income Tax Department 

+ Combmed t r m g  for both umts 

+ 2 days (Overmew) 

+ 2 days for review of management information reports (Manual and Computer (Samir 
Hussem's Division) systems) 

+ Responsibility MoF 

Vlsit to Sales Tax Department ERD 

+ Combmed t r w g  for both urzlts for irutial visit (designed to demonstrate how an ERD 
works, outputs, mterachons, etc ) 

+ 1 day (second day may be necessary overview) 

+ 2 additional days for Ofice of the Minister ERD to review of 
management mformation reports (Manual and Computer 
Systems) 

+ Responsibihty MoF 

Site visits to tax offices 

+ Combined vlsit to income tax otfices (and possible visit to Customs or other tax centers) 

+ 2 days 
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t 1 additional day for the Office of the Mlnister ERD staff to visit sales tax 

4 Responsibility MoF 

F Other stahstrcs 

(Combined tramng for both u t s )  

Natlonal Econormc statistics 

+ 5 days 
+ Responsibility MoF (Information CenterICentral Bank) 

CAPMAS 

4 I day visit to become farmliar wth avalable statistics 

+ Respons~bll~ty MoF 

Central Bank 

t Day visit to become fawliar wth avalable statistux 
+ Responsibility MoF 

Central Department for Information 

t 1 day asi t  to become farmliar wth  avalable statistics 
t Responsibility MoF 

@ G Speclabzed irrmmg for the ERD lo the Mlnlsterls 0 6 c e  

4 Development of the 5 Year Plan (1 day) 
t Developmg and enaclmg the annual Budget (1 day) 
t Responsibility MoF (Information CentedCentral Bank) 

t No sigmficant t r m g  is scheduled for elther m t  Needs for any specialized tramng 
will be ~denhfied after the u t s  have started operations or sigmficant gaps revealed 
durmg planned t r m g  

t It is anticipated that the u t s  themselves wll  provide much of their own t r m g  usmg 
staff members 

t At a rnuumum, the staff should Indicate proficiency m the followng 

0 Sarnplmg 
0 Linear and non-hear regressions 
0 Trend and me-senes model forecasting 
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PART 2 DIAGNOSTICS AND FOLLOW-UP TRAINING 

@ A lnhal Follow-up on Models and Usage (and installation of final versions) 

+ 6 to 8 weeks after delivery 
+ Anticipates that models may be modified m response to input from staff 
+ Income Tau Department ERD 
+ 5 days 
+ Responsibility project office (Galgmsutis or Melhem) 

Office of the Mlnister ERD 

+ 3 days 
+ Responsibility project office (Galgmabs or Melhem) 

B 3 to 5 Month Diagnoshcs and Fmal Trammg 

1 D~agnosbc of Computer and Related Needs (e g , office space, adrmmstrabon of 
each w t ,  effective role m the Department) 

Income Tax Department ERD 

+ 8 days 
+ Responsibility project office (AhmacUClayton) 

Office of the Mmster ERD 

+ 5 days 
+ Responsibility project office (AhmadClayton) 

2 Operabon Dlagnoshc and Fmal Trammg 

Once the umts have been operational for a penod of time (3 to 5 months), the 
project team wl l  review operabons and matenals prepared for semor officials 

+ It is anticipated that additional tramng on w t m g  and presentation of results wll 
be needed 

Income Tax Department ERD 

+ Includes review of operabons and output and follow-up training 
+ 10 days for review 
+ Responsibility Home office (NesterMelhem) and project office (Clayton) 
+ 5 days for follow-up t r m g  
+ Responsibility Home office (NesteriMelhem) and project office (Clayton) 

Office of the Mmster ERD 

+ Includes review of operations and output and follow-up tramng 
+ 5 days for review 
+ Responsibility Home office (NesteriMelhem) and project office (Clayton) 
+ 5 days for follow-up tranmg 
+ Responsibility Home office (NesterMelhem) and project office (Clayton) 
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V ADMINISTRATIVE REFORMS 

BACKGROUND 

THE LINK BETWEEN POLICY AND ADMINISTRATION 

As the focus of the discussion shifts from policy reform to admirustrative reform, it 1s worth 
introducing the subject with a brief discussion on (1) the importance of admimstrative reform and 
(it) its place wthm a comprehensive project like the Public Finance Admimstration Project 

It is the effectiveness of admin~stration that ultimately determines whether the tax system is 
successful in acheving its policy goals Registrant identification, assessment of tax, collection, 
and audit are all critical to success of any tax regime, and it is important that they be 
accomplished effectively and at relatively low cost to all concerned parties Simplicity always 
emerges as an lrnportant attribute of the system in addressmg these broad functions of a tax 
ahnistration system These broad functions, in turn bnng to the forefront issues about forms, 
instructions, procedures, appeals penalties, and internal orgamzation, to name but a few It is 
wthm the proverbial trenches where the tax battle is ultimately won or lost A good tax pol~cy, 
poorly admimstered, will not be a major success 

@ Whde sound admilustration is ultimately a srne qua non of a successful tax regime, an important 
issue mses as to ordenng of policy and admimstrative reforms The conventional wisdom for 
whch there is much to be said, is that one must get the policies nght f ~ s t  and then deal with 
adrnimstrative problems '* In Egypt for example, the focus on tmprovement of the indirect tax 
system was appropnately on implementing a modern sales tax system, patterned after a value- 
added tax Devoting considerable resources to trying to improve the Consumption Tax would not 
have represented a sound use of scarce resources It could equally be argued with regard to 
income taxes, that spending substantial resources to improve admirustration of the complex 
schedular tax system, or of the cumbersome Discounts and Additions system, would have been 
an equally unsound use of scarce resources 

Recogmmg that many issues are ones of degree, however, it is also the case that one would not 
want to proceed w t h  the implementation of a major new tax, llke the General Sales Tax, and not 
be able to admimster it reasonably effectively If the business community finds that the 
Department is not able to adrninlster the tax ably, non-compliance and evasion can become the 
norm rather than the exception Recognizing that voluntary compliance is the basic pillar of any 
good tax system, tlus cannot be allowed to happen The same argument could be made for the 
introduction of the Global Income Tax If the taxpaying public is being told that a new and 
improved system of income taxatlon is being introduced in Egypt - in an environment in which 
pnor administration has been noticeably lax and evasion has been a major problem - one can 

See, for example, Roy Bahl The Econom~cs and Politics of the Jamaican Tax Reform " m The Jamalean Tax 
Reform, Lincoln Land Institute 199 1 p 5 7 
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expect that the claims of a new and improved system will be tested A poor start, whether for an 
en;irely new tax, or for the overhaul i f  an existing tax, is therefore likely to sow the seeds for 
future difficulties 

The Public Finance Administration Project, to the credit of those who designed it, provided a 
reasonable balance between these two perspectives Phase I gave emphasis to policy reform as 
evidenced by the discussion m Chapter 111, and thls emphasis was very appropnate in the 
Egyptian context But it also provided the resources to support upgrading and improving 
administration, broadly defined Tlus upgrading included training and personnel development, 
recognizing that professionalism and competence of the tax department civil service is ultimately 
a major determinant of success or failure 

TAX ADMINISTRATION TECHNICAL ASSISTANCE UNDER THE PFAP 

Technical assistance to support improved admmstration of sales and income taxes was ongoing, 
and extensive, throughout the life of the project In the case of the sales tax, much of the mtial 
work was focused on prepmng the Department for the implementation of the GST, and m the 
immediate period thereafter, managmg the transition from a consumption tax to a sales tax Once 
this implementation was completed, there was an ongoing, steady process - under the direction 
of Commissioner Mahmoud All Indeed, it was Mr Mahmoud All's vision and sustamed energy 
throughout the course of the project that continually moved the Sales Tax Department forward 
towards a better organized, more effective, and more modern approach to tax admmstration m 
Egypt The scope of t h ~ s  Department reform was very broad and included modemung and 
improving the Department's organnation, its processes and procedures, and its tramng of @ department personnel 

The project team was able to bnng a hghly-expenenced team of indirect tax admmstration 
professionals - most of whom came from countnes other than the United States, since the Umted 
States remains as one of the few countnes that does not have a value-added tax system - to 
support this effort The effort was led by Mr James Setter, an indirect tax admmstration 
professional from New Zealand, who had a lead role in his country's successful introduction of a 
sales tax (viewed by many as the model VAT in the world) and had also led a sales tax 
implementation effort in the Canbbean Mr Setter worked on the project for eight years, more 
than five of whlch were m a resident advisor capacity, the continuity of h s  support was very 
important to the project's success m t h s  area The effort was also supported in a sigmficant way 
by a number of other sales tax admmstration advisors who participated on a long-term basis 
(Mr Tony O'Sullivan from Ireland, Mr Bernard Cunliffe from the United Kmgdom, and 
Mr David Parsons from the Umted Kmgdom) or a short term basis All of the advisors had the 
opportunity to work closely w t h  semor officials in the Sales Tax Department, since the project 
team was considered an integral part of the Department's reform and modernization effort 

The income tax admin~stration effort proceeded at a somewhat different pace, schedule and 
process from sales tax admmstration, in part due to the different schedule for major reforms in 
the Department In the case of the Tax Department the project team advisors provided reports 
and guidance to the Department, but, in contrast to the sales tax work, they were not integrated 
into the Department's planning and operations It  was not until the planning for the Global @ Income Tax that this transition was made and then subsequently sustained While many people 
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contributed to the tau administratron reform effort, Mr &chard Clayton deserves particular 
mention Mr Clayton, a highly experienced tax administration professional served on the project 
for five years, the last two years as Chlef of Party, and contributed greatly to supporting reform 
of the Tax Department's operations Messrs Arnold Gordon (Chief of Party, 1993-95), John 
Baldwrn, W M P Weerasinghe, and Mr Daya Weeraratne also deserve special mention for the 
major contributions they made in a resldent capacity 

In the discussion that follows, the project team's efforts wlth the Sales Tax Department are first 
discussed, followed by a discussion of those related to the Tax Department The distinction 
between the two departments is not meant to suggest that there was not substantial coordination 
of work, or sharmg of common approaches, with the departments where appropnate There was 
But the work did proceed at different paces, and in different ways, making this orgamzatlon of 
the presentatron appropriate 

SALES TAX DEPARTMENT 

Accompanying the implementation of the General Sales Tax (GST), the leadershp of the 
Department made a commitment to the complete reform and modemzation of the Department 
The stated goal was to make it a model for other Departments in the Ministry of Finance, if not 
of other Ministries as well As noted earlier, Commissioner Mahmoud All was the h v m g  force 
and visionary behind this internal reform, but he clearly had the full support of Minlster Razaz 
and, subsequently, Minister Ghmb in t h ~ s  effort 

The challenge was a formidable one The Department was being asked to administer an entrrely 
new type of tax, one based on financial records rather than physical quantities It was berng 
asked, simultaneously to shift from a manual system to an automated system And it was belng 
asked to accompl~sh these major changes wth essentially the same staff, augmented to 
accommodate additional work levels, in a very short penod of time It was in this environment 
that the project team had the opporturuty to become part of the Department s team in supporting 
orgaruzational and procedural reform wthm the Department 

The discussion of the project team's work m supporting these reforms and modernrzatlon 
initiatives is organized into five separate sections (1) major tasks assoc~ated pnmmly wrth, or 
performed at the time of, mplementation of the GST, (11) organizational reforms, 
(111) improvement of operatmg procedures, (iv) the Model distnct office ~nitiative, and (v) a 
closing perspective on the Department's efforts to plan for extension of the tax to the retad level 

MAJOR TASKS ASSOCIATED WITH IMPLEMENTATION OF THE GST 

Implementation of the GST involved support across the full range of tax administration 
actrvities, including in the areas of orgaruzation and procedures, which are presented as separate 
sections of this part of the report The sections discussed here are focused on major components 
of the project team's work that were concentrated at the time of the GST implementation effort, 
even if the activities continued on after GST implementation The four components discussed 
here are (I) registration, (11) development of a tax admirustration number (111) forms 
development and (IV) registrant assistance and publicity 

Barents Group LLC V-3 December 1998 
R IFGtP7IFlN41 J I Y  b FRJ"@malE~pl-l doc 

$ , ~ ~  
g-0 



EGYPT PF4P k ADMIAISTR4TII. E REFOR \IS 

1 Registrat~on 

Because registration represented the first step in the implementation process, it received a 
substantial degree of attention at the commencement of the project team's work w~th the 
Department This effort included three major efforts the first was to identify potential sales tax 
registrants, to support the Department's efforts to plan for and later morutor actual registration, a 
second was to prepare the necessary materials in support of registration, and a third was to 
develop and implement a process for registration, including trairung department staff The 
project team, worlung with the Department's Registration and Survey Committee (See 
Exlxbit 111-2) provided extensive support to all of these efforts 

+ Developzng a database of potentzal regzstrants With guidance from the project team, the 
Department collected data from a variety of sources including Customs Department data on 
importers, Chambers of Commerce data on business licenses, and internal data collected 
from withln the Consumption Tax Department A listmg was developed of more than 53,000 
lmporters and domestic manufacturers who could, potenhally, be required to register under 
the new Sales Tax Law 

Because a vanety of sources was used in creating the list of potential registrants, there was 
inevitably some duplication This was addressed through the first admimstrative applicabon 
of computers in the Department In a joint project team- Department effort, and wth  data 
entry support fiom the Income Tax Department, the names and addresses of potential 
registrants were entered into the computer and then pmted out in alphabetic order by distnct 
Duplicates were then identified manually and subsequently removed from the system At the 
end of this process, the number of potential registrants was reduced to 47,000 It was 
expected that even thrs listing still included many duplicates that were not detected and it was 
recogmzed that many of the businesses would fall below the threshold of registration The 
project team and the Department jointly estimated that approximately half of those identified 
would ultimately register under the new GST 

Once duplicates were removed, department programmers then prepared computer pnnt outs 
for each distnct office, listing the names and addresses of potential registrants to whom 
copies of registration matenals should be distnbuted Thls listmg provided a basis for Distnct 
offices to both plan for registration and, ultimately, to momtor it once the registration process 
began As noted below, however, the planned process had to be modified when 
rmplementation actually occurred 

4 Preparatzon of regzstratlon materzals Mr Mahmoud All relied heavily on the project team 
advisors for the preparation of public and internal matenals that were required to support the 
registration process These matenals included a registration fonn, a registration certificate, to 
be issued to each registered person, a Guide to Registration to inform registrants of their 
requirements under the new law, and internal instructions and matenals for department 
employees The project team advisors, working with the Forms Committee led by 
Mr Mohammed Mahrous and the Publicity Cornrnittee led by Ms Salwa Abd el Raoof, took 
the lead in preparing all of these matenals and having them translated into Arabic It then 
used project-acquired computers to print "camera-ready" copies of the form, certificate, and 

fiom which the ~ e ~ a r t m e n t  arranged for the printing of the required numbers of 
copies 
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I, Regrstratlon process The project team helped develop and implement a registration process 
that included training department staff ~nvolved in registration, educating the public, and 
monitonng registration once it began The planned process allowed for one to two months for 
registration pnor to implementation of the new tax and for the use of a project-developed 
computer program to compare registrants against the onginally prepared listing In fact, the 
GST was enacted and implemented at the same time, wthout any notification penod, which 
required some modification of the planned process Most notably, the distnct offices did not 
have the tune onginally envisioned to monitor closely the registration of businesses relative 
to the lists of potential registrants that they had been given n s  process was done over time, 
and after, rather than before, implementation occurred Notmthstanding some difficulties 
associated wth  immediate implementation within three months of introduction of the GST 
21,200 persons and businesses were registered, very much in line w t h  onginal project team 
and department estimates 

It is worth noting that, as the Department plans for extension of the tax to the retail level, it is 
followng a process similar to that adopted when planning for the GST The Department is using 
its computer systems to organize lists of potential registrants, just as before (the total number of 
potential registrants from t h s  data collection effort is over 263,000) and the project team and the 
Department have jointly reviewed the existing registraQon matenals to assess how they should 
be modified for a tax extended to the retail level In preparation for the extension of the tax to the 
retail level, the Minlster of Finance issued decrees in August 1997 ashng potential registrants to 
notify their nearest distnct office While it is not clear how successful h s  request has been in 
gathenng information, it appears that the district offices have been able to draw up reasonably 
comprehensive lists of potential registrants for immediate contact at the tune of the extension 
through liaison wlth their local Tax Department offices and through other means 

2 Tax Admmlstrat~on Number (TAN) 

Computerized tax systems use numbers rather than names as the pnmary means for identifying 
"customers" and processing information A Tax Administration Number, or "TAN," as it came 
to be referred to in Egypt, is a number that is used to identify a registrant or taxpayer, much like 
the social secmty number or tax identification number in the Umted States Since the 
Department had made the commitment to begin introducmg automated data processing at the 
time of introduction of the GST, it was important that the Department adopt a nurnbenng system 
that was compatible w th  such a system Under the Consumption Tax, the Department had a 
numbenng system, but it was not unique and was unsuitable for use in a computenzed 
environment 

Whlle, on the surface, t h s  might appear to be a straightforward exercise, in fact it was not The 
charactenstics established by the project team for such a number, based on the expenences in 
many other countnes were uniqueness permanence, optimum character length (long enough to 
accommodate the current and future tax population, and no longer), and reliability l9 Also, the 
project team was proposing the use of a single number for all tax departments to facilitate 
information exchange between the different departments (thereby creating inter-department 

l9  The issues associated with develop~ng a taxpayer ~dentification number are discussed m Dr Malcolm Lane s 
Project Report, "Computerization of Tau Adrnmlstratlon in a Developmg Country," January 1990 
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coordination issues that were not easily resolved) As a result, the development and subsequent 
adoption of a TAN proved to be a major project in and of itself 

The Tax Department had a numbering system in place but that number did not meet many of the 
attributes listed above Indeed, the creators of the original Tax Department numbenng system 
succumbed to the temptation to have the number incorporate information about the taxpayer 
(type of business, location, etc ), whch conflicted with the aim of the TAN to be permanent and 
of limited length It also appeared that the Tax Department's number was u q u e  only at the 
distnct office level, not at the national level It also lacked what is referred to as a "check digit," 
wh~ch is an addihonal digit that is calculated through a mathematical algorithm and incorporated 
mto the number The purpose of t h s  digit is to validate the number by detecting transcnption 
and/or transposition errors 

The Soc~al Insurance Orgamzation (SIO) was developmg new identification numbers that could 
have been considered The Social Insurance Law required every employer of one or more 
persons to make contnbutions on behalf of their employee(s) The SIO mantamed two 
masterfiles, one of workers accumulating insurance credits, the other of employers responsible 
for remitting contnbutions m l e  the project team viewed the SIO w t h  some favor, the 
suggestion met w t h  resistance Indeed, the dec~sion mitially made (and only much later 
amended) was to allow the departments to use separate numbenng systems 

Accordingly, the project team set about to create a modem TAN for the Sales Tax Department 
and received department agreement to use an eight d~git TAN, plus a check Qgit %s was of 
suitable length to be issued on a unlque basis to all existing and future registrants, and would be 
a permanent and unlque number The check digit in turn, ensured reliability because it served to 
identify input errors All of the cntena for a TAN were thus met 

Separate nurnbenng systems existed, in each Department, for some penod of time, until 1994 At 
that time after considerable discussion and at Mahrnoud All's urging, the Tax Department 
accepted the recommendation to use the same numbenng system that was deployed for the Sales 
Tax Department The drrving force behnd k s  inter-department agreement was the desirability 
of exchanging information m the interests of improving tax compliance of all taxes in Egypt The 
active support of the Mmster of Fmance was instrumental in gamng this agreement Subsequently 
the Customs Department also adopted use of the TAN 

3 Forms Development 

In support of implementation of the sales tax, the project team advisors took a lead role, worlung 
with the Department's Forms Committee under the duration of Mr Mahrous, in draftmg the full 
range of forms, both for public and for internal use, that were needed for the implementation of 
the sales tax The forms that were of greatest importance, and received the greatest amount of 
attention, were the registration and return forms In addition to these two forms, however, more 
than fifty other forms were produced All forms that generated information and data to be entered 
on a computer were designed to facilitate the capture of the information at data entry Moreover, 
the criteria were established that any information to be included in the forms had to be both 

a necessary and justifiable 
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The process that was followed highlights the joint effort of the project team and the Department 
as well as the support of USAID in facilitating the procurement of needed equipment on a timely 
basis 

+ The project team advisors drafted the required forms and had them produced in both English 
and Arabic, using a newly-acquired desktop publislung system that was particularly well 
suited to producing such forms A project team secretary became well versed in the use of 
thls equipment and was devoted to forms development almost full time for a penod of SIX 

months 

+ After the forms were drafted, they were given to the Forms Committee for review and 
discussion Their comments were then mcorporated Into revised drafts, prepared by the 
project team, and transmitted to the Commissioner 

+ Meetings were then periodically held with the Comssioner  to review the forms and to get 
h s  comments and decisions at which time the forms were further modified 

+ At the conclusion of this process, which was contmued on an intensive basls over a six- 
month penod, the project team produced "camera-ready" copies of each form reflecting the 
final decisions that had been made, and the Department then had the required number of each 
form pmted 

l h s  process was judged to have been very successfid by everyone involved It had the advantage 
to the project team of very much including them m all aspects of the new GST, because any 
changes that were made would ultimately need to be reflected m one form or another And it 
allowed them to bnng their international expenence to bear on t h s  mportant foundation of the 
new tax In more than one instance, thls involvement in the development and production process 
allowed the advisors to influence reconsideration of decisions that had been made For the 
Department, the process provided the use of computer technology to forms design, provided 
useful substantive input, and provided high-level support at a time of peak workload And 
ultimately, the high qual~ty of the forms that were produced helped to demonstrate to the 
busmess community that the new Sales Tax Department had a fresh and modem approach to 
taxation administration 

As a supplementary note to the above, as the department plans for extension of the GST to the 
retail level, it has gone through a systematic process of reviewng each of the public and internal 
forms to see whch ones will require amendment, and m what ways All forms necessary for the 
extended tax have been prepared, subject to any last mnute changes that might be required to 
accommodate specific requirements under the law at the t m e  it is enacted 

4 Registration Assistance and Education 

An lrnportant element of the introduction of any new tax, such as the GST is a carnpaqg to 
educate those who will be responsible for collecting and remttmg the tax to the Government, so 
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that they understand their responsibilities under the new law Clearly a registrant needs to know 
what is requ~red of him, and how to fulfill h ~ s  obligations if he 1s to comply voluntarily 'O 

In most developed countries, income and VAT adrnmstrations have invested heavily in 
comprehensive systems of registrant assistance and education as a means of promotmg voluntary 
compliance Such was not the case in Egypt, however, at the time the GST was bemg introduced 
Whde there was a long-standmg recogmtion of the need to publicize legislative changes when they 
occurred, it was not common practice to develop matenals that explamed the changes and 
Informed mdwiduals and busmesses of thelr requirements under the new legislat~on Dlshct and 
regional offices had "public affars" officers, but they were generally t r u e d  to be reactwe, 
respondmg to taxpayer complamts and concerns, rather than proactive m developmg and providing 
publicity and educational matenals 

To the creht of Muster Razaz, and Department leadershp, there was recogmtion of the need for a 
sigruficant publicity and education effort associated wth  the GST USAID had foreseen tlus need 
as well, and promded wtlun the scope of work support for such an effort Accordmgly, the project 
team worked closely wth  the Department to develop matenals that would accomplish thls 
objective The major document that was published, as noted earlier, was a "Gulde to Registration " 
Tlus document was mvaluable at the time of introduction of the tax in providing specific guidance 
to busmesses on whether or not they were required to register and, if they were, how to do so The 
project team also drafted a dewled "Gulde for Registered Persons" on the GST, whlch was 
designed to provide a broader and fuller explanation of the new law, and answer a range of specific 
questions that were anticipated to mse on the admirustrabon of the GST Law Th~s  comprehensive 
gulde, unfortunately, was the vlctim of the rapid start up of the law, and was not finalized by the 
Department for publication until long after the fax was m place, when it was published m the 
Economzc Encyclopedza of Akhbar El Yoorn 

In lieu of completmg th s  published guide department leadershp, wth the active support and 
participation by the Muster, conducted a serles of briefings w th  busmess groups around the 
country to explam the new law and the requirements of business under it Mr Mahrnoud Ah was 
personally involved m some 74 such meetmgs Whlle, w th  hdsight, it would have been 
preferable to rntroduce the GST on a more deliberate basis, and to have completed the guide pnor 
to enactment of the law, the successful introduction of the tax was never threatened by the faster 
approach that was taken 

With the experience of the GST ~mplernentation in mind, the project team has worked closely 
with the Department m recent years, as outlined below, to develop a full program of registrant 
assistance, semce and education Such a program would be invaluable when the GST is 
extended to the retad level, since a large number of smaller wholesalers and retalers will be 
required to register under the tax (the turnover threshold that w l l  apply is a policy issue that wl l  
be decided and announced at the time of ~mplementation) These businesses can generally be 
expected to have a lower level of farnlllar~ty and comfort in applying the tax than manufacturers 

20 A brief note on terminology The conventional w~sdorn among economists is that sales taxes are passed forward to 
the consumer, and that ~t is therefore the consumer that 1s the ultlmate taxpayer The busmess community, however 
IS charged wlth charglng and remitting those taxes to the Government It 1s for this reason that this report refers to 
businesses reg~stered under the GST as registrants rather than "taxpayers " 
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and importers The project team therefore recommended that the Department appoint a task force 
to introduce a full assistance program and take specific respons~bihty for 

+ Establishing a suitable organizational structure for management of the assistance program at 
all levels of the Department, 

+ Introducing a system of functional management of the program, 

+ Educating managers at all levels of the Department In the concept and practicalities of 
registrant assistance, 

+ Settmg up a regular program of trsumng for registrant assistance staff, and 

+ Providmg a means to generate guidance matenals for issue to the public and assistance staff 

To launch the task force, the project team orgaruzed a two-week seminar by an expert In the field 
of taxpayer advice and assistance It also sent to the Department a 41-page document that gave 
comprehensive coverage of the planrung, orgaruzatlon, staffing, duties and performance 
standards required for a registrant ass~stance program The Department in early 1996 
subsequently created k s  task force Followng the creation of the task force, Dr Michael Kane 
and members of the project team conducted a successful workshop pnor to the launch of the 
program 

Dunng 1997 the project team met frequently wth t h s  Registrant Assistance Task Force to 
examine the then-exlsting arrangements for assistance to registrants and to see what could be done 

(0 to improve upon these In conjunction wth  the project team the Task Force developed a number of 
easy to read and understandable pamphlets for issue to new and potent~d registrants In addition 
the project team made a senes of vlsits to reg~onal and d~stnct offices in company wth  the 
Registrant's Assistance Task Force These vlsits were made at the direction of Comrmssioner 
Mahrnoud All wlth the objective of assessmg the preparedness of the Registrant Assistance Uruts 
in those offices to effectively support the extension of the tax to the retail level On completion of 
these visits the project team made a report to the Comrmssioner outlimng recommendabons for 
fbrther changes that would enhance the Department's ability to support a smooth extension of the 
GST to the retail level 

ORGANIZATIONAL REFORMS 

As the Department embarked on its path of admrustenng a new type of tax, in an automated 
rather than a manual environment, it was apparent to Mr Mahrnoud All that the orgmzational 
structure that had been in place for many years wthm the pnor Consumption Tax Department 
had to change This change had to be managed, because there was so much that was new in terms 
of the Department's mission, yet there was little that was new in terms of the staff being asked to 
carry out this mission Commissioner Mahrnoud All charted a course, and the effort to 
institut~onallze orgmzational reform began with the goal of becoming a model Department 
within the Government of Egypt n s  orgmzation reform has proceeded steadily since 1991 
and continues to do so to t h s  day under the day-to-day direction of Mrs Fayza Fouad 

The project team's support of the Commissioner's efforts to introduce organizational reforms 
was extenslie and ongoing for virtually the life of the project It is difficult to capture the extent 
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of the work in a report such as this, but an effort is made to at least capture the scope of the effort 
by touching on all of the major areas where support was provided They are in the order in 
wh~ch they are discussed below (1) Planning, (2) Management by Objectives (3) Structural 
Reorgan~zation, (4) the Central Department of Information, (5) Allocation of Resources, 
(6) Work Measurement, (7) Pay, (8) Staff Evaluation, (9) Baslc Management and Performance 
Management, (1 0) Recruitment Policies, and (1 1) Career Management Program 

At the time the project was init~ated, the Sales Tax Department had little expenence with long- 
term or strategic planrung One-year plans were produced annually, but they were generally 
imprecise and vague Target setting, assignment of responsibilities, resource allocation, and 
identification of milestones were all absent No strategic plans were produced at the hlgher 
levels The lack of a well-articulated p l m g  process was quickly recognized by Mr Mahmoud 
Ah and the project team to be a hmdrance to systematic reform and modernization of the new 
Sales Tax Department Thls was reflected in the unplementation committee structure, whch 
included a planning committee to support both the short-term unplementation effort, and to plan 
for the longer-term development of the Department Also, lt was reflected in the sustained effort, 
at Mr Mahmoud All's direction, to provide input and tramng to the Department on specific 
aspects of planning For example 

In November 1990, the project team presented a detaded report to the Commissioner on a 
proposed short-term and long-term plan for the Department 

Throughout 1992 and early 1993 the project team worked closely with the Planrung 
Committee set up by the Commissioner and led Ms Elham Azami To ass~st the c o m t t e e  
in its task, the project team subnutted a number of reports to the Department, ~ncluding 
"Management by Objectives," "Improving Standards in the Department " and " The P l m n g  
Process" 

The project team organized and delivered a one-week Strategic Plannmg Workshop m the 
Agouza tralning facility in Apnl 1994, led by Dr Wchael Kane, a short-term project advisor 

In November 1994, a general p l m n g  session was held with top management and regional 
office managers to discuss strategic planrung further, agam under the general direction of 
Dr Kane 

Building on the formal, informal and day-to-day guidance provided by the project team, a 
structured effort began with the Department's sentor managers to introduce the concept of 
strategic plamng and to develop a five-year strategic plan for the Department As part of t h ~ s  
overall effort, a senes of senior management workshops was held at which departmental 
objectives were defined, and where the threats to accomphshmg these objectives were Identified 
The project team worked with the department's planrung u t  to gather data and opimons from 
managers at reg~onal and district levels These Managers were asked bv the Cornmissioner to 
prepare a full and actual report covering the challenges facing the Department over the next few 
years, and internal and external factors likely to impact on the Department's ability to achieve * success 
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The data collected from these surveys were analvzed and presented to senior management at the 
planning session With project team guidance senior managers translated objectives into 
strategic irutiatives, and assigned responsibility and targets for putting these initiatives into 
effect The whole of thls process was ult~mately institutionalized, with the Chef Under-Secretary 
charged with responsibility of finalizing a departmental five-year strategic plan for 
implementation in fiscal year 199912000 

2 Management by Objectives 

The series of committees established to introduce and ~mplement the new sales tax represented 
an exercise in management by objectives This process was a very effective one, given the tlme 
constraints that the Department faced Mr Mahmoud All viewed this as a useful "pilot" for how 
work could be better managed w t h n  the Department, and sought to improve on the process that 
had been followed, to train department staff in the approach, and to institut~onalize t h s  form of 
management throughout the Department This form of structured management would serve the 
Department well on a day-to-day basis, even in ordinary times And it would be especially 
critical when the Department moved forward with the extension of the GST to the retad level 

In support of improvmg management within the Department, the project team provided in-depth 
training in the concept of Management by Objectives (MBO) to several cadres of departmental 
managers and the p l w n g  department The training, led by Dr Michael Kane and resident 
advisor James Setter, was based on the reports previously sent to the Department dmng 1992 
and 1993, and covered identification and evaluation of objectives, production of wntten 
objectives, key responsibilities, key results, and result evaluation 

The introduction of MBO by the project team was highly successful, particularly in the method 
of planning and management Ths  was clearly demonstrated by the greater degree of progress 
that was envisioned subsequently by the committees established to extend the tax to the retail 
level Each comrmttee identified, evaluated and wrote its own key objectives It then worked 
with the project team to devise a milestone plan and, later, prepared a time line for implementing 
the plan The comrmttees reported progress at regular intervals to a steenng comrmttee and all 
the committees' activities were successfully coordinated and dlrected by Commissioner 
Mahmoud All, who momtored the progress of this important imtiative closely 

3 Structural Reorganlzatlon 

The Sales Tax Department needed to undergo dramatic reorganization in order to administer 
effectively an entirely new system of taxation Under the Consumption Tax, the Department 
visited registrants on a monthly basis to review production records and to venfy tax due In some 
cases, Department representatwes were stationed on site to momtor productzon and certify 
returns pnor to filmg w t h  the department This approach was not suitable for the administrat~on 
of a modern, invoice-credit-based sales tax Underlying a VAT-type system, reliance is on 
voluntary compliance and sound record maintenance Close physical control of taxable goods is 
neither necessary nor desirable Nor IS it practicable, since the number of registrants is so much 
larger 
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Organizational issues were addressed from the outset of the project team's work wth  the 
Department, as reflected by the fact that one of the implementation committees was devoted to 
this subject An early project team review found that the Department was relatively top-heavy at 
the central level, cumbersome at the reglonal office level and inadequately staffed and orgamzed 
at the distrlct level The central office was divided Into a large number of separate departments, 
all of which reported directly to the Commissioner This excessively large span of control 
presented a number of problems, including the following all authority effectively resided at the 
top of the department, there was little scope for delegation, and, a sense of responsibility for 
work to be performed was laclung 

The project team therefore recommended that the Department's orgamzation structure be 
established by reference to the functions of 

+ Policy execution or t echca l  issue resolution, 
+ Audit, enforcement, processing and registrant service operations, and 
+ Financial and admimstrative support for operations and policy 

The basic principle was that the Central Office should be kept as small as possible The mam 
work of the Sales Tax Department is done at distnct level, under the control and supervision of 
regional offices The structures in the central and regional offices should therefore be viewed, as 
necessary "overheads" required to generate policy and to ensure uniform application of the law 
in discharging that policy 

On the basis of project team recommendabons, and under the leadership of Mr Mahmoud All, 
the Department developed a plan for formal reorganization and reailocation of resources, whch 
it submitted, to the Central Agency of Administration and Organization Wh~le the orgamzational 
plan that emerged did not follow the recommendations as closely as might have been desired by 
the project team, it was a sigmficant step forward and gave the Department the authority to 
realign departmental admirustration along fimctional lines, as recommended 

Early progress was made in t h ~ s  respect by the creation of a Central Department of Executive 
Affairs The project team was successful in arguing that the new department should have overall 
management responsibilities for the operations of audit, enforcement, processing, and registrant 
assistance The department would exercise ~ t s  management responsibilities down to distnct 
offices vla the regional office managers This constituted recognition of the principle of 
management by function 

The project team also worked closely with the Department to ensure that its orgamzational 
structure was suitable for accommodating its ambitious automation program The orgamzational 
structure was first established w t h  a Central ADP Processing Center and Reglonal Centers 
Technical staff had to be recmted and trained for these units which in turn had to be established 
within the organizational structure T h ~ s  process moved a further step beginning m 1993 when 
the District offices began bemg computenzed, and the process of recruiting, traimg and 
reconfiguring the orgamzation charts had to be revisited The automation of distr~ct offices, ~t 
should be noted, removed the role of data input units in the reglons, raising the issue of the future 
role of the reglonal data processing units The project team prepared a proposal for the 
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restructunng of the Regional ADP units to provide services and support functions to their related 
district offices, which remains as an open Issue The computerization inlt~ative is discussed in @ much more detail in the followmg chapter 

4 Central Department of Informat~on 

This department was set up very early in the life of the Sales Tax Department to be the 
management center for a wide range of functions, many of whch were essentially new to the 
Department, that had at least some link to the collection and dissemination of information Some 
of the uruts in the Central Department, such as the creation of the General Department of ADP 
and the Economic Research Department (ERD), were in response to project-led irutiatives The 
project was probably a catalyst for the creation of a Translabon Department, which supported the 
working relationship between the Department and the project The project team, led by 
Mr Helmi and Mr Whitehouse, interviewed and tested the staff and reported to Mr Mahmoud 
All the names of those who passed to work as translators The others included the Library, the 
Statistics Department, the Publications Department and the Microfilm Unit 

The quick creation of this Department provided a needed home for the new project-related unrts, 
and thereby served a useful short-term purpose l h s  structure has not, however, "met the test of 
time" for two pnmary reasons first, the span of control for any single manager was too great, 
and second and related to the pnor pomt, the Central Department s "customers" vaned 
s~gruficantly among the different units of thts Department Accordingly, Commissioner 
Mahmoud All requested the project team to review the role and structure of the Central 
Department of Information Mr Rchard Clayton, project team resident advisor, conducted a 
detailed review of the Department and m March 1994 produced a 50-page document that was 
responsive to Mr Mahmoud All's request Mr Clayton's recommendations included brealung 
the department up into more manageable unlts, the dispersal being according to functional lines 
and "customers" requirements In broad terms, &vision would depend on whether a u t  
gathered, stored, distnbuted or used mformation, or performed some combination of these 
functions The department has adopted most proposals for management change, and the 
substantial restructunng whch the project team envisaged is currently bemg phased in 
Mr Mahrnoud All also commissioned a second report in the form of a problem diagnosis of the 
Economic Research Department (ERD), a unrt of the Central Department of Information 
Mr Howard Nester, also of the project team, conducted this diagnostic dmng January and 
February 1994 (Issues associated with the ERD are discussed In Chapter IV ) 

5 Allocat~on of Staff Resources 

At the Commissioner's request, the project team worked closely with department staff to assess 
the allocation of department staff after enactment of the GST The joint project-Department 
analysis suggested, as noted earher, that the allocation of staff among central, regional and 
d~stnct oifices was out of line with the requirements of a modem sales tax admin~stration system 
The district office is the point of main contact between most registrants and the Department It is 
also the scene of most departmental activity (registrant-generated transactions, enforcement, 
audit, etc ) However, at the time the study was made, only about 45 percent of the department's 
staff were asslgned to the 45 d~strict offices, with 35 percent located in the nine regional offices 
and about 20 percent in the central office Moreover, the allocation of staff among the distnct 
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offices was not proportionate to their respective workloads, based on the number of registered 

e persons 
The recommendations that flowed from the analysis, as would be expected, were to move 
substantially more of the staff to the district offices, to a very large extent through paring back 
the role of the regional offices, but also through p a n g  back the size of the central office as well 
The re-deployment of existing staff, in response to dus analysis, was by all appearances 
relatively limited init~ally, probably reflecting a range of cultural issues and concerns associated 
w t h  such change As new staff were hired, however, greater numbers of them have been 
recruited for work m the distnct offices or in those districts w t h  the greatest need 

6 Work Measurement 

At the time when the sales tax was introduced, the Department had no viable system for 
measmng the amount of work its individual staff members performed or for that matter how 
much each work umt should be expected to perform The Comssioner  noted that to mantain 
efficiency and ensure the effective utilization of staff under the GST, a system of management 
control, including work measurement and work reporting, would need to be developed 

At the Comssioner's request, the project team worked wrth designated staff from the 
Department to develop a proposed work measurement system and a way in which such a system 
could be introduced wthin the Department The system could assist management in 

+ Establishng accurate work loads and fixing a f a r  and adequate staffing establishment for 
each work umt, within each office, throughout the department, 

+ Planrung the flow of work through the distnct office and identifying any hold ups in the flow, 

+ Mamtamng adequate control of the quality of the work at all stages, and 

+ Calculating incentive paylpenalties equitably throughout the Department 

The system could be established followng a method study of the procedures involved, 
preparation of procedure job sheets, and timing tests for each procedure Underlying the system 
would be a senes of personal, work unit and office work reports 

The project team worked closely over several years w t h  a specially appointed "Work 
Measurement" committee, in order to introduce the system The Work Measurement Committee, 
with guidance from the project team, produced about 70 job procedure sheets for use in the areas 
of registration, collection/enforcement and returns processing These sheets descnbed the tasks 
to be c m e d  out by the incumbent and formed the basis for tlmng measurement tests The 
timing tests themselves required the initial selection of four sample distnct offices and the time 
testing of 46 different jobs, sampling was then extended to a further six offices Based on the 
results of these exercises, the Department was able to calculate standard rates of performance for 
different tasks and processes 
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When the system is implemented, in accordance with the Commissioner's long term plan, the 
next step wl l  be to link it with a personal work reporting system Both these management tools 
lend themselves to cornputenzation and should be considered at a later date 

7 Baslc Management and Performance Management 

Although it is not u q u e  to the Sales Tax Department, the general assessment of department 
managers is that they lack training in management theory and techques and have little 
understandmg of personnel motivation and direction, perceive their roles as lnvolvlng no more 
than inspection or re-inspection of work completed by jwors ,  display little imtiative, assume 
little responsibility or accountability for performance and quality of work, and are reluctant to 
make decisions Such characteristics frustrate senior management imtiatives for reform and 
modemzation and ultimately impose an excessive burden on the very top official(s) in the 
Department 

In response, to a request by Commissioner Mahrnoud All, the project team took steps to 
introduce and institutionalize withn the Department the goal of effective employee performance 
management, and focused on maximizing the slulls and expenence of employees The project 
team gave tramng in the subject, and worked wth  departmental staff to reinforce the training 
subject matter and to develop departmental courses In performance management Issues included 
in the program were mutual goal setting, reviews, performance coachng, performance apprasal 
interviews, and key factors in personal action planning 

The project team made particular efforts to institutionalize basic management techruques, both 
by delivenng training courses in these subjects and by developmg tramng materials that were 
made available to the department This effort proved hghly successful and the Department was 
quick to develop a basic management-training course for all of its managers The Department has 
developed a well-qualified cadre of instructors that now offer tlus Basic Management Program, 
not only at its Tramng Center in Cairo but in more remote locations as well The Commissioner 
is confident that the level of competence of the Department's managers w l l  show a marked 
improvement as a result of the imtiative As the Department introduces unproved performance 
reviews, t h s  lrnprovement should be increasingly measurable and recogmzed 

