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COMPLIANCE RATINGS

Fiscal transparency 2006 2005 2004 2003
Clarity of roles oee ooe oo .o
Availability of information oo oo oo oo
Budget preparation ooe oo oo o
Accountability oo oo . .
Score 2.75 2.50 2.00 2.00

OUTLOOK & COMMENTARY

The Egyptian government has continued its reform programme this year, enhancing
transparency of the budget and government activities. Further reforms are due to be
finalised in the coming year.

Budget preparation is carried out according to the IMF Government Financial Statistics
Manual 2001, and medium-term budgeting is also now employed. For the first time the
Ministry of Finance has published the forthcoming budget online. With the budget, it has
also published data on the current and previous three fiscal years, comparing actual
government spending against the budget.

A single treasury account will be created by the end of the year, closing down 48,000 separate
government accounts. All government revenues will be deposited into one account at the
Central Bank of Egypt, significantly enhancing transparency of government operations, and
improving management of funds and debt. A macro-fiscal unit inside the Ministry of Finance
has also been working on fiscal sustainability, and, with the assistance of the IMF, is due to
publish a report on debt management in June 2007.

Although Egypt subscribes to the IMF Special Data Dissemination Standards, further
improvements to fiscal data are required in order to make them reliable and freely available.
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EXECUTIVE SUMMARY

2.75 Enacted

The Egyptian government has continued to demosesitisastomplete commitment to the ambitious reforogpamme
started two years ago. Many of these rapid refotrage enhanced fiscal policy transparency, and durth
improvements are scheduled for the coming years.

In 2006, the transparency of government activiti&s been enhanced by the increased number of MinisEinance
(MoF) publications, including the publication o&tl2006/07 state budget, which compares actual badggegates
with budget forecasts and allocations over the hase fiscal years. Furthermore, the MoF has begpublish a
Financial Monthlyreport, which provides time series data on a wideler of economic indicators together with
summaries of budgetary activities. Budget prepamats carried out according to the IMF GovernmeimaFRcial
Statistics Manual (GFSM) 2001 standard, and bogh2h05/6 and 2006/7 budgets were prepared undexdaum
term framework with the aid of a new macro-fiscaituThe new unit's remit covers fiscal sustaingpihnalysis, but

it has also been working on a debt statement \withassistance of the IMF, due for release in JO8F 2However,
the budget is still prepared under a cash accaym@sis, although the MoF hopes to move to acacedunting in
the next five years.

A single treasury account will be set up by the ehthe year, closing down some 48,000 governmectnts, and
depositing all government revenues into one accatithe Central Bank of Egypt (CBE). The singlecantt will

increase transparency of cash management and shtmaddenable the government to target the reduaifothe
Public Sector Borrowing Requirement.

The privatisation programme has continued in 2@Bpugh at a slower rate. Of the four state batwks,are due to
merge, although there are concerns that the worktionalise non-performing loans belonging to oh¢he banks,
has not been completed. Sanpaolo IMI Bank of ldyght an 80% stake in the Bank of Alexandria irtoDer
2006. The remaining bank, the National Bank of Egiglikely to remain under government controlr(fbe time
being) until the banking sector climate improvesother sectors, Suez Steel was sold off in Septer®006, and
Telecom Egypt offered 20% of its stock in an IPCDiacember 2005. However, although the easier psatidns
(e.g.telecoms) have been achieved, more politicahsitive ones remain including electricity getiera petroleum
distribution and pharmaceuticals.

The role of the National Investment Bank (NIB) ising redesigned, as it will soon be restructure ia
development bank. Previously, the NIB’s task wagirtance government capital expenditure projects finding
sourced from pensions, among others. However, dBi®fyear, the MoF has been borrowing from pensioms
directly.

Egypt has subscribed to the IMF Special Data Digsation StandardSDDS) since 2005. However, there is room
for improvement in terms of the periodicity and ¢imess of all fiscal data. For example, histdridata is still
inadequate, unemployment and labour market datarareiable, and there remains a 45-day lag inréhease of
quarterly fiscal data.

Egypt's overall score has improved from 2.50 in20®2.75
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1. CLARITY OF ROLES, RESPONSIBILITIESAND OBJECTIVES

oo Enacted

The government sector should be distinguished from therest of the public sector and from
the rest of the economy, and policy and management roles within the public sector should
be clear and publicly disclosed.

