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Egypt: Financial Sector Reform Program (FSRP) 

Program Matrix 
 
Hierarchy of Objectives Expected Results Reach (Target 

Population) 
Indicators Means of Verification Important Assumptions 

(to be monitored) 
SECTOR GOAL 
 
 
The Financial Sector becomes 
the anchor of economic 
growth and poverty reduction 
in Egypt 
 

LONGER-TERM 
OUTCOMES 
 
1. Increase in  Financial 

Sector contribution to 
GDP 

 

 
 
National population 
 
 
 

 
 
1. Improved Financial Sector contribution to 

GDP  
 

 
 
1. MoF Financial Monthly 

Report 
 
2. CBE Annual Reports and 

Quarterly Economic 
Bulletins 

 

OBJECTIVE 
 
 
To improve the performance 
and soundness of the financial 
sector and foster an enabling 
environment for the 
emergence of an efficient, 
increasingly private sector-led, 
financial system that could 
serve Egypt’s development 
and growth objectives. 
 

MEDIUM-TERM 
OUTCOMES 
 
1. Private sector ownership 

and control in the 
financial sector increased 

 
2. Intermediation efficiency 

of the financial sector 
improved 

 
3. Performance of the 

banking system improved 
 
 
 
4. Growth and efficiency of 

the insurance sector 
achieved 

 
5. Increased depth of the 

capital market achieved, 
and the operational 
efficiency improved 

 
6. Egypt positioned as a 

financial hub within the 
MENA region 

 
 
 
1. Private sector 

businesses and 
individuals using 
banking and 
insurance services 

 
 
 
3. The Banking 

Supervision 
Department (BSD) 
of CBE 

 
4. EISA, insurance 

companies and 
insurance customers 

 
5. Corporate and 

individual investors 
and participants in 
the capital market 

 
 
 
1.1 State-owned banks market share of 

deposits reduces from 58% to 48% by 
end 2007 

 
2.1    Consolidation achieved in the banking 

sector with number of banks reduced 
from 57 to 35 by end 2007. 

2.2    The market share of private sector 
banks' in total loans to reach at least  
60% by end 2008.   

3.1    The share of non-performing loans as a 
proportion of all loans in the banking 
system shall be reduced by 50% from 
the baseline of financial year end 2004 
by year end 2008. 

4.1     Insurance premiums as a percentage of 
GDP increase from 0.8% to 1.0 % by 
2008 

4.2 State-owned insurance companies 
account for less than 30% of total  
insurance premiums by end 2008 

 
 
 
1. Annual Reports and 

Quarterly Economic 
Bulletins of the CBE 

 
2. Annual Reports of 

banks, insurance 
companies and the 
Capital Market 
Authority 

 
3. FSRP Progress Reports 
 
4. ADB and World Bank 

review mission  Reports. 
 
5. Reports of the Banking 

Reform Unit (BRU) in 
the Central Bank 

 
6. Financial due diligence 

reports 
 
 
 
 
 
 
 

 
 
Continued political 
commitment to the 
financial sector reform 
program in the country. 
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Hierarchy of Objectives Expected Results Reach (Target 

Population) 
 

Quantitative  Indicators Means of Verification Important Assumptions 
(to be monitored) 

    
5.1    Steady increases in the turnover ratio of 

CASE through 2008  
 
5.2    Two major IPOs issued through the 

capital market annually, while the 
capitalization of the bond market 
increases by 20% from LE 52 billion to 
LE 62 billion by 2008 

  

ACTIVITIES  
 
THE BANKING SECTOR 
 
1. Divestiture of the shares of 

state-owned banks in JV 
banks 

 
2. Privatization of the Bank of 

Alexandria completed 
 
 
 
 
3. Merger of Bank Misr and 

Banque du Caire 
successfully completed 

 
 
4. Financial, institutional and 

operational restructuring of 
the two state-owned 
commercial banks 
undertaken 

 
 
 
5. The non-performing loans 

problem of state-owned 
enterprises resolved 

 
 
 
 
 

SHORT-TERM 
OUTPUTS 
 
 
1.      The shares of state-

owned banks in 17 JV 
banks sold 

 
2.      Majority shares of the 

Bank of Alexandria 
sold to a strategic 
investor 

 
 
3.      A strong bank is 

created out of two 
state-owned banks 

 
4.      Two remaining state-

owned commercial 
banks financially, 
institutionally and 
operationally 
strengthened 

 
5.1    Significant 

improvement achieved 
in the assets quality of 
state-owned banks 

5.2     The two state-owned 
banks comply with 
regulatory capital 
requirements 

 

 
 
 
 
1. Private sector banks 

operating in Egypt 
 
2. Bank of Alexandria 
 
 
 
 
 
3. Banque Misr and 

Banque du Caire 
 
 
4. National Bank of 

Egypt and the 
merged Banque 
Misr/Banque du 
Caire 

 
5. National Bank of 

Egypt and the 
merged Banque 
Misr/Banque du 
Caire 

 
 

 
 
 
1.    No state-owned bank in Egypt has shares 

in private sector banks by 2008 
 
 

2.     A strategic investor acquires a majority 
stake (75%-80%) of the Bank of 
Alexandria by end 2007 

 
 
 
3.     The operations of Banque Misr and 

Banque du Caire integrated by year end 
2008. 