8 Staff Evaluation 

The Commissioner recogmzed the need to develop some suitable system for ensmng that middle 
managers emerged from the ranks to meet future managenal requirements For t h s  reason, and 
to assure that the allocation of base and incentive compensation was fair, the Commissioner 
expressed interest m developing a system for mdividual personnel evaluation The development 
of a work measurement program, outlined above, clearly could serve as a valuable input to the 
evaluation process, but there was agreement that the performance of individual staff members 
should not be reshcted to this The amount of work performed by an indimdual was only one 
factor to be taken into account when evaluating the true worth of an individual to the 
Department Other factors that needed to be taken into account, including planning and 
organization of work, technical knowledge, versatility, judgment, quality of work, productivity 
effort, communication, dependabil~tj and mitiative 
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To assist the Department in developing a comprehensive balanced system of performance 
evaluation, the project team produced a 50 page "Guide for Managers to Performance Apprsusal" 
and also a performance appraisal report form In addition members of the project team and 
project team Consultants provided a considerable amount of training and onentation on 
suggested alternatives to all levels of management Mr Clayton and Dr Kane, for example, 
conducted an intensive workshop in Maadi for a week to train staff on how to use the forms and 
to conduct the process 

Over a penod of several weeks at the end of 1996 and the beginning of 1997, the project team 
met with senior managers and subsequently with general department and distnct managers to 
outline a pilot evaluation form and to conduct workshops on how it should be used The project 
team then worked with the Plamng Department to set a schedule for pilot testing the form in the 
district offices, collating and analyvng the results and making recommendations for the 
finalization of the form A six-month pilot exercise was completed, the results analyzed, and 
certain problem areas identified and rectified The Planning Department is now p r e p m g  to 
conduct an exercise covenng the whole of the Sales Tax Department 

In response to departmental requests m 1993, the project team worked with the Department of 
Organization to provide input to an effort to improve the Department's overall recruitment 
process, with the specific goal of improving the quality of future middle managers The 
recruitment and posting of staff was the responsibility of the Central Department of Financial 
and Administrative Affairs, m coordmation wth  the Department of Orgamzation The Central 
Department of Financial and Admmstrative Affairs placed advertisements m the press The 
advertisement included the age of the graduates required, the type of degree and degree class 
sought, the general location of the office in which the recruit was to serve, and the grade to 
which the applicant was being recnuted The advertisement did not, however, outlme specifically 
the position avalable, an applicant was not informed, for example, whether he or she would be 
an auditor, legal officer, a clencal officer or computer special~st 

The project team concluded that more effort should be made to match recruits to the job most 
sultable for them, and that a greater degree of selectivity should be introduced mto the 
recruitment process The project team recommended that the Department review its recruitment 
selection procedures w t h  a view to 

+ Being more specific and informative in the job advertisements and defimng recruitment 
needs by reference to jobs or hc t ions  and not grades, 

+ Providing sufficient time m the selection process to make an accurate assessment of the 
candidates strengths, weaknesses and potential, and to focus on the core qualities required in 
the candidate, and 

+ Improve the trainlng and professionalism of recruitment staff 

The project team also raised the issues of identifying potential at an early stage and prowding a 

e career path to develop that potential fully 
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10 Career Management Program 

The project team shared concerns, expressed many times by the Sales Tax Commissioner, 
regarding the quality of management within the Department, the difficulty of identifying the 
middle and senior managers of the future, and the difficulty of conducting effective succession 
planning The Department had no program in place by which staff with good potential might be 
identified and exposed to suitable developmental expenences Indeed, by law, promotion was 
pnmmly by seniority up to the level of general manager (the head of a general department) and 
little or no consideration was given to testing a candidate's suitability for promotion to the next 
hlgher grade 

In thls environment, it was clear that any program to manage and foster the careers of 
prospective managers would be a completely new departure and should not be too ambitious 
The project team therefore proposed a limted program that the Department could expand, over 
time, as it became more familiar w t h  the concepts and practices Involved A small group of 
officials was appointed from the traimng, orgamzation and personnel departments, and t h ~  group 
was to take general management responsibility for the program Working wlth the group, m 
1993-94, the project team advisor, Mr Ph11 Russo, identified the first level of supervisors as a 
suitable level at which to introduce a career management program The project team gave the 
nominated officials a comprehensive overview of the program theory and application and was 
satisfied that understanding of what was involved had been institutionalized wthm the 
Department It then produced a management handbook, contaming all the basics for the program, 
including sample procedures, forms, lists and descnptions of competencies, for use by the 
Department Program milestones were agreed wth  the Department, and implementation was 
initiated 

IMPROVEMENT OF OPERATING PROCEDURES 

1 Processing Returns and Payments 

The introduction of automation required increased discipl~ - .ne in the entenng of data relating to 
filing and payment of tax That thls was not immediately apparent to the Department staff, h s  
was reflected in the number of errors made m entenng data to the GSTACS and thus in the 
computerized ledger accounts The Department, led by Mr Talaat Tahir, and the project team 
invested a great deal of effort in a senes of "ledger cleansing" exercises designed to eradicate 
existlng errors The goal was not only to identify sources of error, but also to cleanse the ledgers 
of amounts in suspense, rejected returns, and other data entry errors The project team also urged 
that the exercise be followed by additional traimng and refresher courses on those aspects of the 
system which were contributing to errors so that staff would be educated In the new processing 
requirements and would avoid repetition of such errors in the future Th~s  training was given and 
was effective In helping department staff to appreciate the importance of timeliness and accuracy 
of sales tax data in the computer system 

The ~nitial ledger cleansing exercises did prove to be successful in ~dentifying and correcting 
many errors The Department was successful in improving the performance of staff in recording 
data, and while some errors did reappear over time, necessitating further ledger cleansing, 
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general ~mprovement was realized Having transferred to the department the skills necessary to 
carry out the cleansing exercises the project team was less involved in the later exercises 
However they did advise that distnct office staff, who were responsible for the errors, should be 
closely mvolved The aim of this was that the staff would see what errors they made, understand 
the consequences and avoid repetition in future 

In order to upgrade the quality of returns and payments processing the project team worked with 
departmental staff to produce an employee instruction manual on processing The manual was 
then used as a basis for the design and development of a processing training course to be given to 
all processing staff 

In addition, in order to encourage office managers to exercise the necessary management checks 
and controls on the quality of preparation and input of data, the project team gave a senes of 
seminars to regional and distnct office managers The seminars mtroduced the managers to the 
objectives of the cornputenzation program, explained the management information processes 
involved, and stressed the truth of the maxm "garbage in - garbage out" in relation to computer 
data As a result a generally greater appreciation of the cornputenzation has taken hold 

In addition to supporting the processing of returns, the project team recommended a significant 
change - shifting from monthly to bi-monthly filing - to ease the administrative burden on the 
Department The taxable penod for sales tax is one calendar month and a return is requlred to be 
filed by each regstrant withn two months of the end of the taxable penod 2' The project team 
recommended that registrants be allowed to file for a two-month penod (on a staggered basis), 

@ 
thereby halving the number of returns that the department had to process each month After 
much discussion and senous analysis the GoE elected, at least to date, not to adopt t h~s  
recommendation 

2 Enforcement of Flllng and CoIlectlons 

At the introduction of the General Sales Tax, the Sales Tax Department ~nstituted and mamaned a 
policy of malung advisory visits to all new registrants Dunng the course of these visits, registrants 
were informed of the general structure of the tax, the legal obligations that it placed on registrants 
to file returns and account regularly to the Department for the tax and the requirements that 
registrants mantain specific books and records However the Department has continued to face 
problems of non-filing, non-payment and late payment Against project team adwce, the 
Department attempted to enforce compliance by the strategy of refusing to accept returns unless 
they were accompanied by full payment of tax due Ths  strategy did not prove successfd and non- 
filing of returns averaged about 25 percent of registrants per month The project team's preferred 
strategy was that the Department 

+ Assign special computer codes to registrants wth  infrequent or seasonal activities, 
+ Issue timely reminders to non filers lateinon payers, 
+ Issue timely default assessments, 
+ Prepare a program for auditing registrants who were persistently in default, 

a The exception to thls 1s In the case of certam specified commod~ties (Table 1 Commodities) where the return 1s 
due w ~ t h ~ n  30 days after the end of the taxable period 
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+ Institute legal proceedings to enforce payment of tax, and 

@ + Use the penalty provisions of the sales tax law in cases of non-compliance 

The project team believed that failure to exact penalties for non-compliance, on a regular and 
consistent basis, was particularly detnmental to attempts to promote voluntary compliance, the 
non-compliant were not disadvantaged vis a vis the compliant in any way Accordingly, the 
project team made very detailed recommendations for the use of a short penod of amnesty to be 
followed by consistent application of penalties for persistent offenders The Department decided 
against this recommendation and instead imposed a one-off penalty of LEI00 for late filing 

The project team produced a paper proposing the development of a computerized Debt 
Management Sub-system This proposal was accepted by the Sales Tax Commissioner 
Discussions were held wlth the appropnate departments of the Sales Tax Department and action 
was taken to develop and implement this subsystem Experts from the Sales Tax Department 
assisted by the project team worked on the design phase of the Debt Management System When 
t h ~ s  phase was completed the design specifications were produced Department Programmers 
developed the sub-system At project close, the system was being pilot tested in a distr~ct office 
Followng a penod of successful pilot testing the Debt Management System will be introduced in 
all distnct offices 

3 Refunds to Exporters 

At the introduction of the General Sales Tax in 1991, refunds of sales tax credits ansing as a 
result of the exportation of goods, were controlled by the Customs Department By December 
1991, Customs had made some 4,000 refunds totaling LE 12 million The procedures agreed 
upon by the two departments required Customs to advise Sales Tax of the following details of 
refund, sorted by the distnct office where the registrants' records were held 

+ The registration number and the name of the recipient of the refund, 
+ The date and value of the refund, and 
4 The taxable penod(s) in respect of whch the refund was due 

', T h ~ s  information was needed by Sales Tax Department to record the refunds to the respective 
registered person's GSTACS ledger account Because Customs identified refunds according to 
the month in which the mput tax was pad, and not the taxable penod in which the credit arose, it 
was not possible for Sales Tax to post the refund debit to the taxable penod in which the credit 
was recorded The result was that a credit balance remamed in some penods, and other penods 
were put mto deblt when the refund was posted when they should have been cleared Despite 
many attempts, there has been only modest success in correctly recording the refunds made by 
the Customs Department 

The project team conducted a detailed review of the refund procedures and identified the 
shortcomings in the procedures In a report to the Sales Tax Commissioner the project team 
recommended that the responsibility for malung these refunds be shifted to the Sales Tax 
Department In October 1992 an admimstrative decree was issued transfemng responsibility for 
malung refunds of input tax credit resulting from exportation of goods from Customs 
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Department to the Sales Tax Department The Sales Tax Department together wth input by the 
project team then developed and issued instructions to distnct offices that streamlined the refund 
procedures 

4 Audit 

Since the introduction of the tax, both Mr Mahrnoud All and the project team saw an effect~ve 
audit system as the cornerstone of the sales tax compliance strategy The project team worked 
closely with department staff m drafting and helping produce an employee instruction manual on 
audits and visits to registrants that has been published and disseminated in the Department The 
manual is used quite extensively and improved operations are apparent 

However, no~thstanding the new manual, a subsequent project team review of audit actwity in 
the Department showed that the following problems persisted although less wdespread than 
prev~ously noted 

+ Lack of central management and control of the audit function, 
+ Lack of clear audit planmng and targeting, 
+ Lack of clear audit procedures, 
+ Inconsistency of approach to auditing on the part of distnct offices, and 
+ Inadequate audit traimng 

The problems were reported to the Commissioner, together w t h  the project team's 
recommendations for upgradmg the audit function The Commissioner acted quickly to appoint a 
special task force that he commissioned to work with the project team in implementmg a wde- 
ranging series of reforms Tlus task force was led by Moharned Mahrous, Deputy Cornrniss~oner, 
and also included Mr Mahmoud Gabr (General Manager), Mr Nabil Abdin (audit Manager), 
Mr Hamdi El Isaw (Commissioner's Office), Mr Samir Anwar (distnct office Manager) and 
Mr Salah Ayati (region's Manager) As a result of the cooperation between the task force and 
the project team, the followmg results were achieved 

+ A centrally-based department was established to manage the audit function at regional and 
distnct level 

+ A system of work reportmg and reporting the results of audits was introduced 

+ A Department-wde plamung process was implemented for setting an annual audit plan at 
national, regional and distnct level 

+ An automated system of selection of cases for audlt was developed 

+ A database for results and work reporting was developed 

+ Auditors' duties were redefined so as to focus audit resources on the audit process, rather 
than dissipating them on non-audit related tasks 

+ A system for evaluating auditor's performance was developed and introduced 
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In addition the project team worked closely wth departmental staff on developing and desigmng a 
comprehensrve traimng course for auditors For the purposes of focusrng on specific or specialized 
aspects of audrting and audit techmques, the project team used short-term audit traimng 
consultants Mr Clayton, who took the lead role in this effort conducted several workshops in 
cooperation with the task force to introduce and explam the new effort to the audit staff m the 
Department A number of these workshops were held outside Cairo (e g , Alexandria and Bern 
Swalf) 

In the early days of the Department, the Anti-Evasion Department, in the Central Department, 
did not work closely with the distnct offices in identifying, investigating and prosecuting cases 
of evasion No means for referral of cases fiom districts to the Department existed, and the very 
concept of what the department regarded as evasion, though clear in statute, was blurred m 
practice Understatements of tax due that, by law, were large enough to constitute evasion were 
frequently not penalized when discovered by distnct office auditors The project team therefore 
recommended that a clear departmental practice be enunciated regarding evasion, that a system 
for regular referral of evasion cases to the Anti-Evasion Department be introduced, and that the 
Anti-Evasion Department itself be reorgamzed to cope w~th an increased workload Many of 
these recommendations are bemg implemented 

The Department w t h  guidance from the project team is currently developing a computenzed 
sub-system that will 

+ Automatically select cases for audit, 
+ Track progress of audits, 
+ Record the outcome and result of a audit, and 
+ Produce Management Information Reports 

5 Information Sharmg between Departments 

As a result of project team suggestions and encouragement, and the dedicated efforts of 
Commissioner Mahrnoud All, all three Commissioners have been meeting on a formal and 
regularly scheduled basis to ensure unproved synergy among the revenue departments More 
junior officials of the three departments have been meeting formally once a week on specific 
problems and to effect better coordination generally 

The project team installed a computer system in each central office (Tax, Sales Tax and 
Customs) and created a wde  area network for exchange of information There were some delays 
while the Department arranged wth  ARENTO for installation of the dedicated lines but tlus has 
been accompl~shed 

Some problems still exist, in that legally the Customs and Sales Tax Departments can pass data 
to the Tax Department but the Tax Department cannot drvulge income tax information to the 
other departments However, Sales Tax and Customs have adopted uniform activity codes and an 
inter-departmental committee continues to meet regularly to review information exchange In 
addition Ministerial Decree 76411997 requires sales tax registrants to submit a summary of their 
sales tax returns along with their income tax return a hen filrng with the Tax Department 
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In order to avoid overloading either department with an uncontrolled flow of information, the 
project team advised that each department set up a central unit and monitor to manage the 
transfer of information They also recommended that the information to be exchanged be 
restricted, in the first instance, to that concemng senous understatements of tax due The system 
could then be expanded as the departments became more expenenced in ~ t s  mechanisms and 
better qualified to judge between valuable information and information that was in reality 
penpheral to promoting tax compliance 

6 Coordmat~on w~th  Customs 

It was recognized from the b e g m g  that the Customs Department would collect approximately 
half of the Sales Tax revenues ansmg from a tax at the m a n u f a c ~ n g  and import stage 
Coordination with Customs was accordmgly judged to be an important element of the 
implementation process and a separate comrruttee was formed to ensure that t h s  coordmation 
occurred Th~s committee, led by Mr Nagub Farag, included a designated official from the 
Customs Department, who served as the liason between the two departments and coordmated then 
efforts The coordination involved several c n t d  elements 

+ First, the Customs Department had to develop a form for collecting the new sales tax on 
behalf of the Sales Tax Department A molfication of an existing Customs form proved to 
be feasible and avo~ded the use of a separate form 

+ Second, to fac~litate administration, each department needed to know the importerlregistrant 
identificat~on numbers used by the other There was recogmtion that a long-term goal should 
be to have a single ~dentification number for both departments, which ultimately did occur 

+ Third, a formalized system needed to be established for shanng information for purposes of 
enforcement and audit Such a system was created, as discussed previously 

7 Coordination w~th the Tax Department 

In the same way that coordination w t h  Customs was seen as cntical to the successful 
admirustration of the sales tax, so too was coordination wth  the Tax Department The 
advantages were 

+ The Tax Department had available a far larger database on business activity than did the 
Sales Tax Department, with almost every registrant or potential registrant being 
automatically a Tax Department taxpayer already The income tax laws gave the Tax 
Department far greater powers for obtaining information from third parties on businesses 
commencing activ~ty for the first time Income tax audits were w~der in scope than the 
normal sales tax audit 

+ It was also clearly a more efficient use of resources if departments shared information on 
taxpayers rather than having to duplicate the effort of obtaining it 

+ The prerequisite tor a manageable system of informat~on exchange was a unique 
identification number common to businesses or businessmen in their role both as importers, 
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registrants and taxpayers Details of this unique number (TAN) and its development IS set out 
earlier in t h s  chapter 

MODEL DISTRICT OFFICE 

The Model distnct office Initiative was designed to provide the new Department wth a flagship 
office that could serve both as a testing ground for the computerization program and for the 
introduction of new administrative procedures Once new programs and procedures had been 
successfully tested, they would be introduced to other distnct offices, while the model distnct 
office itself would stand as an example for all distr~cts to emulate 

2 Office Organlzatlon and Environment 

The Department's mitial enthusiasm for thls concept led it to assign Downtown distr~ct office as 
the model The choice was made on the grounds that t h s  was the office w th  the largest number 
of registrants and that success here would demonstrate most clearly the value of new programs 
However, Downtown distnct was senously understaffed for the volume of work it had to carry 
out, w t h  the result that its workload was already sigmficantly m arrears It was located in an 
unfimshed buildmg and it was projected that the distnct would change office location at some 
future date These circumstances made the distnct a less than ideal candidate for the balanced 
introduction and refinement of new procedures, and the constrants m terms of physical 
environment would be a severe obstacle to computenzation It was therefore decided that an 
alternative distnct would be chosen as the model 

The process of selecting a suitable alternative took some tune as the department's future plans for 
vanous candidate districts were unclear and because a number of new distnct offices were under 
construchon Eventually, Helwan district office was chosen, for two man  reasons 

+ The distnct had some of the largest registrants, but not an overwhelmingly heavy workload, 
and 

+ It was about to relocate to its new offices, whch would allow project team involvement in 
plannmg ofice layout and work flows, and provide suitable environment for 
computenzation 

The project team was closely involved in the establishment of the new office Its 
recommendations on staffing, based on the staffhegistrant ratio, were accepted and it was 
instrumental in creating an adequately staffed reg~strant assistance un~t  The project team advised 
in detal on the layout of the office the aims being 

+ To secure the most effic~ent flow of work, commencing wth  receipt of returns and payments, 
then processing, data input and finally audit 

+ To provide easy access for the public to those units, for example, registrant assistance and 
inqulry desk, which dealt with the public, 
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+ To configure the computer systems correctly for the ADP unit and automated cash room and 

+ To provide more secure areas for units, for example audit, using confident~al information and 
for the cash room 

The Helwan model distr~ct office was a brillmt success and serves today as a "test bed" for new 
initiatives and a model for emulation by all other offices 

3 Procedural Reforms 

The project team had been adv~sing the Sales Tax Department, from ~ t s  mcept~on, in the detads 
of the procedures that it should adopt, and was thus confident that if the model distnct correctly 
appl~ed such procedures it would be successful It therefore took steps to have processing staff in 
the office trained in departmental procedures and attempted to promote the use of the 
Department's employee guide to processing procedures 

To assist in data preparat~on and entry, the project team devised a review form for use in 
following up uncleared ledger entnes and gave adv~ce on enforcement and collection 
management In the area of audit, the project team, worlung w t h  a departmental task force, used 
the model office extensively as a test bed for new forms for reportmg work completed and audit 
results 

The Model d~stnct office was computenzed as soon as the new accommodation was completed and 
was one of the first offices to receive the cornputenzed Casher Subsystem of the GSTACS 

In order to facilitate transfer of the mnovations made m the model office, the Department 
appointed a liaison officer who was tasked with developing a tunetable and plan for 
implementmg reforms m all other distnct offices The project team worked wth  the liaison 
officer in developing a schedule for extending the model office concept 

The project team also arranged for special management and data processmg t r w g  for the Distnct 
Manager and h s  assistant m order to prepare these key officials for h s  mportant responsibility 

FUTURE WORK 

As outlined in the pnor sections, under Commissioner Mahmoud Ah's strong leadership the 
Sales Tax Department has made great stndes in the 1990's in advancing towards being a modem 
and effective department As a result of the internal reforms--encompassmg organization, 
procedures, tramng, computenzation, and more, as outlined above--the Department is very well 
prepared to move to the next stage of sales taxation in Egypt, namely the extension of the tax to 
the wholesale and retad level When the pending legislation to extend the tax (referenced in 
Chapter 111) IS enacted, the Department will be ready to implement it 

When the sales tax is extended, the Department would benefit from continued technical 

0 assistance as it addresses the many new issues that it will face day to day Some of the areas 
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where continued technxal assistance would benefit the Department In many cases targeted 
specifically to the extension of the tax to the wholesale and retail level are identified below 

1 Improving the Conduct of Audlts 

The Department will be comparatively mexpenenced in the techniques of conducting sales tax 
audits of registrants whose commercial records bear little resemblance to those of a 
manufacturer Further technical assistance could be provided to assist in reinforcing the slulls of 
auditors so that they can conduct audits on wholesalers and retalers wlth increased confidence 

2 Audit Selection 

The management of an audit program and the analysis of results of audit visits will continue to 
develop as the Department establishes procedures and collates information The concept of 
selection of cases for audit based on presumed need for attention and potential revenue yield is 
an important one when the available audit resources are limited Further techca l  assistance 
could productively be provided to assist w t h  the orgmzation of overall audit resource 
management and the refinement of selection techques 

3 Improvlng Collection (Debt Management) 

The success of any orgamzation devoted to collectmg tax is ultimately judged by the amounts 
actually collected and the cost Accurate manual records or a computer subsystem is essentml to 
the effective control of the increased number of delrnquent registrants Deployment of the debt 
management sub-system, referred to above, wll  enable the Department to identify, pnontize and 
take appropnate action on tax arrears Slnce h s  system 1s belng introduced only as a pilot at the 
time the project is closing, the Department would benefit from assistance as the system is 
unplemented Department wde 

4 Retall Schemes 

The Department has designed three special schemes to be used by registered retailers The 
schemes are intended to alleviate the adrmmstrative burdens faced by retailers when accounting 
for tax The evidence from elsewhere is that, w t h  expenence such schemes can usefblly be fine- 
tuned and made easier to operate and also that their use can be extended to new classes of 
retailers Further technical assistance would enable the Department to actively monitor and refine 
the use of such schemes once the tax is extended to the retail level Training courses would need 
to be designed to address the new needs of Sales Tax auditors, since this is an area that has been 
out side their current scope of work 

Similarly, the Department has prepared basic registrant advice matenals for use under the 
extended tax However, most modern tax administrations issue a great many advisory 
publications and these are constantly revised to include the most recent issues of interest to 
registrants and the public generally Such matenal includes the detail of new decrees, recent 
court decisions and new departmental practices Having taken the first steps to establish a 
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registrant assistance function the Department should bulld on this foundation and develop a full 
series of advisory publications and make available a catalogue of them 

The Department could also usehllv produce a publication, in different languages, describing 
how the sales tax works and highlighting the efforts made by the GOE to ensure that it is 
convenient and simple for businesses to operate T h s  publication could then be distributed 
abroad via embassies and other bodies (e g , Amencan Chamber of Commerce) as a guide to 
potential foreign investors 

In addition, the Department needs to continue development of its on-line inquiry system in order 
to improve the speed and convenience with whlch local offices respond to registrant inquines 

6 Regstrabon of Services 

If the GoE is to be successful in its attempts to promote export led growth, it will eventually find 
it necessary to extend the sales tax to most services There are two reasons for this The first is 
that if services are not included, then considerable distortions ~111  mse m the economy The 
second IS that services are an input to export manufacturers However, if services are not 
registered, then, although they must pay sales tax on commodities that they purchase, these 
registrants are unable to claim credit for the tax on those mputs They therefore pass the tax on, 
in the form of higher pnces for the services they provide, to exporters Because the tax is passed 
on in the form of higher pnces and not as output tax, no refund is avsulable to exporters and their 
own sales pnce thus becomes higher and less competitive in the international market The 
Department needs to advise the Ministries of Finance, Trade and Economy and International 
Cooperation on this issue with a view to including most services wthm the taw 

7 Use of Telecommun~cations 

Use of telecommun~cations networks is growmg rapidly in Egypt and the Department is itself in 
the process of networking its distnct offices to its central processing site The Department should 
now 

Publicize the "web-site" that it is developing that can be accessed by registrants, accountants 
and other technical advisors, and that w11 carry the full range of advisory matenal, and 

Use the departmental network not only for carrymg registrant data, but also for carrying full 
copies of the GST Law, Regulations, and Decrees and the full range of departmental 
instructions and opinions on how the law should be applied Thls will improve uniformity in 
application of the tax and increase the transparency and certainty necessary to assist 
registered businesses with their tax p l m n g  

Exchange of Information 

The Department, in conjunction with the Tax Department and Customs Department needs to 
continue to expand the system of information shmng discussed earlier In particular Ministerial 
Decree 76411997 provides that when malung an income tax return, Income taxpayers that are 
also sales tax registrants must report detsuls of their sales tax transactions The first returns 
contsuning t h s  information will be filed in 1998 The Department needs to plan for the use it will 
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make of such information from 1998 onwards It should also carefully monitor and analyze ~ t s  

@ 
expenence of using the information during 1998/99 in order to maximize its value in later years 
It should be noted that sales tax audltors are not generally provided with full accounts (only a 
completed return) when conducting audits while income tax auditors are not familiar with the 
sales tax law and sales tax returns To maximize the value of information provided under decree 
764/97 a traming course, to farnil~anze auditors with the work of their colleagues in the other 
department, could usefully be developed and given to joint classes of income tax and sales tax 
auditors 

9 System Upgradmg 

The Department has recently been "benchmarking" the GSTACS in order to measure how fast 
the system copes wth the current volume of transactions and how fast it w11 handle a larger 
volume Given the continuing advances in computer technology, the expected large increase in 
the number of registrants (and therefore transactions) and the age of some systems now in use 
the Department w l l  need to move forward with its plans to upgrade of current systems over the 
next two years 

The Sales Tax Department is successfully reorganizing in order to focus on its key functions of 
audit, enforcement and collection, registrant assistance, and returns and payments processing 
Reorgamzation wthm the key functions themselves is already advanced The next stage will be 
to reorgamze the remainder of the Central Department and regional offices m order to give more 

@ effective techmcal and logistical support to the key fimctions 

At the same time as developing an appropnate orgamzational structure, the Department has also 
identified the need to evaluate staff performance A basic system for personnel performance 
evaluation has been developed and pilot tested in distnct offices Tlus system needs further 
refinement before formal implementation in distnct offices and w11 also need to be extended to 
central office staff in due course The proposed extended exercise should be mounted as soon as 
possible 

11 Use of the Banlung System 

With pnvatizahon, the Egyptian banking sector is modemzing and becommg more efficient 
Banks are becoming increasingly automated and this trend w l l  accelerate over the next few 
years Meanwhile, the number of registrants w l l  continue to grow rapidly following final 
extension of the tax To increase the efficiency of collection and to provide a more convenient 
service to registrants, the Department is developing a plan for utilivng the banks and their new 
technology in the processing of sales tax payments The Department would benefit from further 
technical assistance in this area 

The Department's new training institute is expected to open in late 1998 and state of the art 

@ 
trainmg equipment will be mstalled In order to make the most efficient use of this equipment 
trainlng personnel will themselves need to be trained in its use and to gain hands-on evperlence 
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of using the equipment The Department will need to obtain specialized technical assistance in 
this area 

The Department has also reorganized its Tralning Department and the new orgmzation will 
become fully active when the new institute opens Ambitious targets for expanding the course 
curricula and delivenng training are being set for the new Department Its work wl l  therefore 
need to be closely momtored and guided, particularly in the first eighteen months of its 
operations A full discussion of the project's efforts in training is provided m Chapter VII of this 
report 

TAX DEPARTMENT 

BACKGROUND 

The Tax Department is by far the largest revenue producing department m Egypt, w t h  an 
estimated 35,000 employees, and with responsibility for admin~stenng all income taxes, stamp 
duties, the inheritance tax (until it was abolished in 1996), the social solidarity tax, and the 
development duty Admmstration of these taxes, as noted previously, has hstoncally been 
severely hampered by a combination of a poor policy framework, a weak penalty structure, and a 
lack of automahon These problems were compounded by an ineffective orgazllzation structure 
within the Department, onIy very limited investment in its employees through tramng and 
administrative procedures and policies that were burdensome to employees and taxpayers alike 

Introducing reforms in a department of this slze, and wlth a range of problems so far reachng as 
those descnbed above, can only be considered a long-term effort Such an effort can only be 
fully successful when progress is made In all of the areas of policy, orgamzational, and 
procedural reform, supported by modemzation through much more extensive use of computer 
technology and by improved traimng The challenge of the project team, as it began its work in 
1989, was to try to move the reform and modernization ~nitiative forward on all fronts at the 
same time, but w t h  pnonty given to policy reform first 

The discussion that follows m h s  chapter is organized into five sections, much like the 
comparable presentation on the Sales Tax Department (1) major support associated with 
lmplementation of the Global Income Tax, (11) organizational reforms, (111) unprovement of 
operating procedures, (iv) the Model distnct office initlatlve, and (v) future work to be done 

SUPPORT FOR IMPLEMENTATION OF THE GLOBAL INCOME TAX 

There was a sharp contrast between the role that the project team played m supporting 
lmplementation of the Global Income Tax in 1993 as contrasted to the unplementation of the 
General Sales Tax in 1991 In the latter, as descnbed earher In t h s  chapter, the project team was an 
Integral part of the lmplementation team, involved in the design and development of forms, returns, 
procedures, educational matenals, and more 
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In the case of the Global Income Tax, the project team served as a key part of the policymaking 
team, and worked closely with the Minister in assessing the broad range of policy @ recommendations that the project team had de\eioped and in providing quantitative analysis of 
different tax options %s policy role, and the recommendations made, is lscussed at some length 
in Chapter I11 

On the admmstrative side, however, the project team served as an advisor to the Comssioner, 
and prepared matenals and supporting documents as requested The assistance provided was in 
every area of tax a h s t r a t i o n  including organization, procedures, forms, taxpayer assistance, 
audits, and tax collection Tlus techca l  support is discussed m the followng sections of the 
report 

ORGANIZATIONAL AND MANAGERIAL REFORM 

The Tax Department's orgmzational structure included ten major operational sectors under the 
Comrmssioner's office, w th  a structure of 36 regions and more than 200 district offices Tax 
compliance functions were orgamzed in a confusing way, w t h  both geographcally-based and 
industry-based distnct offices, though the latter began to be phased out b e g m g  m 1991 
Corporate taxpayers were managed through two offices, one m Care and the other in Alexandria, 
wth  the exception of the many corporations enjoying tax holidays, whch were dealt wth through 
the Investment Office located m Cano 22 

The operational structure was designed for labor-intensive admmstration of the exlstmg schedular 
tax system There were reasons to reform th~s  orgamzational structure, even if global mcome tax 

I) reform did not occur, but the expectation that t h s  reform would occur made plannlng for 
orgamzational reform a paramount issue The degree of orgmzational reform requred, of course, 
would ultlrnately depend to a sigmficant degree on the breadth and scope of the reforms 
introduced, as well as on the pace at whch automation occurred m h n  the Department Under the 
reforms outlmed m the project team's Redbook proposals, for example, the orgwational reforms 
that would have been requlred to accommodate elimination of the overlappmg general income tax, 
the replacement of Discounts and Additions wth an estimated payments system, the ellmnation of 
all stamp and development duties, and the introduction of a wthholdlng tax on interest mcome, to 
name but a few, would have been dramatx 

As noted before, the policy reforms that have been introduced to date have fallen short of those 
proposed, but the reform process does continue to move forward, and there is reason to belleve that 
over time the reforms wll  match the scope of those proposed by the project team Notwthstanding 
h s  shortfall, the Global Income Tax, as introduced, had dramatic orgmzatlonal and workload 
implications for the Department because 

+ It doubled the farmly burden exemption amount (whch was later further mcreased) reducing 
by millions the number of mdividuals liable to tax, 

- - 

'%e handlmg of corporate taxpayers became slightly more dispersed over tlme but only for the Industr~al Cmes 
such as loh of Ramadan and 6h of October where the handling of corporate taxpayers res~dent therein was 
transferred to those respectwe dlstncts 
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+ It elirmnated the general income tax and also simplified the computation of self-employed 
taxpayers taxable income, so that taxes on wages became taxed fully through wthholding, 
thereby eliminatlng the processmg of returns of taxpayers who had only wage income above 
the tax-free threshold, 

+ It reduced the incentive for tax evasion by reducmg the higher marginal tax rates, and 

+ It provided for only a single tax structure appl~cable to both wncorporated busmesses and 
professionals, and thereby prevents taxpayers wth both professional and busmess interests 
from incorrectly receivmg a double family benefit allowance 

With the above as background the project team made a number of recommendations, and provided 
support to orgmzational reform to the Tax Department in a number of areas, as outlmed below 

1 Centrallzatlon of ADP and Trarnrng 

Many tax departments around the world are organized fimctlonally rather than by type of tax 
Because a case could be made for combinmg the Tax Department and the Sales Tax Department 
into a single department, the project team recommended that as a first step in tlus direction, the 
tralning and computenzation functions of these two departments be centralized vvltlm the 
Minlstry of Finance It was argued that centralization would have resulted in sigmficant 
economies of scale of very scarce resources, and therefore would have benefited the Mmstry as 
a whole and the individual departments These recommendations were not adopted, although co- 
operation between departments in both areas has increased significantly in recent years 

a Semmars and Reports on Department-wrde Organlzatlonal Reform 

Pnor to introduction of the Global Income Tax, the Comssioner appomted a small comrmttee, 
led by Mr Mustafa Abd el Maksoud and Mr Nabil El Maadaw, to work wrth the project team in 
identifying the probable Impact of the new law on work of the Department and on mdxatmg 
appropnate orgaruzational changes Th~s  was done After the new law was passed, the Department 
asked for further assistance to plan for orgmzational change generally, the project team arranged 
for a senes of workshops to be provided to a membershp drawn from the onglnal c o m t t e e  and 
the Central Department of Orgmzatlon The workshops were presented by a short-term consultant 
spec~alizing in the orgaruzaoon of tax admlnlstrations The workshops were d~rected to 

+ Exarnmng the reasons for and dynmcs  of orgmzational change, 
+ Identifying specific orgmzahonal problems faclng the Tax Department, 
+ Suggesting ways m whch the Department should be restructured, and 
+ Defimng proposed new roles for the central, reg~onal and district offices 

At the end of the senes of workshops, the project team forwarded a report to the Comrmssioner 
and workshop participants summmung the conclus~ons that had emerged from the exercise The 
basic recommendations, presented m only very summary form, were to streamhe operations m a 
number of sigmficant ways, to better define the roles and responsibilities of each umt, so that 
accountability could be unposed, and to provide support wthin the Department structure to 
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decentralize decision-making and workload away from the Commissioner s office whch was 

@ 
judged to be overburdened " 

The Commissioner was receptive to suggestrons for change and tasked the Central Department of 
Orgmzation w~th prepmng proposals for reorgmzation to be submitted for t!ne approval of the 
Central Agency of Administration and Orgamzation That Agency must glve approval for any 
sigmficant organizational change in any part of the Egyptian Public Sector The project team 
agreed to provide hrther specialist advice on reorgmzation and a second reorgmzation expert 
worked with the Central Department of Orgamzation and reviewed the report that it had prepared 
for the Central Agency The report, whch mcorporated a number of project team 
recommendations, has been subrmtted to the Central Agency The Central Agency's approval of 
these recommendations was still pending as the project ended 

3 D~str~ct Office Organlzatlon and Staffing 

The project team was anxious to assist the Department m increasing staff efficiency, and thus 
lowenng the revenue to collection cost ratio, and believed that the implementation of the Global 
Income Tax provided an opportumty to effectively redeploy Department staff to other work areas 
Accordingly, the project team gave illustrative advice to the Organization C o m t t e e  on the 
structuring of distnct tax offices m countries that operate a umfied tax system The advice was 
directed towards retraining and redeploymg staff who had previously administered the defunct 
General Income Tax to other duties However, the Department preferred to redirect these staff to 
traditional areas such as auditmg, m keepmg wth their policy of auditing loopercent of 
taxpayers, rather than to areas such as support for department automation, where the project team @ deemed the long-term payoff to be greater 

4 ADP Organlzatlon 

The successful introduction of automation m the vast majonty of distnct offices of the Department, 
as outlined hlly in Chapter VI, rased orgmzatronal issues about how the ADP function was to be 
staffed and orgamzed wthm the Department Smce the automation effort was just begmug,  there 
was a significant shortage of slulled ADP professionals m the Department, whlch placed great 
pressure on the Central ADP u t  to provlde ongomg techcal  support to the distncts and thus 
detracted from their broader systems development roles wthm the Department The problem was 
compounded by confusion over who had responsibility for managing performance of ADP staff m 
the distnct offices The project team recommended, and the Department subsequently 
implemented, two orgaruzational reforms 

+ First, the Tax Department established local ADP sections and integrated them into the distnct 
office structure and command system The adopted structure includes sections for System 
Administration, Data Entry, Data Collecbon, and Data Verification The umts receive techca l  
support and only techca l  support, from the User Support Unit in the Central Department of 
ADP 

a " It IS worth noting that m support of reducing the administrative and management burden on the Cornmissloner's 
office the project team procured two computer systems, software and anclllan equipment to help automate and 
modernize that office 
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+ Second, the Central Department of ADP itself was reorgaruzed by Mimstenal Decree This 

0 central reform was designed to allow the department both to support users in distnct offices, 
and, at the same time to c a m  out specialist functions of system design and development, 
system documentation central processmg, and quality assurance 

%s rationalization of the Department's ADP orgmzation has gone a significant way towards 
ensmng that computer staff are employed most effectively and in their own particular field of 
expertise This has helped somewhat in relieving pressures from shortage of specialized 
computer staff However as in other countnes, good computer staff are in demand throughout 
government and in the private sector, and the Tax Department has understandable difficulties in 
recruiting, training, and retaining sufficient staff to meet its computer needs This significant 
problem notcvlthstanding, the Tax Department ADP now very much functions on a self- 
sustarung basis is able to proceed with development and implementation of new software 
products and technologies 

Although a P l m n g  Department existed, its role w h  the Tax Department was very lmted, 
wth  a pnmary focus on setting the basis for rncentive pay (discussed later in this chapter) The 
P l m g  Department did not address the broad orgmzational and procedural issues facing the 
Department, and in fact its staff had no t r a m g  m this area The utllt was, m short, not in a position 
to serve as a catalyst for the internal departmental reforms that were needed The project team 
worlung wth  Mr Moharned Self from the Department, recommended that the p l m n g  process be 
given more lrnportance in the Department, that the staff receive appropnate trarung, and that the @ umt be equpped wth  computer technology to support its expanded role The Tax Department was 
receptive to suggestions for upgrading the p l m n g  process and, as a first step, the project procured 
computer hardware and software p l m g  tools to assist h s  process Resident advisor Naseer 
Ahrnad advised closely on the design and programrmng for the planrung process, but the 
Department worked independent of the project team in h s  area once ths  technology upgrading 
process was complete 

To support the unplementation of policy and rnternal change, the project team recommended that 
the Tax Department centralize and improve its management of both internal and external 
commucations Departmental comrnu~llcations generally were not up to the standards of modem 
tax adrrrrmstratron Vmous departments were mvolved m different aspects of cornmucation 
Lack of central direction led to cornrnuIllcations equipment being under-used, confusion of 
responsibility, and the loss of opporturuties for modenuzatron and increased efficiency 

The project team made recommendations for bmglng overall management and orgmzation of 
cornmumcations w t h n  the control of a central Commucations Urut The aun was for this unit to 
reorgmze, standardize and improve the commucations processes The Tax Department did not 
accept the idea of creating a central CommuIllcabons Umt, but was persuaded of the desirability of 
unprovmg comrnuIllcations within the Department and wth  taxpayers As a first step In this 
direction, it now produces a monthly tax bulletm givmg details of legislation and departmental 
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changes and other matters of interest The bulletin is available free to departmental members and 
the public 

7 Office Env~ronment 

The general level of accommodation, facilities and physical layout are generally accepted to be 
important factors influencing employee work performance and morale They can also influence 
the public's perception of the performance of the Department with whom they are dealing The 
Tax Department's offices were viewed by the project team to be below desired standards and to 
be an obvious source of low staff morale and probably a hmdrance to the provision of effective 
assistance to taxpayers The project team submitted a report to the Comrmssioner October 1995 
addressmg these issues, whch outlmed the potential benefits of both upgradmg and standardizing 
office facilities The report argued that this could generally be accomplished wthin existing 
facilities and floor plans The report recommended that the Tax Department undertake a major 
review of the office environments at the distnct level and establish a plan for standardized 
refirbishment The Tax Department has now begun to address the issue of worlung environment 
in a senous fashlon 

+ The Central Office bulldmg has been extensively restored and refurbished, 

+ Many local distnct offices have been similarly restored and refurbished, 

+ The Property Tax Office, whch houses the income tax appeals comt tees7  heamgs has been 
refurbished, and 

+ The Tax Trainmg Institute building has been expanded and thoroughly upgraded 

8 Employee Compensat~on 

Civil Service pay m Egypt is generally low In order to supplement basic pay and to motivate ~ t s  
staff to better perform, the Tax Department uses a system of reward or mcentive pay Whde 
performance-based compensation has many ments, the system as ubllzed by the Tax Department 
has vmous shortcormngs 

+ The system IS based predominantly, if not solely, on quantitative output, wth the consequence 
that the quality of work is not directly rewarded 