Structur e, functions and responsibilities of gover nment

The structure and the general responsibilitieshef different levels of government are set out ie Egyptian
Constitutiort and subsequent presidential decrees and amendowmisrning the restructuring of ministries. The
constitution specifies the divisions between thgislative, executive and judicial authorities, asllwas local
government and civil community institutions. A Z0@8mendment to Article 76 of the Constitution pd®s that the
head of state, the president, is elected in djyabtic elections contested by more than one catelidareviously, the
president was nominated by a two-thirds majorityhef parliament and elected by referendum. Thsigeatial term

is six years and may be extended to an unlimitedbmu of additional consecutive termsThe president has the
power to veto legislation, and presidential decreage the force of law. Among other things, theligaent
approves the budget and development plans.

Since the launch of an economic reform programmé&981, the government sector in Egypt has become mo
distinct from the rest of the public sector. A¢thame time, the role of the private sector inet@nomy has grown
and, as a result of more recent reforms, clarigareéing economic and fiscal objectives has increéase

In July 2004, a notable change was made in hightgovernment personnel with the appointment ahBrMinister
Ahmed Nazif and a cabinet principally comprisedyofunger figures, including some well-regarded eaaico
liberals. The government was brought in with a dede to speed up the pace of reform, widely consiti®o have
slowed in the years preceding 2004, and it inclualethe minister of finance, a former ministerafgn trade and
long-standing economic reformist, Yousef Boutrosalth The minister installed an eight-person tedfrhighly
experienced individuals, mainly drawn from the ptes sector, to assist in rolling out the reform goamnme.
Furthermore, the minister of finance, the goverabthe central bank, and the minister of foreigade appear to
share a similar vision and approach to reform. r&heas also been improved clarity over the divisafn
responsibility between the Ministry of Finance (Mpthe Ministry of Foreign Trade and Industry, tdéistry of
Investment, and the Central Bank of Egypt.

The government, on assuming power, set fiscal mefas one of the major planks of its reform progr&vand has
since been implementing a rapid reform programnie IMF have commented that: “The ongoing effods t
modernize Egypt's budget classification and trgasash management, improve tax administration, rafam the
income tax clearly demonstrate the priority theagoment has assigned to fiscal policy in its refagenda.*

In May 2006, the creation of a single treasury aoto- named ‘The Treasury Account’ -- was approvsd
parliament, and it will be set up to deposit alvgmment revenues into one account in the CBEwillltinclude all
MoF accounts and those for administrative and Igmalernment units. The law also forbids the opgroh any
accounts for these agencies, without the prior @mirof the minister of finance Historically, the government
opened separate accounts for each new projecttinpublic and commercial banks, and this made pament cash
management difficult. The single account will isase transparency and should also enable the go&etto target
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the reduction of the Public Sector Borrowing Reegumient. Commentators added that the creation o&¢heunt
should also lead to better supervision of off-budgependitures and revenues. The establishmenheofsingle
account will involve the closing of around 48,008vgrnment accounts; they were targeted to closthéend of
2006°

Coordination and management of budgetary activities

Fiscal policy operations in Egypt are highly celigesd, and there are limited data available onfiteal position of
sub-national levels of government. However, thaistér of finance has indicated that he aims toobevsome of
the responsibilities for budget coordination anchagement in the medium term. Egypt's economic stiigis and
organisations have been the subject of a succesdiamorganisations over the past five years. 12084
reorganisation, the Ministry of Foreign Trade (MQMEcame the Ministry of Foreign Trade and IndugtipFTI).

While the general mandate of the MoF -- to managemment finances, fiscal planning and budgetatiyities --

is essentially clear, the MoF still needs to camiits improvements in dissemination of data afmtimation.

In 2005, a macro-fiscal unit was set up with theisiance of the IMF with a remit to carry out meuiterm budget
projections and fiscal sustainability analysis.islin its early stages at present, but this ydamdget was presented
on a three year basis -- as promised -- and dedtaisability analysis carried out with IMF assistaris due for
release in June 2007.

Also in 2005, the first phase of an ‘e-governarmelget automation project was implemented. Wighdbnsultation
of a private company, an Automated Government Edipere System (AGES) has been put into place tp Hed

MoF prepare the budget more efficiently. As a lteshie accuracy and speed with which the budgebig prepared
have increased considerably. Further stages mélude online linkage of other ministries’ budgeggarations,
actual expenditure recording and tracking, andraated issuance of end of year closing accountsE&\@as also
been designed to work in tandem with the new GF8®BlL2budget classification and has made medium-berdget

forecasting feasibl&.