 
 
4.     National Bank of Egypt and the merged 

Banque Misr/Banque du Caire meet the 
restructuring objectives as contained in 
the framework for their financial, 
operational and institutional 
restructuring. 

 
5.     The National Bank of Egypt and the 

merged Banque Misr/Banque du Caire  
have capital adequacy ratio not less than 
10%. 

 
 
 
 
 

 
 
 
 
 
1. CBE Annual  Reports 

and  Economic Bulletins  
 
2. Annual Reports of state-

owned and private sector 
banks 

 
3. FSRP Progress Reports 
 
4. ADB and World Bank 

Supervision Reports  
 
5. Progress reports from 

CBE on the work of 
Messrs. ING Barrings 
and ABN Amro in the 
three areas of Risk 
Management, HR & IT 
for the National Bank of 
Egypt and Banque Misr  
respectively. 

 
6. Progress reports from the 

CBE on the work of the 
Eurosystem 
implementing the 
capacity building 
program for the Banking 
Supervision Department 
of the CBE 

 
 
 
 
 
1. The development of the 

Financial Sector 
continues to be a 
priority of the GOE 

 
2. CBE able to attract 

qualified and 
experienced 
professionals into its 
supervision department 

 
 
3. State-owned 

commercial banks 
recruit qualified and 
experienced 
professionals to 
strengthen their 
management 

 
4. Trained staff are 

retained within the 
state-owned 
commercial banks. 
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6. The Banking Supervision 

Department of the CBE 
strengthened 

 
 
 
 

6.      The regulation and 
supervision of the 
banking system 
improved 

 

 
6. All banks operating 

in Egypt 
 

6.     The Banking Supervision Department of 
the CBE adopts risk-based supervisory 
methods by end 2008. 

THE INSURANCE 
SECTOR 

 
1. Making a meaningful 

progress in the privatization 
of the whole public sector 
insurance companies, with 
at least one company  
offered for privatization by 
the end of 2008 

 
 

2. The regulation and 
supervision of insurance 
activities in Egypt is 
enhanced 

 
 
 
 
 
 
 
 
 
3. The operations of private 

pension funds is improved 
 
 

 
 
 
1. The dominance of the 

Government in the 
insurance sector is 
reduced 

 
2. Development of insurance 

business in Egypt 
achieved as demonstrated 
by increases in the 
insurance density and in 
insurance penetration in 
the country 

 
 
 
 
 
 
3. Private pension schemes 

stabilized, and a potential 
contingent liability on the 
Government is removed 

 

 
 
 
1.1   Public and private 

sector insurance 
companies 
operating in Egypt 

 
2.1   Egyptian Insurance 

Supervisory 
Authority (EISA) 

 
2.2   All insurance 

companies 
operating in Egypt 

 
 
 
 
 
 
3.1   Private sector 

workers in Egypt 
contributing to 
supplementary 
pension schemes 

 

 
 
 
1.1  Making a meaningful progress in the 

privatization of the whole public sector 
insurance companies, with at least one 
company offered for privatization by the 
end of 2008  

 
 
2.1   Capacity building program for EISA 

approved and implemented 
2.2   The following laws required to assist the 

development of the insurance sector in 
Egypt are enacted by end 2008: 

(i) Law on stamp duties taxation of 
insurance  premiums 

(ii) Law on insurance brokerages; and 
(iii) Law on the compulsory Motor 

Third Party Liability (MTPL) 
Insurance 

 
3.1  Funding level studies of the private 

pension funds undertaken by end 2008 
3.2  New regulations on the professional 

management of private pension funds 
approved by end 2008 

 
 
 
1. EISA Annual Reports 

and   Bulletins  
 
2. Annual Reports of public 

and private sector 
insurance companies 

 
3. FSRP Progress Reports 
 
4. ADB and World Bank 

Supervision Reports 
 
5. Reports of the Technical 

Advisors on the 
restructuring of the 
insurance sector 

 
 
 
EISA able to attract and 
retain qualified and 
experienced professionals 
into its operations 
 

THE CAPITAL MARKET 
 
1.    The regulatory and 

supervisory regime of the 
capital market 
strengthened 

 
 
 
 

 
1.1   Improved operational 

efficiency of the 
Egyptian capital market 
achieved 

 
1.2   Market structure  

improved, with reduced 
market volatility and 
concentration 

 
1.1  Capital Market 

Authority (CMA) 
 
1.2  Capital market 

participants 
(investment firms, 
brokerages, market 
research firms, 
rating agencies, etc.) 