+ The use of collection targets for determimng bonus payments for all staff m an office results In 
some distorbon of collection statistics and also ignores the general pmciple that rewards 
should be duectly llnked to actions, many distnct office staff are engaged on work quite remote 
ffom the collecbon process and can have no Impact upon the level of collections 

+ In addihon, there is no real system of work measurement, so that the validity of targets set for 
performance pay purposes is highly questionable 

The audlt program displays the symptoms of these underlying weaknesses m the pay system and 
illustrates a problem that runs through all aspects of departmental performance Auditors are glc en 
a target of a number of cases to be completed w t h  a month, and the target must be met if the 

@ auditor is to receive a performance payment A common taxpayer complamt is that the audlts 
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performed are therefore superficial and result in overestimation of tax due To support 
recornrnendations for modification of the examination strategy of the Tax Department, and to 
promote improved staff performance, the project team made detailed recomrnendations for reform 
of the Department's pay system These focused part~cularly upon the current system of incentive or 
bonus payments and were designed to align the pavments system wth  hgh  performance 
Associated wth  the quesbon of performance and pay, the project team also made 
recornrnendations for more scientific systems of work measurement 

In support of these recommendations, and in response to concerns rased by the Department, the 
project team engaged a consultant specialivng in tax department orguzation and compensation 
issues, in order to equip the Tax Department itself to analyze and evaluate its needs The specialist 
advised the Orgamzation Commttee on modern principles and practice and worked \nth the 
committee in reviewng the needs of its own department thus translatmg theory into the practical 
Egyptian context The Department is now treating these recomrnendations w th  renewed mterest, 
though no action has yet been taken 

IMPROVEMENT OF OPERATING PROCEDURES 

The Tax Department's procedures have been created for the adrnlnlstrabon of very complicated tax 
structure in a non-automated environment To transition from that environment to a sunpler tax 
structure, as it contmues to evolve, and to an automated environment, w11 necessmly take tune It 
will also requlre a "champion" for change wthin the Department who can be dedicated to t h s  
effort virtually full tune, w th  the full support of the Commissioner In the discussion below, the 
support by the project team associated wth the beginning stage of mtroducmg modematlon and @ procedural change is outlmed 

1 Audit and Exammation Strategy 

Egypt income tax adrmrustrabon has tradtionally audited 100 percent of taxpayer returns, even if 
the declared Income is below the personal allowance threshold The result has been non-productive 
use of resources, and a large backlog of unsettled cases It is also unfm to the compliant taxpayer 
Audits of taxpayers are often perfunctory and generally are of low quality It is extremely rare for 
the tax auditor and the taxpayer to agree on the tax due, and the usual outcome of the appeals 
process is that the audtors proposed assessment be reduced Taxpayers cite thls as further evidence 
that auditors slrnply make quck and unrealistic estimates of tax due 

Although audit is a key enforcement activity, modem tax adrmmstrations do not m practice audit 
all returns Instead a system of selective audits is carned out, wth  only a small percentage of 
returns systematically and mtensively audited each year The cases selected for audit are those 
deemed most likely to be under-reportmg income The project team has recommended such a 
system for Egypt, both m ~ t s  Redbook recommendations and in subsequent reports Ths  would 
mean that all taxpayers' returns or files would be euammed, but only pnontized cases would 
actually be audited Moreover, the audit undertaken would be as thorough as necessary and of a 
hgh quality In cases not audited, the taxpayer's declaration would be accepted or, m the absence 
of a declaration, an estimated assessment would immediately be made In both types of cases, the 
auditor would propose only figures that could be defended as a reasonable appromation to the 
taxpayer's true taxable Income 
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The shift to a more selective audit system would be phased in over time as the taxpaying public 
gradually shifts to a more voluntary compliance ethic The Tax Department would have to begin 
to plan for this shift by developing a statistical system for conducting selective audits and 
developing improved capability to conduct more intensive audits of those taxpayers who were 
selected In 1994, a short-term consultant expenenced in audit pnontization provided workshops 
and training to the Department, to better acquaint semor officials and staff with the concepts and 
the specific methods of audit selection used in developed countries 

The project team also suggested that assessment and appeals processes be substantially 
streamlined Under the current systems, wth  a relative weak penalty and interest structure, the 
lengthy process currently in place works to the considerable advantage of the taxpayer 

The current Tax Commissioner Mr Faklm Saad El Dm has responded positively to the idea of a 
higher share of resources being directed to fewer but more profitable audits and has mdicated h s  
concern to improve compliance generally As noted earlier, legislated increases m the f m l y  
benefits allowance have removed mllions of taxpayers from the tax rolls, thereby freemg resources 
for t h s  initiative The Mimster of Fmance and the Tax Commissioner have made public statements 
that in the future returns that are supported by credible records wll  not be audited The Tax 
Commissioner has also issued a Departmental Decree to this effect, remindmg auditors that the 
Law requires the Department to accept taxpayers books and records unless there are very good 
reasons not to do so In December 1997 Law No lS9Il997 setting down the nght and conhhons 
for "compromises" in taxation lihgations between the Tax Department and the taxpayer was 
passed The procedures to be followed m admmstenng thls new law are contamed m a Mmstenal @ Decree No 111 9% issued by the Muster of Flnance 

In addition two draft pieces of legislation have been prepared that would move tax admmstration 
m directions recommended The separate pieces of draft legislation would 

+ Establish a new appeals system wth  mdependent and tax-specific tribunals to strearnlme the 
current process and lmprove the quality of appeal decisions, and 

+ Toughen the penalty system (though the informal sounding of opimon in the People's 
Assembly suggested that tlus draft legislation might requlre revision before it would be 
passed) 

2 Qual~ty of Audits 

To support the auditor, the project team recommended that the Tax Department establish a 
specialist unit to set t echca l  standards of audrt and to supply auditors wth national data on the 
business economics and average busmess results (for example, gross profit rates) for particular 
types of business The data would be used both m audits and in estimatmg assessable income m the 
absence of a return 

With a view to improving the quality of tax audits in Egypt, the project team provided advice on 
the preclse steps that should be taken d m g  a full tax audit, and supplementary advice on the use 
that could be made of information such as a taxpayer's wealth declaration The project team 
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produced a detaded and comprehensive descnption of the contents to be included in a techcal  
manual for auditors, together with specifications for the format and product~on of such a manual 
The Tax Department chose not to accept the project team's offer of a joint collaboration to wnte 
the full manual Work in the area is ongoing, the degree to whlch the Department ultimately adopts 
recommended changes by the project team remams to be seen 

The project team commissioned a consultant, specializmg m the area of computenzed collection 
and transmission of tax data to review the handling and use of t h d  party mformation wthm the 
Tax Department Recommendations for lmprovmg and computenvng departmental procedures 
were made and some have been adopted 

3 Presumptive Taxation in Lieu of Recordkeepmg 

Ideally, all taxpayers keep adequate records and, if requested, can provide those records for audit 
In many cases, however, the ideal is not attamable Taxpayers either do not keep records or do not 
make them available to the authonties To address h s  situation, and in order to encourage smaller 
taxpayers to keep adequate books and records, the project team provided detsuled 
recommendations on the introduction of a system of presumptive taxation, whereby delmquent 
taxpayers would not be audited but would be presumed to have a certam level of Income Under 
presumptive taxation the level of income would be established for different categones of taxpayer 
on the basis of national data, denved from tax audit files for slrnilar types of business The 
recommendations were included as a separate issue paper m the 1992 Redbook Detaded 
recommendations for applying presumptive taxahon m Egypt were subsequently prepared and 
forwarded to the Commissioner and a further detaded paper on presumptive taxation was supplied 
dlrectly to the Minister of Finance m connection wth recommendations made by the Egypt 
Corporate Tax Project for introducmg presumptive methods The subject is still under 
consideration 

4 Backlog of Cases 

The Tax Department faced for many years an mordmately large number of tax cases for pnor 
years A number of recommendahons m the Redbook were designed to address the backlog 
situation that existed in 1991192 and to help prevent the development of future backlogs These 
recommendations included tax law changes to substantially reduce the number of taxpayers, the 
mtroduction of a more effective penalty structure, and the development of a computenzed case- 
trackmg system for identifying and followng up on delmquent taxpayers 

The exlsting backlog of cases m 1992 was a major pollcy issue to be addressed at the time of the 
mtroduction of the global Income tax The question was how to deal wth the large backlog of tax 
cases, as quickly as possible, so that the Tax Department and the tax-paying public could look to 
the fbture, not to the past In the intern it meant that both the Tax Department and the taxpaymg 
public would be dealing simultaneously wth  tax issues under two entirely different systems 
Vanous "one-time" solutions offered themselves such as acceptlng the unaudited amounts reported 
by taxpayers for all vears except the immediately precedlng year Alternatively, taxpayers could be 
offered the option ot filing for pnor years on the basis of the new law, which would be more 

a generous than existing law for most taxpayers 
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Ultimately, the Department decided to focus all of its resources on processing outstanding cases 
though thls considerable administrative burden was somewhat lessened by the Department's 
readiness to reach accommodation with taxpayers whose affairs were in anears The result was that 
by December 1993, when the Global Income Tax was introduced, all cases had been cleared to 
December 1992 This represented a major achievement and greatly reduced the extent to whlch the 
Department was called upon to apply both the old and new laws at the same tune 

5 Introduction of a Unique Tax Administration Number ("TAN") 

As noted previously, the Tax Department, the Sales Tax Department and the Customs 
Department have adopted a common TAN, consistent with project team recommendations The 
Tax Adrmmstration Number is now used on taxpayer identity cards that the Tax Department has 
issued to all taxpayers The project team assisted in establishmg how blocks of TANS should be 
allocated to distnct offices and on procedures for isswng them 

The mtroduction of a umque taxpayer identification number was necessary for several reasons The 
Department's exrstmg nurnbenng systems for taxpayers had proved madequate as a means of 
identification, wth the result that taxpayers were allocated more than one number As a result, lt 
was wdely reported that taxpayers using two or more numbers were able to claim personal tax 
allowances mulhple tunes Procedures to prevent such duplication, developed jomtly by the project 
team and the Tax Department, are now in place 

The number was also necessary for purposes of computenzation Usmg the number, the Tax 
Department developed masterfiles of information for all taxpayers both at the distnct office level 
and m the Central Department of ADP (national level) The masterfiles m turn allow the 
Department to track the assessment and collection process for each mdiwdual taxpayer thus 
allowmg departmental officials to see immediately the current status of the taxpayer's tax affairs It 
also prowdes a management information system by whch the returns exarmnation and collection 
processes of the Department can be momtored 

The Department procured from ~ t s  own funds pnnting equipment to produce the taxpayer 
identity cards beanng the TAN and over four million cards million have been issued 

6 Exchange of Informahon 

Because the TAN is common to the Tax and Sales Tax Departments (as well as Customs), lt 
facilitates the exchange of tax-related information between the two departments At the initiative of 
the Departments, and most notably Mr Mahrnoud Ah, the project team worked closely wlth both 
departments, mtially to match sales tax registrants' records agamt taxpayer records held by the 
Tax Department, and subsequently to develop procedures and controls for exchanging information 
on mdivldual taxpayers As noted in the earlier discussion of h s  issue, the exchange asslsts the 
two departments both in ~dentifying unregistered persons who are liable to tax and In identifying 
persons who are non-compliant In declanng tax due The advantage to tax auhtors of knowing that 
an auditor fiom the other department has uncovered evasion, the level of evasion and the method 
of evasion employed are self-evident The TAN is now used by the Tax Department to cross- 
check information with the Sales Tax Department and as noted earlier, a Ministerla1 Decree has 
been issued requiring relevant taxpayers to Include their sales tax data on a statement 
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accompanying their income tax return The cooperation between the departments in respect of the 
TAN has been a sigmficant milestone boding well for improvements in tax compliance and for 
further inter-departmental cooperation in the future The fact that the departments, and their 
leadershps, are workmg together closely represents a major positwe change that occurred over the 
life of the project 

7 Anti-Evasion Program 

The Evasion Sector of the Tax Department is considered withn the Department to be an elite 
umt The umt deals with cases of tax evasion, but has very little to do w t h  the work of the tax 
distnct offices Unl~ke most other tax administrations, in the Egyptian Tax Department, the tax 
distnct office is rarely a source for refemng cases of evasion, or suspected evasion, to the 
Evasion Sector's specialist investigation units Rather, the Evasion Sector takes up cases on the 
basis of its own investigations, usually following receipt of information from an informant or the 
police A taxpayer who submits returns to the distnct office is wnllkely to be referred to the 
Evasion Sector, even if h s  or her return is incorrect, unless he or she has committed an act of 
evasion that has come to the attention of the Evasion Sector by other means 

The Egyptian tax statutes define tax evasion rather narrowly to mclude only the followmg 

Subrmssion of a return supported by fabncated books c o n t m g  mformation contrary to real 
books whch are concealed from the Department, 

Subrmssion of a return clammg that no books exist, whde m fact concealmg such books 
(contamng evldence contrary to that in the return) fi-om the Department, 

Destroymg or concealmg books, records or documents before the date of explrabon specified 
for the prescnpbon of the tax debt, 

Pretendmg to distribute profits to a fictitious partner in order to reduce partners tax liability, 

Fabncatmg or altenng sales or purchases invoices, or other documents, in order to reduce 
taxable profits or mcrease losses, and/or 

Concealmg one or more taxable actwities 

Acts, such as understatement of mcome in a tax return, or false clams regardmg expenditure, that 
would be termed evasion by other governments are not treated as evasion in Egypt In 
consequence, prosecubon rarely ensues from such acts and penalties are not usually recovered 
Rather, the tax auchtor treats the ms-statement of Income as no more than a reason for estimating 
additional tax due and ignonng any records kept by the taxpayer Needless to say, h s  approach 
has a detrimental effect on compliance in that the taxpayer may file a false declaration almost wth 
m p u t y  because of vlrhd ~~n,,numty from the threat of investigation, prosecution or ~mposition of 
penalties 

Alongside the lack of formal structures for collaboration between distnct offices and the Evasion 
Sector, there is also a lack of confidence in the integrity and ability of the distnct staffs on the part 
of the Evasion Sector The net result is that the Tax Department does not operate a regular system 

@ for ~dentifying evasion at distnct level and has rather a constncted program at the central level 
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@ In 1995 an expert consultant in the project team provided training and techca l  advice on the 
~mportant subject of anti-evasion techmques to a select group of department officials The 
consultant also made a number of recommendations on the role and orgmzation of the Evasion 
Department and the general response was encouraging The Tax Department mdicated a desire to 
pursue the question of reform further, and at departmental request the consultant was 
commissioned for a second rmssion to Egypt to address these further issues 

In addition to the t r w g  by the special consultant, the project team made a senes of 
recommendations, for procedural and statutory reform, aimed at the development of an expanded 
anti-evasion program, based on the greater ut~lization of tax audit and other resources at the distnct 
office level Pnmmly, the project team recommended that 

+ Provision should be made for the regular and frequent referral to the Evasion Sector, from 
districts, of cases in whch evasion is suspected, 

+ Steps should be taken to estlrnate the amount of extra work h s  wll  generate for the Evasion 
Sector, and later to measure the mcreased tax yielded by such work, 

+ The Evasion Sector should review the cntena it employs m deciding whch cases it w l l  pursue, 
and 

+ Consideration should be given to mcluding senous cases of under-declaration of taxable 
Income in returns w h  the relevant statutory definition of evasion 

@ The Department has shown itself keen to improve and to automate its anti-evasion operations 
procedures and database and the project has assisted this initiative by procmng computer 
systems to automate six pilot anti-evasion offices 

8 The Current Account Card 

The collection procedure adopted by the Tax Department is labor mtensive, complicated and 
duplicative Each Is tnct  office has a collection branch and the key umt m that branch is the 
Current Accounts Umt This umt is responsible for completing the current account cards of all 
taxpayers, to show the amount of tax they owe, the tau credit (usually under the Discounts and 
Add~tions system) due, tax pad  on demand, and detads of any installment arrangements or 
property selzures Individual taxpayers could each have several current accounts cards and the 
Current Account Umt is responsible for collating data from the Audit Branch regardmg liability, 
from Discounts and Additions regardmg tax credits, and the rest of the Collection Branch 
concerntng collection and payments 

The current account card and its related procedures offered itself as a pnmary candidate for 
cornputenzation Computenzation accelerates data capture and makes the card a more reliable tool 
for traclung the tax owed and payments made by the taxpayer The project team was successful m 
advising the Tax Department to computenze the current account card and in its efforts to assist 
development of the program a s  mtiative is d~scussed more fully in Chapter VI 
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The computenzed current account card gives a current statement of the taxpayers net Indebtedness 
to the Department, but it does not play a part in the actual processing of cash transactions 
themselves Th~s  was done manually in tax distnct offices However, it became apparent to the 
project team that the Tax Department could adapt the Cornputenzed Cashroom Subsystem 
developed for the Sales Tax Department for use by the Tax Department The project team worked 
with the Tax Department's ADP Sector to make the modifications necessary to render it smtable 
for income tax use, and at project close h s  effort was completed and the system was bemg piloted 
In select Tax Department distnct offices The Department's plan IS to Introduce the cashroom 
system in all distnct offices over tune, once the pilot testing is completed and as new computer 
hardware is procured f i s  modemzation reform represents a major step forward for the 
Department 

9 Use of the Banlung System m Tax Collechon 

The banking system m Egypt has been expandmg and computenvng Th~s  suggested that the 
banking system mght at some pomt be llnked to the tax collection system throughout the country 
Several countries have mtegrated the pnvate or public banking system mto the collection process 
on terms advantageous to both the banks and the tax authonties The project team has encouraged 
the Tax Department to explore tlus issue, and seek to collect a great part of direct tax revenues 
through the banks, particularly as the Department had shown interest in usmg the banks m the 
Discounts and Additions system In Project Papers in 1992 and 1993, and m subsequent 
communications, the project team made extensive recommendations for use of the banlung system 
in the tax collection process, wth  the goals of (1) streamlimng and acceleratmg the collection 
process and (11) reducmg compliance costs to the Department and the taxpayer The banks would 
secure a reward for facilitatmg the system in terms of free use of public moneys for short penods 
The GoE has recently shown mcreasmg mterest in t h~s  idea and wll  have the project team's pnor 
work as a foundation on whch to build as it pursues t h s  initiative M e r  

10 Forms Development 

At the outset of the project, many of the forms m use wthin the Tax Department were antiquated 
and unnecessarily complicated They had evolved slowly over many years and were not the result 
of any concerted effort to make the forms clearer and user hendly Moreover, the forms did not 
reflect the fact that the Department was b e g i m g  to computerize its operations and therefore 
needed to be suitable for easy data capture In addition to these factors, whch argued for forms 
redesign even in the absence of legislative reform, the introduction of the Global Income Tax 
essentially requrred the redesign of all income tax forms currently in use 

When the Global Income Tax was mtroduced, the project team worked closely w th  the Forms 
Committee In the Department to develop a new, modemzed, return form applicable to the new tax 
The project team emphasized the need to involve the ADP Sector in this process, to assure that the 
tom not only captures the data requlred for purposes of tax calculation and compliance, but that it 
does so In a way that facilitates computerization of the tax process 

The project team was also anxlous to attempt to institutionalize the capacity for forms design 
w~thin the Tax Department, and recogmzed that there was no unit wthin the Department that had 
thls responsibility The project team recommended that such a unit be established and provided 
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further support by bnnging a specialist consultant who conducted a senes of forms design 
workshops by procunng forms design equipment for the Department, and by preparing a report 
and recommendations on the reorgmzation of forms design and use withln the Department Those 
actions were positively received by the Department 

The project team also emphasized that tax forms needed to be accompanied by full and clear 
instructions on how the tax forms should be completed, and by tax guides explaimng the vmous 
elements of the new tax law and the responsibil~ties of taxpayers The project team made available 
to the Forms Committee translations and ongmal copies of the types of such matenals produced m 
other countnes These matenals wll  serve as mput to the Department in creating such matenals 

11 Improvement of Withholding Tax Procedures 

In the case of both Interest and wages and salmes, the project team contnbuted recornmendatlons 
for sigmficant reforms d m g  the course of the project 

+ Interest During the initial drafting of the global income tax law, it had appeared that systems 
of withholding tax at the source of income would play a major role In Egyptian tax reform 
Withholding at source is a sigmficant factor in promotmg hlgh levels of tax compliance and 
the project team recommended its use to the full extent practicable For some penod of t m e  
dmng the tax policy debate, inclusive of the ongmal tax reform submission to the Peoples 
Assembly, ~t was thought that bank mterest would be made taxable at source The project 
team therefore made vmous suggestions and recommendations for using the banks as 
wthholding agents Bank interest ultimately retamed its tax-exempt status:4 so that thls work 
has not had an immediate use by the Department It remains as a reference for the future, if 
withholding at source is extended in Egypt 

+ Wages and Salarzes Egypt has a system of tax wthholding on salary and wage income, though 
in 1989 this was rather mefficient due to the mulhplicity of taxes and fees to be wthheld In 
addition, the law was unclear on the nature of certam exemptions and allowances that took up a 
lot of audit resources The schedular nature of the tax and the existence of a separate general 
income tax also complicated a h s t r a t i o n  The Global Income Tax took around 3 mllion 
wage earners out of the tax net For those whose sole Income source is employment, the new 
law removed the requirement to file a return These measures certainly eased the admmstrative 
burdens on the tax department, and taxpayer, but did not directly affect the employer 
withholding agents 

+ The project team also recommended that wthholding agents enjoy some benefit from the new 
law and made recommendations to the Tax Department for the production and distnbution of 
tables for calculating the tax to be wthheld, smlar  to those used in most countnes operatmg a 
Pay As You Earn (PAYE) system The project team also recommended that the Tax 
Department introduce taxpayer advice literature for distnbution to employers and employees 
and made examples of such literature, fi-om a vmety of other countnes, avadable to the 
Department The project team's recommendatlons m h s  area have not to date, been adopted 

0 24 4s noted In Chapter I11 leglslat~on in 1998 mposed hm~ts  on the deductibility of lntrrecr in Im of taxmg interest Income 

dlrecth 
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12 D~scounts and Additions 

The Discounts and Addltlons system, as discussed previously m the report, IS a transaction-related 
system of wthholdmg and creditlng that IS unlque to Egypt The system IS mcredlbly cumbersome 
time consummg and lnefficlent and places slgnlficant adrnlmstrative and financial burdens on the 
Tax Department, the wthholding agents and the taxpayer The project team therefore 
recommended abolishment of the system and ~ t s  replacement wth a system of estimated advance 
payments These recommendations were not ~mtially accepted, although legislation is now before 
the People's Assembly that would Implement thls recommendation 

Havmg failed to secure abolition of the system to date, the project team attempted to amellorate 
some of its worse aspects through the lmplementmg regulations for Law 187 The objective was to 
reduce the number of forms that ulthholdmg agents have to complete and the amount of data they 
have to report The Withholdlng Committee, workmg wth the project team, did recommend that 
the wthholdmg agents complete one, simplified form only The project team was also successful 
m lntegratmg members of the Department of ADP into the deliberations of the Wlthholdlng 
Comrmttee, thereby ensunng that the new form and procedures recopzed the importance of 
automated data capture Finally, the project team and the Withholdmg Committee jointly 
recommended that the several different rates at whch Qscounts and additions were made should 
be combmed mto one average rate, thereby slrnplifymg the admmstration of the system for all 
concerned 

In January 1997, the Department drafted legislation to rase the threshold of wthholdmg from LE 
10 to LE 200 per transaction and take several classes of comrnodi~es out of the system m s  
legislation was not enacted As noted above, legislation is now pendmg that would replace the 
system wth an estunated payments system Tlus latter reform would represent a major step 
forward m simplification for the Department, as well as for the taxpaymg public, and could have 
favorable revenue consequences for the GoE as well 

13 Taxpayer Sewice 

Modern tax departments often provlde taxpayer education and assistance m the Interest of elicltmg 
voluntary compliance Taxpayers cannot comply wth  that whch they do not understand The 
amount of taxpayer assistance provided by the Egyptian Tax Department has hlstoncally been 
qulte lmted, and has vaned fiom distnct to distnct, dependmg upon the attitude taken towards 
taxpayer assistance by the Distnct Manager The Department has "public affars" officers but their 
mam function is to hrect taxpayers to the auditor handlmg thex case Also, the Tax Department 
does have a General Department for Publlc Relahons, whch IS centrally based and reports to the 
Comssioner  Its work in the past has been pnmanly that of ensung that stones or 
advertisements, generally unrelated to taxpayer assistance, appeared m the national media on the 
Department's behalf 

The mtroduction of the Global Income Tax was vlewed by the Department and the project team as 
an opportune tune to begln prot ldlng expanded education and assistance to taxpayers A Public~ty 
Comrmttee was established to advlse the publlc about introduction of the new tax and ~ t s  
~mplications The project team worked closely wth  th s  Comrmttee on thls effort before the new 

@ tax was mtroduced and m the first months followng its lntroductlon Committee members had the 
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advantage of having worked wth the national media in Egypt the project team, m turn had 
evpenence with information campagns, establishing spec~fic groups to whom to target publicity, 
developing pnonties, and developing specific media packages A senes of meetmgs between the 
Committee and the project team produced a campaign that included the use of mass media, 
together with more traditional methods for givmg advice at local office level Publicity coverage 
acheved for the new tax was wdespread and generally successful 

Dunng the course of the work wth the Publicity Committee, it became apparent that staff are not 
specifically trained in handlmg regular and routine taxpayer inqumes, no literature 1s produced as 
part of a permanent taxpayer educahon package to be made avadable to the public, and there is no 
concept of proactive servlce, or of trymg to identify taxpayer and public needs, and servlce them, 
before the taxpayers rase specific problems or complaints 

It was clear that a cultural gap had to be bndged in terms of how civil servants regard the public 
they serve and to h s  end the project team first gave a seminar to the Public Relahons Department 
on the principles of taxpayer service, and methods adopted in the U S Taxpayer Assistance 
Program The project team then used the services of a specialist to give a senes of semnars to 
members of the Department and explam the concept and how the Department mght develop a 
practical plan for introducmg a taxpayer assistance program in Egypt 

These efforts have been successful and the Tax Department is now talung steps towards 
expanding the role of taxpayer assistance It has produced a booklet for departmental staff, the 
public, and practitioners showng how the old law compares to the Global Income Tax Th~s  

@ 
represented a first step m the dn-ection of keeping people informed As noted earlier, the 
Department has also started to produce a monthly magazine bulletin, provided free to the public, 
covering vmous taxation issues of interest to practitioners and taxpayers Complementing thls 
effort the Department has developed its own computer web site to take t h s  concept further 

MODEL DISTRICT OFFICE 

The project team was conscious of the need to provide empirical evidence of the practical m e w  of 
the orgmzational and admmstrative reforms it recommended Puttmg such recommendahons mto 
operation, on a test basis m a pilot dishct office, where feasible, would help to demonstrate the 
virtues of moving admmstrative reform and modernization forward Thls effort would, of course, 
be constrained by applicable laws and regulations, but it would nevertheless provide opporturuties 
for field testing reforms m a number of areas 

The pnmary project team objective of h s  imtiative, like in the compamon imtiahve that m the 
Sales Tax Department, was to bnng one specific tax distnct office to a level of orgamzation and 
performance that mght serve as a future model for all other distnct offices, both dunng and after 
the project For obvious reasons, the more typical such a model, the better it would prove as a 
testing ground and launch pad for reform At the same time, the current operational position of the 
office had to be such that reforms could be introduced without sipficant disruption of the daly 
work processes, and w t h  a reasonable chance of proving successful 

Agreement was reached wth  the Mlmster of Finance in mid-1992 on the launch of a "model 
dlstnct ofice imtiative " It was decided that Cairo Corporate Office 1 should funct~on as the dlrect 
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tax model office Initially t h s  seemed a good cho~ce, for a vanety of reasons The Corporate Office 
dealt only with the files of corporate taxpayers and this suggested that ~ t s  workload would not be so * heavy as to prevent smooth introduction of orgamzational and procedural reforms The office was 
also viewed by the Tax Department as ~ t s  most successful distnct office in terms of efficiency and 
revenue collected Moreover, because the office dealt wth the affairs of the largest taxpayers, 
improved performance in the Corporate Office would have an early and sigmficant effect on the 
level of tax collect~on 

Unfortunately, the choice of Caro Corporate Office was not as well made as first appeared 
Choosing a corporate office was, de facto, to choose an untypical office, slnce only three of the 
approximately 225 distr~ct offices dealt wth corporate taxpayers Moreover, the Tax Department 
Itself was unsure of the rationale underlymg the corporate offices, and began transfemng taxpayer 
files from them to the nearest "geographcally" based - and more typical - tax districts However, 
thls process was aborted before completion, so that some corporate files were transferred to the 
nearest distnct office and others were not Th~s  turmoil rased senous doubts regardmg the 
suitab~lity of taking the corporate office as a model, these doubts were heightened when it became 
clear that the new global income tax law would not address corporate tax reform 

Accordingly, and whle contmuing mternal reviews of au&t, collection and information 
distribution procedures m Corporate Office, the project team asked the Tax Comssioner  to 
nomlnate a more typical, geographical tax district, to serve as the model After some bme lapse, the 
Abdin distnct office was chosen, and after some Department-mduced delays, work commenced 

Success was achieved at Abdin in the area of computenzation The Tax Department's desire to 
automate its procedures and information systems stood independent of any changes m the tax 
law and regulations The project team worked closely w th  the Central Department of ADP staff 
to use the model distnct office as a testmg site for new computer applications The office served 
as a pilot site for the development of the distnct office Masterfile Registration System and for 
subsequent enhancements of the Computenzed Case Tracking subsystem Use of both of these 
systems was subsequently extended to all automated offices The model distrlct office was also 
the pilot site for development and testmg of the Current Account Card application and MIS 
applications Later d~scussions between the Model distnct office staff and the project team were 
successful In establishing that all collection data currently captured manually in district offices 
can In fact be captured electromcally Electromc capture of the data at the time of payment, as 
discussed In Chapter VI, w l l  greatly enhance the Department's ability to process and ublize 
collection data in planrung operational activity 

The introduction of orgamzational and admmstrative reform In Abdin, however, was less 
successful Work undertaken m the Corporate Office suggested the dewability of mtroducmg 
greater selectivity when choosing cases for audit, but despite project team recommendations, the 
Department's strategy of audltmg 100 percent of taxpayers remained in place The Department also 
d ~ d  not deslre to affect adrmmstrative reforms before the admmstratlve regulations to Implement 
the new global income tax law were issued Delay m their issue, and the l~mited impact of the law 
itself m the admlnistratlve sphere delayed reform in the model distnct Similarly, whde the project 
team d ~ d  look into the orgamzatlon of work flow and taxpayer assistance at Abdin, the pace and 
evtent of reforms was less than that envisioned when the imtiative took place The general 
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conclusion that emerged fiom this effort was that technology-related reforms could productively be 
piloted in the Tax Department but adm~mstrative and orgmzat~onal reforms were more hkely to 0 requlre a Department-wde initiative Regulat~ons and the law govern almost every aspect of office 
procedure One office cannot s~mply ignore the regulations m place In order to try somethmg 
better In addition all tax offices anywhere m the world are obliged to ensure consistency of 
treatment of taxpayers For equity Issues, therefore, it could be argued that every taxpayer gets the 
new treatment or none do 

FUTURE WORK 

W l e  there has been much that has been accomplished in the Tax Department during the course 
of the project, the progress that was made in reforrmng and modemung ~ t s  operations fell 
s~gmficantly short of that which was achieved in the Sales Tax Department A number or factors 
appear to have influenced this outcome 

+ The Tax Department is a much larger Department, and has been in existence for nearly six 
decades The momentum of the past casts a very large shadow The Sales Tax Department, 
in contrast, 1s much smaller and In 1991 began admmstemg an entirely new type of tax 

+ The Tax Department dld not organize for and commit to reform as early in the project as did 
the Sales Tax Department While technology-related modemzation in the Tax Department 
was embraced throughout the llfe of the project, mternal procedural and organization reform 
occurred much more sporad~cally 

a + A person must be deputized and authonzed m the Tax Department to charnp~on reform The 
Department is too large, and the responsib~lit~es of the Commissioner too great, for h ~ m  to 
lead the Department and manage a major mternal reform effort Even In the case of the 
smaller Sales Tax Department, the dual role has been at times almost overwhelming for 
Cornrniss~oner Mahmoud All 

In the discussion below a number of specific areas are ~dentified for internal admmstrative 
reform All are important, and if effectively implemented, all would greatly Improve the overall 
operations and efficiency of the Tax Department's operations All of these lnitiatlves would be 
enhanced by a concerted effort to simplify the legal and admmstrat~ve structure of taxes m 
Egypt This could include the eliminat~on of Discounts and Additions, as noted before, the 
elimination of the Proportional Stamp Tax, whch effectively levies an entirely separate income 
tax on Government employees, the elimination of overlappmg Development Dutv, introduction 
of more effective penalty and appeals systems, as have already been Introduced to the Peoples 
Assembly, and more Based on direct discussions w t h  Mlnister Ghmb and Comrmss~oner 
Fahkry, the project team believes that there 1s strong support for these kinds of reforms In the 
future, and the GoE track record for ~ntroducing tax reforms is good, as discussed In Chapter I11 

1 Introduction of an Estimated Payments System 

The movement away from Discounts and Add~tions and toward an est~mated payments system IS 

hghly des~rable and an ~nevitable reform that w11 occur m Egypt The sooner i t  occurs the better 
for both the Department and taxpayers alike Support for t h s  reform, whch appears to be gammg 
momentum, would be desirable, because the Department has no practical expenence in 
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adrnirustemg an estimated payments system, preparing the implementing regulations and 

0 enforcing compliance 

2 Tax Avoidance 

The growng success of the privatization program and the GoE's policy of encouragmg foreign 
inward mvestrnent means that a growing percentage of the corporate sector wll  be in pnvate 
hands Unlike public sectors compames, pnvate sector comparnes have a d~stmct incentive to 
m i m z e  theu tax liability, often structmng arrangements m a hlghly mficial manner Certainly, 
m every other part of the world, multi-national enterpllses have demonstrated their wllingness to 
enter mto, and expertise m carrying out, tax plamng wth a view to tax avoidance The result is a 
sigruficant erosion of the tax base and distortion in the market There is no reason to believe that 
Egypt wll not suffer fiom tax avoidance unless steps are taken to counter it At present, the 
Egyptian tax code contams only the most rudimentary anti-avoidance provisions Additional 
t echca l  assistance could usefully undertake a through review of the exlstlng legislation and make 
recommendabons for strengthemng or introducing provisions to counter the most common forms 
of avoidance Tins could mclude establlshlng an anti-avoidance utllt of the most promslng tax 
auditors w h  the Tax Department 

3 Tax Evas~on 

It is clear from both public and pnvate statements that the b s t e r  Ghmb and Commissioner 
Fakhn are concerned about the continuing high level of evasion The Tax Department Evasion 
Sector is m the process of reorgmzation and is reviewng its operabond procedures and use of 
lnformabon m countenng evasion The project has procured computer systems for pilot testing in 
six Evasion Sector offices Additional techcal  assistance could be dlrected to worlung closely 
w th  the sector in pilot testmg new computer systems and redesignmg procedures to make best use 
of them If the pilot testing is successful, additional support for further automation of the sector 
would be desuable 

4 Appeals Process 

The GoE has mtroduced legislation to reform the appeals process Additional technical 
assistance could support the introduction of the system, mcludlng a publicity campaign to 
increase taxpayer awareness of it, once enacted 

5 Taxpayer Assistance 

The Tax Department has shown increasing interest in taxpayer assistance and has taken vanous 
steps to expand the assistance it gives to taxpayers Additional t echca l  assistance could support 
further expansion and development of these efforts 

6 Computeruahon 

There are a number of imtiatives associated with computenzation that requlre further work These 
are discussed in Chapter VI A new project could support these mtiatives by provision of technical 

0 advice and strategic procurement of equipment and software 
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7 Collections through Banks 

The expansion and modernization of the banlung sector in Egypt makes it a vehicle well-suited for 
handling tax payments The Sales Tax Department is currently researching the possibility of tax 
payments being made directly to banks and a new project should support sim~lar research by the 
Tax Department If as is expected, use of the banks is feasible, additional technical assistance could 
assist system design and implementation 
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VI COMPUTERIZING THE DEPARTMENTS 

BACKGROUND 

This chapter discusses the considerable efforts that were made by the Public Finance 
Admirustration Project team, worlung wth  the departments, to introduce new computer 
hardware and software technology into the tax processing and tax administration environment of 
Egypt Efforts are made where possible to limit use of t echca l  terms, but for some parts of the 
discussion, the descriptions will cornmmcate only to those with some background in the 
technology field 

The discussion of the project team's work is separated into that which was done for the Sales 
Tax Department and that which was done for the Tax Department This organization is not just 
for purposes of organizing the exposition, because in fact the work for the two different 
departments proceeded in qulte different ways from the outset of the project When the project 
began, the Tax Department already had a tramed and operational data processing staff, though 
the application of data processing in the Department was llmited While the ADP Sector" staff 
welcomed technical support from the project, the staff wanted to do all of the systems 
development work internally The project team role was, therefore, pnmmly advisory until the 
later years of the project, when it was able to work wth  ADP Sector staff to transfer some of the 

@ technologies that were developed by the project team for the Sales Tax Department 

In contrast, in the case of the Consumption Tax Department, which later became the Sales Tax 
Department there was not a smgle computer of any lund in use in the Department Because the 
decision had been made to proceed w t h  mplementation of a new sales tax as soon as possible, 
and because the Minister and the Department leadershp wanted that new tax to be supported by 
computenzed systems from the outset, the project team assumed responsibility for developing 
these systems At the recommendation of the project team, the new Sales Tax Department did 
recruit five experienced technology professionals from the Customs Department, to establish a 
foundation for a new data processing m t  l k s  new m t ,  by definition, was a start up operation 

In these two quite contrasting environments, whch represent an interesting case study of 
alternative approaches, the project team was able to contribute significantlv to the advancement 
of automation in both departments In the project team's view the advantages of the "sales tax 
model" to computenzation resulted in a faster start-up - whch was required to support the 
implementation of the new GST - but the "income tax model" resulted In faster technology 
transfer, because there was more on-the-job trairung and production by the Department staff In 
hindsight, the use of the different approaches in the two departments continues to make sense, 
especially since some of the technologies developed by the project team for the Sales Tax 
Department were later transferable, with modificat~on, to the Tax Department Both departments, 
it is worth noting, were receptive to this technology transfer 
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The technical assistance provided by the project team under this component of the project 
benefited from sustained efforts by internationally-experienced technology professionals For a 
period of more than six years, Dr Malcolm Lane provided oversight to the automation effort 
Dr Lane is perhaps one of the most experienced IT professionals in the introduction of tax 
administration systems in emerging market countnes Two internationally expenenced resident 
advisors provided sustained and outstanding support for almost the full duration of the project 
Mr William Hernandez, who had previously worked on tax administration systems in Latin 
Arnenca, supported the automation effort for 8-112 years of the project Similarly, Mr Neil 
Glennie, who had worked previously in Afnca and the Canbbean on such systems, led the 
development of the General Sales Tax Admirustration Systems (GSTACS) over the more than 
seven years that he resided in Egypt Th~s  continuity, supported by other resident advisors and a 
strong local project team, was a major contributing factor to the project team's success 

The local Barents project team, itself, is worthy of special note T h ~ s  team of five technology 
professionals provided great leverage to the resident advisors, supported all the systems 
development in the Arabic language (which represented a major part of the early systems- 
development challenge), and ultimately worked day-to-day w t h  the department staffs in 
development, implementation and training Their contnbutlons were invaluable and, indeed, the 
Sales Tax Department has expressed an interest in retairung at least some of these professionals 
after the project ends to provide continuing technology support 

The many talented information technology professionals in the two departments who worked 
with the project team also deserve special recogrution and mention Whatever contnbutlons the 

@ 
project team has been able to make in automating sales and Income tax adrmnistration have been 
leveraged through these many talented professionals who are now effectively moving the 
automabon process forward in their respective departments Many of the key information 
technology professionals with whom the project team has had the good fortune to work are 
identified in Exhlbit VI- 1 Below 

The role of the project in procuring and installing computer systems also deserves mention here 
Without the support of USAID, the Departments would not have had the financial resources to 
procure the imtial computer equipment that was required to begin automating the Departments 

Project procurement was executed in accordance w t h  formal procurement plans, that were 
developed by the project team and then modified andfor approved by a procurement committee 
that included the USAID Project Officer, the project Chef of Party, and the Commissioners of 
the tax departments Over the life of the project, a total of 292 microcomputer systems, 
representing the state of the art at the time of purchase, were procured for District and Regional 
offices A further 72 microcomputer systems were purchased for the departments for others uses 
Finally, a more powerful state-of-the-art computer was purchased to upgrade the Central 
Processing Center of the Sales Tax Department 

The project team took the lead role in all of the major procurement efforts and also worked 
closely wth the Departments in preparing the sites for these computers Site preparation proved 
to be one of the most constraning factors in moving the computer installation process forward, 
but the time spent in this effort has paid off systems installed in 1991 are still operating in 19981 
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Exh~btt  VI-1 
KEY GOE PERSONNEL 

[ Sales Tax Department 

Yousna Hebeisha 
Adel Hagrasy 
Mohammed Ismad 
Mostafa Ismail 
Wafaa Ibrahlm 
Ahemed Lamei 
Iman Mahgoub 
Maher Kotb 
Amal Lamei 
Amal Radwan 
Mona Nasr 
Nagwa Omar 
Nevin Elghazouly 

ADP General Manager 
Operations Manager 
Programmer 
Programmer 
Programming Manager 
Programmer 
Programmer 
Programmer 
Programmer 
Programmer 
Programmer 
Engmeenng Dept Manager 
Engineer 