Relations between gover nment and public sector agencies

There is still some lack of clarity over the redida of some public sector agencies, although dnhéhe@ most
prominent cases of ambiguity involving the Natiotratestment Bank (NIB) will soon be resolved, atdinsforms
into a government development bank. Previously, NB’s task was to finance government capital exiiere
projects; it was funded mainly by pension fundg, dso by post office savings accounts and investroertificates
from the National Bank of Egypt. However, as oktgear, the MoF borrows directly from such fundsainly
pension), bypassing the NIB. The NIB also now &aeparate line in the central bank accountsautdsts though,
are not available to the pubfic.

At present, responsibilities for fiscal and mongtegsponsibilities and activities between the goweent and the
CBE require some clarification. The basic relastip is set down in the Central Bank Law, whicpudtites that the
CBE is the Treasury’s debt agent. Officially, teF and the CBE are largely autonomous and cooteliatithe
cabinet level. Hitherto, however, there have beerpermanent mechanisms or mandatory procedurediriect

coordination between them, although there have beete improvements in coordination in past y&ars.

Government involvement in the private sector

There is now a clearer differentiation between plblic and private sectors. In the past there wergublicly
disclosed rules or guidelines for government ineatent in the private sector, whether in terms gtileion or of
equity ownership, but further privatisations hamgioved the situation. The Ministry of Investméntesponsible
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for the privatisation programriieand, over the last two years, a total of 87 siatets have been sold off, raising 3.6
billion US dollars!®

However, privatisation of the banking system hasved in 2006. Of the four public sector banks, Bamque Du
Cair and Banque Misr are still in the process ofgimg. In theory, the process should be finalisgdr the next
year, although there are concerns that the merifjatat/go ahead as work on rationalising non-perfimg loans and
organising redundancies has not been carried Gutthe one hand, Banque du Cair is in a dire stat@% of its
loans are non-performing, and it is unlikely theyl Wwe recovered -- and commentators believe thatdtie Misr
does not have the management capacity to takeathearbank® Sanpaolo IMI Bank of Italy, acquired the Bank of
Alexandria, the smallest of the four banks, whebdught an 80% stake on 17 October 2006 for 1l®biUS
dollars** The remaining bank, the National Bank of Egypljkely to remain under government control for timee
being, until the banking sector climate improves.

The selling off of state-owned enterprises hasinaat this year with some successes. Suez Steebald to an
Egyptian firm, Ataqa, in September 2006, and Tate&gypt offered 20% of its stock in an IPO in Debem2005.
However, although the easier privatisations (eejecoms) have been achieved, more politically sgasbnes
remain such as electricity generation, petroleustribution and pharmaceuticals. Furthermore, theeghment was
unable to secure investors for the sale of a 5@kesh the Alexandria Mineral Oils Compatfy.

Egypt's first anti-trust law was passed in June308hd was successfully implemented this year. An@atition
Authority has been established with the help ofiilkeCompetition Commission, and seven cases haeady been
referred to it, the most prominent one being onated to the cement and steel sectors. Althoughatlvehas been
welcomed by the private sector, commentators ntitatiutilities and infrastructure are exempted amatgers and
acquisitions do not come before the Competitiorharity.*’

There should be a clear legal and administrative framework for fiscal management

L egal framework for budgetary activities

The currentegal framework for budgetary activities is set outaw No. 53 of 1973, and subsequent amendments
and budgetary regulations. The ministry is reqli@review the budgets submitted to it by releyautilic agencies
and to “consult with the CBE in order to ensurerdamation between fiscal, monetary, and creditge$ within the
framework of both the approved annual plan targatsthe overall policies of the staf&."The MoF is authorised to
issue treasury bonds, through consultation with@B&, and to issue relevant executive regulatiecnseguired?

On this basis, the administrative framework focdismanagement is largely determined by the MoF.

Budgetary reform is progressing under the new gowent: Law 97/2005, passed in 2005, provides fdgbts to be

prepared according to the IMF Government Finanegistics Manua(GFSM) 2001%° The government hopes to
adopt further legal and administrative framewoiksfiscal management in the coming years.