 
1.1  Capacity building program for the CMA 

approved and implemented through 
2008 

 
1.2   New membership rules approved for the 

Cairo and Alexandria Stock Exchange 
(CASE) by end 2007 

 
 

 
1. CMA Annual Reports 

and Bulletins 
 

2. CASE Annual Reports 
and Market Statistics 

 
3. FSRP Progress Reports 
 
 

 
1. The CMA is able to 

attract and retain 
qualified and 
experienced 
professionals into its 
operations 
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1.3  Corporate and 
individual 
investors raising 
funds or investing 
in the capital 
market 

 

1.3  New provisions to improve confidence 
in the market by addressing  price 
manipulation and insider trading are 
added to the Executive regulations of  
the Capital Market Law by end 2008 

4. ADB and World Bank 
Supervision Reports 

 
 

2. CASE retains its 
inclusion in the Morgan 
Stanley Capital Index  
(MSCI) emerging 
market and world 
indices 

 
 

 
 
2.    Non-cash segment of the 

capital market developed 
 

 
 
2.1   Further deepening of 

the Egyptian capital 
market achieved 

 
 

         
 
2.1   Corporate and 

individual 
investors raising 
funds or investing 
in the capital 
market 

 

      
 
2.1   Introduce framework for margin trading, 

securitization instruments,  and prepare 
plans to gradually introduce derivative 
products such as futures, options and 
swaps into the capital market by 2008 

 
2.2   The equity market capitalization as a 

percent of GDP increases progressively 
through to  2008  

 

 
 

3. Regulatory and 
supervisory framework 
in place for the new 
products, and technical 
skills available for their 
implementation 
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SUMMARY, CONCLUSION AND RECOMMENDATION 
 
 
1. PROGRAM : Financial Sector Reform Program (FSRP) 

 
2. RECIEPIENT    : Government of Egypt 
 
3. EXECUTING AGENCIES : Ministry of Investment and the Central Bank of 

Egypt 
 
4. THE PROGRAM LOAN 
 
 a) Currency  : United States Dollars (US$) 
 
 b) Amount  : US$ 500 million 
 
 c) Type of Assistance : Budget Support 
 
 d) Total Program Cost  : US$ 8.7 billion 
 
 e) Other Financiers : 
      USAID  : US$ 1.2 billion 
      World Bank  : US$ 500 million 
 

d) GOE : US$ 6.5 billion 
 
 
5. OBJECTIVE OF THE PROGRAM 
 
 The overriding objective of the financial sector reform program is to develop a market-
based, efficient, competitive and sound financial system that could better serve Egypt’s 
development and growth objectives. The program seeks to enhance the efficiency of financial 
intermediation and risk management in the economy, to build safe and sound banking and non-
bank financial sectors through comprehensive structural and financial reforms that will 
accelerate economic growth and development. 
 
6. PROJECT COST AND SOURCES OF FINANCE 
 

The estimated cost of the program is Egyptian Pounds (LE) 50 billion or about US$ 8.7 
billion. The Government plans to finance the total cost through a combination of privatization 
proceeds, budget support grants and loans, debt instruments, and direct fiscal resources. Up to 
the end of 2007, the Government is counting on the following resources: (i) US$ 1.2 billion 
grant resources from USAID (against agreed benchmarks); (ii) about US$ 2.5 billion in 
privatization proceeds from divestiture of state owned banks’ shares in joint venture banks and 
the sale of the Bank of Alexandria; and (iii) US$ 500 million each of loan resources from the 
ADB and the World Bank. The Government has decided to allocate more privatization proceeds 
from the sale of insurance companies and other public enterprises, probably of the order of US$ 
2 to 3 billion, to the financing of the program. The balance of the financing requirements of 
about US$ 1 to 2 billion would be covered either through issuance of debt instruments or direct 
fiscal transfers.  
 