U Tax Department 
Gamal Gamgoum Quality Assurance Dept General Manager 
Samir Hussein Operations Dept General Manager 
Lotfi Abd el Wahab Programmer 
Fathallah Abu El Fotouh Programmer 
Fatema Habashl Quality Assurance 
Fath Abd el Azeez Quality Assurance 
Mona Atia Quality Assurance 
Abd el Tawab Abd el Azeem Tra~ning Manager 
Bothaina Salah Eldeen Techn~cal Support Manager 
Thanvat Abdl Balu Engmeer 
Essam El Ashry Engineer 
Nora Sam System Operator 
Mosatafa Hafm ADP Director, (1 989-1991) 
Salah Ahmed Mahrous ADP Director, (1 99 1 - 1995) 
Maha Hasan Ahrned ADP Director (1 996-Present) 
I b r h m  Ah Ibr&m ADP Deputy Director 
Ahmed Wehady Engineer 
Hesham Rashwan System Operator 
Tarek Abd El Nab1 Engineer 
Mustafa Yousn Engineer 
Taha M Ibrahlrn System Operator 
Mona Hassan Mohamed Engineer 
Mohamad Tolba Engineer 
Moktar Abd El Fatah Engmeer 
Eissa Mahmoud El Welul Program Manager 
Usama Mahmoud Engineer 
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As a final point related to procurement, the project team faced significant pressures at the outset 
of the project to purchase computer hardware before the applications were completed, and, agaln 
later before the physical sites were prepared These pressures were resisted, so that the systems 
purchased could be tallored to their ultlmate use, and so that, In a fast moving technology 
environment, the latest technology could be procured 

Further constraints on the procurement efforts included (1) the need to ensure that there would 
be in-country maintenance support for the systems procured, especially once they were turned 
over to the departments, and (2) the need to ensure that the procurement process complled with 
the myrlad regulations govemng purchases made with U S Government funds, not the least of 
which is that the cornrnodlties be of U S source and origin The project team devoted a 
considerable amount of resources to ensunng compliance In addition, an extenswe inventory 
control system was established that tracked equipment as it was delivered and turned over to the 
departments, who then assumed responslbil~ty for its maintenance and usage 

COMPUTERIZATION OF THE SALES TAX DEPARTMENT 

OVERVIEW 

A strategic long-term decision taken by the GoE was to accompany the new sales tax wth a shtft 
from an entirely manual system of tax adml~llstration (1 e , the Consumption Tax Department had 
no computer capabilrty in 1990) to one that would be fully automated A first step m the process, 
corresponding with the adoption of the new tax law, was the creation of a sophsticated 
cornputenzed system for registration and for recording of tax liabilities, payments and refunds 
This shift to an automated sales tax processing environment was a major change for the 
Department, integrating modern data processing wthin a Department with no pnor expenence 
was a major challenge at all levels of the Department hierarchy 

This initiative resulted in the creation of what is commonly referred to as the GSTACS (for 
General Sales Tax Admmstration Computer System) GSTACS began as an application to - 
automate the admimstration of registrant biographical data, associated tax liabilities, payments 
and refunds 

From this limited starting pomt, GSTACS has evolved into a senes of independent yet htghly 
integrated applications, referred to as GSTACS subsystems The subsystems, as shown in 
Exhibit VI-2, are used to provide a vanety of operational, processing, statistical and management 
reports, to capture payments 'at source' (1 e , within the Sales Tax Department's cashroom), to 
perform on-line master file quenes, to transfer transactions and reports via a wide-area network, 
to facilitate cost effectwe audit selection and to support debt management 

GSTACS provides a more efficient method of performing tasks that would othenvlse be 
performed manually, such as recording payments made by registrants Perhaps even more 
importantly, GSTACS extends the capabilit~es of the Department to areas previously unattended, 
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such as regular, timely monthly reporting of registrants who have not filed a tax return or settled 

a a payment due 
Exh~b~t  VI-2 

GSTACS Subsystems 
Subsystem Description 

1 Registration, tax returns, adjustments, system validation 
2 Management and penodic reports 

I 3 Cashroom (payments) I 
4 Audit selection & control 
5 Debt management 
6 Table 1 cornmodties 
7 Dlstnct office on-lme inqulry 

Imtially, development of GSTACS was performed by the project team system specifications and 
requirements were determined, development standards for programming style, screen and report 
layout, and documentation were created, t echca l  issues, such as how to best support the Arablc 
language character set, were resolved, programrmng commenced 

At the same time, physical office space for Sales Tax regional offices (initially eight regional and 
one central) was identified Many procedures, tasks and standards were required to successfully 
install computer systems in these offices Standards for slte preparation, inspection and 
acceptance were established, and appropnate hardware and systems software were identified and 
purchased by the project 

To encourage a smooth transition Into a computenzed environment, software development was 
segmented into several manageable, progressive stages, each containing several substages In the 
first stage, sales tax data were transcnbed onto data entry forms by each of the forty-five distrrct 
offices, these data entry forms, in turn, were batched to one of the eight regional ADP sites for 
data entry This arrangement required the appointment and training of staff for data entry in the 
regional offices, and the establishment and tramng of staff in data preparation procedures in the 
distnct offices 

In the second stage, commenced in 1993, distnct offices were progressively computenzed and 
ADP staff were appointed and tramed for dlrect data input Ths  greatly simpl~fied the process 
for getting data to the regional and central offices A w~de  area network was subsequently 
established, linlung major district offices, all regional offices and the Central Processing Center 
together Networking allowed data to be transferred electronicallv, on demand, and with 
instantaneous transfer speed This greatly reduced the time required to both transfer batches of 
data to the Central Processing Center fiom region/distrrct offices, and transfer batch posting 
reports to regioddistnct offices fiom the Central Processmg Center 

For both the hardware and the software supporting GSTACS, the cham of events leading to what 
GSTACS is today are both numerous and intricate, requinng considerable explanation to provide 
a complete p~cture Nonetheless, several key events are identifiable which, taken together, 
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provide a good overview of GSTACS development Exhlbit VI-3 presents these events 
chronologically to give the reader a sense of the overall scope, breadth and timing of the Sales 
Tax Department computenzation effort Dates are approximated for illustrative purposes 

There were 45 distnct offices at the outset of the project, and 60 by the time of its close The 
project installed computer systems in the 45 district offices that existed at the time the project 
began, because some districts are closely located to one another, these 45 systems have been able 
to support all 60 of the existing distnct offices 

With its own funds, the Department has now purchased 15 computer systems for mstallatlon in 
the fifteen district offices that now share computer systems Whde there were some initial 
compatibility issues between the existing GSTACS software and the Department-procured 
computers, those issues have been resolved so that installation can proceed The project has 
recommended that the Department establish and implement a schedule for these installations 

SCOPE OF COMPUTERIZATION 

GSTACS System Architecture 

In 1991 GSTACS was first implemented to serve a hierarchy of 8 regional offices and 45 dlstnct 
offices, whch m turn served the needs of between 30,000 and 40,000 tax collecting registrants 
At that time, the comrnuIllcations infrastructure was very weak, and so a relzable method to 
electron~cally transfer data fiom office to office was simply not avalable Dlstnct office officials 
prepared data mput forms and submitted them in batches to theu distnct data control u t  The 
district data control w t s  assigned batch numbers from a batch control reglster and forwarded the 
batched input forms to their respective regional data input center At the reglonal data input 
centers, input forms were data keyed into GSTACS The electromcally encoded data were 
regularly forwarded, by dzskette or magnetlc tape, from the reglonal data mput centers to the 
Central Processmg Center in Cairo for registrant account updatmg and report generation The 
pnnted reports, mcluding posting reports, were sent back to the reglonal data mput centers for 
subsequent distribution to their respective districts Based on postmg reports, errors would be 
exarmned, corrected and rebatched Turnaround vaned between same-day and several weeks, 
depending on the proxmity of the offices, the volume of transactions, ease of access to 
transportation, and orgmzatlonal inclinations 

Today, the archtecture of GSTACS bears a str~klng contrast w t h  that whch exlsted in 1991 
when it was first mplemented Over the years the system continued to evolve, and continues to 
do so, in an effort to keep zn step with administrative changes and technological advancements 
At project close, GSTACS contains the necessary hardware and software to perform the 
following activities, by site type 

+ Distnct Offices 
0 Capture payments in a distnct cashroom and issue payment receipts, 

0 Batch and capture other sales tau transaction data (tax returns, assessments, adjustments, 
etc ) in the district offices, 
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0 Forward all captured transactions daily or as required, \la wide-area network or 
physically on magnetic media, from each distrlct to the central processing center for 
posting, and 

0 Perform on-line query of the centralized system from the districts to obtain current 
registrant status information, transaction details, and ledger statements 

+ The Central Processing Center 

0 Posts transactions centrally and return posting reports to the respective distnct offices, via 
wide-area network or physically on magnetic media, 

0 Pnnts over 30 periodic and MIS reports, 

0 Maintains an internal system of checks and balances to ensure the system's integrity, and 

0 Performs several diagnostic and maintenance functions to ensure continued system 
reliability 

In addition, the Sales Tax Department 1s now engaged in several activities designed to provide 
addit~onal features, lncludlng compliance control of tax returns for Table 1 cornmo&ties, 
additional tax computed separately for Table 1 commodities, a registrant audit selection 
subsystem, a debt management subsystem, registrant assistance information via a voice response 
system and over the Internet 

The systems architecture reflects an early dec~sion by the Department and the project team to 
follow a centralized approach to data processmg that is, to have a single master file and data @ base, maintained centrally, and not to have separate master files and data bases in each distnct 
l h s  was a critical Issue, and one for whch there is no "correct" resolution As Exh~bit VI-4 
shows, there were a number of advantages to each approach, and a set of trade-offs to welgh In 
maklng a final declsion 

After careful consideration, the Department agreed wrth the project recommendation to adopt 
centralized approach for two key reasons control and secunty It was much easier to control the 
introduction of computerization into the Department when most of the activity was talung place 
at one Central Processing Center Simlarly, it was easier to preserve and secure a g m t  
unauthorized access to sensitive tax data when ~t was contamed at one site 

Systems Software Development 

The broad objectlves established for GSTACS at the time of its design included the followng 

+ To provide efficiently and economically a database to enable the Department to acheve ~ t s  
goals of maximlzlng revenue collection and registrant compliance, 

+ To allow for effective control and efficient processing of returns, 

+ To provide statlstlcal data to be used in malung decisions on fiscal and economic policy, and 

+ To prov~de performance statistics for management information purposes 
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Exhlblt VI-4 

Cornpanson of Central and District Database Approaches 

posting 

generation 

1 report generatron 
I District on-line I facility 

Central Advantage 
+ Master file IS more secure, 
+ Best control over tax account 

number assignment, and 
+ No d~fficulties with registrant 

movement between districts 

+ Simplest reprogramming for 
system change, 

+ No drfficultles with registrant 
movement between dlstr~cts 

+ Least-cost supply of 
peripherals, such as high- 
speed pnnters for high 
volume output, and 

+ More secure and integrity 
easier to malntain 

+ Only place lt can be done 

D~str~ct  Advantage 
+ More timely addltlons, 

modificat~ons, de- 
registrations, re-registrations, 
and telecommunicat~on not 
critical 

+ Minimal paper flow between 
data centers 

+ Smaller files to maintain, 
teiecommunicat~ons not 
cntical, 

+ Encourages responslveness to 
errors, 

+ System 1s controlled by those 
who know lt best, and 
encourages pnde of 
"ownership" 

+ Smaller files imply quicker 
report generation, and 

+ No delay in receiving reports 

+ Easlest, least-cost access to 
local quenes, and 

+ No telecommunicat~ons for 
ledger statements 

To achieve these objectives, it was clear that the database Itself should include details of all 
registrants, be capable of bemg continually updated, and be used in the daily overall 
administration of the tax system The system generally would need to provide for dlrect access 
by distnct offices so that they could use the system to effectively control adrninlstration and it 
would need to be portable, that is, run on industry standard platforms The GSTACS also was to 
allow for, or include 

+ Lmks to a network (1 e , Egyptnet) for data communications, w t h  secunty over such 
communicat~ons, 

+ Enhanced memory, storage and response time based on growth of the database, 

+ Extendibility in the number of work stations and pnnters at each site, 

+ Passwords for system log-on at the application level, and user-restncted access at the 
fimction level, 
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4 File backup procedures, 

4 Hardware and software operational registers (log books), 

4 Archiving of files for off-site storage, 

4 Recovery procedures dur~ng on-line systems crashes, and 

+ An operational plan for data sites in the case of data communications failure 

In addit~on, it was required that GSTACS operate entirely in the Arabic language, a condition 
that required a considerable amount of effort and resources to achieve Over the years, there have 
been several competing "Arabization" methods available for the Xen~x and Umx operatmg 
systems Some required the purchase of propnetary hardware while others were available as off- 
the-shelf software Each had charactenstic and individual strengths/weaknesses in terms of pnce, 
performance reliability, upgradability, and after-sales support Each had to be assessed on its 
relative merits 

In 1990, when system design commenced, the project team chose a software-based Arabization 
utility, which proved highly reliable and suitable for the mtended purpose, though it did requlre a 
high front-end investment in time and l e m n g  to test and adapt the software to the intended 
environment Over the years, as new hardware and operatmg software were mtroduced, 
accommodation had to be made to support each, w h ~ h  sometimes took extended lengths of tune 
to acheve Therefore, the project team had to continually review and reevaluate available 
Arabizatlon solutions whenever a purchasmg decision was to be made As a result, in 1998 the 

@ 
project team was recomrnendmg a propnetary set of hardware as the optimal Arabization 
solution The hardware solut~on recommended terminals and pnnters that have bullt in character 
sets 

Stages of GSTACS Software Development 

The inputs to the GSTACS system are denved from the follow~ng sources 

Registration forms, 
GST tax returns, 
GST payments, 
Enforcement/audit action forms, 
Database mamtenance forms, 
Assessments, 
Account adjustments, and 
Status forms 

To deliver a complex software product withm a short timeframe (1 e , being ready for use when 
the tax was mtroduced), GSTACS was developed by the project team and mstalled in 
functionally incremental stages, with pnonty given to those functions that were required sooner 
The stages of GSTACS software development are presented In Exhibit VI-5 
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Exhibit VI-5 

Stage 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

Stages of GSTACS Software Development 

GSTACS Software Development 
Preregistration software, to support reglstratlon Development of the Tax Admin~stratton 
Number and the master file 

Software for processing tax returns and associated payments, m parallel with stage 1 software 
to support the ongotng registration activity 

Software to support batch processing, menu structures, passwords, tape transfers user 
profiles, access control, and other protocols 

In Stage 4, and thereafter, a vahdat~on subsystem was also developed to detect tmbalances In 
the GSTACS system 

Software to support the processing of assessments, the transfer of returns and payments data 
that were improperly class~fied, the entry of manually assessed additional taxes and a varlety 
of miscellaneous transactions 

Software to support automated detection and correction of Imbalances wlthin GSTACS 

Software to support varlous operational, processmg, statlstlcal, and MIS reports 
(1 e , GSTACS2 Reports Subsystem) 

Software for the capture of all types of payments rece~ved by the distnct office cashier 
(1 e , GSTACS3 Cashroom Subsystem) 

Software to support Egyptnet transfers of data and reports between the d~strict offices and the 
central processing center 

Software for on-lme query of the central database by distnct offices (1 e , GSTACS7 Query 
Subsystem) 

Software for a cornputenzed Audit Selection & Control Subsystem (GSTACS4) and for a 
computer~zed Debt Management Subsystem (GSTACSS) 

Software to support Table 1 commodities (GSTACS6) 

The stages of software development presented in Exhlbit VI-5 are relatively self-explanatory, but 
stages 8 and 11 warrant further comment, because these subsystems were developed using a 
collaborative effort between the project team and Departmental staff 

Stage 8 The Cashroom Subsystem (GSTACS3) was developed by project team staff, but with 
considerable input and assistance from Department ADP staff l l u s  system automated the 
followmg distnct office functions 

+ Capture of all payments (including stamp duties, transport license fees, and other payments 
not used by GSTACS) made in distnct offices, 

+ Pnnting of payment receipts, 

+ Reports on cash and check balances, 

m + Printing of cash and check listings, 
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+ Creation of payment batches for payments received for transmission to the Central - .  

Processing center, 

+ Recording of histoncal payment data, and 

+ Creation of deposit slip and related documentation 

Stage 1 1 In 1998, the Department completed development of the Computerized Audzt Selectzon 
& Control Subsystem (GSTACS4) Th~s  system records the results of audits, tabulates statistics 
on those audits, and on the basis of these statistics and built-in credibility checks, selects for 
audit those registered businesses that are most likely to be proved non-compliant The Debt 
Management Subsystem (GSTACSS) was also developed by the Department and completed in 
1998 This subsystem w11 momtor outstanding claims against registered persons and allow the 
Department to pnontize effectively its collection activities 

In the early stages of GSTACS development, the project team assumed responsibility for all 
development work because the Department's APD unit was just being established There was a 
recognition, however, both by the project team and Department leadership, that the Department's 
data processing u t  needed to move m the direction of operating independently and effectively 
over time The sales tax laws and technology were themselves ever changing, whch meant that 
the ADP unit needed to be able to not only operate and maintain GSTACS, it ultmately needed 
to be able to modify the system to address the broad range of potential additional requrements 
that were expected to emerge Participation in subsystem development and installation proved an 
extremely effective method of institutionalizmg advanced computer skllls and GSTACS 
expertise withm the Department 

The project team did propose to develop a Management Control System to support the 
Department's financial, payroll and adrmnistrative management and provide the foundation for 
work reporting and evaluation USAID was not prepared to fund this development, as it did not 
relate directly to admimstration of the GST, but the project team was involved in supporting 
departmental development of a Financial and Administrative System (FAAS) T h ~ s  involvement 
included the production of a long-range plan on the interface of the FAAS and GSTACS systems 
and techca l  advice to the FAAS development teams 

It was always intended that GSTACS and related subsvstems be institutionalized in Department 
operations, and the Department was ultimately to assume responsibility for the operation, 
maintenance and development of GSTACS As such, the project team has provided extensive 
documentation for GSTACS Documentation was a significant on-going task throughout the 
project, with over 3,700 pages being produced in one language (1 e , exclusive of the additional 
pages of documentation where it is available in a second language) The complete and 
comprehensive documentation senes includes what is presented in Exh~blt VI-6 

All the above documentation has been transferred to the Department In addition, the project 
team has transferred to the Department the GSTACS source code, screens and utilities, and has 
delivered several months of hands-on traimng in the use of documenting tools and techmques 
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Exh~blt VI-6 
GSTACS Documentatlon 

Page Ava~lable In Ava~lable in Document Name 
Count Enghsh9 Arabic? 

Version Control Log 5 X 
Requirements and Spec~fications 
GSTACS User's Manual 
Cashroom Subsystem User's Manual 
Cashroom Subsystem Technical Reference Manual 
GSTACS Technical Reference Manual 
Posting Report Error & Warning Messages 
Ledger Statements Manual 
Qu~ck-Reference Data Input Manual 
Assessments Manual 
On-Screen Error and Warning Messages 
Documentatlon Tool Manual 
GSTACS Configuration Management Plan 
GSTACS Deslgn Architecture and Systems Plan 
Data Commun~cation Plan 
Medla Transfer Options 
Add~tional Tau and Ledger Statements 
Development Standards Reference 
Qual~ty Measures Handbook 
Data Entw Tralnrng 
Tramer's Gulde 
Data Entry Course 
Data Entry Workbook 
Svstem 0ierator7s Course 

The scale of the joint Department/project team achevement in creating and implementmg 
GSTACS is illustrated by the statistics for transactions From having no automated facilities 
what-so-ever (when the sales tax was mtroduced), the Department was able, between May 1991 
and December 1997 to capture details of 42,000 registrants (which includes 4,000 de- 
registrations) and process about 3 million transactions, including 

+ 1,200,000 tax returns, 
+ 753,000 payment transactions, 
+ 253,000 assessments/reassessments/default assessments, and 
+ 800,000 status transactions 

The current menu structure of the GSTACS system is presented as Appendix VI-A, Section 4, 
and graphically illustrates the extensiveness of the product A complete listmg of GSTACS 
features, outputs, and processes is presented as Appendix VI-A Sections 1-3 
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Data Communications 

1 Data Communications Network 

From the outset, the GSTACS architecture encompassed a data telecommunications network that 
would link the dlstncts, regions and central ADP offices Once the GSTACS system was 
substantially far along in development, and the basic fhctionality that was needed, the project 
team began prepmng a specific plan for networking the distnct offices to the Central Processmg 
Center computer The Central Processing Center IS located in Nasr City (a Cairo suburb) and the 
distnct offices are located throughout Egypt A Data Cornmumcation Plan for the Sales Tax 
Department was produced and delivered to the Department m Apnl1994 The fimshed document 
ran to over 60 pages and covered the current comrnu~llcations infrastructure in Egypt, results of 
project team pilot testing of data transfer and project team recommendatlons The report also 
outlined important considerations for the Department on budget and cost considerations, training 
issues, the actions necessary for successful implementation, and probable problem areas 

The Department's short-term requirements were for simple data transfers via data communication 
links between the distnct sites and the Central Processing Center, a requirement that did not 
necessitate h g h  speed commwcation capability Loolung finther into the future, however, lt 
was clear that the Department will require more advanced features, such as on-line transaction 
processing (OLTP) OLTP will provide the Department's field sites w t h  real time GSTACS 
master file access in the form of quenes, addltlons, updates and deletions However, OLTP 

a demands faster data communication speeds than do data transfers alone 

At the Department's request, the project team researched, tested and evaluated the data 
cornrnmcation choices available within Egypt It was discovered that the cholces available were 
quite lirmted and centered around the services of Egyptnet, which is part of the Arab Republic of 
Egypt's National Telephone Organization (ARENTO) For the Department's immediate needs, 
Egyptnet's X 25 packet-switching service was the only feasible choice, with reasonably pnced 
service connections to Cairo, Suez, and Alexandna No service was provided to Central and 
Upper Egypt Although the Department's plans for the future use of OLTP will require faster 
cornmumcations speeds than Egyptnet is currently able to provlde, the service is not likely to 
change in the immediate future 

For cornmumcations and programming, the project team therefore proposed that the Sales Tax 
Department adopt the followmg communications, p l m n g  strategy and implementation 
recommendations 

+ Cornm~~llcations 
0 Use Egyptnet's X 25 packet-switched network for data cornrnmcations 
0 Use Eicon Technology hardware and software with TCP/IP 
0 Connect Alexandna and Suez to Egyptnet 
0 Select an approach for l~nking additional offices to Egyptnet 

+ Planrung Strategy 
0 Select a strategy for upgradmg computers at previously installed sites 

Barents Group LLC VI-l 4 December 1998 
R lEGYPWlN4I V . I V  I I R\ I- 111 0 p r J  dm 



EGE PT PF4P C I C 0 tfP C TERIZIA G THE DEPART LIE,\ TS 

0 Prepare a data backup and data control plan 
0 Implement a separate plan for Central and Upper Egypt's data collection 
0 Develop an in-house support and maintenance team 
0 Link sites gradually in carehlly planned phases 

+ Implementation 
0 Monltor and document network performance 
0 Begin writing programs for GSTACS inquiries and reports 
0 Conduct progress meetings that include key ADP people 
0 Start monthly discussion and progress meetings that include key ADP people and users 
0 Add techzllcal staff members to the distnct, region and central offices 

The ADP Department expressed an interest in explonng other network hardware options other 
than that of Eicon Technology shown above There was concern that the proposed network, 
which was designed to handle the low volume of data existing before extension of the GST to the 
retail level, might not be an optimum long-term solution The Department requested, and the 
project team provided, network designs that would be more appropnate as the number of tax 
registrants increased Three topologies were presented to the Department by the project team, 
representing network archtecture that could handle low-, medium-, and lugh-data transfer rates 
(withm the limts of Egyptnet's service offenngs) The project team conducted extensive research 
into specific, hgh-speed hardware that could be recommended for procurement as the need 
arose Care was taken to ensure that all hardware was easily upgradeable to allow a gradual 
upward scaling of network handling capacity 

@ The Department dec~ded upon a version of the medium-speed topology designed by the project 
team The Sales Tax Department, wth  its own hnds and using the techrucal specifications 
provided, submitted a request for proposal of communication hardware and software A vendor 
was chosen to do the actual physical installation of the network hardware and software Once the 
first pair of sites was operational, the project team, in conjunction w t h  department engineers 
trained by the project team, conducted a full-scale test at the networked sites Tlus test lnvolved 
the GSTACS system, a newly created prototype subsystem to query remote databases, and a 
software interface provided by Informix The test proved that the network not only worked to 
specifications, but that the network could be easily and reliably integrated into the overall 
GSTACS system, givmg the user remote data processing, querying, and reporting capabilities 

2 Data Commun~ca~ons Tramng 

Data comm~ca t ions  technology was new to the Sales Tax Department There was little 
expenence among the staff w t h  desigmng, building, installing, and adrninlstenng Wide Area 
Networks (WANs) To provide the required skill to the programmers and system engineers 
training was given on building networks and prograrnmmg software for them Sessions in 
building networks covered the avadable technology and the possible difficulties encountered in 
establislung a c o u n t p d e  network in Egypt The programming t r w g  was centered on 
enhancing GSTACS software to take advantage of the remote processing facility permitted by 
data commutations 
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Industry standard software and hardware such as routers, modems, TCP/IP and X 25 were 
introduced and studied in the course of the traimng sessions A number of different 
configurations were also cotered, as well as the pros and cons of each In addition, intensive 
hands-on training was given to selected ADP engineers Those receiving the intensive training 
were identified as the leading candidates for the role of network administrator All students 
satisfactonly completed the training After course completion, the engineers were tasked with 
building fully functional WAN prototypes using all the components required on the actual 
GSTACS network 

3 Data Communications Future 

As mentioned above, a Data Communication Plan was delivered to the Department in 1994 The 
plan defined all system requirements, considered the technologies avadable then, and proposed 
solutions based on the X 25 EgyptNet, whch was the sole practical connection alternatwe at the 
time 

Whlle the use of TCPAP allows any node (connection) to comrnucate with any other node 
(e g , between two distnct offices), the present networlung architecture was built from the 
Cornmun~cation Plan, wherein data flows occur between the Central Processing Center and the 
distnct offices Each connection has a modem and router usmg TCPAP communication software 
Each office wthin Egyptnet's service area is connected via EgyptNet Those outside the service 
area requre dial-up or dedicated cornmumcation lines, whch are expensive and have not been 
installed The project has recommended that the Income and Sales Tax Departments cooperate m 
shanng these more expensive lines Wlule each has agreed that the suggestion has ment, a joint 
decision to proceed has not yet been made 

Currently there are 33 district-based Egyptnet nodes, some of which service two or three distr~ct 
offices that share one computer system Whlle t l u s  technology has proven sufficient for 
requrements to date, the projected increase m the number of sites to be connected and in traffic 
flow, combined with the low speed X 25 connections, wl l  unlikely be sufficient in the future 

In November 1997, the project team reviewed the long-term requirements for a data 
cornmucations network for the Sales Tax Department, and concluded that the X 25 network is 
slow and delay intensive and will be a problem m the future wth  the projected increase In the 
registrant base Alternative connection options were advanced, including a recommendation that 
the Sales Tax Department establish a pnvate network for its own use (1 e , network switching and 
operations resources, but still uslng the transmission lines provided by ARENTO) This solution 
would bypass the relatively mefficient X 25 network The recommended enhancements for the 
cornrnunlcation network would 

+ Improve network response time between distnct ofices and the Central Processing Center, 

+ Allow for substantial growth in data exchange between sites, 

+ Improve network reliability and avalability to users at all levels, 

a + Provide peer-to-peer communications among all sites, 
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+ Provide for Intranet cavabllities to all sites for organization information dissemmat~on forms - 
down-loading, and bulletin board announcements, 

+ Provide for an organization Web-site and Internet access to all sites, and 

+ Provide for hgh-speed connections and data retneval to/from the Customs and Tax 
Departments 

Transfer of GSTACS Technology to the Department 

As noted previously, in the early stages of GSTACS development, the project team took imtial 
full responsibility for all software development work because the Department was initially 
laclung in computer expertise As such, the project team recognized the importance of engaging 
an effective method for reversing roles, whereby the acknowledged development leader switched 
from the project team to the Department 

The project team worked with the Sales Tax Department to draw up a comprehensive schedule 
of requlred actions to ensure full and successful transfer of responsibility for GSTACS to the 
Department The schedule included full task analyses, assigned responsibilities and ~dentified 
milestone events It included hardware and software procurement, the preparation of 
accommodation for computer hardware, orgamzation of the Central Processing Center, staffing 
of all centers and a detailed training plan for the centers' staff Highlights of t h s  effort included 
the followng 

0 + In order to provide the necessary technology foundation for the ADP staff who would be 
operating the GSTACS system in the Central Processmg Center, the regional offices and the 
distnct offices, extensive classroom traimng TINS traimng (whlch was prowded to Tax 
Department personnel as well) included 

0 Software developers Approximately tlvrty software developers received training in 
fundamentals of SCO UNIX, UNIX Shell Programrnmg, Infonx-SQL Fundamentals, 
and Informix Database Management 

0 Dzstrzct Oflce Operators Traming was provided to approximately 80 distnct office 
operators by the vendor who was selected for the procurement of the first 50 distnct 
office computer systems This traimng consisted of an introduction to computers, 
fundamentals of SCO UNIX, and SCO UNIX systems admmstration Similar traning 
was provided to 350 operators by the second procurement vendor at the time that 
220 systems were procured 

0 Traznzng The vendor who provided the upgrade computer system for the Department 
provided advanced training in use of UNIX System including Operating Systems 
Concepts, UNIX System Tuning, Advanced Infonx-4GL, Informix-4GL, Forms and 
Menus, and Arabix 

+ Over the course of 15 months, in excess of 120 classroom hours of advanced GSTACS 
techmcal training were delivered on a weekly basis by the project team Computenzation 
advisors to a group of 17 individuals comprised of ADP system administrators systems 
analysts, and programmers Such weekly training was given in a classroom env~ronment, but 
included practical homework assignments The course analyzed all aspects of GSTACS from 
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both a design and coding perspective with those participants who successfully completed the 
course receiving a certificate 

+ Collaborative efforts in subsystem development between the Department and the project 
team were employed to encourage Departmental o~nership and develop confidence in 
making system modifications 

+ Counterparts were nominated from amongst ADP staff to work closely with the project team 
To maximize the effectiveness of t h s  technology transfer method, selected Department staff 
worked in the project office on a daly basis 

+ In December 1996, the project delivered custody of the GSTACS source code to the 
Department, giving the Department pnmary responsibility for future GSTACS development, 
while allowing ample time for overlap w t h  the project team 

+ Intensive hands-on and classroom traimng was given to ADP engineers in the area of site 
preparation, hardware installation, system s o h a r e  installation, and network setup for 
Districts and the Central Processmg Center 

+ D u n g  the final three years of the project, several local project team staff worked daily in the 
Department to provide t echca l  advice and support and on-the-job trainmg on an as-needed 
basis 

+ The project team worked closely w t h  ADP management in prepmng a plan to facilitate 
longer-term planning on fbture upgrades to hardware and software for the Department 

a + Extensive tramng was completed, both in the Central Processing Center and in the district 
offices on the structure and use of the Cashroom Subsystem, as it was implemented m the 
distrlct offices over approximately a two-year penod 

In addition, to provide cont inug support to the Department after the project concludes, the 
project team has recommended, and Department leadership is consldenng, retaimng some of the 
project team's local staff on an employment or consultancy basis Because these staff have 
considerable GSTACS expertise, h s  would be hghly des~rable and benefit the Department 
greatly 

System Procurement 

Support to the Department through major USAID-funded procurements was a major element of 
the project The project team worked w t h  the Department tn determirung the requirements for 
each of the several separate procurements that was undertaken and then took the lead m getting 
bids and executing the procurements, consistent wth  USAID guidelmes 25 

0 25 For a fuller descnpt~on of the process through whxh project procurement prmrltles were establ~shed and 
approved under the project see Chapter VII 
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1 Central Processing Center - 

GSTACS was developed with an eye to the future, using commonly available open-system 
hardware and software The systems structure included 

The popular 80x86 (1 e , "PC") processor family, whch is readily upgradeable as technology 
advances, and can be easily maintained, 

The powerful UNIX operating system (to provide multi-user capability) and an "open" 
system standard that would allow for the use of a vanety of vendors' computer equipment for 
and future expansion, and 

The advanced and extensive Informix 4GL (fourth generation language) database product 
family that provides the advantages of rapid application development and application 
portability as well as the power of a relational database system with structured query 
language (SQL) capability 

A most important consideration was the need to provlde for automation of the regional computer 
offices and one Central Processing Center witlun the l m t s  of the project budget The products 
procured were widely used and of a proven technology The power of the technologies and their 
complexity necessitated ngorous and exacting installation and W n g  procedures to ensure the 
products worked together efficiently and effectively T h s  took on even greater significance as 
the vanous technologies advanced In addition, the GSTACS, whtch operates entirely in Arabic, 
required Arabix (IMT Multilingual Systems Inc) arabization software, whch further 
complicated the planning, development, and installation process 

As noted above, the first stage of computenvng the Sales Tax Department involved the creation 
of a Central Processing Center and the computerization of the regional offices Distnct offices 
sent paper batches of data to their regional office, whch m turn provided data entry and 
validation of tax returns After data entry, batches were transferred in a controlled manner vla 
quarter inch cartndge (QIC) tape or floppy diskette to the Central Processing Center, with the 
tapeldiskette subsequently being returned to the region w t h  status records confirming that the 
batches were processed at the central processing center Registrant ledger accounts were 
maintained, and reports generated, at the Central Processing Center 

The onginal procurement, based on a small registrant population base, was for microcomputers 
w t h  80386 processors for the Sales Tax Department's Central Processing Center and the regional 
offices The configuration for each of the microcomputers was eight megabytes of memory and a 
330-megabyte hard disk dnve These machines were installed wth  the XENIX operating system 
and Informix 4GL 1 10 In 1993, the central computer system was upgraded to an 80486 
microcomputer w th  16 megabytes of memory and a one-gigabyte disk dnve 

By late 1995, GSTACS was installed and running in 43 distnct offices under SCO UNIX 3 2 4 
and Informix 4 10, and two further distncts were automated m January 1996 The project team 
was also preparing a data communications network plan that the Department was eager to use as 
a basls for linking the distnct offices to the central processing center using an Egyptnet X 25 
communications link At the time, the project team calculated that ten gigabytes of RAID disk @ (Redundant Array of Independent Disk) would sufficiently support the Department's 
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requirements and allow for expansion These assumptions were used in developing estimates of 

@ 
budget and configuration requirements to upgrade the Central Processing Center system 

However, concurrent with the procurement planning process for the new system, the (GoE) 
began to crystallize its plans for extension of the sales tax to the retail level The proposed 
extension of the tax had major implications for the size of the computer system to be procured 
and the GoE and USAID asked that the Central Processing Center specifications be amended to 
allow for additional disk capacity, more terminals, and a hgher performance (1 e , TPC-C 
benchmark) rating Revision of the procurement specifications delayed the procurement process 

The GSTACS application, like most applications, is sensitive to changes in any one of ~ t s  
component parts software, hardware, operating system, database and other tools in an open 
system environment The new system had to lnclude new hardware and upgraded system 
software (UNIX, I n f o n x ,  and Arabix), that created potential problems in porting the GSTACS 
application to the new system The hardware architecture is a multi-processor system supported 
by a RAID disk subsystem The UNIX operating system and the Informix database were also 
upgraded to be compatible w th  the selected new hardware, and, in the case of I n f o n x ,  to take 
advantage of the then emerging multi-processor technologies 

In theory, the GSTACS application should not have been adversely affected by the introduction 
of any new component, given the project team's use of open system and portability standards 
However, expenence had shown theory and practice to sometimes be at vmance It was thus 
necessary to test the systems offered by potential vendors in order to venfjr that there were no 

@ 
hardware or software incompatibilities wlth GSTACS A baselme for performance over a range 
of 33 GSTACS activities was developed, with two systems bemg extensively benchmark tested 
by the project team's pnmary developer of GSTACS 

As a result, the project procured an HP9000/800 G70 wth dual 96 MHz PA-RISC CPUs and 
64 megabytes of memory The disk storage IS a 40+ gigabyte RAID T h s  configuration has a HP- 
UX 712160 Work station as a front end that is connected to the HP90001800 G70, to serve as a 
console and to transfer data from diskettes to the main system The system has 16 terminals for 
data entry and quenes The system software includes the HP/UX (Umx) operating system, 
Informix development products, and Alis hardware-arabized terminals and pnnter 

In Apnl 1998, to address technical shortfalls In the use of Informix software Installed on the 
HP9000, the Department purchased the latest version of the Informix database management 
sokware and the latest version of Unix for the HP9000 The project team, ADP engineers and 
vendor successfully completed testing the new system software, w th  installation waiting for 
delivery of the software 

The 1991 computer procurement for the regional sites consisted of eight state-of-the-art 
microcomputers, contsunmg 80386 processors, 8 megabytes of memory, and 330-megabyte hard 
disk drives Each site had up to six termmals based on estimating 1,000 registrants per terminal 

a These systems ran using the SCO XENIX operating system, Informix 1 10 and Arabix 3 2 All 
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systems were upgraded in 1995 to SCO UNIX, Informix 4 10, and Arabir 3 4 (Arabix is a brand 
@ of arabization software ) 

The regional site computers were used for GSTACS data entry in the early stages of system 
development As each district office was computenzed, as descnbed below the need for regional 
office support of this function became unnecessary However, the project team recommended 
that the systems be retained in the Regional Offices as a backup in case any of the distnct offices 
wthin the Region incur a system malfunction, and it is noteworthy that the systems are still 
operational in 1998, although they are approachg the end of their useful life At the same time, 
the project team recommended a change in the basic function of the Regional ADP u t s ,  from 
one of data input site to that of a service center for the ADP u t s  in the Region's distnct offices 
The a m  was to use the more expenenced computer staff at regional level to provide tramng, 
maintenance and support to the districts These recommendations were accepted by the 
Department and the project team worked closely mth Departmental staff on initial p l w n g  and 
implementation of the change Over time, the plan lost its momentum, and project resources 
were not avalable to pursue the matter 

3 Dlstrlct Offices 

It was clear from the time of mtroduction of the sales tax that the administration requlred to 
support it would need to be fully automated There had been less than 3,000 manufacturers and 
two importers registered for the old Consumption Tax and the relatively small number of 
transactions had permitted the Consumption Tax Department to h c t i o n  with no automated 
capacity The new sales tax would have between 30,000 and 40,000 registrants at the @ manufacturing and import levels, \nth an estimated 250,000 registrants expected when the tax 
was extended to the wholesale and retail levels It would not be possible to process the resulting 
volume of transactions on a purely manual basis Nor was the use of paper batch processing at 
the district/regional office interface an adequate long-term solution 

It was therefore determined that computer systems should be installed in each of the 45 distnct 
offices then planned or in existence The a m  was that data would initially be input at distnct 
level, transferred by magnetic media, and processed at the Central Processing Center At a later 
stage, the introduction of a data commutllcations network allowed transfer of information 
directly, by telecornrnunications link, between distnct offices and the Central Processing Center 

The role of the project team was p m m l y  to identify suitable hardware and software, procure 
the systems from a local vendor, and oversee the traimg and installation processes A major 
consideration throughout was the suitability of accommodation and other facilities at the sites 
where computers were to be installed Many offices were old and had poor electrical fittings and 
power supply The instability of the electncal current posed a senous threat to both hardware and 
needed to be grounded and regulated at each site Many offices lacked air conditioning, whch In 
the Egyptian climate raised senous possibilities of heat andfor dust damagrng the computer 
system Some offices lacked furniture and secure areas for housing the machines and all districts 
lacked trained computer operators for keying data Each and all of these factors threatened both 
the physical condition of the hardware and software and the vendors' warranties on the systems 

a supplied 
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The introduction of computerization was a new phenomenon of which the Sales Tal Department 
staff had little if any, prior experience There were vanous units within the Department with @ responsibilities for bringing the district offices up to an adequate state of preparedness for 
installation 

+ The Department of Finance and Administrative affairs needed to refurbish office buildings 
and provide suitable office space, furniture, a r  conditionmg and electncal supply This was 
done in conjunction with contractors to the Department 

+ The Personnel Department had to ensure that sufficient staff were available to input data 

+ The Traimg Center had to coordinate tramng for the dstnct computer staff 

+ The Central Department of ADP oversaw the whole process and provided engineers to assist 
and inspect site preparations and installations of systems 

The Sales Tax Department itself had also to liaise w t h  the Muustry of Electricity to ensure 
suitable electrical supplies were available, and arrange w t h  ARENTO and other offices to 
provlde telephone lines and install equipment 

Under these controlling factors, the installation program progressed very slowly as the 
Department faced senous difficulties in prepmng sites to an acceptable standard, although 
progress gained momentum as the Department's t echca l  expertise improved To ensure 
progress and adherence to standards, the project team was obllged to be actively involved at each 
stage of the computerization program Aside fiom actual procurement of computer systems, @ project team involvement included 

0 Provided by the project team for engineers fiom the Sales Tax Department in inspection 
techmques, procedures and the use of forms for computer systems delivery and set up 
acceptance 

0 Provided by the project team for Central ADP staff in system maintenance and 
troubleshooting 

0 Coordinated by the project team and the Sales Tax Department, and provided by the 
vendor for distnct office computer operators and programmers 

+ Specifications 

0 The project team assisted ADP engineers in selecting adequate space and locations for 
sites 

0 The project team wrote a sample site specification document for use in preparing final 
specifications to the contractors prepmng sites The sample document cokered electncal 
supply and regulation, air conditioning requirements, security, working environment, 
furniture, computer and administrative supply requirements for each site (see 
Appendix VI-B) 
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+ Inspection 

0 The project team prepared a site inspection test list covenng the Items in the s~ te  
specification document, with limits and ranges for acceptability 

0 The project team provided coachlng to departmental engineers in site inspect~on testing 

0 Along wth  departmental engineers, the project team c m e d  out physical site inspections 

0 The project team assisted ADP engineers and contractors in solving problems found 
dmng inspections 

+ Delivery 

0 The project team prepared procedures for taking delivery of vendor supplied systems, 
together w th  an mventory of hardware and software to be delivered and an extensive 
questionnare form for use in testing whether the systems were satisfactonly installed and 
could be accepted 

0 The project team designed and developed a computenzed inventory system for traclung 
the status, location and number of systems delivered by the vendor 

0 The project team assisted in the follow up and resolution of any post installment 
problems 

Although the mstallation program took longer to complete than expected, all 45 computer 
systems were installed in distnct offices by January 1996 The installation schedule by year IS 

shown below, including the eight computers mstalled in 1991 in the regional offices 