L egal framework for taxation

After many years of unfulfilled promises, there waajor reform of Egypt’'s tax system in 2004 and 20@rther
demonstrating the government’s commitment to lacpgle economic reform. Firstly, the Income Tax Lsa.
91/2005 has made the tax system more transparefotb national and foreign investors, cutting peed and
corporate income taxes and unifying tax exempti@md legislations. The MoF has also set up a ltagpayers’
centre, to collect the 80% of company taxes thatedrom 2,000 of Egypt’s largest firi5. Secondly, customs
reforms in 2004 reduced the average tariff-ratemfra4% to 9%, and they have also simplified customs
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administration. The tax system is now far moréifht and less corrupt. Consequently, from 20@d/8005/6 tax
revenues have increased by five billion Egyptiaomats (800 million US dollars) to 29 billion Egypiigpounds (5
billion US dollars), although the tax base stillypoovers 20% of the population. The governmemtas addressing
this problent?

Further efforts to rationalise the tax system dilerequired, and a draft sales tax law is dudb&passed in May
2007. It features measures to alleviate the taxddmuon small investors and addresses flaws irctneent law.
Publicly available information on all tax changssoif a good standard, as the government has imvéstpublic
awareness programmes; query forms and simple gésas of all the different taxes are also to bevjted on the
new MoF website and on the sales tax wel8iteurther reforms are required on stamp dutiesraalestate tax€s.

Ethical standardsfor public servants

A code of practice does exist -- hard copies al#digy available --, but the extent to which itf@lowed in practice
is limited.
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2. PUBLIC AVAILABILITY OF INFORMATION

oo Enacted

The public should be provided with full information on the past, current and projected
fiscal activity of gover nment.

In 2005, the MoF established a comprehensive arlddesigned website for its activities, which haseh further
developed over the past year. Explanations ohiides and policies are clear, with the state budgev being
published online, and regular press releases anddials are now uploaded to the site. Howeueerd are still
some important links which are not ‘liv€. Publications disseminating fiscal information ahe Monthly and
Quarterly Economic Digegtublished by the MoFTI and thl@uarterly Egyptian Economic Monit@nd a quarterly
Selected Economic and Financial Indicatopsiblished by the MoF. This year, the MoF alsgasepublishing the
Financial Monthlyonline which is a monthly statistical publicatiproviding national accounts statistics, summaries
of budgetary activities, information on domestiécps, government debt, and the fiscal, monetary farahcial
sectors. Hard copies are available, and all aaélable on the MoF websif8. Fiscal data are derived from the MoF.
The Cabinet Information and Decision Support Cealse publishes a monthgyptian Economic Bulleti(EEB).?’
The EEB contains data on overall macroeconomicsactbral performance.

Central government oper ations

Although the availability of some types of data iraproved, the overall level and quality of infortioa published
on central government operations remains inadegutle MoF publishes summary information on natidnalget
operations, including revenues and expenditurestomwebsite?® However, the website does not provide an
explanation of policy developments or economicetsg

Commentators stated that a new television chammgddrliament has helped to increase transparehdyoadcasts
all sessions, and the budget is discussed frequienpiarliament®

Significant advancements in budget transparency wade this year with the publication of the 200Budget on
the MoF website; it includes budgets by both ecdnotiassification and functional classification. hel' budget
according to economic classification compares agaaernment spending with budgetary allocationsrahe past
three fiscal years, while the budget accordingutacfional classification summarises actual spendwvey the past
three fiscal years, comparing budgetary allocatfonshe current and coming year. Hard copiesatse available in
English and Arabic?

Public sector operations

The availability of information on public sector enptions has improved over the past few years mdgfar as
information has sometimes been disseminated ahdulicpinstitutions or state-owned enterprises witielve been
marked for reform or privatisation. Commentatoevéd expressed the need for more systematic infamain
public sector companies such as published finastééments. Whether or not availability of infation improves
over the near term will depend largely on the pesgrthe new government makes in its reform andapsation
plans.
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Major public institutions and state-owned entemgsisnclude the General Authority for Petroleum, teneral
Authority for Supply Commaodities, the Electricituez Canal, and Ports Authorities; and the Gerergdority for
Industrialisation. Historically, the governmenshavered any losses made by these entities, glthiadaw they are
separated from the national buddet.