 

 

xi

7. PURPOSE OF THE BANK LOAN 
 
 The Bank’s proposed loan is to provide support to the GOE’s financial sector reform 
program. The loan would assist Egypt to move forward in strengthening the enabling 
environment for financial intermediation, resource mobilization and risk management, and 
increased private sector participation in the provision of financial services. The loan would 
support policy reforms to strengthen the domestic banking system, develop the contractual 
savings system, and strengthen the regulatory and supervisory framework for bank and non-bank 
financial institutions in order to ensure compliance with international standards. In particular, 
the loan will support activities to: (i) increase private sector participation in the financial sector; 
(ii) undertake the financial, institutional and operational restructuring of the state owned banks; 
(iii) upgrade the regulatory and supervisory capabilities of financial sector regulatory agencies; 
(iv) restructure the insurance industry and reduce the dominance of the state in the sector 
through privatization; and (v) deepen the capital market. The GOE has demonstrated its 
commitment to the program in concrete terms by taking far reaching measures in the ongoing 
implementation of the program. Within the context of the program, the GOE has also shown 
strong public commitment to pursue economic reforms that will encourage private sector 
development, accelerate economic growth and employment creation. 
 
8. DISBURSEMENT 
 
 It is recommended that the disbursement of the US$ 500 million Bank loan be made in a 
single tranche to a designated account at the Central Bank of Egypt. This recommendation is 
made based on the nature of the operation, and the need to meet the program’s financial 
requirements in the most appropriate manner. The factors considered include: (i) the fact that the 
FSRP is a four-year program that commenced in late 2004 and for which several components 
have already been implemented. Important policy measures, many of them irreversible, have 
been undertaken by the Government, and the program has now reached the stage where major 
outlays are required to execute critical parts of it; (ii) the close harmonization of the Bank’s 
support with that of the World Bank, who plans to disburse in a single tranche; (iii) the 
acknowledgement of not only the GOE’s strong commitment to the FSRP and future reforms, 
but also Egypt’s track record of solid economic management;  and (iv) the provision of a 
positive response to the MICs’ request for a new and flexible approach to Bank assistance, based 
on credible prior actions and a continuous commitment by the GOE to a program of reforms 
rather than disbursements tied to static conditionalities.  
 

The Bank’s involvement in the FSRP will enhance its ongoing dialogue with the GOE 
and strengthen its partnership with the Government, which goes beyond the implementation of 
the current phase of reforms, but a continuous process with shared objectives and mutual 
commitment. The Government has stressed the importance of receiving the funding of the Bank 
and that of the World Bank concurrently to facilitate its financial planning and the execution of 
the program. A single tranche disbursement, provided concurrently with the World Bank, would 
have a major impact in the country, and is preferred to a multi-tranche disbursement. 
Negotiations between the World Bank and the GOE have been successfully completed. The 
World Bank Board of Directors approved the loan on June 15 2006, and it plans to disburse the 
loan in a single tranche.  
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9. CONCLUSION 
 
Egypt’s Financial Sector Reform Program represents a comprehensive and far-reaching program 
of reforms to improve the depth and efficiency, and the functioning of the Egyptian financial 
sector. The program will contribute significantly to the development of a market-based, 
competitive and sound financial system after it is fully implemented. The FSRP is a natural 
follow-on to the significant economic reforms that Egypt has implemented over the past decade 
and a half that have contributed to the achievement of macroeconomic stability over the period. 
Even though financial sector reforms were part of the previous economic reform programs, they 
generally did not go far enough, and were also not fully implemented. As a result, the objectives 
of the financial sector reforms included in the previous programs were only partially achieved. 
The current FSRP builds on the previous reform programs, and it is hoped that its 
comprehensive nature and faithful implementation would ensure that its objectives are fully 
achieved.  

 
 The FSRP is a home-grown reform program designed and developed by Egyptian 
expertise. It addresses identified weaknesses in the banking and non-bank financial sectors, 
including the insurance sector, the capital market, and the mortgage industry. It also addresses 
developmental issues in the sectors. The program has an implementation timeframe of four 
years, from 2004 to 2008. The Government of Egypt has demonstrated full commitment to the 
reform program, and has already shown strong determination to implement all the measures 
contained in the program. Several program activities are running ahead of schedule. The 
program is being supported by several development partners, including, apart from the Bank, the 
World Bank, the European Union, and USAID. The Bank considers the FSRP to be a well 
thought-out and pragmatic program; its objectives are laudable and in line with the Bank’s 
financial sector development objectives in its RMCs, and the Government has demonstrated its 
commitment to its successful implementation. The program merits the Bank’s support. 
 
10 RECOMMENDATION 
 

In view of the above, it is recommended that an ADB budget support loan amounting to 
US$ 500 million be provided to the Government of Egypt to finance its Financial Sector Reform 
Program subject to the conditions stated in this report.  
 