Installat~on of Computers 
Sales Tax Department Dlstrlcts and Reeons 

At the close of the project, project funds were used to procure 15 new Pentium I1 computers 
These computers were designed to support the upgrading of processmg speed and storage 
capability in the largest distnct offices 

Future Work 

Like any complex system, the computerization of the Sales Tax Department continues to evolve 
From both a tax admimstratlon and computerlzat~on perspective, there are challenges ahead that 
must be faced to ensure continued success and w~th them potential opportunities that should be 
explored 
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The number of registrants is poised to expand by some estimates, from 40,000 registrants to as 
many as 250,000 These numbers will have an unparalleled impact on the current administration @ resources, both human and machine 

Over the years, and as budget constraints have allowed the project has frequently upgraded 
central, regional and distrrct hardware, operating system software, and application software as it 
became available Nonetheless, and particularly w~thin the regions and districts, the existing 
computer hardware and software is showing senous signs of age Aside from the expected more 
frequent breakdowns, the performance of this equipment will be challenged by the workload 
tmposed by the increased number of registrants 

Technological advances over the years have dramatically altered the foundations on whch 
computer systems are built Today's systems are object-onented, web-enabled, and based on a 
cltentlserver model Highly centralized, batch based legacy systems are being reengineered to 
conform to thls new paradigm to take advantage of improved maintamability, scalability and 
extensibility New tools are avsulable that can ease and automate development, from strategic 
planning on through the entlre development lifecycle to routine mamtenance, mcludmg 
automated code generaQon 

Recommendations for Future Work 

Based on the above, the computenzation of the Sales Tax Department can be improved by 

t Planning and capacity-buildmg through the upgrading of existing hardware and software, 
@ t Reengineenng the existing system to capture advantages of the new software technologies, 

tncluding an Internet-style graphc-user interface, 

t Continuing to encourage the Tax, Sales Tax and Customs departments to cooperate in the 
shanng of information (whch builds on past project successes in encouraging a standard Tax 
Administration Number), 

t Strengthen cornrnu~llcation llnks between all department offices, whch may itself require 
encouraging the financial cooperation among departments, 

t Exploring alternative methods of increasing the speed of data collection, includmg the use of 
financial institutions as mtermedianes, 

t Maintaining an awareness of potential computerization pitfalls, including those of secunty 
and pnvacy, and 

t Supporting the expansion of current development efforts, such as those of registrant 
assistance applications, debt management, and audit selection Note also that subsystem 7, 
On-Line Query, was developed as an operating model" to prove the technology and provide 
the Department w t h  a framework for future development 

To the Department's credit, and a reflection of successful technology transfer over the life of the 
project, the Department has designed the next generation of the GSTACS system and, as the 

a project comes to a close, is planmng ahead for the ~mplementation of this system 
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COMPUTERIZATION OF THE TAX DEPARTMENT 

BACKGROUND 

The Tax Department initiated efforts to computenze its operations in 1980 Between 1980 and 
1989 it had acquired with USAID financial support, a manframe computer situated In the 
Central Department of ADP, and eight mimcomputers, located m the branches of the Department 
of Tax Credit (then called "General Department of Representatives") which deals w~ th  the 
Discounts and Additions system The Central Department of ADP in fact grew out of the 
Department of Tax Credit, which compnsed the Tax Department's entire ADP functions d u n g  
the 1980s 

Despite the acquisition of the mainframe and rmmcomputers, and the passage of much time, 
Discounts and Additions was the only area of departmental operations to have been 
computenzed A great obstacle to progress had been the lack of an overall systems plan As a 
result, computerization work In the Department had been fragmented, lacked coordination and 
reflected more the pnontles of the ADP staff than of Department's management While top 
management had given cornputenzation a very hgh pnonty in principle, there was virtually no 
user involvement in the systems development effort Expensive hardware had been procured, but 
it was not well suited to the Department's needs, software had been developed w~thout user 
involvement and without any long-term standards or structure in whch to fit 

A joint project t e d T a x  Department effort was launched to accelerate the introduction of 
computenzed systems into tax admilustration l k s  effort became an extremely high pnonty 
wthm the Department, and attracted, and needed top-level support in the Department and even 
from the Minister himself Major tasks associated w t h  h s  effort included 

+ Development of a long-term system plan Failure to plan carefully can be extremely 
expensive, longstanding expenence in the Tax Department supported this pomt 

+ Development of master files The introduction of cornputenzation in any tax department's 
operat~ons must begin w~ th  the development of a computenzed master file containing 
information on the entire taxpayer population Efforts to create such a computenzed file had 
begun late 

+ Selectzon of a unrque taxpayer ldentljicatzon system Related to the above, a unique 
nurnbenng system was needed for use m identifying individual and business taxpayers 
Existing numbenng systems in the Tax Department were not adequate 

+ Development and vztroductlon of systems zn the dzstrzct ofices It was necessary to create 
systems that could be introduced relatively quckly into the district offices to support 
improved tax administration Development of systems to track the existing inventory of cases 
was already In the development stage, and a system to process payments and returns was 
planned 
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In Phase I of the project, the project team *orked with the ADP to help coordinate ongoing 
efforts into an overall implementation plan for departmental computerization The plan had * several stages 

+ Stage 1 Case trackzng This system was to be installed in all district offices and was aimed at 
improving compliance by buildmg an organized inventory of outstanding cases 

+ Stage I1 Returns and payments processzng Tlus system automated the processing of 
returns and payments in the distnct offices It was to be linked with the case trachng system 
to form an integrated system handling all elements of a taxpayer's accounts 

+ Stage 111 Systems zntegratlon While the initial effort was to focus on lrnplementation at the 
distnct office level, the longer-term effort was to integrate all of h s  information into a single 
centralized system, with information on all taxpayers, resident in a master file in the central 
manframe computer 

The project team was aware that thls approach was not a substitute for a well considered, 
detailed, w t t e n  systems plan that would cover all of the followng issues 

+ Clear statement of goals and objectives, 
+ Identification of environmental factors likely to Impact on the systems, 
+ Defmtion of general user requirements, 

+ Identification of hardware and software, 
+ Estimation of financial and human resources, 

@ + Projection of a targeted schedule, 
+ Definition of technical standards, 
+ Identification of required knowledge, skills and abilities of all personnel involved, and 
+ Identification of an appropriate organizational structure 

SCOPE OF COMPUTERIZATION 

Long-Term System Plannmg 

The project team prepared a long-term systems plan, covenng the issues identified as needing to 
be addressed, and designed to be implemented in the penod to the year 2000 The plan described 

+ The Income Tax Administration Computer System (ITACS) design, 
+ The ITACS design architecture 
+ District, regional and central office ADP processing systems, 
+ Secmty archtecture, 
+ Program management methodology, 
+ An overview of program areas and projects, and 
+ An implementation strategy 

Not surpnsingly, given that both systems need to operate in the same environment, the 
recommended ITACS architecture is Lery similar to that for GSTACS described above The 
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Systems Architecture Plan did not cover the Discounts and Additions system for two reasons 
The first was that at the time when the plan was prepared, the project team expected that its @ recommendations for the abolition of the Discounts and Additions system, or at least its major 
reform, would be accepted and implemented by the GoE The second was that the project team 
saw no wisdom in automating (or importing into ITACS the automation of) a system of tax 
collection considered to be fundamentally flawed and outdated 

To supplement the long-term plan, the project team also produced a Configuration Management 
Plan Configuration Management (CM) descnbed the practices and procedures set in place to 
establish a baseline information system definition and to control any and all changes to that 
baseline ITACS would result in a modern state-of-the art information system throughout Egypt, 
consisting of hardware, software, documentation and telecommunications components As tlme 
progressed, it would be necessary to implement CM to manage and control necessary changes to 
the system and to control unauthorized modification to the vanous components By usmg CM it 
was hoped to avoid the previous problems, and attendant costs, that had amen from the absence 
of central management control of computerization efforts Conceptually, CM could be divided 
into four components 

1 Identification of the ITACS and its parts, 
2 Management of changes to the ITACS, 
3 Reporting the progress and changes to the ITACS, and 
4 Verifying ITACS quality 

Diligent CM was expected to mimmize the nsks associated with 

+ Development and maintenance responsibilit~es being distributed across multiple functional 
orgmzations and offices, 

+ The simultaneous maintenance of an operational system and development of a future release 
of that same system, and 

+ Delegation of development to outside contractors 

Quality Assurance 

The project team had noted the lack of user involvement in computer system development and 
implementation and was concerned to ensure that the future quality of products delivered to users 
was satisfactory It therefore produced a Quality Measures (QM) handbook for use by both the 
Tax Department and Sales Tax Department central ADP staff The measures that the Handbook 
descnbed and recommended were simply measurements made over tune that would 
communicate vital information about the quallty of work processes and the resulting products or 
services The quality measures process would Involve the following 

+ Planning, 
+ Development of quality measures, 
+ Development of targets, and - 

@ + Implementation and reporting 
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The Handbook gave detailed descriptions and analysis of what was involved in each top~c and 
the steps to be taken for ~rnplementation The project team recommended that the departments 
establish a unit charged with implementing and managing QM, which the Tax Department did 
The unit was to provide 

+ Orientation for project staff In quality measures concepts and the modernization process for 
developing quality measures, 

4 Assistance in customizing the quality measures process to meet the specific needs of a 
project, and 

4 Assistance in creating or verifying current and future work flows, setting priorities for 
customer needs, or developing project sub-objectives 

The assistance could include training, consultation or facilitation of workshops 

The project team provided quality assurance for all ITACS applications Master file, Case 
Traclung and Current Account card The project team performed ngorous testing on the initial 
master file application installed in three pilot oEces The project team continued to provide 
quality assurance on subsequent applications and provided a Quality Assurance training seminar 
to ADP's Quality Assurance Department, a group created at the project team's recommendation 

The project team provided quality assurance for the ITACS documentation and prov~ded specific 
guldance in revlew sessions held with ADP staff Documentation utility software prepared by the 
project team was aimed at producing h g h  quality t echca l  documentation for ITACS 
applications and was presented to the Departmental ADP staff 

ITACS Appllcatlons 

The fact that the Tax Department had a central ADP urut in existence before the project 
commenced, meant that it already had expenence and expertise on which to draw in 
implementing and developing ITACS The circumstances were therefore different from those 
prevailing in the Sales Tax Department Whereas the project team played a lead role in respect of 
GSTACS, its role in respect of ITACS was more an advlsory one to the Tax Department's 
efforts Following the development of the Sales Tax Cashroom Subsystem, the project team did, 
however, play a major direct role in developing a slmilar system for the Income Tax Department 

Tax Admmstratlon Number 

Underlying all of the ITACS applications was the need to create a unique taxpayer identification 
number This requirement was the source of substantial project team work as noted earlier in 
tlus chapter, and ultimately resulted in the successful adoption of a single Tax Administration 
Number bemg agreed upon for use by all the revenue departments (See the pnor discussion on 
t h s  subject in this chapter) 
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Case Traclung - 

The Tax Department ADP took the lead in developing a Case Traclung Subsystem, with the 
project team supplying technical adkice as necessary The Case Traclung Subsystem is designed 
for the purpose of permitting distr~ct offices to keep track of taxpayer cases through the vanous 
legal stages from assessment to final case closing The project team developed a "Case Trackmg 
Requirements" document for the Department and helped its staff work on developing the system 
to meet the requirements thus defined In this effort, the Department ADP staff employed the 
standards published by the project team These were also the standards used for the Master F~ le  
application The effort was characterized by close and continual meetings between the ADP staff 
and the project team and the use of Quality Assurance testmg 

The Case Traclung Subsystem is obviously an important management tool since it processes 
information fiom the returns, and gathers data at important stages of case processmg, producing 
case status mformation for the distnct office managers For example, data from the taxpayer 
audit function or the appeals committee is captured in the system The subsystem permits 
management to query the status of cases giving the department the capabil~ty to provide 
enhanced responsiveness to departmental inquiries or taxpayer inqumes 

Master F ~ l e  

Virtually all taxpayer information was recorded manually Furthermore, because most 
interactions between the Department and taxpayers took place m the distnct tax office, rather 
than through the mad, all taxpayer informat~on was located in distnct offices The introduction of 
cornputenzation in the Tax Department needed to begin wlth the development of a computer~zed 
master identification file of the taxpayer population In the Tax Department t h s  would in effect 
mean one master file for corporate taxpayers and a second for individuals These would serve as 
the central core for integrating all other computer operations 

Because virtually all records pertaining to taxpayers were kept m the distnct tax office, each 
district effectively had to have its own master file and computenzed system However, full 
utilization of the potential benefits of cornputenzation required the capability of compiling and 
analyzing nationwde taxpayer information This m turn requlred the avadability of a unique 
taxpayer identification number 

In terms of pnonty m developing master files, the project team recommended that whle 
development on both individual and corporate master files should progress at the same time, 
pnonty should be given, where necessary to the corporate files, because corporate taxpayers 
were the source of greatest revenue 

The creation of master files began at dlstr~ct office levels using exlsting file numbers as a 
temporary identification number The Corporate Offices were amongst the first to be 
computenzed and to create computerized master files Once the Tax Department had decided 
upon a umque identification numbermg system, this was allocated to those district offices that 
were already computenzed and the local master files were duplicated centrally to form 
components of a national master file Cards were ~ssued to taxpayers containing basic data and a 
machine-readable bar code The significance of the distnct being computer~zed was that 
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automation allowed districts easily to identify taxpavers with more than one file and file number 
thereby cleansing the d~stnct numbering system before any duplication was taken to the national @ master file Where distnct offices had not already been computenzed, the central ADP allocated 
blocks of numbers to the distncts, each block unique to the particular distrlct These were then 
issued to taxpayers and when the district was computerized, and ~ t s  records cleansed, the 
taxpayer data were taken to the national master file 

The Tax Department master file was first developed under project team supervwon and 
guidance It was first installed in the Cairo Corporate Office, and was subsequently replaced by a 
version incorporating the Case Trachng Subsystem The pilot installation was then expanded to 
Abdin and Kasr El Nil distncts and thence after successful testing, to the rest of the Department 

Current Account Card 

The key urut in the distr~ct office collection process was the Current Account Umt and the most 
important document used by t h s  m t  was the current account card A current account card was 
opened whenever a tax payment was made or a tax l~ability assessed or determmed The current 
account card system should thus have provided a reliable and usable tool for traclung taxpayer 
collection status In fact the difficulty of keepmg all information in manuscnpt, on one card, the 
number of years for whch taxpayer liabilities remamed unsettled, and poor adherence to manual 
procedures meant that a multiplicity of current account cards might be prepared for the same 
taxpayer 

The system broke down because of h s  multiplic~ty of cards, and the subsequent difficulties in 

@ reconciling liabilities and payments that it caused 

The current account card was an important document that could be computenzed relatively 
easily Thls subsystem keeps track of the taxpaver's payments, records prevlous year balances, 
and stores payment credits accmng from the Discounts and Additions System The system is 
installed in all distnct offices Computerization of the current account card obviously overcomes 
the problems of controllmg and usmg data encountered in the manual system 

The Tax Department appomted a team from its central ADP staff to develop a current account 
card applicat~on and the project team supported the team's efforts with t echca l  advice and 
assistance including quality assurance testing The project team met frequently w t h  the ADP 
staff and surveyed vanous distnct offices to ensure that the applications recommended by the 
project team met the needs at the offices concerned 

Cashroom Subsystem 

The project team members that developed the Sales Tax Cashroom Subsystem worked with the 
ADP system analysts to develop a similar system for the Income Tax Department The team 
worked closely with the users m collecting the inltial requirements for the system, and the system 
developed for the Sales Tax Department was used as a base for the Income Tax Department's 
system 
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In the design phase, there was considerable cooperation support and interaction between the 
Income Tax ADP Department and the project However, durlng the development stage, the 
project team took a lead role since the Tax ADP Department lacked available programmers The 
Income Tax Department Cashroom Subsystem was completed and installed in the Investment 
Office as a pilot site at project close, w th  other pilot installations underway as noted in the 
previous chapter 

As noted above, because of the Tax Department's pnor experience with automation the project 
team's role was largely advisory, but nevertheless the project team was very active in supportmg 
the Tax Department's efforts After developing the initial Master file Registration System and 
installing it in three pilot offices, the project team assisted the Tax Department in enhancmg the 
Case Tracking Subsystem whch departmental staff developed The project team also assisted 
development of the current account card application and provided advice as requested by the 
Department's computer specialists Advice and assistance included training seminars or courses 
on a variety of subjects, each related to one or other aspect of maintenance and development of 
ITACS Toplcs covered in trsumg included 

+ Database design, 
+ Database administration, 
+ Configuration management, 
+ System development life cycle concepts, 
+ Visible Analyst computer assisted software engineenng (CASE) tool, @ + Quality assurance, and 
+ Power Point executive presentations 

Documentation 

The project team developed the user documentation for the initial Master file Registration 
System subsequent ITACS development was done exclusively by Income Tax ADP staff, w th  
the project team assisting in the development of documentation This documentation included 
user guides for the Case Traclung and Current Account Card applications 

Procurement 

Because the number of distrrct offices in the Tax Department was far larger than that in the Sales 
Tax Department (by 1995, around 240 compared to 45) the task of procunng and installmg 
computer systems in the Tax Department was correspondingly larger The project team 
onginally planned to procure and mstall213 computer systems in distnct tax offices, but because 
of the number of new offices opened by the Tax Department, this total was increased to 215 The 
project team is using 2 machmes for development 

The systems procured for the distrrct offices consist of microcomputers with 486 processors, 
16 megabytes of RAM, and 500 megabyte to in excess of one-gigabyte Pentium disk dnves The 
system software consists of a UNIX operating system, Informix 4 10, and Arabix, a software- 
based arabiratlon utility 
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The regional sites have NCR Tower computers that were procured before the PFAP These @ systems conslst of mlnicomputers with four megabytes of memory and 170 megabyte disk 
dnves 

The schedule for procurement and installation is shown below The first computer system was 
purchased In 1991 for the Department's ADP Sector, for use as a development machine 
Computer systems for three pilot distnct offices followed 1992 Over the followng five years, a 
total of 21 3 computer systems were installed in the Central, branch, and distnct offices 

Installabon of Computers 
Tax Department Central, Branch, and Dlstrict Offices 

At project close an additional 15 Pentium I1 computers were purchased for the Department to 
upgrade the computer systems in the largest distnct offices 

Data Commun~cat~ons 

A Data Communications Plan was provided to the Tax Department detailing the project team's 
recommendat~ons for networlung of its offices It was similar to the topology recommended for 
the Sales Tax Department and stressed the best performance for the least cost w t h  the 
framework of networking options avalable in Egypt 

The Department's short-term requirements, as reflected in the plan, were for simple data transfers 
of master file data via data cornmucation links between the branch sltes and the ADP 
Department It was clear that these did not require hgh-speed communications In the future, 
however the Department mll  requlre more advanced features, such as on-line transaction 
processing (OLTP) OLTP w l l  provlde the Department's remote sites, branch and distnct 
offices, wlth real tlme ITACS master file access in the form of quenes addltlons, updates and 
deletions However, OLTP demands faster data communlcation speeds than do data transfers 
alone 

The ADP Department purchased modems from NCR NCR trained ADP engineers in 
communication connection and TCPAP software use for the communlcation links The 
Department used X 25 Egyptnet for communications between the ADP Department and the 
branch offices In Calro 
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For commun~cations and programming, the project team therefore proposed that the Tau 
Department adopt a similar planning and implementation strategy to that of the Sales Tau 
Department The following 1s a list of the communications, plannlng strategy and 
implementation recommendations 

0 Use Egyptnet's X 25 packet-sw~tched network for data comrn~cat ions  
0 Use Eicon Technology hardware and software w ~ t h  TCP/IP 
0 Select an approach for linking additional offices to Egypt.net 

+ Planrung Strategy 

0 Select a strategy for upgrading computers at previously mstalled sites 
0 Prepare a data backup and data control plan 
0 Implement a separate plan for Central and Upper Egypt's data collection 
0 Develop an in-house support and maintenance team 
0 Link sites gradually in carefully planned phases 

+ Implementation 

0 Morutor and document network performance 
0 Begin wnting programs for ITACS inquiries and reports 
0 Conduct progress meetings that include key ADP people 
0 Start monthly discussion and progress meetings that include key ADP people and users a 0 Staff members from the district, branch and ADP Department 

Future Work 

The Tax Department ADP Sector IS a well-trained, self-sufficient urut that can continue to 
progress at a steady pace with its own resources However, recogruzmg the vast size of the 
Department, and the large amount of work that remains to be done in the Department there are a 
number of areas where future project support would be well dlrected These could include some 
or all of the follow areas of support 

+ Central MIS Whereas the Sales Tax Department adopted a centralized approach to systems 
development, computenmg the central and regional sites first, and then the distncts, the Tax 
Department's strategy has been essentially the reverse (except for its work related to 
Discounts and Additions) The distncts are being automated (wth programs developed at the 
central site), mth the objective of uploading information from the districts to a centralized 
data base in the future Techca l  assistance could usefully be provided in helping build this 
MIS 

+ Telecornrnun~cat~ons Related to the above, the development of the networking infrastructure 
for the Department could be further supported by t echca l  assistance and procurement The 
ability of the Department to introduce maintain, and share data from programs hinges on a 
viable and well-functionmg telecommun~cations network system T h ~ s  is a hlghly techn~cal 

0 
area, and outside expertise (like that provided dunng the project) mould benefit the 
Department significantly 
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+ Systems Development At project close the Department is in the process of introducing the 
cashroom system, which w11 greatly improve the efficiency with which the payment system 
is administered in the Department This represents a major step forward and also hghlights 
the benefits of inter-departmental coordination since this subsystem was ongmally developed 
for the Sales Tax Department Integrating this new software system wth the Department's 
Current Account Card System is an important next step in the Department's systems 
evolution Further support to accelerating the implementation of tlus system Department- 
wde  would be desirable 

+ NT Systems The trend today is for companies to move into client server environments At the 
begimng of the project the project team decided on a multi-user Umx environment which 
was popular then Umx is still a very popular system for networlung to the outside world, but 
Windows NT is gaimng in popularity In today's client server world all types of servers are 
connect together on common LAN networks 

The branch distnct offices can use the client server approach by connectmg existing Unix 
servers w t h  NT or Novell servers on a local area network InformaQon can be shared over 
the network w t h  the Umx and other servers in the adrnimstrative departments The project 
team recommends replacing the text-based terminals attached to the Umx server w th  PC 
workstations attach to a LAN with the servers The workstations would requlre a terminal 
emulation program to interface with the current texted-based applications of GSTACS and 
ITACS The same workstations can now access any Microsoft NT or Novell server on the 
network T h s  gives the users the ability to switch from GSTACS or ITACS applications to 
admirustrative application on the other servers 

+ Procurement Hardware and software procurement for the Department would also help to 
accelerate the important modernization and administrative reform imtiatives underway The 
project team has recommended that the older 486-computer system m the distnct offices be 
replaced by Pentium machnes wth  more capacity As noted earlier, the project made a 
modest contribution to h s  effort by purchasing fifteen Pentium I1 computers for the 
department at the close of the project The 486 computer systems could be used as LAN 
servers in small to medium administrative departments Procurement of additional equipment 
for the ADP Department to support a variety of systems for admmstrative tasks such as help 
desk systems, program documentation, and system development for adrmmstrative systems 
(training, accountmg functions, information sectors that require statistical data and reports, 
processing of personnel data, hardware and software inventory, and project scheduling) 

COMPUTER TRAINING 

Dunng the life of the project, the training of computer and admimstrative office staff was 
extensive Computer operators were trained on UNIX operating systems fundamentals, UNIX 
system administration and computer operations Systems analysts and programmers were trained 
in database design and development, database administration, Infomx SQL, and Informix 4gl 
Hardware and systems engineers were trained in site preparation and inspections, hardware and 
system software installation, and UNIX system administration 
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Those who worked with the GSTACS system and subsystems had extensive traimng T h s  
included both tralning courses for the technical personnel who would be responsible for 
maintaining and modifying the system and courses for users who would operate the system 

The personnel using computer systems in the administrative departments were trained on DOS, 
Windows 3 1, Windows 95, Wordperfect, Quattro Pro, Mlcrosoft Office products (Microsoft 
Word, Excel and PowerPoint), and vmous utllity applications 

Substantial training, particularly on the GSTACS applications, was provided dlrectly by the 
project team professionals who had developed the system But substantial tralnmg was provided 
on UNIX, Informix, and other computer software by local firms, who were selected under 
competltwe bid Often times, the procurement of these training services from local firms was 
combined with the procurement of computer hardware and software The sections below 
summarize the tralmng that was provided dlrectly by the project team and that whch was 
procured from local firms 

Training By Project Team 

November 1990 In-house tramng course on Unlx and computer operations given to 
5 Central Computer center and 20 regional office operators 

March 1991 In-house trainmg of Sales Tax Department engineers on hardware setup and 
installation of Unlx systems for the Regional Offices (3 days - 4 tramees) 

Aprzl 1991 In-house traimng of Sales Tax Department Regional Office computer operators 
on computer operations on new computers for distnct offices (4 days - 15 tnnees) 

November 1992 Operator t r w g  course for Income Tax Department ADP support 
computer operators and Corporate office operators (3 days - 8 trainees) 

May 1993 Tramng of Tax Department ADP systems analysts and programmers on Informix 
4-GL ( 5  days - 12 tramees) 

June 1994 Traimng of Tax Department ADP systems engineers on SCO Umx System 
Administration (4 days - 8 tramees) 

July 1994 through September 1995 Training of Sales Tax Department ADP Department 
personnel on GSTACS (17 tramees) 

August 1994 Traming of GSTACS trainers (6 trainees) 

October 1994 Tramng of Sales Tax ADP trainers on Cash Room system (5 days - 
6 trainees) 

November 1994 to May 1996 Sales Tax Cash Room System Traimng for cashers at each 
installation of the system 
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Tralnlng Subcontracted to Local Fwms 

@ t h l y  1993 and forward The local firm, Orascom, was selected under competitive bld to 
provide a broad range of techmcal traimng to department professionals, in addition to 
providing 45 computer systems for district ofices T h s  training, and the number of trainees 
for the Sales Tax Department (STD) and Tax Department (TD), are shown below 

+ Aprzl 1994 and forward The local firm, Computek, was selected under competitive bid to 
provide training for 12 Tax Department personnel in the following areas 

Introduction to DP and Fundamentals of 
SCO UNIX, UNIX for users 
SCO UNIX System Administration 
UNIX SHELL Programming 
Managing informix database, Informix- 
sql, Informix 4g1, Informix 4gl workshop 

0 Arabic Word Perfect for DOS, 
0 Microsoft Foxpro, 
0 Quattro Pro and 
0 Norton Ut~lities and Anti-virus 

+ SeptlP94 - Sept 199.5 Computek was selected to provide 175 computer systems for distnct 
offices and to provide traimng for department personnel who would be operating these 
systems The training, whch was provided in several different sites throughout Egypt, 
included the following 

STD 

30 

24 
8 

8 

TD 

108 

74 
16 

16 

STD 

t July 1997 Trainmg was provided by NCR to three programmers from the Sales Tax 
Department s Audit Umt on Visual Basic, and advanced Visual Basic at NCR 

TD 
Fundamentals of Computers 
SCO UNlX Operating System 

+ March to May 1998 Traimg was provided to Sales and Income tax personnel on 
administrative applications and on Umx, again under competitive bid 

60 
60 

290 
290 

STD TD 
W~ndows 95, Word 97, Excel 97, PowerPomt 
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YEAR 2000 COMPLIANCE 

@ Durmg the final extension phase of the project, a review was conducted of the Year 2000 (Y2K) 
compliance of the hardware and software being used by the departments for income and sales tax 
processing The five areas where Y2K problems could potentially exist were the computer 
hardware, the operating systems software, utility software, application software, and stored data 
Each of these potential problem areas was exammed as part of the Y2K revlew The results are 
summanzed bnefly below 

Computer hardware The project team tested all makes of 386 and 486 computers that have 
been procured by the project and found that in all cases the hardware was Y2K compliant 
The only requirement for these systems is that on January 1,2000, the new date will have to 
be manually entered into each of these systems If the user neglects to do so, the system w11 
still run, but the user will see that the date displayed is not the correct date The IT u t s  in 
both departments are aware of t h s  requrement There is accord~ngly no need to replace any 
hardware, or components of hardware, to address Y2K problems 

Operating Systems Software The version of UNIX that is currently mstalled In the distnct 
offices of both departments is not Y2K compliant in its onginal form However, UNIX 
developed a "patch" that can be installed wth  h s  older version of the operating system that 
makes it Y2K compliant The project team acquired h s  "patch," worked w t h  the 
departments to test ~ t ,  and found that it did make the UNIX software Y2K compliant In the 
last three months of the project, the department IT staffs implemented this "patch" 
department-wide, so that by project end the UNIX operating system was Y2K compliant in 
both departments 

Utzlrty Software Each of the Departments reviewed the utilities that are used on thelr 
respective systems, like the Norton Anti-Vuus Utility, and concluded that none of these 
utilities posed a Y2K problem 

Applzcatlon Software Application software is the major source of senous Y2K problems 
All of the tax processmg software developed by both departments was done using four-digit 
years and therefore pose no Y2K problems 

Stored Data All dates in the processing systems created by both departments are stored as 
four-digit years Again, there IS no Y2K problem 

Based on this review, it was concluded that the GoE, unlike many other governmental tax 
departments around the world, does not have a Y2K compliance problem wth its tax 
processmg software 
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APPENDIX VI-A 

GENERAL SALES TAX ADMINISTRATION COMPUTER SYSTEM (GSTACS) 

GSTACS SYSTEM FEATURES 

Arabic/English language operation (selected dwng installation and program complies) 

Menu-dnven, user-hendly, contextual on-screen help 

Extensive reference and t r m g  manuals (in English and Arabic) 

Maintam a database of registrants The system wll support the establishment of new accounts, 
account updates (1 e , mo&fications), account de-registration, account remstatement and account 
registration by registration number 

Controlled assignment of registration numbers 

Check-dig~ts contamed m registrabon numbers 

Ident~@ registered persons who should file penodic tax returns 

Ascertain the regstrants who have filed 

Ascertain the registrants who have pad thelr GST 

10 Ascertan the registrants who are entitled to GST rehnds and have been pad 

@ 1 1 Automatic calculation of adhbonal tax 

12 Post the adhtional tax to the reastrant's account m the database 

13 Generation of defaulters lists that can be used by enforcement officers to contact delmquent 
registrants 

14 Generation of customzed reports as requred by GST adrmmstrators 

15 Transacbon au&t t r d s  of all mohficat~ons of amounts due for any and all accounts, i e , no 
total fields can be updated mthout appropnate transactions bemg generated as an auht trad, 
even for adjustments to regstrants accounts 

16 Monitor compliance 

1 7 Track payments 

18 Provide management dormahon 

19 Provide "pomt-of-sale" (I e , cash ofice) entry of payment transactions 

20 Automatic batchmg of payment transacbons 

2 1 Traclung of GST pad  and due by penod 

22 Maintain hlstory files wth GST return and payment data 

23 Multi-level secunty against unauthorized access to svstem a 
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24 Multi-level support of users and access authorities system administrator, supervisor, clencal, - - a etc 

25 Extensive parameter-dnven settmgs for system and users 

26 Automatic system momtonng for overdue activit~es (e g archvmg, system validation, etc ) 

I1 GSTACS OUTPUTS 

1 Transaction posting reports 

2 Ledger statements 
3 Daily reports 

a) Posting to suspense 

b) Clearance from suspense 
4 Penodic reports 

a) Non-filers 
b) Debit balances 
c) Credit balances 
d) Non-registrant payments 
e) Cap~tal goods mstallments 
f) Statist~cal reports 

1) Rejected returns and non-filers 
11) Tax returns 
111) Masterfile balance stat~st~cs 
iv) Nodshort-payers 
v) Non-registrants 
vi) Suspense payments 
vii) Customs payments 
viii) Reassessments 
ix) Flrst assessments 

5 Monthly reports 
a) Assessments 
b) Non-filer follow-up 
c) Non-payer follow-up 
d) Rejected and incomplete tax returns 

e) Two consecutive 1111 tax returns 
f) Two consecutive default assessments 
g) Suspense account for all regions/&~tncts 

6 On-demand reports (for a range of tax penods) 

a) Balances for a range of penods 
b) Non-filers for a range of penods 
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c) Rejected returns for a range of tax perlods 
d) Collections for a range of penods 
e) Late filers 

On-demand reports 

a) Masterfile listing 

b) Seasonality Indicator list 

c) Dady cash receipts 

d) Suspense account by region/distnct 

e) Non-registrants by region/&stnct 

Query reports 

a) Query of masterfile 

b) Query of batch control file 
Other 
Mailmg labels 

I11 MAJOR GSTACS PROCESSES 

1 Automated system mstallation and configuration Batch control and eQtmg facllity for all 
inputs 
a) Data entryhpdateldelete 

b) Batch control totals for closure 
c) Batch transfer 
d) Venficabon followmg transfer 
e) Batch postmg 

2 Generatelcontrol regstration numbers 
3 Mantam regstrants database (masterfile) 

a) New registrations 
b) Registrabon m o ~ c a b o n s  
c) De-registrabons 
d) Remstatements 
e) Re-registrations 

4 Tape/diskeelneork transfer facility for 
a) Transacbons 
b) Postmg reports 
c) Masterfile 
d) Batch reconciliation 
e) Batch senes rollover 
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5 On-line, real-tune central site network access from regions and districts for 
a) Ledger quenes 

- 
b) Masterfile quenes 

6 Tax returns 
a) Normal tax returns 

b) Incomplete tax returns 

c) Tax return transfers between tax penods 

d) Tax return transfers between registrants 

e) Automatic batchmg of tax returns 
7 Payments 

a) Normal payments 
b) Suspense transfer payments 

c) Paymentjcre&t transfers between tax penods 
d) Payment transfers between regstrants 

e) Casher subsystem capture of payments 

1) On-lme capture of all payments (including those not used by GSTACS) made m the 

Cashroom 

11) Payment listmgs pmted by cashers 

ni) Casher uses system totals to balance and reconcile 

iv) System automatically batches transactlons for transfer to the central computer for 

P o s ~ g  
v) System creates deposlt traclung information 

vi) Payment htstory for monthly payment reports 

8 Assessments 
a) Default assessment 
b) Flrst assessment 
c) Reassessment 

9 Miscellaneous Frnancial Transactions 
Addibonal tax (manual) 
Refunds 
Dishonored cheques 
Non-registrant refunds 
Non-registrant payments 
Return reversals 
Payment reversals 
Refund reversals 
Addibonal tax reversals 
Wnte off 
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10 Miscellaneous Status Transactions 

a) Delete return received wth errors 
1 1 Indicators (flags) 

a) Seasonality 
b) Filing exceptions 

12 Query masterfile by 

a) Tax Adrmmstration Number (TAN, formerly RIN) 
b) Name 

13 Query batch control file by batch number 

14 Automated addihonal tax transaction control 
15 Automated small balance (debit and credit) transacbon control 
16 User-defined user profiles 
17 Automated clean-up of parkilly posted batches 
18 Mamtenance of 

a) Pnnters 
b) Holiday list 
c) Office list 
d) Activity codes 
e) Tax return rates 
f) Additional tax rates 
g) Authonzed users/passwords 
h) Tape archives for 

1) Tax returns (on request by system adrnlmstrator) 

11) Transactions (after a preset number of months default is 38) 
1) System control tables 

19 System validation 
a) Validate system 
b) System diagnostics tools 
c) System repsur tools 

d) Batch reconcihahon wth central processing center (monthly) 
20 Batch senes rollover 
2 1 Produce exception reports based on specified cntena 
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IV GSTACS MENU STRUCTURE 

- New 

- - 

GSTACS MENU STRUCTURE - REGISTER SUBSYSTEM 

Mod1 f y 

D e r e g ~ s t e r  

Reinstate 

Reregister Dlsplay 

Level 1 

~ d d  .-[ :;;sting 

- Update 

- Delete 

- P r m t  Validation 

- Dlsplay 

- Close 

- Transaction Processlng 

- Batch Processmg 

- Query 

- P r l n t  

- Transfers  

- Maintenance 

Level 2 

I AVAILABILITY (when exclusive) I 

I ( C )  Cent ra l  Processmg Center I 
b Actlon 1 s  l n s t a l l a t l o n  dependent I 

( e  g , FROM D l s t r l c t  TO Cen t r a l )  I 
I 

Level 5 Level 6 Level 3 
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- Returns - 

- Payments - 

GSTACS MENU STRUCTURE - TRANSACTION PROCESSING SUBSYSTEM 

- Normal Add 

Update 

Delete 

Display/Print 

Create Batch 

- Incomplete 

- Transters 

- Normal 

Standard 

Mlxed 

Level 1 L e d e l  3 

- Penalties Delete 

- Assessments Dlsplay 

- Mlsc Fmanclal Close 

- Misc Status 

- Seasonality 

- Return Flllng 

Level 6 

- Batch Processing 

- Query 

- Print 

- Transfers 

- Malntenance 
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t TransactLon Processing 

GSTACS MENU STRUCTURE - BATCH PROCESSING SUBSYSTEM 

Dzsplay Batch Contents 
Processang t "'" F Close Batch 

Level 1 Level 2 Level 3 

Transfer Batches 
To/From E-Net/Tape/Diskette 

Transfer Mml-Master 
To/From E-Net/Tape/Dlskette 

~e e l  4 

t Transfer Batches From Tape/Diskette To E-Net ( R / D )  

Level 5 Level 6 

I t Verify Imported Batches (C)  

I f Post Verifled Batches ( C )  

I L Clear Bad Tape Transfers ( C )  

t Transfers 
Malnt enance 
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t Transaction Processing 

GSTACS MENU STRUCTURE - QUERY SUBSYSTEM 

Batch Processmg 

Masterfile By RIN 

Batch By Name 
Control Flle 

Level 1 Level 2 

t Transfers 

Level 3 Level 4 
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R e g l s t e r  

Transaction Processing 

Batch Processlqg 

GSTACS MENU STRUCTURE - PRINT SUBSYSTEM 

- Query 

- Prant - 

Level 2 

- T r a n s f e r s  

- Maintenance 

- Reprlnt  
Reports 

Level 4 

- Reports  Recelved 
v l a  t h e  Network 

- Ledger S l n g l e  

( C )  For Dls t r l c t  

Level 5 

- R I N  Log 
Sheet I C )  P r l n t  

Repr ln t  

- System - Batch S t a t u s  

- Labels  ( C )  T 
S e l e c t / P r l n t  

D e f ~ n e / A l l g n  

Level 6 

BESTAI/flILA!?LE COPY 
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t Regis te r  

GSTACS PENU STRUCTURE - TRANSFERS SUBSYSTEM 

t Transaction Processlng 

Level 1 

t Batch Processlng 

t P r i n t  

Level 2 L e ~ e l  3 

t Transfers = Transfer  Data 
To/From Devlce 

Maintenance 
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l s t r a t l o n  - 

(continued on following page) 

GSTACS MENU STFUCTUFE - MAINTENANCE SUBSYSTEM 

- Reglster  

- Transaction Processing 

- Batch Processing 

- Query 

- Pr ln t  

- Transfers 

- Maintenance User P ro f l l e  

System A d m m -  
Change Batch Status 

Delete Unclosed Batch 

Malntain P rmte r s  

Malntaln R I N  
Ranges 1 

Level 1 

(R/D) 

- Malntaln - 
System 
Tables 

- Holiday 
Lrst  ( C )  

Level 2 

- 0"xe ~ 1 s t  I ~ e g l o n  -+ 
Add 

D l s t r l c t  
Update 

- Actlvlty L Delete 
Code L l s t  

Level 3 

- Tax Rates 1 
- Authorized 

User L l s t  

Lerel 4 

- Deactivate 
User 

Level 5 Level 6 
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(continued from 
prevlous page) 

- 

GSTACS MENU STRUCTURE - MAINTENANCE SUBSYSTEM 

System 
Valldatlon - 
(C) 

Tax Returns 

Archlve ( C )  Transactions 

Level 7 Level 4 Level 5 

t Inltlallze Control Tape - Cal Returns 
Table 

Level 6 

Table L Llst Tape t Flsc Returns 
Contents 

Transactlons 

- Clean Flles r Incremental - Transact~on Fin->Bat Ctr 

Match Reversed 

Unmatched Reversed 

L Multlple Liability 
Transactlons in Tax Perlod 

Repalr 
Tools 

-7 
Delete Posted 
Fln /Status 
Batch 

t Recompute a Masterfile 
Balance 

- Batch 
Reconcxllatlon 
or Batch Series 
Rollover 

- Reglstratlon 
Subsystem 
Valldatlon - 

Recompute All 
Masterfile 

- Valldatlon 

- Diagnostic Tools -1 ~~~~~~L~ 
Bat Ctrl->Reg 

Dereglster 
Reg->Bat Ctrl 

Reinstate 
- Repalr 

Tools Recompute a 
Masterflle Balance 

L Recompute All 
= Batch Reconclllatlon Masterflle 

(To/From) Balances 

- Distrlct Offlce 
Normal Rollover (R/D) 

Rollover 
(C/R/D) Recelve Peconclllatlon 

Report and Key (R/D) 

L Forced Rollover (R/D) 

- Transfer 
Reconclllatlon/ 
Rollover From 
Tape/Diskette 
TO E-Net Reconclllatlon 
(RID, 7 

Rollover 
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EGIPT PFdP Appendzr VI-4  General Sales Tar 4dmlnrsrrarron Computer Svstem (GST4CS) 

- Reports - 

GSTACS MENU STRUCTURE - REPORTS SUBSfSTEM 

Bal Stat (GSR515) 

Level 1 

- Dally Postlng To Suspense (GSR216) 

Clearance From Suspense (GSR217) 

- Perlodlc Non-Fllers Llstlng (GSR020) 

Deblt Balances Llstlng (GSR030) 

Credlt Balances Llstlng (GSR032) 

Non-Regutrant Payments (GSR026) 

Capltal Goods Installments (GSR027) 

Statlstlcal Reports Re] Ret & NF(GSR500) 

F11 Stat (GSR505) 

Tax Return (GSR510) 