A commitment should be made to the timely publication of fiscal information.

The IMF Special Data Dissemination Standard (SDE&)yhich Egypt successfully subscribed in Jan22§5, is
the main framework for government commitment to tiheely publication of fiscal information. Dataeaavailable
on the IMF’s SDDS bulletin board and the MinistriyRlanning (MoP) websit&# However, commentators have
noted that while meeting SDDS requirements is conttable, there remains much room for improvemetgrims of
the periodicity and timeliness of the data.For example, historical data are still inadequateemployment and
labour market data are unreliable, and the IMF Iigbts that since subscription there remains a @pdg in the
release of quarterly fiscal data.

Debt reporting

The reporting of debt data is considerably bett@ntfor most other fiscal data. The CBE is thexgpal debt
reporting body, compiling domestic and externaltd#dta from internal sources, the MoF and the NTBie CBE
publishes these data in Monthly Statistical Bulletinwhich is reproduced in the publications of othénistries, in
particular theQuarterly Economic Digestnd Monthly Economic Digest Data are given for external debt by type,
cumulative arrears, the profile of external shertst debt, and the profile of both public and pupliguaranteed
medium- and long-term debt. Similar data are gifegrdomestic debt, including the level of goverminborrowing
from the NIB. Five year historical data are alsaible from the MoF'§inancial Monthlyreport®*® This year the
MoF has also begun publishing an issuance caleatfaough calendars are available online as fak ba2004-5°

Advancerelease calendars

As part of the introduction of SDDS, an advanceasé calendar for fiscal information has beenacgkince mid-
2004. However, the usefulness of the calendarraiifiain limited, until the MoF begins to dissemindata directly,
rather than indirectly through publications of MeFTI.
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3. OPEN BUDGET PREPARATION, EXECUTION AND REPORTING

oo Enacted

Fiscal policy objectives, macr oeconomic framework and risks

Fiscal policy objectives

New fiscal policies are disseminated through thesgistatements from the MoF, though not in a cmgisr regular
way, and there are no written fiscal policy objeesi included in published budget documentation.

Over the recent past the government has souglavielap the capital market in Egypt to improve iicit financing

options, and in 2004 it began to introduce longatereasury bonds. Despite these efforts, howether,budget
deficit remains significant. For 2005-06, the aditlated budget deficit was expected to be arouwtd &though the
government plans to reduce this by 1% per annumtheenext five year¥’

M acr oeconomic framewor k

The main official macroeconomic framework for theuntry can be found in the MoFTI®uarterly Economic
Digest

Fiscal risks

The limited published budgetary documentation dagscurrently provide an assessment of fiscal ridkéormation
is not available on how extra-budgetary transastiare handled, although it is clear that there rasmy such
transactions. Some extra-budgetary expenditurdeaks’ have been admitted by the government tierte is little
public confidence that these represent the totalioh leaks. In its Article IV consultations wHgypt in 2004, the
IMF noted that off-budget expenditure was set tivedup the fiscal deficit during 2004-8%. However, with
continuing fiscal reform, the situation should ety improve.

Fiscal sustainability

Although government officials sometimes discusseatp of fiscal sustainability, at present few a&ficeconomic
publications contain a detailed assessment of isalitity. Public debt is substantial and growignade up of a
combination of debt in the National Investment Bamki outstanding government securities. Howeber,newly
established macro-fiscal unit within the MoF ha®rbenandated to assess fiscal sustainability, ardhst been
working with the IMF on a debt management exertise.

As part of the decentralisation process for pukkpenditure and revenue mobilisation, four pubkpenditure
reviews (PERs) were commissioned in July 2004Herministries of education, health, transport aatew All nine

reports resulting from this exercise have been iphbtl by the International Bank for Reconstructiamd

Development, and some of the recommendations ang limplemented. These PERs form the base for unedi
term plans to move to performance-based budgetingh pilot projects in the health and educatioimistries -- but
as yet no further work has been done in this #rea.
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The government recently reformed the social sectuwitds (SSF), as the previous system was unsastiainEgypt
has now moved from a publicly managed, defined fitsnecheme to a privately managed, defined coutioins
scheme and has ceased to pay excess funds to tiendlldnvestment Bank. This latter action allowdt
government to filter money into other projects withv legal impediment¥.