 



 

 

1. INTRODUCTION 
 
1.1 Origin and History of the Program 
 
1.1.1 The Egyptian economy has undergone significant reforms over the past decade and a half. 
The reform programs, started in 1991, were designed primarily to achieve macroeconomic stability 
and financial sector deepening. Under the programs, more effective monetary and financial 
instruments were developed to control liquidity and achieve better economic response to monetary 
policy. The financial sector reform measures included in the early economic reform programs were 
designed to achieve financial liberalization, develop more effective financial instruments, 
strengthen the financial system’s infrastructure, and enhance competitiveness through increased 
private sector participation in the financial system.   
 
1.1.2 The reform programs largely achieved the objective of macroeconomic stability, with lower 
inflation, significantly improved public finances, a more stable currency, and an improved balance 
of payments position. However, the performance with respect to the financial sector was mixed. 
The programs helped usher in an improved banking sector through the liberalization of interest 
rates, the abolishment of credit controls, and the easing of restrictions on banking licenses. 
However, the measures related to improving the asset quality in the banking sector did not go far 
enough, while those related to increasing private sector participation in the financial system were 
only partially implemented. Only a small percentage of the public sector interests in the joint 
venture banks were sold, while none of the four big state owned banks was privatized. The inability 
to fully implement the financial sector reform measures stems from the lack of public support for 
the measures, and the need for strengthening state owned banks prior to their privatization. 
 
1.1.3 Since the initial reform measures of the early 1990s, the financial system has been 
undergoing significant structural and infrastructural improvements, including improvements in the 
regulatory and supervisory oversights, and the modernization of the payments systems and 
securities trading. Despite these improvements, significant challenges remain if the sector is to 
efficiently perform its role as the anchor of economic development. The sector continues to face 
low levels of competition, high intermediation costs, low rate of maturity transformation, limited 
innovation, and continued dominance of state ownership. High levels of non-performing loans also 
continue to be a burden on the banking system. The insurance sector is relatively small, limiting its 
role in risk management and transfer, the bond and mortgage markets are underdeveloped, while 
the growth of the capital market is constrained by limited product range.  Other non-bank financial 
services such as leasing, factoring and venture capital are still at embryonic stage of development. 
 
1.1.4 A number of diagnostic assessments of the financial sector have been undertaken over the 
last several years in order to identify vulnerabilities and highlight the priority areas for further 
sector reform as well as the sequencing of the agreed actions. The diagnostic assessments included 
the joint World Bank/IMF Financial Sector Assessment Program (FSAP) carried out in 2002, the 
technical evaluations of the financial system carried out by some major Central Banks, including 
the European Central Bank (ECB) in the context of an EC-financed technical assistance to the 
Central Bank of Egypt (CBE), and the sector reviews carried out by the ADB in the context of the 
Bank’s targeted interventions in the country’s financial sector. The above assessments have 
identified priority reform actions, which included the need to: (i) strengthen bank regulation and 
supervision; (ii) reduce state ownership in the banking sector, and address the problem of non-
performing loans in the sector; (iii) strengthen the insurance industry to enhance its role in resource 
mobilization and risk transfer; and (iii) develop further the capital market and other non-bank 
financial services such as leasing and factoring.  
 



 

 

2

1.1.5 Based on the various recommendations, which are consistent with the FSAP, the 
Government of Egypt (GOE) prepared a comprehensive and far reaching program of financial 
sector reform measures, officially known as the Financial Sector Reform Program (FSRP). The 
FSRP addresses issues in the banking sector as well as the non-bank financial sector. Banking 
sector issues addressed in the FSRP include institutional strengthening of sector supervisory 
agencies, resolution of non-performing loans from public and private sector enterprises, 
consolidation within the banking sector, divestiture of state owned banks shares in joint venture 
banks, and the privatization of a state owned bank. Within the non-bank financial sector, the FSRP 
addresses the reforms of the insurance sector, private pensions, development and strengthening of 
the capital market including the mortgage market, and the development of other non-bank financial 
services such as leasing and factoring. 
 
1.1.6 The Egyptian authorities first brought the FSRP to the attention of the ADB in 2004. Since 
then, the Bank has had several policy discussions with the Government regarding the program. A 
high level Bank mission, headed by the Vice-President for Operations, North, East and South, 
visited Egypt in October 2004 to discuss the policy issues related to the program with the GOE. 
Subsequently, a Bank mission visited Egypt in October 2005 to have further technical discussions 
on the program with the CBE and other relevant Government institutions and agencies. All along, 
the Bank coordinated closely with the World Bank, the European Union and USAID, who were all 
providing assistance for financial sector development in Egypt. Soon after the receipt of an official 
request from the Government in February 2006, the formal appraisal mission was planned and 
carried out jointly with the World Bank in March 2006. Subsequently, the Governor of the Central 
Bank of Egypt made a presentation of the Program to the Senior Management and the Boards of 
Directors in March 2006. 
 