Monthly Ass Listmg (GSR021) 1- Master 

Level 3 

Payer (GSR520) 

I 
reglstrants(GSR526) 

I 

I 

Level 4 

I I 
Non-Fller Follow-up (GSR022) Non/Short 

I I t-- Non-Payer Follow-up (GSR030) k Non- 

t Re] And Inc Tax Returns (GSR025) Suspense (GSR530) t k Two Cons NIL Tax Returns (GSR023) )-- Customs 

t TwoCons Def Ass (GSR024) t Reassessments(GSR535) 
Suspense Account For All Flrst Assessf t (GSR54O) 
Reglons/Dlstrlcts (GSR218) 

- On Demand 

t 
Perlod Balances (GSRlO5) 

for Range of 
Perlods Non-Fllers (GSR110) 

t Relected Returns (GSR115) 
Late Fllers (GSR135) 

- On Demand Master Flle Llst~ng (GSR1001 

I Malr tenance 
T ""' 

Seasonality Indrcator Llrt GSP120) 

t Dally Cash Recelved (GSR1251 1 Suspense Account By Reglon ( D l s t  r.ct (GSRZl8) 

Non-Reglstrants By ~eglon/D-s'rlct (GSR026) 

L System 
Admlnlstratlon - Malntaln Prmters 



EGYPT PF4P -fppendls I. I-A General Sales Tax ildmlnrsrratron Computer S~stt?rn (GST4CS) 

- Payments 

- Balanclng 

T Cash Balanclng 

Cheque Balanclng 

- Query 

7 
Deta l led  Payments 

Receipt Payments 

Query by Name 

Reprlnt  Cash le r  Reports  

Dlshonoured Cheques 

- Cheque Payment L l s t l n g  

- Cash Payment L r s t l n g  

- Cheque Deta l led  Payments by Tax Per lod  

- Cash Deta l led  Payments by Tax Per lod  

- Close Daily Work 

GSTACS MENU STRUCTURE - CASHIER SUBSYSTEM 

Level 6 

- System Adnunlstrat lon 
(Dl 

I 

Barents Group LLC VI-A15 December 1998 
N It( YP7VINALFIN VERSFINALEGIPTJDO( 



EGYPT PFAP Jppendru C I- 4 General Sales Tau 4dmznrstratlon Compziter Svsrem (GST-1C.Y) 

Supervrsors Cancel Registrant s Receipt t F Cashier  Statistics Report 

-- - -- 

GSTACS MENU STRLiCTURE - SUPERVISOR SUBSYSTEM 

I t Report for Cancelled Recelpts  

I t Repr ln t  Rece lp t s  

- 
Level 2 

I t Change Payment Date 

Level 5 

I t Close Out Cashier  

Level 6 Level 3 

I 1 Reopen Cashier  

Level 4 

Accounting 

t Cashie rs  Opera tmg S t a t u s  

L Receipt  I n l t l a l l z e  Rece lp t s  
f o r  a New Month 

System Adnunis t ra t ion  
(D) 

Match Payments 
with Recelpts  
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EGIPTPFU Appendlr I ! 4 General Sulcs Tirr 4dmmstratlon Computer Ststem (GST-ICS) 

- Dally 

7 
Cashler  Summary 

Reports 
Dally Payments 

- - - -- - -p-p - 

GSTACS MENU STRUCTURE - 4CCOUNTING SUBSYSTEM 

t Revenues 

Level 1 

L Cheques 

- On Demand 

-E 
Deposlt L l s t  

Reports f o r  
a Range Dishonoured Cheques 
of Periods 

Tota l  Collections 

Level 2 

- Close Daily Accounts 

System Adnunlstrat lon 
(D) 

Level 3 
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EGkPT PF-IP Appenduc kt-A General Sales Tar -1dmrnurratron Computer System (GSTACS) 

Super lsors 
(Dl 

GSTACS MENU STRUCTURE - SYSTEM ADMINISTRATION SUBSYSTEM 

System Create System 
Batches 

stratlon 
Closed Batch 
Report 

Level 1 

Maintain Prlnter 

Malntain Deact~vate 
System an Actlve User 
Tables 

Maintam Add a New User 

User List Update a User 
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APPENDIX VI-B 

COMPUTER SITE PREPARATION AND INSTALLATION 

COMPUTER SITE PREPARATION 

The project team and engmeers from the tax departments prepared spec~ficatlons for use in 
prepmng ofices in whlch computers would be resident The specificat~ons took mto 
consideration the following 

Requirements for suitable office space for the computer and components 

+ Provide suitable furn~ture for the sites, 
+ Provide fire protection, 
+ Address the problems of electrical current instability, 
+ Address the problems of dust and heat, 
+ Address site secunty and 
+ Provide telephone llnes 

The project team and department engineers used the fo l lomg procedures in the site preparation 
stage 

+ Select site for computer systems (mspect~on and acceptance by both project and department 
engmeers), 

+ Prepare Request for Proposal for upgrading sites, based on requirements specificat~ons, 

+ Evaluate bids from contractors, 

+ Select contractor for work 

+ Schedule department engineers to penodic site inspections dmng the contractor s work until 
competition, 

+ Upon completion, schedule mspection by project team, 

+ Project team inspects site and records inspection comments and notes on S ~ t e  Preparat~on 
Inspection document, 

+ If problems exlst, then a problem report is sent to the General Manager of ADP then the 
contractor is requested to correct the problems, and 

+ No problems exlst, then the project team accepts the site and the site is now ready for 
installation of computer equipment 

The project team members trained the engineers from the departments In using test equipment 
and general trouble shootmg procedures to communicate problems to the contractors The project 
team had problems with the contractors adhenng to the electncal specification but once the 

@ contractors realized the sltes would not be accepted until all specificat~on were met then they 
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EGEPT PFAP 4 ppendrr I. I-B Computer Site Preparation and Insta/lat~on 

constructed the site to specifications The strlct site specifications have prevented computer 
system problems over the years Most machines installed since 1991 are still functional and this @ has been m large part to the strict adherence to site specifications 

The most cntical specification was for adequate slectncal power These requirements included 
the following 

4 Three phase power source from the electr~c company, 

4 Dedicated feeder line from main budding power box to the computer room breaker box, 

+ All power connections grounded, 

+ Power to all electmal outlets in the rooms stabilized, whlch requlred a main stabilizer after 
the breaker box These sites used 3 to 5 KVA stabilizers, 

+ Adequate breakers for power loads, 

+ Air conditioners on separate phases than computer equipment, 

+ Grounded electncal plugs for all computer equipment, and 

4 One electncal outlet for each piece of equipment 

Each regional and distnct office computer site has a minlmum of three rooms The rooms consist 
of a data preparation room, data entry room and computer room 

Another very mportant requirement is to prevent the computer systems from overheating 
Computer equipment must operate in a dust free and cool environment The project team 
requirement was for each room to be air conditioned The main functions of the a r  conditioners 
are to cool the rooms and filter the dust from the air 

The other specifications were that each room ~ncluded availability of fire extinguishers, site 
secunty, adequate florescent lighting in each room, sturdy fumture, telephone line to computer 
room, and computer supplies All specifications were met except for the telephone line into the 
computer room The project team had to disregard this requirement, since it was impossible for 
the distnct office to get an additional phone line on timely basis Most distnct offices only had 
one or two phones for the entire office When problems existed in the computer center, the 
computer operator had to use a phone from another location 

The project team and the department engineers prepared a Site Preparation Inspection Form to be 
filled out d m g  inspection visits to the computer centers The project team tracked the site 
preparation by usmg a spreadsheet, which listed the site name, date of inspecbon, the date of 
acceptance or rejection and reason for rejection 

COMPUTER DELIVERY AND INSTALLATION 

After the site had been accepted by the project team and the department engineers then a 
delivery and installation schedule was setup up for the site The schedule listed the location, 
scheduled date of delivery, scheduled date of installation and the actual date of installation It 
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EGIPT PF-IP -1ppendrr I I-B Cornpurer S ~ t e  Preparat~on and Installation 

was the responsibility of the vendor to deliver and install the computer systems at the site A 
representatwe from the project team and an engineer from the Tax or Sales Tax Departments was 
present during the installation After the vendor Installed the computer system, the department 
englneer tested the computer system to verify that the system was working properly The 
engineer used an installatlon checkoff form to perform hls test 

The installatlon was rejected if the testing was not successful otherwise the installation was 
accepted by the department engmeer The department engineer venfied the followmg as having 
been delivered and installed satisfactonly 

+ All hardware components, 
+ All software with the onginal media (diskettes, tapes or CD-ROM), 
+ All software manuals and documentation, 
+ The operating system software, and 
+ The pnnter and termmals, in both English and Arabic mode 

The project team representative recorded all hardware and software senal numbers to add to the 
inventory and prepare turnover letters for the hardware and software Also USAID stickers were 
placed on all hardware components 

SALES TAX DEPARTMENT INSTALLATION 

The Sales Tax Department installations begm in January 1991 with the lnstallation of a system 
development computer system in the Central Processing center m Nasr City l k s  system was 
used to test the GSTACS software at Nasr City before installation of software in the Sales Tax 
Regional computer centers The first regional site installed was at the Alexandria East and West 
regional offices in March 1991 All regional offices were installed by the end of September 
1991 The development system was upgraded to a 486 computer in August 1992 The first 
d~strict office to be lnstalled was Hellopolis on 6 September 1993 The final lnstallation of the 
45 systems procured by the project was completed m January 1996 

I Sales Tax Department ~egmnand D~stnct Office Installat~on by Year I 
Year Installed 1991 1993 1994 1995 1996 
Number Installed 8 10 22 11 2 

There were an additional 15 district offices that were opened and these new offices were added 
to existlng computers in the districts The Sales Tax Department purchased computer systems for 
these additional offices The project also procured a total of 53 computer systems for 
administrative purposes that installed in the Sales Tax Department 
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EGIPT PF-IP 4ppendzr C I-B Computer Slte Prepuratlon and Installation 

F~gure VI-B-2 
List of Sales Tax D~str~ct  Offices that are Computerized 

Distnct Office Vendor Installahon Date 
h r o  North 
I1 Wady 
Jasr C ~ t y  ( In East Region, but share with El Waily) 
;hubra 
;hubra Khaima (share Shubra) 
iouth Ca~ro Region 
ielwan 
lld Cairo 
jaida Zemab (share Old Cairo) 
2ast Ca~ro Region 
gasr City ( share El Wady) 
-1eliopol1s 
;alarn ( share Heltopolis) 
!eltun 
West Cairo Regron 
(asr El N I ~  
4bdeen (share Kasr El Nd) 
3 Zaher 
Yorth Giza Reg~on 
E l  Dokk1 
imbaba 
South G~za  Reg~on 
El Haram 
El hawamdeya 
5th of October 
West Delta Reglon 
ranta 
Sadat City 
El Mahalla El Kubra 
Kafr El Sheikh 
Shebin El Kom 
East Delta Reg~on 
Benha 
El Zagazig 
10th of Ramadan 
El Mansoura 
Mit Ghamr 
Alexandna East Region 
Raml 1 
Sidi Gaber (share Ram1 1) 
Ram1 2 
Rashid 
Damanhur 
Alexandna West 
El Mansha~ya 

Orascom 

Orascom 

Orascom 
Computek 

Orascom 

Orascom 

Computek 

Bull* 

Computek 
Computek 

Computek 
Computek 
Orascom 

Orascom 
Computek 
Computek 
Computek 
Computek 

Orascom 
Orascom 
Orascom 
Computek 
Computek 

Computek 
Computek 
Bull* 
Computek 
Computek 

Orascom 

7 Sep 93 

22 Feb 94 

6 Mar 94 
2 Feb 95 

6 Sep 93 

20 Feb 94 

2 Feb 95 

14 Dec 94 
14 Dec 94 

13 Dec 94 
23 Jan 96 
9 Sep 93 

9 Nov 93 
15 Dec 94 
22 Dec 94 
12 Jun 95 
26 Oct 95 

23 Dec 93 
22 Dec 93 
24 Feb 94 
19 Dec 94 
18 Dec 94 

21 Dec 94 
2 1 Dec 94 

18 July 95 
22 June 95 

7 Nov 93 
Karmous (share El Manshaiya) 
A1 Amir~ya Computek 2 1 Dec 94 
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EGI PT PF4P 4ppend1x b I-B Computer  Srte Preparation and Installation 

D~stnct Office Vendor Installabon Date 
El Meu (share A1 Amiriya) 
Marsa Matrouh 
Canal & Sm~a  
Isma~l~a 
Suez 
South Sinai (Share Suez) 
Red Sea (shared Suez DO in Upper Egypt Region) 
Port Said 
El Arish 
Domyat 
Central Egypt Region 
Faiyum 
Asyut 
Mallawl 
Ben1 Suef 
El Minya 
El Wady El Gad~d (share Asyut) 
Upper Egypt Region 
Sohag 
Aswan 
Luxor 
Qena 
Naga Hammadt 
Tahta 
Glrga 
Esna (processed tn Luxor regton) 
Red Sea (processed in Suez Region) 
Akhmim (Processed in Sohag region) 

Bull* 

Orascom 
Computek 

Computek 
Computek 
Computek 

Orascom 
Orascom 
Computek 
Computek 
Computek 

Computek 
Computek 
Computek 
Computek 
Computek 
Computek 
Computek 

20 Dec 93 
8 Sept 94 

15 Sept 94 
2 Jan 96 
12 Dec 95 

8 Nov 93 
10 Nov 93 
18 Dec 94 
19 Dec 94 
19 Dec 94 

11 Sept 94 
22 Sept 94 
22 Dec 94 
04 Oct 95 
04 Oct 95 
05 Oct 95 
05 Oct 95 

* Purchased bv the Sales Tax De~artment 

TAX DEPARTMENT INSTALLATIONS 

The first computer system procured for the Tax Department was a software development 
machme delivered m June 1991 to the Central ADP department Tlus machme was used to 
develop systems for the distnct office 

Computer systems for the first three p~lot distnct office sites were delivered and mstalled In 
November 1992 Over the subsequent 5 years a total of 21 3 computer systems were installed in 
the Central, branch and distnct offices The table below shows the number of systems installed 
by year The tables that follow after that show the location and date of all the mstallations in the 
Tax Department branches 

F~gure VI-B-3 
Income Tax Central, Branch and D~stnct Office installations 

Year Installed 1991 1992 1993 1994 1995 1996 1997 
Number Installed 1 3 12 5 1 99 3 0 18 
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EGIPT P F J P  4uuendlx L I-B Computer Site Preparatron and Installatron 

CAIRO BRANCH (65) 

F~gure VI-B-4 
Branch and Dlstnct Offices Automated in the Tax Department 

Ca~ro First 
Ca~ro Branch Computek 27 Jan 97 
Abdeen(Transfer ADP) ACT 5 Nov 92 
Abdeen Computek 19 Sep 95 
Kasr El N~l(Transfer ADP) ACT 8 Nov 92 
Kasr El Nil Computek 19 Sep 95 
Cairo Corporate (Trans ADP) ACT 1 Nov 92 
Cairo Corporate Computek 23 Jan 97 
Free Professionals Computek 29 May 95 
Egyptians Working Abroad Computek 29 Nov 95 
Collect~on Dept Computek 2 Jun 96 

Calro Second 
El Manial 
El Manial (Cash Room) 
Mlsr El Kad~ma 
El Sa~da Ze~neb 
El Khal~fa 
Government Offices 
El Mouski 
Bab El Shaaria 
Calro Third 
El Waily 
El Zaher 
El Darb El Ahmar 
El Gamalla 
Bolak 
El Asbak~a 
Investment 
El Maadi 
Cairo Fourth 
Ca~ro Stamp 
Helwan 
15th of May 
El Basateen 
El Marg 
Dar El Salam 
Cairo Fifth 
El Sahel I 
El Sahel 2 
Rod El Farag 
Rod El Farag (Cash Room) 
Shobra El Kha~ma Awal 
Shobra El Kha~ma Than1 
Shubra 

Orascom 
Computek 
Orascom 
Orascom 
Orascom 
Computek 
Computek 
Computek 

Orascom 
Orascom 
Orascom 
Orascom 
Orascom 
Orascom 
Orascom 
Computek 

Computek 
Orascom 
Orascom 
Orascom 
Computek 
Computek 

Orascom 
Orascom 
Orascom 
Computek 
Orascom 
Orascom 
Computek 

19 Jul93 
17 Feb 97 
21 Jul93 
25 Jul93 
27 Ju193 
18 Aug 94 
29 Aug 94 
26 Apr 95 

8 Dec 93 
8 Dec 93 
13 Dec 93 
14 Dec 93 
15 Feb 94 
16 Feb 94 
29 Mar 94 
13 Nov 96 

28 Jan 97 
2 Feb 94 
3 Feb 94 

28 Mar 94 
29 Jan 97 
19 Feb 97 

26 Oct 93 
26 Oct 93 
26 Oct 93 
18 Feb 97 
17 Jan 94 
18 Jan 94 
I8 Aug 94 
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EGIPT PF4P 4 ~ p e n d r ~  b 1-5 Computer Stte Prepcrrat~on and InstalIat~on 

El Zaw~a El Hamra 
Cairo S~xth 
Hedayak El Koba 
El Mataria 
Ain Shams 
El Khanka 
Mlsr El G~dida I 
Zeiton 1 
Zeiton 2 
Misr El Gid~da 2 
El Nozha 
Cairo Seventh 
Medienet El Salam 
10th of Ramadan 
10th of Rarnadan(Cash Room) 
Nasr City 
Gua First 
Imbaba Branch 
El Dokk1 
A1 Agouza & Mohn 
G ~ z a  1 
Giza 2 
Bolak El Dakrour 
El Omaria 
El Haram 
6th of October 
Gua Second 
El Badrashien 
Imbaba 2 
Imbaba 1 

Computek 

Orascom 
Orascom 
Orascom 
Computek 
Computek 
Computek 
Computek 
Computek 

Computek 

Computek 
Computek 
Computek 
Computek 

Computek 
Computek 
Computek 
Computek 
Computek 
Computek 
Computek 
Computek 
Computek 

Computek 
Computek 
Computek 

12 Feb 95 

26 Jan 94 
30 Jan 94 
3 1 Jan 94 
22 Aug 94 
29 Aug 94 

I Sep 94 
1 Sep 94 

20 Nov 96 
19 Feb 95 

1 1 Aug 94 
22 Aug 94 
6 May 97 
22 Dec 96 

4 Feb 97 
16 Oct 94 
I6 Oct 94 

3 1 May 95 
27 Oct 96 
28 Oct 96 
30 Oct 96 
29 Oct 96 
04 Dec 96 

26 Feb 97 
3 1 Oct 95 
13 Feb 95 
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e ALEXANDRIA BRANCH (20) 

Alexandna Flrst 
Alexandria Branch Computek 1 l Mav 97 
El Gomrok & El Mlna Computek 5 Sep 94 
Menla El Basal & El Dek Computek 5 Sep 94 
Moharam Bek 2 Computek 5 Sep 94 
Karmouz Computek 6 Sep 94 
El Laban Computek 15 Jan 95 
Moharam Bek 1 Computek 17 Jan95 
Alexandna Second 
Alexandr~a Stamp Cancelled 
Atareen 2 Computek 6 Sep 94 
El Manshla Computek 7 Sep 94 
Atareen 1 Computek 17 Jan 95 
Alexandna Thlrd 
El Ramlah Awal Orascom 4 Apr 94 
El Ramlah Than1 Orascom 5 Apr 94 
El Montazah Awai Orascom 6 Apr 94 
El Monthzah Than1 Orascom 7 Apr 94 
Alexandna Fourth 
Bab Sark Awal Orascom 3 Apr 94 
Sidl Gaber Computek 15 Jan 95 

~ ~ ~ ~ ~ ~ k 2  
Computek 2 Jul95 
Computek 18 Nov 96 

Government offices Computek 4 Jan 95 
Corporate 1 Computek 17 Nov 96 
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EGI PT PFAP -1ppendlr b I-B Computer Srte Preparatron and Installation 

a DELTA BRANCH (65) 

El Beh~era 
Kom Hamada 
Rash~d 
Damahour I 
Damahour 2 
Darnahour 3 
Ietai El Baroud 
Kafr El Dawar 
Kafr El Sh~ekh 
Kafr El Shiekh 1 
Kafi El Shiekh 2 
Baltiem 
Fouwa 
Desouk 
Bialla 
Sedi Salam 
El Gharbla Awal 
Tanta Branch 
Zifta 
Tanta 1 
Kafi El Zaiat 
Tanta 3 
Basion 
Aga 
El Gbarb~a Thanr 
Mahalla El Kobra 
Samanoud 
Tanta 2 
El Menofia 
Shibeen El Kooml 
Shibeen El Koom2 
El Shohodaa 
El Sadat 
Menof 
Tala 
Kewisna 
Ashmoon 
Berket Saba 
El Kahob~a 
Kahob 
Shibeen El Kanater 
Tookh 
Benha 1 
Benha 2 
Kafr Shokr 
El Sharlua 
B~lbies 

Computek 
Computek 
Computek 
Computek 
Computek 
Computek 
Computek 

Computek 
Computek 
Computek 
Computek 
Computek 
Computek 
Computek 

Computek 
Computek 
Computek 
Computek 
Computek 
Com putek 
Computek 

Computek 
Computek 
Computek 

Computek 
Computek 
Computek 
Computek 
Computek 
Computek 
Computek 
Computek 
Computek 

Com putek 
Computek 
Computek 
Computek 
Computek 
Computek 

Computek 

1 Jun 95 
3 Ju195 
17 Jul95 
17 Jul95 
17 Jul95 
19 Jan 97 

20 Nov 96 

12 Jun 95 
12 Jun 95 
9 Jul95 
10 Jul95 
10 Jul95 
6 Apr 97 
16 Dec 96 

2 Apr 97 
14 Jun 95 
17 Jan 96 
25 Oct 95 
17 Jan 96 
12 Oct 95 
15-Sep-97 

20 Jun 95 
20 Jun 95 
17 Jan 96 

28 Sep 94 
28 Sep 94 
19 Jan 95 
5 Feb 95 
11 Dec 96 
15 Oct 95 
15 Oct 95 
29 Oct 95 
28 Nov 96 

25 Aug 94 
25 Aug 94 
25 Aug 94 
10 Jan 95 
10 Jan 95 
12 Nov 96 

12 Jan 95 
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EGIPT PF4P -l&Ipend~r C I-B Computer Srre Preparation and InsralIatron 

Alwad Sakr Computek 21 Feb 95 
Kafr Sakr Computek 12 Mar 95 
El Zagazig 1 Computek 21 Sep 95 
Menia El Kamh Computek 20 Sep 95 
El H~sinia Computek 22 Oct 95 
D~arb Negrn Computek 23 Oct 95 
Abu Hamaad Computek 10 Nov 96 
El Zagazig 3 Computek 21 Sep 95 
Faqus Computek 22 Oct 95 
Abu Kebir Computek 1 1 Nov 96 
Zagazig 2 Computek 6 Nov 96 
El Dakahlia Awal 
Mansura 1 Computek 2 Jul95 
Dekerness Computek 10 Oct 95 
Belkas Computek 9 Oct 95 
Shirbeen Computek 9 Oct 95 
El Manzala Computek 10 Oct95 
El Dakahlia Than1 
Mlt Ghamr2 Computek 18 Jan95 
Mit Ghamrl Computek 20 Feb 95 
Mansura 2 Computek 2 Jul95 
Slm billawein Computek 8 Oct 95 
Dumyat 
Dumyat 1 Computek 6 Jun 95 
Dumyat 2 Computek 18 Jun 95 
Kafr Saad Computek 18 Jun 95 
Dumyat 3 Computek 19 Jun 95 
Faraskur Computek 20 Nov 95 
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e MIDDLE EGYPT BRANCH (33) 

El Fa~yum 
Fayum 1 
Senors 
Tamla 
Fayum2 
Fayum3 
Ibshiwa~ 
Itsa 

Ben1 Suef 
Ben1 Seuf 1 
El Wastta 
Ben1 Seuf 2 
El Fashn 
Beba 
El Menia 
El Menla 1 
Mallawl 
Abu Kerkaas 
Maghagha 
Mate 
Ben1 Mazar 
Samalout 
D e ~ r  Mawas 
Asyut 
Asyut 1 
Asyut 2 
Manfallot 
Dairout 
El Kosia 
El Wad1 G~dld 
Abu Tlg 
Sohag 
Sohag 1 
Sohag 2 
Tahta 
Tema 
El Bal~ana 
Gerga 

Computek 
Computek 
Computek 
Computek 
Computek 
Computek 
Computek 

Computek 
Computek 
Computek 
Computek 
Computek 

Computek 
Computek 
Computek 
Computek 
Computek 
Computek 
Computek 
Computek 

Computek 
Computek 
Computek 
Computek 
Computek 
Computek 
Computek 

Computek 
Computek 
Computek 
Computek 
Computek 
Computek 

1 Dec 96 
3 JuI95 
3 Jul95 
1 1  Ju195 
2 Dec 96 
3 Dec 96 
1 1  Ju195 

2 Jan 95 
15 Feb 95 
15 Feb 95 
16 Feb 95 
18Oct95 

1 Jan 95 
2 Jan 95 
3 Jan 95 
5 Jan 95 
7 Jan 95 
7 Jan 95 
8 Jan 95 
16 Oct 95 

15 Sep 94 
15 Sep 94 
15 Sep 94 
17 Sep 94 
17 Sep 94 
9 Jul95 

24 Nov 96 

12 Sep 94 
12 Sep 94 
13 Sep 94 
13 Sep 94 
14 Sep 94 
14 Sep 94 
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a SINAI BRANCH (12) 

Port Said 
Port Said 1 Computek 4 Jun 95 
Port Said 2 Computek 4 Jun 95 
Port Said 3 Computek 5 Jun 95 
El Ismlaha & North Smai 
Ismailia Branch Computek 1 Apr 97 
Ismailia 1 Computek 11 Jan 95 
Ismailia 2 Computek 1 1 Jan 95 
El Tel El Kebv Computek 5 Jun 95 
El Arish Computek 25 Jun 95 
Suez & South Sma~ 
Suez 2 Computek 22 Jan 95 
Suez 3 Computek 22 Jan 95 
Suez 1 Computek 15 Mar 95 
El Tor Computek 5 Jul95 

UPPER EGYPT BRANCH (14) 

Quena & El Bahr El Ahmar 
Luxor Branch Computek 30 Mar 97 
Luxor Computek 17 Sep 94 
Farshut Computek 27 May 95 
Naga Harnmadi 1 Computek 28 May 95 
Naga Hammadt 2 Com putek 28 May 95 
Deshna Computek 29 May 95 
Quena Computek 3 1 May 95 
Qus Computek 31 May 95 
Hurghada Computek 5 Jul95 
Esna Computek 29 Jul95 
Aswan 
Aswan 2 Computek 20 Sep 94 
Kom Ombo Computek 10 Jan 95 
Aswanl Corn putek 3 Nov 96 
I d h  Computek 4 Nov 96 
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VII TRAINING 

BACKGROUND 

SCOPE OF TRAINING ASSISTANCE UNDER THE PFAP 

When this project was designed and bid, trainmg was appropnately identified as a separate and 
important task of the project T h s  task took on a much greater role over time, as the Sales Tax 
Department's modernization effort accelerated beyond that onginally anticipated and as the 
technology component of the project advanced in both departments 

This increasing importance of trstl~wg was formally recognized when the project shlfted to the 
second Phase in mid-1992, when a resident advisor position was established for T r w g  The 
project benefitted greatly from two hlghly-expenenced tax training professionals who served m 
this position, first Mr George Whltehouse for a year and then Mr William Kennedy for four 
years Mr Kennedy's extended tenure was particularly notable because it provided contuuty of 
support during a penod when tramng was exceptionally active In a number of areas 

The discussion of the techmcal trainrng assistance that was provided over the course of the 
project IS organized into five major areas (1) support for modernization of trsurung facilities, 
(11) assistance in organmng department trsumng programs, (111) delivery of specialized classroom 
training which encompasses a broad range of areas as outlined later, (iv) language tramng, and 
(v) overseas tours Each of these components of training support is discussed below, w t h  cross 
references as appropnate to pnor chapters where trsuning was discussed (as it was, for example, 
in Chapters IV (ERD's) and VI (computenzation) Distinctions are made, where appropnate, 
between the support provided to the Tax Department and the Sales Tax Department, but the 
discussion is not orgamzed by departments, as it was in Chapters IV, V, and VI T h ~ s  different 
organizing principle is used for this chapter because the training assistance to both departments 
had a high degree of commonality, and was provided under the guidance of a single resident 
training advisor 

THE SETTING AT THE OUTSET OF THE PROJECT 

When the project began, there was a notable trainmg infrastructure in the Tax Department on 
which to build As a result of irutiatives begun in the early 1980s, with support from USAID 
under pnor tax assistance projects, the Tax Department had established a national Tax Traimg 
Institute (TTI) in Cmro and seven regional training centers located in population centers 
throughout Egypt The TTI was capably staffed with highly motivated managers, but it was 
handicapped by a chronic lack of modern equipment and by a lack of training supplies 

In contrast to the Tax Department, the Consumption Tau Department, which had not previously 
had the benefit of project support from USAID, did not have any formal training centers for its 

@ staff, nor did it appear to have any formal trainmg program All tralning was provided on the job 
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This lack of a training infrastructure or of prior institutionalization of formal training would 
later represent a significant obstacle when the Department implemented the new General Sales 
Tax 

In the Tax Department, all courses and training matenals were prepared centrally Course 
offenngs appeared to be sparse and not to have been updated sigmficantly in the five years prior 
to the project Training classes appeared to be done in a lecture format, with little or no support 
from visual aids, and only scattered reliance on group dynarmcs Courses were presented largely 
by a rotating volunteer cadre of instructors, all of whom were tramed as instructors in Cairo Low 
per diem payments to staff on travel were alleged to be a sigmficant impediment to recruiting 
traimg instructors, as well as trainees themselves, if travel was requlred 

W l e  there was an infrastructure for training in the Tax Department, there appeared to be little 
enthusiasm for tramng, based on discussions with Department managers at the outset of the 
project Several reasons were given for this general malalse 

+ Manager involvement was not sought in the p l m g  and execution of traning initiatives, 

+ Tramng was not viewed as addressing the real day-to-day Issues and challenges that 
managers faced in thelr work and was not well presented, and 

+ There were financial hardships associated with traimng, not only because of the issue of per 
dlems noted above, but also because employees normally dld not share in incentive 
compensation whle on training status 

MODERNIZATION OF TRAINING FACILITIES 

OVERVIEW 

The imtial project budget, and subsequent budgets as amended, lncluded a line-item to support 
procurement associated with the departments' modemzation lnltiatlves These initiatives were 
pnmanly associated with training and computenzation The project team prepared recommended 
plans for procunng equipment and supplies for the departments at several different times dmng 
the project, these plans reflected extensive discussions wth the two departments, but ultimately 
reflected the project team's assessment of priorities 

When the project team had completed its recommended plans for procurement, formal meetings 
were held with a Procurement Committee that was established for purposes of the project This 
Committee was comprised of the Minister of Finance, the Tax Department Commissioners, and 
the USAID Project Officer The Committee would revlew the project team's draft plan, agree on 
amendments as judged necessary, and then approve the plan Once approved the procurement 
was executed by the project team under stnngent US Government procurement guidelines 

Over the life of the project, approximately $1 0 million was spent on procurement directed 
towards equipping and modernizing the training facilities of the two departments The discussion 

@ that follows provides a summary of the equipment that has been purchased with these funds 
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Substantla1 additional fbnds were spent in support of ~n-country and out-of-country training 
courses 

INITIAL TTI TRAINING PROCUREMENT 

The initial training procurement under the project was, as Intended under the original Phase I 
scope of work, dlrected towards the Tax Department's training program Worlung closely w th  
the TTI professionals, and based on frequent project team visits to the TTI and visits to all of the 
Regional trainlng centers, an overall procurement plan for modemung the Department's 
training operations was prepared T h s  plan was directed at five major objectives, as outlined 
below 

+ Establish the capabrlzty at the TTI to make hzgh quality trazning vrdeos T h ~ s  procurement 
~nitiative was designed to give the Department the capability to develop professional-quality 
tra~ning films that could be used to supplement personally-delivered t ra img Such a 
capability was expected to be invaluable in disseminating consistent, wforrn mformation 
and matenal to Tax Department staff It also had the potential of reducing, to some degree, 
the need for and burden on tramng instructors, since at least some of the t r a m g  could be 
provided through the video format In support of thls initiative, the project team executed an 
approved procurement to purchase a broad range of video equipment, whch lncluded the 
followng 

0 Two broadcast-quality video cameras, 

0 A black and whte copy camera for graphics, 

0 A video mixer w t h  edit/control/dub features, 

0 A high fidelity audio mxer w t h  sound, record, edit dub and duplication hc t ions ,  

0 Three intercom stations, 

0 Several momtors, both audio and video, to preview events d u n g  taping, 

0 An editing machne and a duplicating machne, and 

0 A field kit for one of the studlo cameras, maklng it capable of recordmg outside of the 
studio, and a location lighting lut 

The procured system is based on S-VHS format that IS very user-fnendly, whch was one of 
the cntena in the selection process Nevertheless, In order for the TTI staff to produce the 
most sophsticated presentations, t r w g  on the use of the equipment was desirable The 
project team therefore contracted with an expenenced US television producer to supply thls 
training (Thls trsumng was also provided to staff at the Sales Tax Department's video studio, 
which had been funded and equipped concurrently uslng ~ t s  own funds ) The project also 
provided financial support to the TTI to prepare the sound studio wth  the necessary electrical 
support, air conditioning, and soundproofing 

+ Establrsh electronrc presentatzon capabzlrty at the TTI und the Regzonal Centers Related to 
the above initiative, 27 video tape players and large (25" and 27") video morutors were 
procured, three for each reglonal training center and SIX for the TTI These were for use in 
presenting video training matenals, including but not l~m~ted  to those that were to be 
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prepared at the TTI using the new product~on technology described above In add~tion, the 
project procured 18 overhead projectors, slide projectors and screens for use In presenting 
other tra~ning materials 

+ Establrsh self-znstructron learnrng center at the TTI To facilitate self-motivated traimng, the 
project procured four carrels equipped with micro-computers and audio tape players to 
provide an environment for self instruction These carrels were effectively used to provide 
comfortable quiet space for students prepmng for class or for those pursuing self-motivated 
learning 

+ Provrde improved capabzllty for producrng wrztten trarnzng materrals Production of written 
traning materials was sigmficantly constraned at both the TTI and the Regional Centers by 
l~mited access to both production and reproduction capabilities To address this deficiency, 
this initial project procurement included 

0 A desk-top publishing computer, wth  software and penpherals for the TTI, to support 
production of high-quality t r a m g  matenals, 

0 A high-speed, heavy duty copymg machne for the TTI, and 

0 Med~um-sized copying m a c h e s  for each of the Regional Centers 

+ Provrde classroom equzpment and supplzes to enhance traznrng presentatrons and ensure use 
of procured equzpment In addition to the hgh-technology equipment l~sted above, the 
project procured flip chart stands and paper, and an extensive set of supplies (transparencies, 
blank aud~o and video tapes, grease pencils for transparencies and flip charts, and paper) The 
objective was to purchase both a capability for informal wntten traimng matenals and 
sufficient supplies for producing t r a m g  matenals for two years, at whch time it was 
expected that the Department would begm budgeting for such supplies 

In total, t h s  initial major procurement, mclusive of shpping, totalled almost $430,000, as shown 
In Append~x Exhibit VII-A at the end of h s  chapter 

In 1998, further procurement support was provided to the TTI and the Regional Traimng sites 
through the purchase of 125 workstations for use in regular classrooms and computer rooms In 
addition, 250 ergonomically-engmeered student chars were also purchased T h s  further 
procurement alleviated a significant problem for the training centers and prov~ded for a better 
learning environment for tramees 

T h ~ s  investment in training equipment, furrushgs, and supplles has proven to be a very valuable 
one to the Department The addition of the video production and d~splay equipment has enabled 
an already dedicated training staff to further enhance the dellvery of tra~ning Consequently, 
video products to support classroom t r m n g  are being integrated into all major course 
development efforts The use of t h s  medium has improved the learning environment and 
reduced training travel costs It has also helped to alleviate course planning and delivery 
problems and has resulted in technical and management training being delivered on a regularly 
scheduled basis Classroom space at the TTI, and generally at the Regional sites (which are now 
twelve In number), is fully ut~lized most of the year Other tra~ning equipment and supplies 

@ 
purchased by the project have also been effectively used in the classroom learmng environment 
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The Tax Department considers this to have been a very important benefit of the project, and one 
that will pay continuing dividends long Into the future 

ESTABLISHMENT OF COMPUTER LEARNING CENTERS 

In 1993194, a computer-trmng infrastructure was established by the project wth the creation of 
an administrative computer classroom at the TTI This was followed in 1996 by the procurement of 
(1) equpment to establish two computer learning laboratones at the ongmal Sales Tax Trsumng site 
m Maadi and (11) computers to establish a second laboratory at the TTI Each department now has 
two computer t r w g  laboratones that provide the followmg services 

+ One is a leamng laboratory for training in the use of computers for general administrative 
purposes, such as Wordperfect, Lotus, and other standard software packages, and was 
designed for broad usage by a wde  range of professional and support staff This laboratory 
contams 12 computer terminals and a pnnter, as well as a broad range of software products 

+ The other is a leamng laboratory for more specialized traimg of the ADP staffs of the two 
departments in more sophisticated software systems such as UNIX and Informix This 
learmng laboratory has 10 terminals and one UNIX system 

Based on feedback from both departments, these leamng centers have been invaluable in 
advancmg the use of computer technology In all aspects of the departments' operations 

EQUIPPING THE NEW SALES TAX DEPARTMENT TRAINING CENTER - 

In 1994 the Sales Tax Department commenced a long-planned lmtiative to build a large and 
modern tramng facility that could be used not only by the Sales Tax Department, but potentially 
by other departments in the Ministry of Finance or even other Mimstnes on an availability basis 
Comrmssioner Mahrnoud All was the dnving force behmd k s  imtiative, which reached a 
conclusion w t h  the official opening of the Maadi center in the latter part of 1998, just as the 
project was ending The approved procurement plan for the final phase of the project anticipated 
the successful completion of the traning center, and provided for substantial procurement of 
equipment and fhmshlngs for the center A summary of the equlpment procured is presented 
below 

+ Provzdrng Flexzble Workstatrons To initially help equip the center, 250 workstations and 450 
modern classroom cham were purchased for the new center The workstations are adjustable 
tables, to maxlmize configuration flexib~l~ty, the chars have ergonomically-designed seats 
and backs, height adjustment capability reclining and swvel ability, etc The objectwe was 
to provide a flexible and comfortable learning environment for trainees 

+ Traznzng Productron Capabdzty The Department financed the creabon of its own TV 
production studio wthm the Sales Tax Training Department m 1994195 The project objective 
was to expand the capabilities of that studio The adltional equlpment purchased by the 
project was designed to enhance this studio's abil~ty for more off-line production 
tapmgs/recordings With that goal in mind the followng equipment was purchased, two video 
production cameras, a video character generator, two digital stdl image cameras, one specialty 
pnnter for Digital still image cameras 35 mm Slide Film Pmter, six computer interface 
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devices, four scan converters and an Off Line Editing Machne for more effective editing 
capability a + la'rnrn~stmiive Compuierr An admlmstratiue computer was also purchased for the studio to 
support video prod&on activities Eight other admin~strative computers were also purchased 
for the Trainmg Center, some of whlch will be dedicated to providing word processmg support 
for Course Design and Development efforts 

+ Trazning Dellvery Capabzlzty An increase in the number of classrooms (the tramng center 
previously created by the Department had only four classrooms), the construction of a major 
auditonurn, and other large conference spaces created a need for more t r m g  equipment to 
support traditional delivery of traimng matenals To meet these needs substantial eqmpment 
was purchased, includmg 

0 Six LCD DataNideo Projectors, 

0 Two interactwe electromc whlteboards, 

0 Eight lecturns, 

0 Six color TV morutors and VCRs, and 

0 Twenty-two flipchart stands, electromc pointers mobile carts, and portable whteboards 
(wth general supplies ) 

This procurement for the new Sales Tax Department Training Center, as shown in more detail in 

a Appendix Exh~bit VII-B, cost approxmately $550,000 

SUPPORT TO ORGANIZING AND IMPROVING THE TRAINING FUNCTION 

The project team reviewed the traimng functions of the tax departments from both a broad 
perspective - how can tax tralmg best be organized and delivered w t h n  Egypt - and fiom a 
narrower perspective, worlung mdependently w~th the Tax Department and the Sales Tax 
Department 

BROAD TRAINING INITIATIVES 

Viewing tralmng fiom a broad perspective, the project team made two specific recommendations 
related to t r a w g  m its 1992 "Redbook" presentation on comprehensive tax reform One 
recommendation was to consolidate all Ministry of Finance trainmg in a single institute, the 
other was for the GoE to take the lead In promoting an Arab Tax Orgamzation 

+ Consohdation of Trarmg in the Ministry of Finance The project team offered several 
arguments in favor of thls consolidation 

0 With the introduction of the GST, the roles of the departments were more closely lmked, 
and there was increasing reason for closer collaborat~on between the departments 

0 Training courses in a number of areas, such as management and the use of computer 
technology, could be given to employees in all of the departments 
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0 There would be substantlal economies of scale, both in terms of instructors and physical 
facilities, especially in the less populated reglons where there was not sufficient slze to 
justify a large cadre of trainers and traimng sites for individual departments 

The recommendation was not acted upon because the departments argued at the time that 
(1) they had different needs that warranted different centers, and (11) they were of greatly 
different sizes, and that the traimg needs of the larger Tax Department would therefore get 
first pnonty The coordination between the departments is changing however, especially since 
Mlnlster Ghanb has emphasized the need for greater information shmng and collaboration 
between them With the completion of the new Sales Tax Department tramng center, there 
would seem to be greater possibilities for shared use of traimng facilities and jomt 
participation in courses 

+ Arab Tax Organzzatzon Somewhat apart from other tramng recommendations, the project 
team recommended that Egypt promote an Arab Tax Orgamzation, patterned after similar 
orgamzations in other parts of the world The benefits of such an organization were perceived 
to include 