Budget presentation

The main channel for public presentation of thedamiids Egypt’s parliament. Articles 86 and 115ha&f constitution
stipulate that the budget must be submitted tagradnt two months prior to the close of the fisedr (1 July to 30
June). Each provision must be approved separaetythe final parliamentary session discussingotidget must
not close until the budget is approved. The pandiat can only make modifications to the draft budgigh the

approval of the government. If the new budgetasnatified before the start of the new fiscal yehe old budget
will be used until the new budget is ratifi&d.

However, as already indicated, presentation of bhdget remains unsatisfactory. Even after parlgnieas
approved the budget, a limited amount of informaii® disseminated to the public, even to governmantstries
and institutions.

However, in some respects transparency has imprioving past two years. The budget classificasigstem is now
prepared in accordance with GFSM 2001, and indsebsidies are also included as separate liné®ibudgef® A
Governments for Development initiative has alsonbéroduced which aims to train parliamentariamsdad and
understand the budget, enabling them to ask relepastions in parliamefit.

Data reporting

Since 2005, the budget is prepared using a meddum-framework according to the IMF GFSM 2001. 0032, the
government also published five year historical de¢a out by economic classification on governmergnsling
against the budget, and these data are now publicifable on the MoF website. Commentators have stated that
problems remain in budget reporting, specificdligttreporting is still cash-based rather than atdrased?

Budget execution and monitoring

The Office of Management and Budget at the MoF ss&s$ and monitors budget execution. There comstitiube a
lack of transparency in budget targets, and bufigetes debated in the parliament continue to beengenerous
than the final figures published in tléficial Gazette However, with the assistance of the World Bdrk MoF is
working on decentralising spending control, altHotlge precise methodology is undecided asye®rogress will
need to be made in improving budget execution anditaoring practices through increased reportingaimore
systematic use of standards and common methodsl|agié in initiatives in performance-based budgetin

Accounting basis

Accounting standards are specified by the MoF d&edBgyptian Society of Accountants and Auditorsiciwhis a
member of the International Accounting Standardan@itee (IASC) and the International Federation of
Accountants. Past budget data are reported onss dpasis. The overall balance of the generalrgovent budget
is reported in the MoFTI'#onthly Economic Digesis a ‘Summary of National Budget OperaticfisThis shows
quarterly revenues from: central government, ti@nsferred profits, other non-tax sources, localegnment, public
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service authorities investment self-financing aates of assets or other capital revenue. Curretitéy budget is
reported in a cash basis, although the MoF plansaiee to an accrual basis in the medium t&m.

Procur ement and employment

Transparency in government procurement remains.pobine procurement law allows government departsent
considerable discretion to confine procurement tefggred suppliers; in addition the prime minisierable to
determine the terms and conditions of tenders étain public entities. Information on the totanaal value of
procurements is not publicly disseminated. Theegoment has been working with the World Bank tolement a
new procurement system, but the MoF has been unakil@plement the new system due to financing sl
Implementation is now hoped to be achieved with US#upport in 2007/8°

Egypt's civil service is still disproportionatelsirige, and it is perceived as inefficient. Somerédfhave been made
in recent years to introduce incentive schemestoease productivity. However, any cuts would iely to
encounter considerable popular resistance, atfieastthe urban middle class¥s.

Fiscal reporting

The constitution requires that the final accouritthe national budget be presented to parliametitinva calendar
year after the end of the fiscal y8arParliamentary scrutiny of economic and finanai#irs -- including the budget
-- has improved, but remains weak. The improverigpartly the result of an increase in the nundienembers of
parliament with business and financial experiebeg also of the government being more open to dison.

The MoF does not publicly disseminate any final wmirfiscal report, although final accounts are noublicly
available through the MoF website, and informationthe consolidated fiscal operations of the gergreernment

is available through thévonthly Statistical Bulletinreleased by the CBE. Commentators state thattdue
inconsistencies it would be better if the MoF were only source of fiscal data and the CBE didretdase data as
well.>® Statements and announcements from the ministéinarice are reported on an ad hoc basis by the MoF
website, the Government Information Service, ttealonedia and other independent publications sadheEgypt
Capital Markets Daily However, the overall level of reporting remarusr.
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4, ACCOUNTABILITY AND ASSURANCESOF INTEGRITY

L Intent declared

Data quality standards

The introduction of the SDDS in 2005 has yet tadpié significant improvement in data quality, anid likely to be
several years before data-users are confidenbffieil fiscal data accurately reflect revenue @axgpenditure trends
and overall macroeconomic developments. As of 200blished fiscal data were still not accompaitigdufficient
assurances of quality, and both the IMF and indégeh data-users have expressed dissatisfactiorrdiega
published fiscal data, especially with regard tbolar markets and unemployment data. Concerns @&sw@in
regarding consistency in the data compilation nmedfagies used by different ministries and governnagencies.
The subscription to the SDDS therefore needs tolb®ved up by initiatives to improve data qualify.