1.2 Performance of similar programs and Lessons learnt  
 
1.2.1 One of the reform programs implemented by Egypt in the 1990s was the Economic Reform 
and Structural Adjustment Program (ERSAP). The ERSAP’s goal was to sustain economic growth 
and improve the standard of living of the Egyptian people. The program focused on (a) stabilization 
to restore macroeconomic balance and reduce inflation with a view to establishing the fundamentals 
for achieving internal and external balance, (b) structural adjustment to stimulate medium and long-
term growth and to remove price distortions and (c) modification of social policies to minimize 
transitory effects of economic reforms on the poor. The program included reforms covering 
macroeconomic, public enterprises, domestic price liberalization, foreign trade liberalization, and 
the private sector; the establishment of the Social Fund for Development and the reintegration of 
migrant Egyptian workers. The reforms were strongly supported by Egypt’s development partners 
with a package of assistance that included a Stand-by Arrangement from the IMF, a Paris Club debt 
reduction, and direct funding from the World Bank, the European Union and the Bank. The reforms 
produced a remarkable turnaround in Egypt’s macroeconomic fortunes and helped put the country’s 
economy on a sound sustainable path to growth. 
 
1.2.2 The Bank Group’s support of the program was in the form of a Structural Adjustment Loan 
(SAL) in the amount of UA 100 million approved in September 1991. The loan supported the 
ERSAP during the period 1991/92 -1992/93. Overall, the impact of the ERSAP on macroeconomic 
performance was satisfactory. The fiscal deficit was reduced from over 14% of GDP to 1.3% in 
four years. Inflation declined from 21% in 1991/92 to 7.1% in 1995/96. Liquidity growth was 
reduced from 27% in 1990/91 to 10.5% in 1996/97. External accounts were balanced with the 
current account improving from a deficit of 5% of GDP to a surplus of 1.1% of GDP and foreign 
private capital inflows improved, with foreign direct investment (FDI), increasing 17% from US$ 
1.1 billion in 1991 to US$ 1.3 billion in 1994. Significant progress was also achieved in liberalizing 
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domestic prices and trade, and in managing and privatizing the large portfolio of state-owned 
enterprises. As a result, real GDP growth strengthened reaching 5% in 1996/97.  
 
1.2.3 The Bank Group's Project Completion Report (PCR – 1999), the Country Assistance 
Evaluation (CAE) of the World Bank (2000), as well as OPEV’s post evaluation report (2000) of 
the ERSAP all concluded that the Government was successful in achieving most of its objectives 
under the program. The post evaluation report showed that the positive outcomes were sustained 
beyond the program period. The Bank’s Egypt SAL was later selected in a subsequent OPEV report 
prepared in 2001 as one of the three success stories of Bank Group structural adjustment 
operations. The report pointed to a number of factors that accounted for this success namely: 
program design; timing and relevance; external funding; ownership of the program; and the supply 
response of the economy. The availability of domestic expertise to implement complex reform 
programs was also a key factor in the success of the ERSAP. The lessons learnt from the SAL have 
been taken into consideration in the preparation of the proposed operation, including (i) promoting 
the ownership of the program by the country authorities; (ii) ensuring the availability of adequate 
capacity to implement complex reform programs; and (iii) maintaining close consultation with the 
other development partners that are involved in the financial sector in order to ensure 
harmonization and alignment of assistance to the Government. 
 
2. THE MACROECONOMIC FRAMEWORK 
 
2.1       Recent Economic Developments  
 
2.1.1    After several years of poor performance, economic activity in Egypt started to recover in 
2003/04. GDP growth, which averaged around 3.2% annually between 2000/01 and 2002/2003, 
reached 4.1% in 2003/04, and 4.9% in 2004/05. GDP growth accelerated to 6.1% in the second 
quarter of 2005/06. The pick-up in growth was driven by strong export performance and a moderate 
revival in consumption. Exports recovered from a fall of 7.8% in 2001/02 and registered increases 
of 13.8% and 25.3% in 2002/03 and 2003/04 respectively. Preliminary figures for 2004/05 indicate 
a further increase of 26.4%. Inflation, which had risen rapidly since the beginning of 2004 reaching 
11.4% in December 2004 as a result of the depreciation of the exchange rate and loose monetary 
policy, has now declined significantly to less than 5%.  In January 2006, average annual inflation 
was 3.4 %. Within the context of the current financial sector reform program, the CBE has 
instituted a new monetary policy framework (paragraphs 5.2.2 & 5.2.3), which has significantly 
improved the macroeconomic and financial variables, including inflation and interest rates.  
 