0 Increased and more structured dialogue wrth neighbonng countnes on common problems 
and issues, 

0 Opportumties to pool resources for research, tramng and even technological 
development, 

0 Shmng of tax lnformatlon to Improve tax compliance in all member countnes, and 

0 A forum in which model tax treaties could be developed and promoted 

The project brought the Director of the Latrn Amencan regional orgmzation, CIAT, to Egypt 
rn 1991 to discuss thls issue wth the Mmster and others, and there was enthusiasm for ~t 
However, wth the subsequent onset of the Gulf War, the mtiative was tabled for an extended 
penod of time And whlle the issue did have a rather long gestation penod, the Arab Tax 
Orgamzation did In fact become a reality m late 1997 when it held its first meeting of seven 
member countnes in Cairo 

ORGANIZATION OF TRAINING WITHIN THE SALES TAX DEPARTMENT 

The project team provlded extenswe support to Commssioner Mahmoud All in his efforts to 
bulld a modem and useful training program for h s  Department The Commissioner recogmzed 
that, in addition to prepmng modern facilities in whch to present tramng, that the Department 
needed technical support in determining the types of traimng to be provided and the ways to 
provide it In respondmg to thls need, the project team undertook a number of lnltiatives 

+ Systems approach to trarnzng The systems approach to training, which flows from work 
done onginally in the 1960s:~ encompasses three major phases (I) performance analysis, 
(n) course design and development, and (in) course implementation and mamtenance The 
initial performance analysis phase is generally considered to be of paramount Importance It 

26 See for example Robert Mager, Preparmg Instructmml Oblectlves, rev 2nd Edlt~on New York Davld S Lakes 
Publlsherr 1984 1975 1962 
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is dmng tlus phase that a determination can be made as to whether or not training is the 
appropnate solution to address the perceived problem In January 1994, the project team 
orgamzed several workshops for the Commissioner and h s  semor executives to present the 
systems approach to training These workshops presented the overall charactenstics of a 
mature trsllmng system, and the associated course offenngs The workshops were judged 
highly successful, and the Commissioner subsequently adopted the systems approach as 
recommended 

+ Organmng the Sales Tax Tramng Functrons At the request of Comrmssioner Mahmoud All 
the project team provided extensive recommendations for a complete reorgamzation of the 
Department's Tramng Staff The recommended reorgamzation was designed to reflect a more 
functionally dlrected 'client-onented' structure Distlnct t r m g  support staffs were established 
for collection, anti-evasion, audit, taxpayer service and returns processmg activities 
Furthermore, support groups for management and computer tramng were also separately 
identified The project team provided the Department wrth requred orgatllzation charts 
funct~onal statements, recommended staffing, and position descriptions Operational guidelines 
were developed providmg the new orgmzation wth  rational &rechon The new organization 
was Implemented by Comrmssioner decree in August 1997, essenbally as recommended 

+ Establwhzng a State of the Art' Trarnrng Faczlzty Durzng the plaxumg and construction penod 
of the Department's new Training Center in Maah, the project team provided techcal  
assistance and advice on a wde range of subjects rangmg from the layout of the facility, 
mcludmg the number and size of classrooms, to suggestions concermng mternal wumg, sound 
proofing, and other mfiastructure considerations The project team worked wth  engmeers from 
both the Department and the Architectural Design Center m ma ad^ m tlus effort The product 
of tlus collaborative effort mil be one of the most 'state of the art' t r w g  mtitutions in the 
mddle East The tramng center ~ncludes a residence hotel, conference center, extensive 
classroom facilities, cafetena, health un~t, and student center In addition to the Department's 
new center in Maadi, classes are now conducted in m e  other satellite locations throughout 
Egypt 

+ Longer-term traznzng plan In 1994 at the request of the Comrmssioner, the project team 
developed a two-year t r w n g  plan and schedule for the Department The plan included 
separate schedules for course development efforts and for the conduct of already exlsting 
tramng courses The plan was approved by the Comrmssioner and Implemented by the 
Department's T r m g  Staff This irutial plan has served as a model for subsequent p l m n g  
efforts With the recent implementation of the new trarnrng orgmzation, a visitmg project 
t r a m g  consultant also provided extensive individual mentomg to new managers remforcing 
the need for complete and comprehensive planrung 

COURSE DESIGN AND DEVELOPMENT 

Most tax adrrmvstration shlls, such as the examination of tax returns or the collection of past due 
taxes, cannot be found m the labor market Colleges and Umversities do not teach these specialized 
slulls Instead they are learned on the job and in specialized tramng For that reason, modern tax 
departments have developed trainmg organizations to mantam and operate comprehensive traning 
and development programs in support of all major tax-related functions Programs are prepared to 

@ train recruits, prepare employees to undertake more advanced work, train specialists and managers 
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and keep the work force up-to-date wth new tax laws, management practices, and procedural 

a changes 

The project team introduced the rigorous concepts of course design and development to both 
departments through a senes of trsllmng programs These programs were conducted by both 
resident advisors and visiting traimg consultants These programs were followed with 
specialized Instructor Workshops to provide the Departments with the ability to continue 
teaching these concepts to others Cadres of course developers from all major tax functions were 
trained Simultaneously, the top executives were bnefed to insure support for thls effort The 
project team supplemented the t echca l  tax and procedural knowledge already existing wthm 
the Departments with expert traimg and bnefings from both resident and visiting consultants 
Often these experts worked directly w t h  Department course development teams (as discussed 
later in this chapter) 

Both Departments are well on the way to developing the comprehensive tramng curricula needed 
to fully serve their needs To assist the Sales Tax Department In their efforts, the project team 
developed a comprehensive 'Tramng Catalogue' showng courses wth course descnphons of 
traimng programs that have already been developed along with suggested programs that should be 
the subject of future efforts The t r m g  department uses thls document as an unportant p l m g  
source 

Basic Management T r m n g  is now also provided on a timely basis in both Departments to all new 
managers l h s  t r a m g  is patterned after much of the management related trmmg provided to the 
Departments by the project team Every effort is also made to mure that new recmts receive 
trailung in an expeditious fashon More specialized and advanced traimg programs are either 
currently being taught, under development, or are in the late planning stages Whde much work 
needs to be accomplished, the Departments have made laudable progress to date 

SPECIALIZED CLASSROOM TRAINING 

On-the-job Training by Resident Advlsors 

In addltion to providing on-gomg advice and counsel to the departments, on many occasions 
resident advisors assumed the role of on-the-job coach or classroom instructors T h ~ s  role was 
required to transfer immediate knowledge and shlls needed to assure continued progress and 
mutual understanding between the advisor and department personnel Dwng the early stages of 
the introduction of the GST many formal and informal training sessions were conducted by the 
Resident Sales Tax Advisor Among other subjects included In these sessions were the basic 
principles of an invoice-credit type of sales tax, registration procedures, and the role of audit 

Resldent advisors were also called upon by the departments to give penodic training seminars on 
a number of topics including management theory, planning techniques, organizational theory, 
ADP related topics, collection practices, taxpayer servlce and education, and anti-evasion Every 
resldent advisor including the Chef of Party participated at one time or another in these sessions 
In addition the resident advisors often worked in tandem with visiting consultants to assure 

@ classroom lnstruct~on met the needs of the Government of Egypt 
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Management, Technical, and Training Slulls 

In order to enhance efforts of the resident advisors, and to provide more concentrated attention to 
certain specialized or cntical tramng areas, visiting consultants were employed for short-term 
assignments lasting generally from two to four weeks m duration Most of these consultants were 
fiom the Unlted States, all were hlghly expenenced experts in the field in whlch they were 
providmg trainlng In addition to conductmg t r w g  classes, in most instances, these consultants 
also followed-up with specialized instructor workshops, or worked directly with course developers 
m the Departments In ths  way, the subject matter they presented could continue to be taught by 
departmental staff in the hture The focus of the project team's tramng efforts was directed to 
three major areas, as follows 

+ Management Trarntng The most mportant goal m the area of management t r a m g  was to 
establish, in both Departments, a first-rate Basic Supervisors Program The project team felt 
that the transition from techclan to first-lme supervisor is perhaps the most difficult and 
challenging career transition to make Considerable benefits would result from p repmg the 
Departments to teach tlus program on an on-gomg basis A further goal was to Introduce a 
vanety of management trsumg programs that taught systems, techques, and slulls that the 
Departments could adopt to their own culture and needs WIule these and other courses could 
not meet the entire spectrum of management t r m g  needs, considerable progress was made 
and the Departments are now well on the way to expandmg these offenngs The Programs that 
were introduced and the consultants mvolved were 

0 Basic Supervisory T r a m g  

0 Management Careers Programs 

0 MBO, Strategic Planrung, Mid-Managers, 
Time Management 

Robert Agresta 

Phllip Russo 

Dr Michael Kane 

0 Orgamzational Theory and Practices & Analytml Slulls Stanley Goldberg 

+ Technrcal Skzlls Traznzng and Asszstance A prunary objective m thls area was to provide 
t r m n g  in the functional tax areas of audit, collecbon, taxpayer service and education, and 
anti-evasion as sources of knowledge to spur the development of basic and advanced programs 
m both departments Another mportant consideration was to provide assistance in the 
mportant area of computenmg the selection of returns for audit Other consultants resulted 
from specific requests from the Departments The Program areas and the consultants mvolved 
were 

0 Audit Trainlng & Computenzed Selection Norman Fox 

0 Collection Trainlng Charles Hoyle 

0 Taxpayer Service T r m n g  Lawrence Phllips 

0 Anti-Evasion Traning and Assistance Tim Wellesley 

0 Sales Tax Training and Assistance 

0 Forms Design 

Ken Thwaite 
Derrrck Fellingham 

Thomas May 
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+ Traznzng Instztutzonal Skdls Instructor training had been taught at TTI in the past and was 
introduced for the first time in 1993 to the Sales Tax Department To support these 
departmental efforts, and to bnng additional knowledge and slulls to them, specialists were 
brought in a number of areas Imtial efforts were directed at introducing and institutionalivng a 
'state of the art' Course Design and Development Trainlng Program In addition, special 
assistance was provided to assure effective video studio operations m both departments 
Finally, consultant assistance was obtained to provide expertise on completing and equipping 
the new Sales Tax T r m n g  Center in Maadi Tramng Programs and the consultants 
responsible were as follows 

0 Course Design and Development Onon Birdsall 
0 Video Stud10 Operations Frank Fitmamce 
0 Buildmg and Equlppmg the Maadi Traimng Center Scott Sharer 

Appendix Exh~bit VII-C at the end of this chapter provldes additional detml on the tuning and 
specific courses offered over the life of the project 

COMPUTER TRAINING 

The success of the project team's role in computenzation, outlined fully m Chapter VI, hnged 
critically on developing a knowledge and technology slulls mflastructure on whch to build, and 
on the transfer of project-developed software technology to the Departments As fully outlined in 
the pnor chapter, h s  effort encompassed a broad range of traimng efforts, mcluding 

+ Vendor-provided traimng on use of computer hardware and specific software products like 
UNIX and Informix, 

+ Formal project team t r a w g  on the development of and use of specific software applications 
llke the GSTACS software developed for the Sales Tax Department, and 

+ On-the-job traimng, worlung with departmental staff, as they contmued to develop new 
software products and sub-systems that build on products developed by the project team 

ECONOMIC RESEARCH UNITS 

The establishment and traimg of the Economlc Research Departments (ERDs) m the two tax 
departments represented a major initiative that necessarily required a major traimng effort by the 
project team T l ~ s  trammg effort, which is only summanzed here in the mterests of presenting a 
comprehensive overview of all project training, was discussed fully in Chapter IV The ERD 
trsuning effort, whch was conducted by a combination of local staff, resident advisors, and 
Barents professionals from the home office included 

+ The development and execution of sustained training in Public Fmance, by an Egyptian 
Professor of economics, Dr Hafiz Shaltout, who joined the project team in 1990, 

+ General traimng in the use of computers and computer software programs, 
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+ Extensive training in the use of analytic models including the specific models developed by 
the project team for use in analyzing the revenue and economic effects of tax reform in 
Egypt, 

+ Training in policy analysis, and 

+ Training in the preparation of policy reports and analyses for high level officials in the 
ERD's respective departments 

LANGUAGE TRAINING AND SUPPORT 

The Commissioners of the Departments enthusiastically supported the provision of English 
language training to departmental staff Such traning was expected to be invaluable to 

+ Professional staff worlung in the information technology field, where much of the t echca l  
information, especially information on new technologies, is not readily available m Arabic, 

+ Translators, who are helpmg to provide important information in the taxation field to non- 
English speakers, and 

+ Professional staff generally who wsh  to be able to access a broader body of information than 
is available in their native language 

With these audiences specifically in mind in selecting candidates for language trammg, 
substantial training was provided to departmental staff, largely through an exlstlng USAJD 
program that supported English language trsuning at the Arnencan University of Cairo In @ selected cases, t h s  traimng was supplemented by the use of project funds for separate or 
specialized training In all cases, department trainees were accepted for tramng only on a joint 
Department-project recommendation and after approval by USAID 

This language trsumng was concentrated in the first four years of the project, and resulted in a 
total of about 400 employees from both departments participating in programs ranging fiom 
beginner to more advanced English Language training In addition, the project team provided 
trainmg to Sales Tax Department translators in the project team's premises Mohamrnad Helmi, 
the project team's chef translator, led tlxs training 

It is also worth emphasimg that the project team translated a large volume of project-related 
materials into Arabic, mcludmg a number of project team-sponsored trsumng matenals These 
included 

+ Basic Management Traimng (student and instructor guide), 
+ Course Design and Development (student and instructor guides), 
+ Problem Analysis Tramng (student text), 
+ Performance Management Traimng (student text), 
+ Time Management (student text), 
+ Student's Technical Notes on 

0 Taxpayer Assistance 
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0 Collection 
0 Anti-evas~on Techniques 

+ A Management Careers Program and 
+ Taxpayer Service and Education 

The project team also worked w ~ t h  the Sales Tax Department to identify a large volume of works 
related to taxation that could beneficially be translated into Arabic These works related to a 
VAT type sales tax policy and administration, computenzation and management information 
systems, management and organizat~on, finance, and economcs The Sales Tax Department, In 
turn, recruited approximately thirty translators, and assigned as one of their major 
responsibilities, the translation into Arabic summanes of the different volumes, or extracts from 
them The Department also formed a library in whch to orgamze and retain all of the matenals 
that had been acqulred from the project and other sources 

Addibonally, English language documents were also obtained dmng the Commissioners' tnp to 
the Uruted Kingdom These documents were translated by the project team and presented to the 
Sales Tax Commissioner 

OVERSEAS TRAINING 

Providing department executives and key semor tax officials' exposure to modem overseas tax 
orgamzations can be a major catalyst to successfully advancing orgamzational and systematic 
changes mthin the tax departments Under the project, three such tnps were held Each trip was 

@ designed to meet important needs identified in advance Depth of coverage was geared to the 
special mterests of the partlclpants and perceived importance of the subject to the project team's 
work in Egypt The USAID Project Officer Iman Shayeb provided valuable ~nsights while 
accompanymg the participants on each of the visits to the Umted States Mr Moharnrnad  helm^, 
project team Chef Translator also participated in all tnps 

Trzp to the Unzted Krngdom (July 24 - Aug 2, 1995) Both the Sales Tax Commissioner 
Mahmoud Muhammad All, and the Tax Department Commissioner, Fathy Abd Baki v~sited 
the Umted Kingdom On the tnp, the GoE covered the expenses of the Commiss~oners The 
project arranged the tnp and provided all translation and logistical support This tnp gave the 
Commissioners the opportunity to examme at first hand filing, processmg and enforcement 
operations at the Department of HM Customs and Excise, whch adrnmster the U K's value 
added tax The Comm~ssloners also had the opportunrty to meet the Inland Revenue's Change 
Management Group, a group specifically created to engmeer and manage administrative 
reform and modernization The tnp proved successful in its pnmary a m  of demonstratmg 
how modern tax admimstrations orgamze and operate and provided the source for several 
irutiatives upon the return of the Commissioners 

Trzp to the Umted State5 (Sept 29 - Oct 21, 1995) This trip involved only the Sales 
Commissioner, Mahmoud All This tnp was equally successful concentrating on an indepth 
onentation to concepts of strategic p l m n g  and other techniques employed at Internal 
Revenue Service and at the tau systems in the states of Maryland and California In addition, 
the Commissioner toured IRS facil~ties such as the National Office In Washington and the 
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Phladelphla Service Center, and he visited the training center at the Fedral Deposit Insurance 
Corporation (FDIC) Exposure to a regional and distnct office was also included Extenswe 
briefings and tours were also conducted by Barents Group professionals in its Washington 
D C office, and in each of the state visits All visits to tax sites were planned with an 
emphasis on the application of computers In a modern tax orgamzation 

+ Frnal trlp to the Unrted States (May 8 - May 31, 1998) Ths  trip involved six senior tax 
officials from the Sales Tax Department These officials represented most major tax 
functions including tax compl~ance ADP, and the Economic Research Umt In order to 
enhance their subsequent exposure to tax administration orgmzations, special bnefings were 
first conducted by senlor associates and managers at Barents Offices m Washington 
Bnefings were also arranged at the U S Treasury on oversight of the revenue funct~ons of 
government as well as targeted tours of Congress In addition, mdepth coverage was 
provided by tax administrators in the states of Iowa and Califorma m s  included coverage of 
all major tax functions w t h  emphasis on computenzation 

As a fmal concluding note on the oversees traimng, it is worth emphasivng the contnbut~ons 
such tramng provides to participants First, and perhaps most mportantly, the visits provide a 
vision for the participants as to what can be done w t h  modern technology, techniques and 
orgmzational structure Mr Mahrnoud All's visits to the UK and the US were, we belleve, 
instrumental in helping him to shape his vislon of how a modem traming center could be 
structured, how a mature and fully-developed data processmg system can support tax 
admimstration, how information sharing between departments can lmprove compliance ( h  was 
based on an opportunity to review the ~ntenelationshps between Federal and state tax a authorities), and how a functionally-organized tax department can operate We believe the other 
participants in the tramng benefited similarly from the overseas t r a m g  expenence 

Second, such tramng can prov~de added techca l  and managenal depth and breadth to the 
participants In the participants review of the oversees traimg, they noted that the training began 
at the moment they walked Into a building and observed the secmty systems in place, and 
continued throughout the day In terms of t echca l  and managenal depth, the oversees 
expenence included trmning in areas in whch the participants currently work, thereby prov~ding 
specific knowledge on new techniques and ap~roaches that are used in the US and that could be 
adapted for use m the Egyptian context 

In terms of breadth, exposure to modern tax admimstration was provided in a wide range of 
areas, reflectmg efforts to provide at least some traimng to each of the partic~pants in thex 
current area of special~zation T h ~ s  breadth reflected the fact that the seruor visiting offic~als from 
the Sales Tax Department who visited the US in 1998 represented several different disciplines, 
including audit, collection, training, information technology, and the ERD's Since exposure was 
provided in modern techniques and approaches in all of these areas, each participant was 
exposed to modern approaches to tax administration outside of their current areas of 
responsibility Smce these offic~als represent the future leaders of the Sales Tax Department t h~s  
broademng of exposure was almost certainly of great value 

The overall impression of the project team was that the overseas t r a m g  conducted under the 
PFAP was hghly valuable and prov~ded significant benefits relative to the costs incurred 
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APPENDIX VII-A 

EQUIPMENT FOR TAX TRAINING INSTITUTE 

VIDEO PRODUCTION CAPABILITY 
Broadcast-qual~ty v~deo cameras (2) 

Black and wh~te camera for graphics 

Video mlxer with edit/control/dub features 

Audio mixer w~th all functions 

Intercom stat~ons (3) 

Several stud10 Mon~tors 

Ed~tmg and duphcating machme 

Stud10 Field Kit and Location Lighting 

Sub-total 

ELECTRONIC PRESENTATION EQUIPMENT 
25" and 27" TV monitors (27) 

Multi-system v~deo tape players (27) 

Computer Projecting Device 

Overhead Projectors (1 8) 

Projector screens (1 8) 

Carousel slide projectors (1 8) 

Shde projector trays (54) 

Sub-total 

SELF INSTRUCTIONAL TRAINING FURNITURE AND 
EQUIPMENT 
Mlcro computer and self-mstrutional carrels wlv~deo (4) 

Aud~o tape players (100) 

Supply of tapes 

Sub-total 

TRAINING MATERIALS PRODUCTION EQUIPMENT 

Desk Top Publishing computer w~th  software 

H~gh speedlheavy duty copymg machine 

Med~um sue coplers for Reg~onal Training Centers (7) 

Supphes - two years 

Sub-total 
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I SHIPPING 

TRAINING DELIVERY EQUIPMENT 
Flip chart stands (27) 

Supply of f l ~ p  chart paper 

Transparencres for overheads 

Black video and audio tapes 

Grease penc~ls and paper 

Sub-total 

I APPROXrmATE GRAND TOTAL 

$17,000 
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APPENDIX VII-B 

FURNITURE AND EQUIPMENT 
SALES TAX DEPARTMENT TRAINING CENTER IN MAADI 

FLEXIBLE WORKSTATIONS 
Classroom and computer Tables (225) 

Econom~cally deslmed student cham (450) 

TRAINING PRODUCTION EQUIPMENT 

Video production cameras (2) 

Video character generator ( 1 ) 

Digital st111 Image cameras (2) 

Specialty printer for st111 unage cameras (1) 

35 mm slide film prlnter 

Computer mnterfaces dev~ces (6) 

Scan converters (4) 

One off line ed~ting machine 

Studio computer (1) 

Administrative computers (5) 

TRAINING DELNERY EQUIPMENT 

LCDtDATA vmdeo projectors (6) 

Interactive electronic whlteboards (2) 

Color TV monitors and VCRs (6) 

Flipchart stands, electronic pomnters, moblle carts, and portable whiteboards 
(22) 

Admlnistratlon Conjunction (4) 

Supplies to support all operations 

APPROXIMATE GRAND TOTAL 
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APPENDIX VII-C 

TRAINING PROGRAMS AND ASSISTANCE VISITS 

Dates And Actmt~es 

MANAGEMENT TRAINING MONTHIYEAR 

MBO June 1995 
October 1993 
March 1994 

Management Careers Programs December 1993 

Bas~c Management Program January 1995 

Strateg~c Planning November 1994 

Performance Management 

M~ddle Manager Training 

December 1994 

November 1994 
January 1995 
July 1995 

T~me Management 
Organ~zat~onal Theory 

August 1995 
June 1995 

ACTIVITY 

Forms Deslgn 

Training taught to Sales Tax Planrung Staff 

Technical Slulls Training and Assistance 

June 1994 
August 1995 

Expanded to-sales & Income Tax managers 

Aud~t Select~on/Computenzation 

~nstructor workshops conducted m both 

April 1994 

Departments 
Study completed in Sales Tax Department and 
proposals made to Commissioner 
~ollow-up with Department's Committee 
revlewlng proposals 
Conducted inlt~al Programs in both Departments 
followed by specialized instructor workshops 
Management Reinforcement workshops for top 
level executives 
Stud~es to confirm positive results from Basic 
Management  raini in^ 
Conducted w~th  the Commissioner and top 
executives of Sales Tax Department 
Trainmg conducted m both Departments 
S~ecialized instructor workshops conducted 
Course conducted with mstructor workshops In 
both departments 
Program and workshops both departments 
Spec~al ass~stance to Tax Department 

Tramng Programs conducted both Departments 

Assistance of Sales Tax Audit Staff on 
computerizing system 

Spec~al functional trammg program for new 
managers In Sales Tax Audit 
Workshops conducted m both Departments 
Specla1 technical assistance to Sales Tax 
Comm~ss~oner 
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Technical Slulls Tramng and Assistance 

Taxpayer Ass~stance I January 1995 I Program and workshops taught in both 

Analytical Trarnmg 
GST Tramng 

July 1996 
January 1995 

March 1995 
November 1995 

- -  - 
I extending GST to retall level 

Departments 
Customer relat~ons taught in both Departments 
Techntques of enforcement taught in both 
Departments ~nclud~ng special work with Sales 
Tax course developers 
Conducted workshops in both Departments 
Specla1 ass~stance to Tax Department on 
organ~zation eau~ument and training needs 

September 1995 
May 1997 

TRAINING INSTITUTIONAL SKILLS 

- . s w 

Analyt~cal skills tramng to Sales Tax Department 
Assisted In development of tramng program for 

Course Des~gn 

V~deo Studio Operations 

New Training Center 
, r - -  - - 

Aprd 1996 1 Proposals concemmg buddmg and equipment 

January 1994 

September 1994 
November 1995 

June 1994 
September 1995 

Concepts of Course Development conducted both 
Departments 
Instructors Workshops conducted 
Special "Tram the Tramers" for Sales Tax 
Trainmg Center Staff 
Stud10 tralnlng for both Departments 
Advised Income Tax Department on major vldeo 
~roductlon 
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VIII LOCAL PUBLIC FINANCE 

BACKGROUND 

In a cornmucation to USAID Mission Director Marshall Brown m July 1990, Pnme Min~ster 
Atef Sedky mdicated that the Government of Egypt's (GoE) Local Development Policy 
Committee (LDPC) was pursuing an agenda of local government financial reform in Egypt He 
further mdicated that the GoE would be receptive to USAID techmcal assistance in support of 
t h s  effort In the pnor decade, USAID had devoted substantial fimding to local public finance 
reform whch, whle it had accomplished a number of different objectives, had not been 
successful in promoting devolution of greater fiscal responsibilities to local governments 
USAID viewed the request as a potential opportumty to support the Government if they appeared 
ready to make progress in &us important area 

Barents Group was a candidate for supporting th~s  work because the scope of the Public Finance 
Admrnlstration Project covered both central and local government finance Moreover, Barents 
had local public finance specialists on its International Advisory Board and on its staff, and was 
accordmgly well positioned substantively to do the work Tlus capability was greatly enhanced 
by the familiarity of the existing PFAP team with the Egyptian fiscal structure, and by the project 
mfiastructure that had been created dunng the pnor year 

The work envisioned under the project encompassed three separate phases, only the first of 
which was to be funded under the initial contract, w t h  extensions to later phases linked to 
demonstrated evidence that the GoE was prepared to move forward wth local government fiscal 
reform 

+ Phase I Conduct a Local Government Fiscal Management Study that wl l  accomplish the 
followmg objectives 

0 Develop a conceptual framework for local public finance reform in Egypt 

0 Analyze the current local public finance system 

0 Recommend alternative revenue shanng formulas for channeling central government 
funds to local governments 

0 Develop recommendations for increasing local government revenue sources 

0 Develop a draft implementation plan 

+ Phase 11 Support the GoE to implement Phase I recommendations in several pllot localities, 
momtor results, and drafts plan for nat~onwide implementation 

+ Phase 111 Support the GoE to implement local government fiscal reform on a nationwide 
basis 
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In November 1990 a contract modification was signed addlng the Local Government Fiscal 
Management Study to the PFAP Scope of Work and work commenced very shortly thereafter 
(though with some interruptions resulting from travel restrictions in early 1991 associated wth  
the Gulf Crisis) 

The work was done under the overall substantive direction of Dr Roy Bahl, who had worked 
extensnely on local public finance reforms in many other emerging market countnes, and who 
visited Egypt period~cally to glve Input and d~rection to the studv The day-to-day management 
of the study was done by Dr Robert Firestine, who was resident In Caro for the year of the 
study, with substantial Input from Dr James Wony, who worked on the project for twelve 
months, about half of whch was spent in-country The team was supported by the work of a 
number of public finance economists who visited Cairo on short-term assignments, and by 
Dr Darwin Johnson and Mr John Baldwn, the Chief of Party and Deputy Chef of Party, 
respectively, of the Public Finance Adminlstration Project 

OVERVIEW OF THE WORK PERFORMED 

The purpose of the Local Government Fiscal Management Study (LGFMS), like that of the 
overall Public Finance Admmstration Project of which it was a part, was to be a catalyst to and 
provlde an analytic foundation for reform The fact that the work was done under the rubnc of a 
"Study" did not alter that basic proposition, whch was understood bv all who were participatmg 
in the effort, that reform was the objective As noted above, however, the overall scope of work 
for Phase I was to establish a conceptual and analytic foundation on whch to build in two later 
phases in moving fonvard w t h  actual local government reform in Egypt 

With this foundation-buildmg objective in mmd, five major studles were commissioned at the 
outset of the project, together w t h  a number of efforts to identify and begin to work wth key 
counterparts in the GoE who could influence significantly the course of future local government 
fiscal reform The five major studies that were commissioned, each of whch is summanzed 
below were 

+ A conceptual overview on the benefits of fiscal decentralization and the experiences of other 
countnes that have introduced major fiscal decentralizat~on reforms 

+ An overview on intergovernmental fiscal policies in Egypt 

+ A detailed analysis of the current structure and financing of local governments in Egypt 

+ An analysis of local budget forecasting in Egypt and how lt could be improved 

+ An analysis of property taxation in Egypt, and its potential as a dedicated revenue source for 
local governments in Egypt 

Over the course of the 18 months that the project was active and dmng the penod when these 
stud~es were being conducted, discussions were held with many senior GoE officials, both in the 
Min~stry of Finance and in different governorates within Egypt The purpose of these discussions 
was to better understand the current fiscal operations at the different levels of government within 
Egypt and to begin discussing and promoting the potential merits for future reforms One 
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objective of these discussions at the local level, was to identify pilot locations where reforms 
might be actively and enthusiastically supported, if and when the project moved to a second 
Phase 

PROJECT STUDIES 

As noted above, five separate studies were prepared dmng the course of the Phase I LGFMS, 
each of whch was designed to build a foundation on whch local government fiscal reform could 
be launched The expectation was that this foundation would (1) serve as a catalyst to promote 
fiscal reform amongst GoE policy officials and (11) to provide the necessary information about 
the GoE fiscal system to help develop the specific reforms that would be desirable within the 
Egyptian context Each of the studies, wh~ch are documented m formal project team reports, is 
surnrnanzed below 

FISCAL DECENTRALIZATION 

One of the first studles completed under the LGFMS was "Fiscal Decentralization" by Dr Roy 
Bahl, m August 1991 27 Th~s  report was designed to look at decentralization issues from the 
perspective of experience in other countnes, and assess how decentralization might be 
approached in Egypt, based on the expenences in other countnes Specific issues that were 
addressed in Dr Bahl's report included the followmg 

+ Why Seek Fmal  Decentralzzatzon7 T h ~ s  section of the study hghlighted the traditional 
arguments for decentralization and how they support the case for greater local autonomy in 
Egypt The benefits of greater local autonomy identified mcluded the followmg 

0 Constituents would have the opportumty to select the level and composition of local 
public goods and services they desired, providmg a more efficient allocation of resources 

0 Local governments would be in a better position to mobilize revenues from revenue 
sources to which they were given access The study noted that the best way to 
decentralize government spendmg is to assign local governments particular rec enue bases 
or to guarantee them shares of particular central taxes 

0 Urbaruzation would potentially be moderated by a system that better imposed the costs of 
local services on those who received them 

+ How to do Fzscal Decentrallzatzon The study noted that there are three pollcy instruments 
for shaping the degree of a nation's fiscal decentralization (1) the assignment of central-local 
fiscal responslbllitles, (11) the revenue raising powers of local governments, and (in) the 
intergovernmental transfer system These are the policy instruments one must look to in 
promoting reform The study noted that there is great vanation among countnes In terms of 
local revenue raising authority, local expendrture responsibility, and local autonomy in 
deciding upon the mlx and level of local services Developmg countnes, like Egypt, tend 
toward government centralization 

27 Dates ated are those when the studies were finallzed as project reports Earlrer drafts of the papers were 
cuculated amongst project team members, USAID, and In some cases, the GoE 
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+ The Role of Intergovernmental Transfers (grants) The study noted that grants can support 
movement toward fiscal decentralization by financing local government services, though the 
design of the grants system determines the extent to which it permits local fiscal autonomy 
(Because of the potential importance of grants to local government reform, the design of 
alternative revenue shmng formulas was one of the objectives of the LGFMS ) The study 
identified four different methods for distributing grants - formula distnbution, cost 
reimbursement, retumng shares to jurisdictions of ongin, and ad hoc distnbution - and 
identified the advantages and disadvantages of each It noted that no optimal grant structure 
exists, and that different developing countnes have followed different approaches 

+ Local Revenue Mobzlzzatzon The study emphasized that if fiscal decentralization is to 
succeed, local governments must have some autonomy in revenue rasing Local 
governments in developing countnes employ a wide variety of taxes and charges, and only a 
careful analysis of the specific circumstances of each country can deterrmne the appropnate 
mix and levels of local revenue rasing mechanisms 

The study recommended that a dialogue on fiscal decentralization be imtiated w t h  the GoE 
immediately (whch was done wth  the Local Development Policy Comrmttee through USAID) 
and that a senlor representative from the Ministry of F~nance be added to the Comrmttee because 
of the Ministry's key role m any local government reform (which was subsequently done) The 
study also served as the basis for bnefings with the Mission Director and others m the USAID 
Cairo Misison on the potential directions that local government reform might take m Egypt 

INTERGOVERNMENTAL FISCAL RELATIONS IN EGYPT 

A second report prepared under the LGFMS was "Intergovernmental Fiscal Relations in Egypt" 
by Dr Larry Schroeder, also finalized in August 1991 Whereas Dr Bahl looked at the issue of 
local government reform more from a conceptual perspective, based on expenences of other 
countnes that have introduced local government reforms, Dr Schroeder's report was focused on 
the specific issues that Egypt w11 face in introduc~ng such reforms, with a particular focus on the 
intergovernmental transfer system 

In his review of the existmg system, Dr Schroeder noted that a governnorate's fiscal role is 
essentially limited to advismg the central government on needed local spending and assisting in 
the mobilization of resources In such an environment, it is unrealistic to anticipate that greater 
fiscal decentralization w l l  come easily and quickly Indeed, whde movement toward 
decentralization was h~ghly desirable, he suggested that it might be inappropriate to seek 
extremely rapid changes since the governorates have had little expenence w t h  fully autonomous 
fiscal powers 

On the basis of the analysis of the existing intergovernmental system in Egypt, Dr Schroeder 
recommended a number of long-term reforms in the grant structure in Egypt 

+ Adoption of a full-cost reimbursement grant for governorate labor expenhtures, 

+ Creation of a formula-based grant to augment current non-labor expenditures, and 
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+ Continuation of a capital grant system based on national development plans, but with 
increased governorate flevibility in spending these hnds and in augmenting them with own- 
source revenues 

In addition, Dr Schroeder noted that other concerns in addition to grants would have to be dealt 
with as part of a successful overhaul of Egypt's local government fiscal structure, most notably 
improvement in the fiscal management capabilities of the governorates 

THE LOCAL GOVERNMENT FISCAL STRUCTURE IN EGYPT 

At the same time that the two studies outlmed above were being conducted, a longer-term effort 
was initiated to assess in detail how the intergovernmental system worked in Egypt T h ~ s  effort 
was led by Dr James Wozny, who was resident in Carro for a penod of approximately six 
months while the effort was underway, and he was supported by others on the project team His 
detailed report 'The Current Structure and Financmg of Local Administration in Egypt" was 
finalized in January 1992 and is arguably the most detailed and most definitive analysis that 
exists on the structure of local government finance in Egypt 

The purpose of this study was to provide an analytic and institutional foundation on whch to 
develop a program for local government reform, and the effort accomplished that objective The 
69 page report - which reflected extensive discussions w th  officials in the Ministry of Finance 
and in the governorates, and analysis of as much data as the project team could collect - 
documented in considerable detail the financial structure of local governments In Egypt This 
study, more than any other, influenced the ultimate outcome of the LGFMS, when USAID 
considered whether or not to move the study to a second stage Important findings that emerged 
from Dr Wozny's study included the followmg 

A governorate has no control over the size of its budget The personnel budget for each 
governorate is declded by the Central Agency for Orgaruzation and Admin~stration, the 
allocation of investment resources is determmed by the Ministry of Planning and the parent 
ministries and the allocation of current nonpersonnel spending is declded by the Mimstry of 
Finance 

There 1s no lmkage between the amount of revenue rased locally and the amount of local 
spending allowed Even if the governorates were given the authority to raise the rates of local 
taxes and fees, they would have little incentive to do so because any resultant revenue g m  
would be offset by a reduction of therr subsidies Conversely, if a governorate does not meet 
the local revenue target set by the Muustry of Finance, it is not penalized by having its 
spending allocation reduced, the deficit-filling subsidy is simply increased to make up the 
difference 

The standard analysis of intergovernmental transfers is not applicable to the Egyptian fiscal 
system The Ministry of Local Adrninlstration purportedly allocates certain revenues to the 
governorates on the basis of socioeconomic cntena These allocation decisions are irrelevant, 
however, because the Ministry of Finance makes up any difference between a governorate's 
spending allocation and all of the revenues avalable to that governorate 
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+ The governorates do prepare budget proposals but their purpose is to show how spending 
allocations and revenue responsib~lit~es w~l l  be shared among the subwts  The fiscal 
relations between the subunits and the governorates are a mirror image of the relations 
between the governorate and the central government Local budget deficits are filled by the 
local u t 7 s  shares of the subs~dy that the governorates receive For t h s  reason, the 
assignment of particular revenue Items to the cities or villages is melevant under the current 
structure 

+ Revenue estimates withm the governorate budgets are not estimates of anticipated 
collections, and spending ceilings, but rather as benchmarks set by the Mimstry of Finance 
in a revenue-shmng arrangement that is intended to give the governorates some incentive to 
Increase collections each year This arrangement does not provide a sustained incentive 
because increased collections simply lead to higher benchmarks the next year 

BUDGET FORECASTING 

If local governments were to be given greater autonomy, it was understood that they would have 
to have the ability to develop accurate projections of revenue and expenditures Accordingly, one 
of the studies looked at issues associated with current-year and multi-year budgeting, at analytic 
methods typically used in budget forecasting, and the challenges for introducing more analytic 
budget forecasting methods in the governorates and m the Mixustry of Fmance m Egypt 

The report that emerged fiom this work, "Local Budget Forecasting in Egypt Problems and 
Potentials" was prepared by Dr James Wozny, and built on imtial work done by Dr Michael 
Wasylenko, a short-term advisor to the LGFMS The project report was finalized m March 1992 
Recommendations fiom t h s  effort mcluded the followng 

+ Improved forecasting techques could be used to their greatest effect if the GoE were to 
adopt goal-onented budgeting To do so, the line items on the expenditure s ~ d e  of the 
governorate budgets would need to be rearranged into a program structure (e g , fire 
protection, police protection, primary education, etc ) Once that framework was established 
models and techques could be developed to forecast the capital, personnel, and non- 
personnel recurrent expenditures required to achieve target service levels The budgeting of 
these three types of expenditures should be done in a coordmated manner, not separately, as 
in current practice 

+ Constant service projections could be developed for each spendmg category, which 
representmg an estunate of the cost of providing the current package of services in some 
future year a s  concept represents a better benchmark for evaluating budget options than 
the current level of expenditures because it incorporates the effects of population and prlce 
increases on the cost of maintaining current service levels Ths  constant services baselme 
would serve as a starting point for developing policy recommendations for short- and long- 
term budget plans 

+ The appropnate location for expenditure forecasting models would depend on how much 
discretion local officials would have over spending in the future If those officials are not 

0 
going to have any more authonty than they currently have, then there is no need for an 
independent expenditure forecasting capability at the governorate level In that case the 
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logical place to establish the expenditure models would be within the Governorate Budget 
Sect~on of the Ministry of Finance 

+ If the governorates were to be given responsibility for balancing the~r own budgets, then they 
would need to be capable of forecasting locally collected revenues more accurately than they 
do now The choice of forecasting techques should be determined by the charactenst~cs of 
each individual revenue item, and be developed consistent with GoE projections of 
population, mflation, real income growth, and other relevant variables 

+ The Ministry of Finance would also have to provide the governorates with three-to five-year 
forecasts of the transfers and shared tax revenues that they could expect to receive 

The study was discussed w t h  senlor officials in the Mimstry of Finance and in the governorates, 
w t h  the expectation that if the LGFMS moved to a second phase the project would support 
procurement of computers, technical assistance in developing specific budget forecastmg 
models, and In training of government staff 

PROPERTY TAXATION 

Because of the importance of property taxation in the revenue systems of most local 
governments, this revenue source was analyzed in considerable detad by the resident advisor for 
the LGFMS Dr Robert Firestine His work built on a 1990 report that was prepared for the 
Public Finance Administration Project by Dr Damel Holland The paper had two specific 
purposes 

+ To present a comprehensive and detaded description of the process of taxlng property in 
Egypt, and 

+ Based on the above, to present a feasible course of actlon for reforming Egypt's property tax 
system as an integral component of a local government reform program 

The study documented a number of problems wth property taxation in Egypt that would have to 
be addressed if it were to become a source of revenues for local governments in Egypt These 
problems included the followng 

+ Property tax rates, and therefore revenues, are very low Property taxation ln Egypt 
constitutes a much lower share of total tax revenues than in most other countnes 

+ Property surveys and registration are incomplete and maccurate, making it difficult to 
identify both property and its owners 

+ Property valuations occur only every ten years, and appear to be highly vanable across 
junsdict~ons 

+ Payment compliance is relatively low, enforcement relatively lax, and penalties inadequate 
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To address these and other identified problems with property taxation in Egypt the study 
outlined a number of potential reforms that would improve the revenue yield equity, and 
administration of the property tax These included 

+ Consolidate legislation for the three major property taxes in Egypt (the Agricultural Land 
Tax, the Buildings Tax and the Vacant Land Tax [subsequently repealed in 19961) A draft 
law attempting such consolidation was in fact under discussion as this study was being 
concluded, though no action has been taken 

+ Improve valuations by surveying and revaluing real estate taxes every five years Instead of 
every ten years and develop computer-based procedures to improve the uniformity of 
valuations across the country 

+ Redesign, test and introduce new basic documentary records on real estate properties and 
take actions to improve ownershp registration of real property At the same time, assess the 
poss~bility of more accurate and up-to-date cadastral maps for use m property taxation 

+ Automate real estate tax billing and collection procedures so as to increase tax collec~ons 
through more timely payment of taxes and more effective purswt of tax delinquency 

In developing these potential reforms of property taxatlon in Egypt, it was understood that 
implementation would require both a policy-level commitment to increasing the role of property 
taxation in Egypt and substantial resources to modemze and Improve administration 