The IMF has also noted that there is a need forenmmprovement in the government’s statistics sgiateSuch

shortcomings impede the quality of economic analysid policy formulation. Priority is needed faational
accounts, price information and balance of paymesitsell as GDP, employment, and wages tata.

Independent scrutiny of fiscal information

Independent audit

The Central Auditing Agency (CAA) is responsible the ex posteview of the final budget accounts. The CAA is
tasked with reviewing government funds and thosetbér public bodies, and its responsibilities seeout in Law
No. 144 of 1988. The Law specifies that the CAArsindependent body, with corporate public statdrbe CAA
has been brought under the wing of the prime narsstoffice, and has been actively engaged in tvemment's
efforts to privatise the public sector and to wimWards financial transparency.

The CAA audits the accounts that line ministriesdsto the MoF. Parliament then reviews the firgdart of the
CAA, which focuses primarily on accounting irregities. The CAA's full annual report is not digtted outside
government circles, making it difficult to assebe guality of scrutiny of fiscal information. Hower, selected
extracts are published in the metfia.

The CAA has taken steps to bring public sector actinog and auditing into line with internationalccepted
standards. In addition, the new government habthai it plans to introduce a new law on accouwnénd auditing

standards, and the MoF is considering settingsupvitn internal audit departmetit.

National statistics agency

The Central Agency for Public Mobilisation and 8tits (CAPMAS) is the national body for statistiésThe head
of CAPMAS reports to the MoP, although the agerytherwise formally independent. Within CAPMASet
National Accounts office is directly responsible fational accounts data, and it reports direatlyhie minister of
finance.
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In recent years, CAPMAS has made significant improgents in data dissemination. As an example, 429
public relations office was established at CAPMAS at the National Information Centre. Improversdmve also
been made in specific statistical areas. CAPMAS lieen preparing quarterly economic reports aneldping a
reliable national consumer price index. With tdchh assistance from the IMF, it has also begunkwon
construction of a producer price index, althougidér and social services figures need to be addideb# is
complete. However, steps have yet to be takend®ase public confidence in the quality of stafist Such steps
could include strengthening the independence of M@A8 or inviting independent experts to provide a
comprehensive assessment of CAPMAS’s methodolodyatputs>’

Extensive training on accounting has taken placesadive main ministries. The 1993 System of dlai Accounts
(SNA) has been adopted, and a seven-year timessiviavailable for 1995-2002. Equivalent data beéng
produced for 2003 onwards. Steps are also bekentto improve future capacity by hiring and tragiyounger
staff. ©
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Representatives ddxford Analyticainterviewed the following individuals during a \iso Egypt between 6 and 9

November 2006:

Ministry of Finance

8 November 2006

Advisor to the Minister
Advisor to the Minister
Senior Economist

Amina Ghanem
Hany Kadry Dimian
Azza Moh Reda

Mohammed Assaad Advisor to the Minister

Central Bank of Egypt

9 November 2006

Mohammed Hassan Monetary Policy

Advisor to the Governor

ADDITIONAL INTERVIEWS

7 November 2006

Reham El Desoki Senior Economist,

Research Department

Head of Economic and
Political Section

Martin Hetherington

Hanaa Ramzy Economic Officer

Business Studies and
Analysis Manager

Khaled Sewelam

8 November 2006

Safaa Eweda Under Secretary

Sahar Nasr Senior Financial Economist

Simon Kitchen Economist
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Ministry Bihance
Ministof Finance
Ministry of Fioan

Public Dddanagement

Central Bankgyfe

EFG-Hermesk@mage and investment bank)

Britismbassy in Cairo

British Embass@&iro

American 6baof Commerce

Ministry of Econdb@gelopment
World Bank

CiBC
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9 November 2006

Cyrus Sassanpour Senior Resident Representative
Martin Steindl Project Officer Governance
Maged El Deen Corporate Finance Directive
Abdel Ibyari Senior Consultant
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! Part 5, Articles 73-184, Egyptian Constitution 197

2 Egyptian Constitutionwww.pogar.org/countries/constitution.asp?cid=5

% Interviews in Cairo, 14-21 November 2005.