2.1.2    On the external front, the balance of payments has been robust. The current account has 
been in surplus since 2001 rising from 0.7% of GDP in 2001/02 to 4.3% of GDP in 2003/04. It is 
expected to fall to 3.3% of GDP in 2004/05. This positive development is the result of a growing 
surplus in services (tourism and Suez Canal revenues). Tourism receipts increased by about 49% 
from US$4.3 billion  in 2000/01 to US$ 6.4 billion in 2004/05 while Suez Canal receipts increased 
by about 80% from US$1.8 billion 2000/01 to US$3.3 billion in 2004/05. Reflecting the improved 
balance of payments position, Egypt’s foreign reserves strengthened to US$22.54 billion in March 
2006, equivalent to about 11.2 months of import cover. The fiscal deficit, though on the decline, 
has remained high. The consolidated fiscal operations of general government show an overall 
deficit falling from 10.5% of GDP in 2001/02 to 9.3% in 2004/05. The fiscal deficit resulted from a 
combination of rapid growth of recurrent expenditures against weak revenue performance and the 
impact of the exchange rate depreciation following the float of the Egyptian Pound. Total debt 
reached 105.4% of GDP in 2004/2005, with domestic debt at 74% and external debt at 31.4% of 
GDP respectively. Total debt service ratio was 9.4% in 2004/2005, which is much less than the 
Bank’s threshold of 30%. If left unchecked, the fiscal deficit will become a drag on the economy as 
public debt and the associated debt service payments rise. To reinforce fiscal discipline, the 
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Government will continue with fiscal reform and enforce tighter budget control, with a view to 
reducing the budget deficit to 4% by 2010/11. 
 
2.2 The Government Development Strategy  

 
2.2.1 The Government’s major challenge and priority is enhancing the welfare of Egyptians, in 
particular through employment growth and the creation of better paying jobs. In this regard, the 
government's development agenda is presented in its Long-Term Development Vision 2022 within 
which 5-year medium-term plans and annual plans are implemented. The current Five-Year Plan 
for Socio-Economic Development covers the period 2002-2007. The document reiterates 
government's determination to continue the strategy of private sector-led growth and modernization 
of the Egyptian economy and its integration into the global economy.  The main elements of this 
strategy are:  
 
(i) export promotion to enhance balance of payments and enhance job opportunities; 
(ii) deepening and modernization of the industrialization process focusing on capital goods and 

high value production in accordance with Egypt’s competitive advantage; 
(iii) reducing unemployment and focusing on employment-oriented, labor-intensive techniques 

and promotion of small and medium sized enterprises; 
(iv) directing development towards desert land and correcting spatial imbalances; 
(v) poverty reduction and equity consideration;  and  
(vi) gender equality and women’s participation in the development process. 
 
2.2.2 In order to achieve these objectives, the Prime Minister in December 2004, presented to 
Parliament the Government’s Statement comprising ten items reflecting the Government’s Action 
Plan. The Government’s Ten-point program covers the following areas: (i) Investment and 
Employment; (ii) Enhancing Economic Performance; (iii) Support to Social Development; (iv) 
Developing Education and Scientific Research; (v) Developing Health Services and Controlling 
Population Growth; (vi) Protection of Natural Resources; (vii) Developing the Civil Service; (viii) 
Developing Basic Public Services; (ix) Building an Information Society; and (x) Developing the 
Political and Legislative Environment. The goal is to accelerate economic growth through increased 
private domestic and foreign investment with a view to creating new employment opportunities and 
reduce the level of unemployment.  The specific targets of the Government development strategy, 
of which the ongoing FSRP represents a key component, are as shown in the box below.  

 

 
Source: GOE Five-year Plan for Socio- Economic Development (2002 – 2007) 

 Key goals and expected outcomes of the Government’s Medium-term Development Agenda 
• Attaining an annual average real GDP growth rate of 6.2% during the plan 

period; 
• Increasing the investment rate from 16.9% of GDP in 2000/2001 to 20% by 

2006/2007; 
• Raising the saving rate to reach 17.3% of GDP by 2007; 
• Reducing the domestic resource gap (budget deficit) from 6.5% of GDP in 

2001/02 to 2.5% by2006/07; 
• Reducing the trade deficit from EGP38.8 billion in 2001/02 to EGP 34.8 billion 

in 2006/07 by boosting exports at an average annual growth rate of 13% against 
5.3% for imports; 

• Achieving a current account surplus of EGP 4,263 billion (3.4% of GDP) in 
2006/07 

• Creating 750,000 job opportunities per annum between 2002– 2007 thus 
enhancing the chances of poverty reduction. 
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2.3 The Government Reform Program 
 
2.3.1 In 2004, Egypt accelerated its economic reform program, with the FSRP as a central plank, 
aimed at pushing the economy on a higher growth trajectory that would raise living standards, 
reverse the rising tide of unemployment, reduce the level of poverty and facilitate the country’s 
accelerated integration into the world economy. Apart from the measures contained in the FSRP, 
the economic reform program has addressed issues of taxation, tariffs, subsidies, and revived the 
privatization program, and as such has been well received by the business community and foreign 
investors. The key policy reforms implemented include: 
 
(i) Tariffs: Average weighted tariff level reduced to 9.1 percent in September 2004 from 14.6 

percent and the number of tariff bands cut to 6 from 27.  Customs procedures streamlined.    