CONCLUSION 

Two major conclusions emerged from the 18-month effort under the LGFMS First, it became 
increasingly apparent that the GoE was not prepared m the Immediate future to move forward 
w t h  decentralization of government Indeed, SIX years have passed since the study was 
completed and there has been no sigmficant movement towards decentralization d u n g  tlus 
penod T h ~ s  may have reflected in part an issue of pnontles on the part of the GoE, and that 
other reforms then (and now) underway took precedence In part, it may have reflected politics 
of the region, and a GoE assessment that h s  was not the tune to move forward w t h  
decentralization But as the project progressed, the Interest of the counterpart, the Local 
Development Policy Committee lessened, and the v~sibility and importance of the project to the 
GoE seemed to diminish 

Second, it was apparent that there was much that could usefully be done to improve the financial 
infrastructure as it related to local government finance And whle the GoE had by its actions and 
inactions made it clear that government decentralization was not an immediate priority, there was 
an argument in favor of moving forward with a modemzation initiative Such reforms could 
help establish a local government foundation that would allow local governments to better 
manage their current fiscal responsibilities and position them to be able to have the capacity to 
take on greater fiscal responsibil~ties in the future Ths  would address the argument sometimes 
made by senior GoE officials that government responsibilities need to be centralized because 
local governments lack the required capabilities to manage their own finances 

Barents Group LLC VIII-8 December 1998 
R SG'r P T F N U  SM_VERS\FmalEgypt4 doc 

P-3 



EGIPT PFAP V I I  LOCAL PUBLIC FIVA\CE 

Worklng with counterparts at USAID, and In support of this second po~nt, the project team 
developed a deta~led program for developing an Improved infrastructure on which local 0 government decentralization could take place at some time in the future This program included 

+ Development of a cornputenzed management information system wthin the finance 
Directorate of each governorate, and a data analysis unit m t h n  the Governorate Budget 
Sect~on of the Mimstry of Finance 

+ Techca l  assistance to improve property taxation in Egypt, wth the longer-term goal of 
establishing lt as a source of local government revenue 

+ Improvement m the structure and administration of the pnncipal existing local revenue 
sources, including taxes and fees on motor vehicles and dnvers, local fees on commercial and 
industrial activities, and a wde  vanety of servlce or user fees 

In May 1992, a meeting was held wth  Mission Director Henry Bassford m whch the results of 
the LGFMS were presented It was noted that, in the view of the project team, government 
decentralization was not an Immediate pnonty of the GoE, the optimsm that had emerged from 
the lmtial discuss~ons wth P m e  Minlster Sedki on this issue had dlmmshed The project team 
noted, however, that further investments in support of local government reform could 
productively be made, lf the Miss~on wished to provide support to Improve local government 
financial management Such improvements, it was noted, would have current benefits and, at the 
same time, provide a stronger fiscal structure on which decentralization could be advanced at 
some future time 

@ At t h ~ s  meeting, the Mission Director concluded that USAID had in the last decade devoted 
substantial funding to support local government development and reform, and that based on the 
outcome of the study, M h e r  support was not as high a pnonty as other mtiatives currently 
being considered by the Mission With that decision, the LGFMS was brought to a quick 
conclusion, and subsequent phases onginally envisioned were not pursued 
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IX CONCLUDING PERSPECTIVES 

ASSESSMENT OF THE PROJECT 

The Publlc Finance Administration Project (PFAP), by all accounts, has been successful when 
wewed from the diffenng vantage points of the project team, the Government of Egypt (GoE) 
counterparts, the international orgmzations involved in Egypt (e g , the IMF and the World 
Bank), and, we thmk, USAID As outlined in considerable detail in the pnor chapters, the 
following occurred under the project's aegis 

+ A broad-based sales tax was introduced 

r A Global Income Tax was introduced to replace the cumbersome schedular tax system that 
previously existed 

+ Automation of the tax departments has advanced considerably 

r Improved admirustrative procedures and processes are in place, operating fiom unproved 
organizational structures 

r Hlgh quality t r a i u g  was institutionalized through the development of modern trsilmg 
facilities, the development of new courses, and new approaches to trairung 

@ 
r The Tax and Sales Tax Departments now have Economic Research Departments that can 

provlde continued support to their respective Commissioners and to the Mimstry of Fmance 

These accomplishments have contnbuted significantly to improved fiscal performance in Egypt, 
which in turn has contnbuted to an improved overall economic setting, as discussed in Chapter I1 
and as highlighted in the table below As shown in the Appendix tables that accompany thls 
chapter, tax revenues have rncreased from 11 5 percent of GDP when the project began, to about 
17 percent today In essence, it has established a fiscal infrastructure that w l l  be self-sustaining 
and that is supportive of privatization, pnvate sector development, financial sector reform, and 
general globalization of the Egyptian economy The returns to Egypt fiom t h s  project 
investment w l l  be considerable and long felt 

KEY ECONOMIC INDICATERS 
(Percent) 
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199019 1 
199 1192 
1992193 
1 993194 
1994195 
1995196 
1996197 
1997198 

Unemployment 

8 4 
9 2 
10 1 
9 7 
9 5 
9 1 
8 8 
8 9 

Budget Deficit as Share 
of GDP 

17 7 
5 4 
3 5 
2 1 
1 2  
1 4  
1 0  
1 0  

Real GDP Growth 

3 6 
1 9  
2 5 
3 9 
4 7 
4 9 
5 3 
4 7 

Inflation 

14 7 
21 1 
11 1 
9 0 
9 4 
7 3 
6 3 
4 0 
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Against this backdrop of overall success, it is useful to assess what has worked well, what 
perhaps has worked less well, and to assess what lessons can be learned from this project and 
applied to others in Egypt, or to others with similar objectives in other parts of the world This 
review is organized into four sections the general project setting and structure, the factors 
influencing policy reform, assessing alternative approaches to cornputenzation, and creation of 
new units like the ERDs 

GENERAL PROJECT SETTING AND STRUCTURE 

There are a number of noteworthy areas that influenced the degree of success of the project, most 
of a positive nature 

+ Project Buy-In @om Counterparts There is no question that the Minister of Finance was, 
from the beginning, senous about moving ahead wth  a major tax reform agenda, as history 
bears witness If the GoE were not predisposed towards mtroducing reforms, the chances for 
success would have been very limited But h s  predisposition did not, by itself assure a 
successful outcome To those involved in the project fiom the outset, it was apparent that the 
Mimster and other GoE counterparts had to develop a relationshp of trust wlth the project 
team before they would allow them access to informahon and data needed to do their work 
Prior USAID technical assistance to the Mimstry, provided under a PASA agreement wth 
the IRS, had been pr~rnmly related to traimg and procurement of equipment, and was 
generally "low profile " Integrating a team of advisors Into the inner counsels of the Ministry 
was, therefore, essentially a new expenence Not surprisingly, it took some time to gam 
acceptance and trust before this integration process occurred, and even then it occurred more 
quickly in some areas than in others There were, m the eyes of the project team three factors 
that accelerated the pace at which this acceptance occurred 

0 Barents brought the very best public finance economists and tax administration 
professionals to Egypt from the outset, some of whom were known to the Minister from 
pnor work in Egypt This recogmzed degree of excellence prov~ded credibility that the 
project could in fact provide useful input to the Mmster and others in developing a tax 
reform and modernization program in Egypt 

0 The openness of the GoE counterparts to receivmg support determines to a significant 
degree the extent to whch techntcal assistance can be successfully provided In the imtial 
years of the project, Minister Razaz accepted the project team as h s  personal advisor, and 
worked closely and personally with the advisors on the policy reform initiatives At the 
same time, Commissioner Mahmoud Ah brought the project team into his inner counsel 
wthin the Department, it was through h s  personal efforts that the project team worked as 
an internal part of the Department rather than as an outside consultant to ~t In the Tax 
Department integration occurred more slowly, but acheved a s~milar status to that 
outlined above for the Sales Tax Department, when Commissioner F W  Saad el Din 
Awad took over leadership of the Department 

0 Finally support from USAID was critical to project success, including but not limited to 
the strong supporting role of the Project Officer The Project Officer facilitated access to 
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the Minister and Commissioners from the outset of the project, promoted project-led 
imtiatives to the GoE, and helped to resolve problems between the project team and the 
counterparts when they arose The goal of any project should be to have the contractor 
the government counterpart, and USAID working m harmony toward a common 
objective, and that goal was to a very large extent achieved on this project, to the 
considerable credit, we believe, of all involved 

+ Project Managementfiom wzthzn USAID The project had the benefit of continuity of project 
oversight by a single Project Officer at USAID, and one who was known and respected bv 
the Mimster Razaz and later by Minister Ghanb, as well as the different tax commissioners 
Because tax reform involves highly sensitive issues, it was of great benefit of the project to 
have someone of Ms Iman Aly El Shayeb's stature to lead and provide support to the project 
for its full duration Without question, project access to the Miluster and his senior officials 
were greatly enhanced by her active efforts She also provided regular counsel to the Chiefs 
of Party on how to most effectively get things done in Egypt, just as she provided the internal 
project management wthin USAID that was required to support the project 

+ As has been noted earlier, USAID had the foresight to realize that it was important at the 
outset for the GoE to understand that the advisors provided under the project were to function 
as advisors to the Mimstry and were not there to promote what mght have been seen as a 
U S Government-led agenda Rather, USAID provided the project support and counsel, and 
supported the initiation of reform and modemzation through frequent contact with top GoE 
officials, but did not interfere in the development of the comprehensive reform itself 

+ Project Scope From the outset, the project benefited from its broad scope, which has 
mcluded policy reform together with administrative reform and modemzation The emphasis 
mtially on policy reform, with support for admimstrative reform and modemzation, was 
also correctly structured Those who designed the project deserve considerable credit for 
their foresight in developing this overall structure The only change in the project structure 
that, in the view of the project team, would have enhanced its overall success, would have 
been to include all components, including the customs adrnlnlstration component, under a 
smgle project management structure Under a single management structure 

0 Greater coordination of the collection of sales taxes on imports, roughly half the total, 
would have been possible when the General Sales Tax was introduced, 

0 Inter-department coordination in support of Improved compliance, which gained 
momentum in 1996, would have potentially been enhanced, 

0 The efforts to develop new computer applications, and new taxpayer identification 
systems, could have been coordinated from the begimng with the Customs Department, 

0 The Customs department could have received traimg and support in buildlng ~ t s  own 
ERD, and they could have had access to the indirect tax model that was developed dunng 
the project, and 

0 Support to training of Customs Department personnel could better have been provided 
using many of the same instructors and courses that were used for the other departments 

In essence, there were economies of scale to be realized by placmg the entire project under a 
smgle management structure While the Chiefs of Party of the two project components 
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attempted to coordinate and work together each had their own set of project pnonties, and the 
larger component managed by Barents did not have the contractual scope to provide support to 
the Customs Department that was potentially avalable at relatwely low cost 

+ Logrstzcal rssues At the time that Barents was selected to lead the project, the Mimster 
indicated his intention to find space withln the Ministry of F~nance for the project team By 
the time the project started up a few months later the decision had been made that space in 
the Ministry was not avalable, and that alternative space would be provided by the Mimstry 
at a site more than a mile from the Mimstry and the Tax Department With USAID'S 
considerable active support at every stage of the process, an alternative site was identified 
and completely renovated in the GoE's Property Tax building, whch was only a short 
walking distance fiom both the Mimstry of Finance and the Tax Department Tlus location, 
while less desirable than bemg in the Mimstry, was generally favorable because it provided 
proximity and closer worlung relationshps than otherwise would have exlsted with Tax 
Department officials and staff (The Sales Tax Department is located m Nasr City, several 
mlles from the Ministry, so it was not possible for the Project Office to be close to all of its 
GoE counterparts The close project worlung relationship w~th  the Sales Tax Department was 
fostered early on from work involved in preparing for implementation of the General Sales 
Tax ) USAID should, as it did in this project, work to provide the best positiomng possible 
for ~ t s  projects It can be an important factor in the project's overall success Ideally, such 
Issues could be settled when projects are established, and when the agreements are reached 
between USAID and the Mimstry receiving the techmcal assistance, rather than after the 
contractor m v e s  

Factors Affecting Pollcy Reform 

Pol~cy reform is often times the ralson d'etre for donor support for projects such as the Public 
Finance Admirustration Project Given the importance of policy reform in t echca l  assistance 
projects such as this, it is usehl to assess what contributes to successful policy reform 

+ The counterpart must recognzze the need for reform It is difficult, though admittedly not 
~mpossible, for outside advisors to convince decision-makers that reform is needed if they 
believe otherwise If there is no predisposition towards reform, establishng a project 
premised on policy reform would, at best, be a hlgh-risk venture If there u a predisposition 
to reform, then advisors can provide valuable input on the kmds of reforms would be most 
deslrable, and they can facilitate and potentially help to accelerate the actual lmplementation 
of these reforms once decisions are reached This is in fact what transpired wrth the project, 
first, and most notably, w t h  the implementation of the General Sales Tax, and later urlth the 
lmplementation of the Global Income Tax 

+ The quallty and credzbllzty of the advlsors w a key element of success m l e  any techca l  
assistance project requires talented, culturally sensltlve professlonals, in the area of policy 
reform thls need is ever more cntical There is a natural reluctance on the part of h g h  level 
officials to think that foreign advisors can understand the unique problems of their country 
and provide useful input to their decision-making It is only if those advisors are known to 
have provided such counsel in other countries, and can quickly establish a rapport based on 
demonstrated expertise, that such advisors can be accepted Into the inner counsels of policy 
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making Further the advisors must be seen as serving the counterparts not advancing any 
particular "foreign agenda 

+ There rs no substitute for good quantztative analysis Making good decisions requires good 
empirical analysis, and justifying those decisions, once made, also benefits from such 
analysis The project team's work in developing analytically sound analyses of sales and 
income tax reform were critical inputs to the policy making process and to later justifying 
those policies to the public (as well as to the World Bank, the IMF and others) It was 
prudent for USAID to include support for h s  analysis in the Public Finance Admirustration 
Project and lt would be prudent to provide comparable support in projects of similar scope 

+ Some reforms requlre an zncubatzon period As noted in t h s  report, some recommenced 
reforms were not enacted as part of the two major reforms in 1991 (GST) and 1994 (Global 
Income Tax) Nevertheless, the project recommendations planted the seeds from which 
future reforms could grow The taxation of interest was addressed in 1998 The proposal to 
eliminate Discounts and Additions is now before the People's Assembly as is a legislative 
proposal to allow for full crediting of capital goods under GST Accordingly, even as the 
project ends, it is reasonable to believe that its Impact wl l  continue to be reflected m the 
legislative process for years to come 

Assessmg Alternative Approaches To Computeruabon 

Technical assistance in support of computenzation is a component of many projects funded by 
USAID and other donors, just as it was a major component of the Publlc Finance Admimstrat~on 
Project Among the observations that have emerged as a result of the project team's work in t h ~ s  
area are the followlng 

+ Be open to drflerent approaches to computerzzatzon, dependrng upon the speczJic 
crrcumstances that exist As discussed m Chapter VI, two alternative approaches were 
followed in the two counterpart departments being supported by the project In the Sales Tax 
Department, the project initially did much of the systems development work, and helped to 
"Jump start" computenzation in the Department In the Tax Department, whch already had a 
data processing unit, the project served p m m l y  m an advlsory role Both approaches 
worked, and fit the specific circumstances that the project faced USAID's support of this 
flexible approach was prudent in t h ~ s  project, and it is llkely to be appropnate in other 
projects as well 

+ Do not procure too soon The GoE counterpart placed great pressure on project leadershp 
and USAID, almost from the very beginrung, to procure computer hardware and software 
very quickly, before in fact the specifications had been establ~shed for how h s  computer 
technology would be used There are at least three reasons for resisting such pressures, as in 
fact was done on t h s  project 

0 It IS impossible to procure the best designed equipment without knowing the appl~cation 
to which it will be applied In an environment where major reforms are underway such as 
the introduction of the GST, the specific nature of those reforms needs, to be understood 
first 
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0 If the applications have not been developed the computer hardware and software wtll 
"depreciate" (and depreciate rapidly given the pace at whch computer technology IS 

advancing) whle the applications are under development 

0 Usually, there are other pre-requisite actions that need to be taken by the counterpart, 
such as site preparation, that takes time and needs to be completed pnor to introduction 
of computer technology in order to preserve the equipment purchased 

+ Support extensrve traznzng Learning to use computer technology requires extensive training, 
often startmg at a very basic level Classroom training, often the startmg point, needs to be 
reinforced by on-the-job training, and then generally followed by further and more advanced 
classroom tranmg As referenced in Chapter VI, this project provided extensive training, 
both by the project team and by local firms, and every traimng dollar spent was a dollar well 
spent 

+ Allow adequate tzme for any computerrzatron efort Introducing computer technology is, 
even m the most ideal c~rcurnstances, a time-consuming task In developing and emerging- 
market countries, circumstances are seldom ~f ever ideal Sites must be prepared if the 
computer technology is to be adequately maintained (a major task under h s  project) 
Software development is extremely time consuming, and is complicated further when using 
different alphabet character sets Training is essential and takes time And the procurement 
process, properly done as it must be under USAID projects, can be time-consummg 

Establ~shmg Economlc Research Departments 

Iromcally, whle many of the lead advisors to the Public Fmance Adnurustration Project have 
lead economc research u t s  in the United States, the task of establishng and training 
comparable w t s  in Egypt proved to be one of the biggest challenges to the project Succinctly 
stated, it did not occur easily, and in once case - the ERD for the Mimstry of Finance - the unit 
that was established had only a limited longevity The "lessons learned" from tlus experience are, 
in retrospect, not surpnsmg, but worth noting They potentially apply not only to ERDs but also 
to the establishment wthm a Minlstry of any unit that is new in concept and scope 

+ IdentzJLzng someone who can successfully lead the new unzt can be a problem The 
Departments did not have semor staff with advanced trairung m economics and quantitative 
methods, and recruiting such a person was difficult In such circumstances, extensive training 
is reqmed to develop the w t  leader The same can be s a d  about the u t  staff, since ~t is 
difficult for the government to find and recruit professionals w t h  strong backgrounds and 
traimng in quantitative analysis Such training is a time-consuming process The 
development of the w t  leaders would be enhanced by an early tour of research uruts In the 
Umted States, such as exist at the U S Treasury, the U S Congressional Budget Office, and 
state revenue departments, so that they could see such u t s  in action and better understand 
their mission 

+ Department Eeadershzp needs to be tralned on what to expectfiom the group New units like 
the ERDs will only be successful if used Commissioners and other senior leaders In the 
department need to understand the purpose and role of the ERD, the equivalent of a new 
technology in Egypt, and to promote the role of the unit and help it integrate its activities into 
those of the department It is not enough only to train the ERDs 
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+ Tlme and traznzng are requzred As with computerization, establishing new umts and getting 
them integrated into the department will necessarily take time In the case of the Public 
Finance Project, it took time to sell the concept, then recruit the staff, and then begin a 
lengthy trainmg process, by the end of the project, modeling and qualitative analysis were 
institutionalized in both departments Nevertheless, the ultimate success will only be able to 
be measured when the project ends and the units establish their ability to survive and be 
successful without continung project support 

CONCLUDING NOTE 

All who have participated as members of the project team on t h s  important project have 
appreciated the opportumty to work in Egypt, to be an integral part of the departments w th  
whom they have worked, and to be able to work in partnershp with USAID to accomplish the 
project objectives 

If, as expected, USAID provides funding for follow-on work in support of tax reform and 
modernization in Egypt, it is sincerely hoped that this report w11 provide a valuable reference to 
those who follow in t h ~  project's footsteps 
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APPENDIX IX-A 

Table IX-I Composition of Tax Revenues 
(LE Millions) 

I I I I I I 
Inhentance/Estate Taxes etc 7 1 6 1 5 1 8 1 12 1 21 1 24 

1995196 
9 704 
4,003 

13 707 

Stamp Duties 
Consumption Tadgeneral sales tax 
Customs Duties 
Other Tax Revenues 

Sources Tax Department, Central Bank of Egypt Annual Reports and World Bank 

199t[)2 
6,895 
3,101 
9,996 

T , , 0 1 9  

Burents Group LLC 

1994/!& 
8,696 
3,43 8 

12,134 

" 1 9  
8,180 
2,934 

11,114 

1,050 
2,874 
2,536 

500 
I 

December 1998 
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'1493194 
8,752 
3,25 1 

12,003 

3,848 
2,289 
6,137 

Corporate Tax 
Individual Income Taxes 
Sub Total 

14,423 
1 1 1,244 

13 0 

TOTAL 
GDP at Market Pr~ces 
Tax Revenues as a percentage of 
GDP 

2,284 
1,837 
4,121 

1,377 
3,373 
3,000 

530 
11,088 
96,138 

11  5 

24,286 
139,102 

17 5 

1,839 
6,324 
4,588 
1,534 

27,334 
157,260 

17 4 

2,067 
7,191 
5,009 
1,945 

31,373 
175,000 

17 9 

2,657 
8,080 
6,120 
2,50 1 

34,279 
200,408 

17 1 

2,874 
9,333 
7,017 
2,900 

38,249 
229,473 

16 7 

3,074 
1 0,450 
7,911 
3,083 
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Table IX-2 Composit~on of Tax Revenues 
(Percent) 

Source Central Bank of Egypt Annual Reports, Ministry of Finance and World Bank 

Income Taxes 

Barents Group LLC 

Total Consumption 
Taxes 

A As percent of GDP 
1989 / 1990 
1990 / 1991 
1991 / 1992 
1992 / 1993 
1993 / 1994 
1994 / 1995 
1995 / 1996 

Trade' 
Taxes 

Other 

4 3 
5 5 
7 2 
7 1 
6 9 
6 1 
6 0 

B. As peritent ofTatal T a x ' R ~ ~ s ~ u m  ' ' 

11 5 
13 0 
17 5 
17 4 
17 9 
17 1 
16 7 

3 0 
3 0 
4 5 
4 6 
4 6 
4 7 
4 6 

7, 

1989 / 1990 
1990 I1991 
1991 1 1992 
1992 1 1993 
1993 / 1994 
1994 I 1995 
1995 / 1996 

2 6 
2 7 
3 3 
3 2 
3 5 
3 5 
3 4 

100 0 
100 0 
100 0 
100 0 
100 0 
100 0 
100 0 

37 2 
42 6 
41 2 
40 7 
38 3 
35 4 
35 8 

22 9 
20 8 
18 9 
18 3 
19 5 
20 5 
20 7 

1 6  
1 7  
2 4 
2 6 
3 0 
2 9 
2 7 

25 9 
23 4 
26 0 
26 3 
25 8 
27 2 
27 3 

14 0 
13 3 
13 9 
14 7 
16 5 
16 9 
16 2 
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ADDENDUM A 

EXHIBITS OF PFAP PERSONNEL 

PROJECT STAFFING 

1st Resrdent In-Country Advzsors 

JOHNSON, D w n  

NESTER, Howard 
GORDON, Arnold 
CLAYTON, Rchard 

PARSONS, Dav~d 

BALDWIN, John 
NEAL, Ken 
SWAN, Carol 
AHMAD, Naseer 
CUNLIFFE, Bernard 
FIRESTINE, Robert 
GARRETT, Jerry 
GLENNIE, Neil 
HERNANDEZ, William 
HILL, Ruth 
KENNEDY, William 
0 SULLIVAN, Tony 
PALMER, Mlke 
SETTER, James 
WEERARATNE, Daya 
WEERASINGHE, W 
WHITEHOUSE, George 

Engagement Managmg Director 
Chief of Party -- Phase I 
Chief of Party -- Phase 11, Year 1 
Chief of Party -- Phase 11, Years 2 & 3 
Chief of Party -- Phase 11, Years 3-6 
Deputy Chief of Party, Income Tax -- Phase 11, Years 2 & 3 
Chief of Party - Phase 11, Year 8 
Deputy Chief of Party, Sales Tax - Phase 11, Year 7 
Deputy Chief of Party, Income Tax, Phase I 
Deputy Chief of Party, Computenzation -- Phase 11, Year 1 
Project Manager, Phase 11, Years 1 & 2 
Computenzation 
Sales Tax 
Local Public Finance 
Cornputenzation 
Computenzation 
Computenzation 
Computerization 
Training 
Sales Tax 
Computenzation 
Sales Tax 
Income Tax 
Income Tax 
Training 
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2nd Short-Term In Countrv Advlsors 

Analysis of Polley 

BIRD, &chard 
BRANNON, Jere 
ADAMS, &chard 
ALM, James 
BAHL, Roy 
BREAN, Don 
CNOSSEN, Sijbren 
COX, Gordon 
DUE, John 
FOX, William 
GALPER, Harvey 
HART, Thomas 
HOLLAND, Dame1 
MARTINEZ, Jorge 
McLURE, Charles 
MORROW, Arthur 
MURRAY, Mathew 
OLDMAN, Oliver 
PERRY, Guillermo 
SANDFORD, C e h c  
SCHROEDER, Lany 
STACEY, Ken 
THIRSK, Wayne 
WAIDYASEKERA, Hany 
WASYLENKO, M&e 
WOZNY, James 
ZODROW, George 

Chef Policy Advisor 
Deputy Policy Advisor 
Agriculture 
Wage Taxation 
Fiscal Decentral~zation 
Internabonal Income Taxation 
Sales Taxation 
The Egyptian Indirect Tax System 
Excise Taxation 
Revenue Estunatmg 
Chef Income Tax Policy Advisor 
Development Duty, Social Secmty Duty 
Property Taxahon 
Taxabon of Trade 
Tax Policy m Centralized Economies 
The Egyptian Indlrect Tax System 
The Hard-to-Tax Sector 
The Legal Settmg m Egypt 
Energy Taxahon 
Inheritance Taxation 
Intergovernmental Fiscal Relations in Egypt 
Survey of Customs Adrm~ustration 
Corporate Taxahon 
The Use of the Banlung Sector in Tax Collection 
Local Public Finance 
Local Government Finance 
Taxation of Capital Income 
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Tax Modeling 

@ BECKWITH, Stewart 
GALGINAITIS, Steve 
GREANEY, Francis 
MADRIGAL, Sergio 
MELHEM, h t a  
MIZRAHI, Loms 
NEWLAND, Ned 
VASQUEZ, Thomas 

Corporate Income Tax 
Corporate Income Tax 
Indirect Taxes 
Indiv~dual Income Taxes 
Individual Income Taxes 
Indirect Taxes 
Corporate Income Tax 
Chef Model~ng Advlsor 

Indlrect Tax Admin~strat~on 

COX, Gordon Overview of Consumpdon Tax Adrnimstration 
FELLINGHAM, Derek Sales Tax Implementadon 
FOX, Norman Audit Management and Computenzed Audit Selechon 
MORROW, Arthur Sales Tax Implementabon 
STACEY, Kenneth Overview of Customs Adrmrustrabon 
THWAITE, Kenneth Sales Tax T r w g  

Income Tax Administration 

ABDEL AZZIM, Hamdy Egyptian Tax Law 
AUSTIN, Oakley Infornabon Document Processmg 
FORST, Willlam Tax Department Organmbon 
GNAZZO, Edison Arab Tax O r g m b o n  
HUSSEY, Ward Legislative Draftmg 
KAMEL, Falu El Din Egyptian Tax Adnumstration 
RAMOS, John Tax Department O r g m b o n  

General Tax Adm~nistratlon 

HOYLE, Charlie Collection Procedures 
MAY, Tom Forms Design and Use 
PHILLIPS, Larry Taxpayer Assistance 
WELLESLEY, Tim Anti-Tax Evasion Procedures and Orgmzation Tramng 
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Course Des~gn and Development 
CUMMINGS, John Training 
FITZMAURICE, Frank Audio Visual Production Techmques 
SHARER, Scott Teleconferencing and T r a m g  Equipment 
WILLIAMS, William Traimg 

Organlzatlon and Management 

AGRESTA, Bob Basic Management 
KANE, mchael Strategic PlmngManagement By Objectives 
RUSSO, Ph1 Career Management Programs 
GOLDBERG, Stanley Tax Department Orgmzabon 

EMDADI, Meh& Telecomrnu~llcations Networlung 
LANE, Malcolm Chief Computerization Advisor 
CLARK, Conrad Technical Computer Docurnentabon 
EMDADI, Mehdi Data Commwcafions 
BAIAD, Anthony Analysis of Year 2000 Problems 

Project Admmlstrabon and Management 

SWAN, Carol Overall Project Adrnimstration 
STAADT, Jeff Project Admirustration 
OROSCO, Hugh Project Adrmmstration 
DAVIS, Patncia Project Adrmmstration 
CHOW, Blanca Project Admirustration 
MAXEY, Charlotte Editor, Comprehensive Tax Reform Program 
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3rd Local Staff 

EL AFENDI, Ahmed 
EL ASHRY, Arnal 
EL HANAK, Hala 
EL MARAKB Y, Randa 
KHALEK, Abdel 
OMARA, Badr 
SALAMA, Magda 
YOUNISS, Dalal 

Project Adrnlnistrat~on 

HEGAB, Yeha 
ALI, Moharnrnad 
FAWY, Ahmed 
NOFAL Khaled 
FARID, Moneim 
HASSABALLAH, Gamal 
DIAB, Adel 
EL MAHMOUDI. Ismad 
HAMED, Moharnrnad 
RAOUF, Abdel 
SALAMA Mossad 
SALAMA Atef 

HELM1 Muhammad 
FANGARY, Maha 
HADDAD, Noha 
KAPTAN Ghada 
KASSEM, Sarnar 
LIHETA, Sheme 
NAGATI Lada 
SABRY, Samaa 

SHALTOUT, Hafiz 
FARID Mohammed 
MORSEY Hanan 

Income Tax Systems Development 
Sales Tax Systems Development 
Sales Tax Systems Development 
Data Commumcabons 
Systems Installation 
Systems Development and Installation 
Sales Tax Systems Development 
Sales Tax Systems Development 

C m o  Office Manager 
Economst & Accountant 
Procurement Speciahst 
Procurement Speciahst 
Office Staff 
Office Staff 
Dnver 
Dnver 
Dnver 
Dnver 
Dnver 
Dnver 

Semor Translator (and C m o  Office Manager 1996-98) 
Translator 
Translator 
Translator 
Translator 
Translator 
Translator 
Translator 

Economst 
Econormst 
Economst 
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AHMAD, Nevine 
CHART, Bngitte 
GOHAR, Hala 
HASSAN, Shenne 
HUSSEIN, Hanan 
SALWA, Mahmoud 
SAMIR, Amal 
SWEILLAM, Sarma 
TAHA, Hala 
TALHA, Olifia 
ZAKI, Arnal 

Chief Secretary 
Evecutive Secretary 
Executive Secretary 
Executive Secretary 
Execut~ve Secretary 
Executlve Secretary 
Execut~ve Secretary 
Evecutive Secretary 
Executive Secretary 
Executive Secretary 
Execut~ve Secretary 
Executive Secretary 
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ADDENDUM B 

EXHIBITS OF KEY PERSONNEL OF THE GOE 

I Mznistry of Ftnance Key Personnel 

Dr Muhamad El Razaz Mmster of F~nance 
Dr Mohei El Din El Ghmb Mimster of Finance 
h/lr Hamdy Abd El Aum Project Team and Direct Tax Adv~sor to the 

Mimster of Finance 
Mr Ahmed Abd El Radi Ismail Indirect Tax Advisor to the Minister of Finance 

(Formerly Sales Tax Commissioner) 
Mr Ramadan Mustafa Indirect Tax Advisor to the M~n~ster of Finance 
Mr All Salarn Under-Secretary 
Mr Muhamad El Kallaf Manager of the Mimster's Office, Mimstry of Finance 

2 Sales Tax Department Key Personnel 

Mr Mahrnoud Mohamed All Comrmssioner (Formerly Director of the Central 
Department of Modernization Affairs) 

Mr Mohamed Mahrous Under-Secretary 
Mr Harndy El Marzouky Under-Secretary @ Mr Ramsis Gobran Under-Secretary 
Mr Mohamed El Yamam 

3 Tax Department Key Personnel 

Mr Mohamed Fath Abd El Baqi 
Mr Usama Abd El Sadiq 
Mr Fakhry Saad El Din Awad 
Mr Mahmoud Shawki Omar 
Mr Samir Hussein 
Mr Lot@ Abdel Wahab 
Mr Farouk Abd El Hameed Abu Shabana 
Mr Mustafa Abd El Maksood 
Mr Farouk Abd El Mone~m El Feheil 
Mr Mohi El Din El Mohamedi 
Mr Abd El Aziz Fatoh 
Mr Farouk Shalabi 
Mr Farouk El Shaaraw~ 
Mr Fakhr El Dm Kame1 
Mr Gamal Gamgoum 

Comrmss~oner 
Commissioner 
Commissioner 
Under-Secretary 
Under-Secretary 
Under-Secretary 
Under-Secretary 
Under-Secretary (Organization) 
Under-Secretary 
Under-Secretary (Information) 
Under-Secretary (Information) 
Under-Secretary (Evasion) 
Under-Secretary 
Under-Secretary (Evas~on) 
Under-Secretary (ADP) 
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ADDENDUM C 

LISTING OF PROJECT PAPERS 

1 Index for PFAP Reports for 1990 

11 No I NAME 
I I 

Morrow 

William Fox I 
1 

5 

6 

4 

James Alm & Dan;~m G 
Johnson 
Dame1 Holland 

I 

SUBJECT 
Survey of Indirect Tax System 
January 1990 
Survey of Customs Adrmmstration in Egypt 
January 1990 
Estimating & Traclung Revenues in the Ministry of 

Malcolm G Lane 

Matthew N Murray 

10 

Finance 
January 1990 
Computenzahon of Tax Administration in a 
Developing Country 
January 1990 
Analysis of Taxes on Wages and Salanes in Egypt 
January 1990 
Property Taxation m Egypt 
May 1990 
Procurement of Computer hardware & Software 
June 1990 
Initial Trainmg Recommendations of the PFAP 
May 1990 
Taxation of the Hard to Tax Sector 
September 1990 
Marginal Effective Tax Rates on Capital 
November 1990 
An Orgamzation of Tax Administration for Arab 
Nations 
November 1990 

George Zodrow 
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2 Project Papers for 1991 

NAME 
George Zodrow 

Charles E Mclure 

John F Due 

&chard H Adams 

George mtehouse  

SUBJECT 
Issues in the Taxation of Capital Income in Egypt 
June 1991 
Tax Policy in a World of State Ownership and 
Econom~c Distortions The Egyptian Case 
June 1991 
The Role of Excises and Related Taxes in the 
Indirect Tax Structure of Egypt 
July 1 99 1 
The Taxation of Agriculture in Egypt 
October 1991 
A Proposed Traimng Program to Support the 
Comprehensive Tax Reform Program m Egypt 
November 199 1 
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3 Project Papers for 1992 

No I NAME 
1 George Zodrow 

3 Cednc Sandford 

4 

6 1 Donald J S Brean 

Jorge Martinez 

5 

W M P Weerasinghe w 
Sijbren Cnossen 

Donald J S Brean & &chard 
M Bird 
Harvey Galper & h t a  Melhem 

D Johnson - J Setter & Derek 
Fellingham 

SUBJECT 
Investment Incentives m Egypt 
February 1992 
Taxat~on of Wealth in Egypt 
June 1991 
Trade and Tax Policy in Egypt 
June 1992 
Completing the move to a value Added Tax Egypt 
March 1992 
International Aspects of Taxation 
Apnl1992 
The Mobile Capital Revenue Tax 
Apnl1992 
The Addltion and Dlscount System 
ApnJ. 1992 
Taxation of Tomsm in Egypt 
Apnl1992 
Analytic Tax Models for Egypt 
June 1992 
Sales Tax Implementat~on 
An Internal Review 
March 1992 

Bnrents Group LLC 



EGYPT PFAP Addendum C Llstln,q of Prore~r Papers 

4 Index for LPF Reports 1991-1 992 
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SUBJECT 
Fiscal Decentralization 
August 199 1 
Intergovernmental Fiscal Relations in Egypt 
August 1991 
The Current Structure and Financmg of Local 
Adminlstration m Egypt 
January 1992 
Local Budget Forecasting in Egypt 
March 1992 
Property Tax Admin~stration in Egypt 
May 1992 

No 
1 

2 

3 

4 

5 

NAME 
Roy Bahl 

Larry Schoreder 

James Wozny 

James Wozny 

Robert E Firestine 
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5 Project Papers for 1993 
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No 
1 

2 

9 

1 1 

12 

13 

NAME 
Slup Nester & Hafez Shaltout 

H S Nester & T 0 Sullivan & 
N Glenme & G Wlutehouse 

D Johnson - S Nester 
& T 0 Sullivan 

A Gordon, T 0 Sullivan 
N Glenme & W Kennedy 

kchard Clayton 

Arnold Gordon 

SUBJECT 
Tralnlng & the Econom~c Research Department 
January 1993 
Sales Tax Department 
Semi- Annual Report Mid-Year Review, 1992-93 
February 1993 
The Origms and Development 
of the General Sales Tax 
March 1993 
Sales Tax Department 
Semi-Annual Report January to June 1993 
June 1993 
Taxpayer Examination and Assessment 
October 1993 
The feasibility of Utilivng The Banlung 
System for Tax Collection in Egypt 
October 1993 
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5 Project Papers for 1994 and 1995 
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NAME 
KPMG Project Team 

kchard Clayton 

&chard Clayton 

Howard Slup Nester 

Internal Revenue Services 

KPMG Project Team 

Ken Neal 

James W Setter 

James W Setter 

KPMG PEAT MARWICK 
The Policy Economics Group 

KPMG PEAT MARWICK 
The Policy Economics Group 

KPMG Project Team 

James W Setter 

SUBJECT 
Sales Tax Department 
Semi-Annual Report July to Dec 1993 
January 1994 
Audit Activity ~n the Sales Tax Department 
January 1994 
Review of the Sales Tax Central Department of 
Information 
March 1994 
Diagnostic and Tramng Mission to the Economic 
Research Division 
Strategic Business Plan 
FY 1994 and Beyond 
Sales Tax Department 
Sem-Annual Report January to June 1994 
July 1994 
Sales Tax Department 
AFAS 
(Admlnlstrative and F~nancial Systems Plan) 
October 1994 
Proposed General Sales Tax 
Debt Management - Subsystem 
October 1994 
Performance Apprasal 
A Guide for Managers & Supervisors 
November 8,1994 
Egypt Commercial and Industnal Profits Tax Model 
Techca l  Manual 
August 1994 
Egypt Wage and Salary Tax Model 
USER'S MANUAL 
1994 
Semi-Annual Report 
June to December 1994 
An Introduction to Registrant Services 
February 1995 
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6 Sales Tax Department Computer~zatron (GSTACS) Documentatzon 

I Document 
Number 

Authors Document Name Page 
(hsted Count 

alphabetlcally) * 
Neil Glenme Version Control Log 5 
Neil Glenme Requirements and Specifications 250 
Malcolm Lane 
James Setter 
Neil Glenme, GSTACS User's Manual - June 575 
Mohamed 1994 
Helmi, Magda 
Salama 
Amal Ashry Casluer Subsystem User's Manual 425 
Bill Hernandez 
Amal Ashry Casher Subsvstem Techcal  200 
Bill Hernandez Reference Manual 
Conrad Clark GSTACS Technical Reference 1,100 
Neil Glenme Manual 
Amal Ashry Postmg Report Error & Warmng 120 
Neil Glenwe Messages 
Neil Glenme Ledger Statements Manual 40 
Mohamed 
Helmi 
Amal Ashry Quick-Reference Data Input 35 
Neil Gleme Manual 
Amal Ashry Assessments Manual 25 
Neil Glenme 
Neil Gleme On-Screen Error and Warmng 250 
Dalal Y o u s  Messages 
Randa El Documentation Tool Manual 15 
Marakby 
Mohamed GSTACS Configuration 30 
Helm1 Management Plan 
Ken Neal 
Ken Neal GSTACS Design Architecture and 135 

Systems Plan - March 1993 
Jerry Garett, Data Communication Plan - Apnl 70 
Moharned 1994 
Helmi 

Available I Available 

Barents Group LLC C- 7 December 1998 
R \EGYPWINAI d I,% I t  RhV111ulE~pr4 rloc 



EGFPT PFAP -iddendurn C Listln,~ of Protect Papers 
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GSD1 50 
GSD 1 60 

GSD200 
GSD210 

GSD29 1 

GSD292 

GSD293 

GSD294 

(Internal 
Use) 

* English document page counts, unless document is only in Arabic Page counts are 
approximate 

J 
J 

J 
J 

X 

X 

X 

X 

J 

20 

Neil Glennle 
Ned Glennie 
Magda Salarna 
Ned Glennie 
Mohamed 
Helmi 
Ken Neal 
Dalal Younls 

Dalal Younis 

Dalal Younis 

Dalal Younls 

Naseer Ahrnad 

X 
J 

X 
J 

J 

J 

J 

J 

X 

14 Total Pages/Documents 3,700 

Media Transfer Options 
Addlt~onal Tax and Ledger 
Statements 
Development Standards Reference 
Quality Measures Handbook 

Data Entry T r m g  
Truer 's  Gulde 
Data Entry Tramng 
Data Entry Course 
Data Entry Tramng 
Data Entry Workbook 
Data Entry Traimg 
System Operator's Course 
Operational Review 
July 12,1993 

5 
25 

35 
7 5 

45 

70 

135 

50 

15 
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7 Tax Department Computerzza~on Doccrmentatzon 
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No 
1 
2 

3 

4 

5 

6 
7 

8 

NAME 
Naseer Ahmad 
Ken Neal 

Ken Neal 

Ken Neal 

Jerry Garrett 

Naseer Ahmad 
Randa Marakby 

Naseer Ahmad 

SUBJECT 
Database Administration 
ITACS 
Income Tax Administration Computer 
System Configuration Management Plan 
ITACS Design Archtecture and System 
Plan 
ITACS Design Architecture and System 
Plan Appendices 
Data Communication Plan 
For the Income Tax Department 
Quality Assurance 
User Guide of the Current Account Card 
System 
Sales Tax Economic Research 
Department Computerization 

Engllsh 
Yes 
Yes 

Yes 

Yes 

Yes 

Yes 

Arabic 
No 
Yes 

Yes 

Yes 

Yes 

No 
Yes 