* Press release on Article IV Consultation 2005F&Bruary 2005 at
www.imf.org/external/np/sec/pr/2005/pr0529.htm

® See MoF Press Releagevw.mof.gov.eg/English/MOFNews/Press/news-e-1-1@66itm

® Interviews in Cairo, 14-21 November 2005, and e&ember 2006.

" Interviews in Cairo, 14-21 November 2005, 6-9 Nuber 2006.

8 Raya newsletter, Issue 22, Fall 2005yatv.rayacorp.com/Uploads/Issue22.pplt 2

° Interviews in Cairo, 6-9 November 2006.

9 |Interviews in Cairo, 14-21 November 2005.

™ See Ministry of Investmeniww.investment.gov.eg/MOI_Portal/

2See IMF Survey -- Country FocuEgypt on the move2006, available at

www.mof.gov.eg/English/ MOFNews/WhatisNew/Egypt+dmea-tMove+-+IMF+Survey.htm

13 Interviews in Cairo, 6-9 November 2006.

4 ‘privatisation and PPP boost investmefxford Analytica Daily Brief, 19 October 2006.

15 Interviews in Cairo, 6-9 November 2006.

16 ‘privatisation and PPP boost investmefitkford Analytica Daily Brief, 19 October 2006, aimerviews in Cairo,
6-9 November 2006.

™ Interviews in Cairo, 14-21 November 2005, and e&ember 2006. See also Egyptian Competition Alifytor
www.eca.org.eg/EgyptianCompetitionAuthority/Mairpas

18 Law No. 53 of 1973, amended by Law No. 11 of 19@cuting regulations No. 323 of 1983 and Law &b of
1996 in respect of the state budget.

19 Articles 1-2 and 7-8, Law no. 4 of 1995 authomsihe minister of finance to issue treasury bosds;also Article
8, Annual State Budget Law.

2 Interviews in Cairo, 14-21 November 2005.

2L Seewww.ltc.gov.eg/index_en.asp

22 Interviews in Cairo, 14-21 November 2005, and e&ember 2006, andMinistry of Finance Activities and
Achievementsatwww.mof.gov.eg/english/pdf/activity.pdf

23 Seewww.salestax.gov.eg/eindex. hemdwww.mof.gov.eg/English/

24 Interviews in Cairo, 6-9 November 2006.

% See www.mof.gov.eg/English/

% See Publicationsyww.mof.gov.eg/English/

2" Egyptian Monthly Economic Bulletin, available atwvw.economic.idsc.gov.eg/

28 Available atwww.mof.gov.eg/English/Main%20Topics/Budget

%9 Interviews in Cairo, 14-21 November 2005.

%0 Available atwww.mof.gov.eg/English/Main+Topics/Budget.htm

%1 As established by Law No. 11 of 1929.

%2 Available athttp:/dsbb.imf.org/Applications/web/sddshome/

% Interviews in Cairo, 14-21 November 2005.

% IMF Article IV Consultation 2005 atww.imf.org/external/pubs/ft/scr/2005/cr05177.pahd IMF Article IV
Consultation 2006 atww.imf.org/external/pubs/ft/scr/2006/cr06253.pdf

% See Section 5: Government Debt and Debt Profifgrieial Monthly, at
www.mof.gov.eg/English/publications/Reports%20an@¥dicators/monthly%20reports

% Available atwww.mof.gov.eg/English/Main%20Topics/Public%20DeBManagement

" The Financial Monthly, MoF, October 2006, p3; amigrviews in Cairo, 6-9 November 2006.

% IMF Public Information Notice for Egypt, No. 04/6%2 July 2004, available at:
www.imf.org/external/np/sec/pn/2004/pn0469.htm

% Interviews in Cairo, 6-9 November 2006.

“0 Interviews in Cairo, 14-21 November 2005, and I8eé%ember 2006, and Ministry of Finance Activitiesla
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“! Interviews in Cairo, 14-21 November 2005, and [§eé&%ember 2006.
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