(ii) Taxes: The top rate of income tax halved to 20 percent in the 2005/06 budget. Corporation 
tax sharply reduced and unified at 20 percent (except for oil companies).  Tax exemptions 
being phased out.  

(iii) Subsidies: Diesel price raised by 50 percent in September 2004. The prices of natural gas, 
water and electricity were also raised.  

(iv) Fiscal policy: Budget for 2005/06 was the first to be presented under current Government 
Finance Statistics (GFS) standards.  Subsidies are included explicitly.  

(v) Privatization: Within the last two years, the GOE has revitalized and intensified the 
privatization program, as discussed in paragraph 2.3.2 below.   

 
2.3.2 The new Cabinet that took office in 2004 has reinvigorated the Government’s “Asset 
Management Program”, involving mainly the privatization of public enterprises, after the program 
has been stalled since 2000. Sixteen public companies and 12 joint venture companies were sold 
during 2004/05, as against 9 public companies and 4 joint venture companies in 2003/04, and 6 
public companies and only 1 joint venture company in 2002/03. Proceeds from privatizations were 
LE 5.64 billion in 2004/05, as against LE 542 million in 2003/04 and only LE 113 in 2002/03. The 
program accelerated further in 2005/06, when 36 public companies and 13 joint venture companies 
were privatized, bringing proceeds of LE 14.31 billion as at end of March 2006. Proceeds from the 
privatization program are shown in Annex 12. 
 
2.4 Medium Term Macroeconomic Prospects  

 
2.4.1 The prospects for medium term growth and poverty reduction in Egypt are good. The 
economy is enjoying its highest growth rate after a period of stagnation that prevailed since 1999. 
Growth is being driven by both domestic spending and exports. This is further enhanced by the 
revival in confidence that the Government has engendered through its commitment to economic 
reform. The reinvigoration in 2004 by the new cabinet of stalled policy reforms has continued to 
enhance the business environment and bolster confidence thereby creating an environment that is 
conducive to higher economic growth. Net foreign direct investment in the country increased from 
US$ 509 million in 2000/01 to US$ 3.9 billion in 2004/05. The economy should be able to generate 
more investment through envisaged privatizations in the energy and banking sectors. There are 
substantial natural resources, including oil and gas that can be important sources of foreign 
exchange earnings. With oil prices expected to remain strong through 2006 and 2007, exports will 
continue to perform well. Egypt has started exporting liquefied natural gas in January 2005. This 
sub-sector is expected to become an important foreign exchange earner. The tourism sector remains 
strong, with a 6% increase in the number of tourists in 2005 to 6.5 million from 6.1 million in 2004. 
The strong performance is expected to continue. Increased regional and global trade, especially 
from China and India, and high oil prices, which has made shorter transportation routes more 



 

 

6

desirable, have contributed to increased inflows through the Suez Canal as a major waterway to and 
from the Indian Ocean. Suez Canal revenues set a new record of US$ 3.3 billion during 2004/05, up 
17% compared to revenues of US$ 2.82 billion in 2003/04. This trend is expected to continue, as 
oil prices remain high and Asian trade activity grows. The country has a well irrigated agriculture 
and is moving into high value products, including horticulture that can serve the nearby European 
market and deliver fruits and flowers on a daily basis. Agriculture has a great potential for poverty 
reduction by generating rural employment and rural income.   
 
2.4.2 The GOE’s development objective is to accelerate economic growth rate from 4.9% 
achieved during 2004/2005 to an average of 5.6% over the 2005/06 to 2006/07 period. The FSRP, 
as an integral part of the Government economic strategy, would contribute to meeting this growth 
objective. The current account surplus is forecast to trend downwards until 2006/07, as a widening 
trade deficit due to the firming up of domestic demand offsets the invisibles surplus, driven by 
tourism receipts. The widening trade deficit is due to the increase in imports of intermediate and 
capital goods as well as investment goods due to the increase in FDI. The Government plans to 
curb spending in order to rein in the fiscal deficit and Government debt, with a commitment to 
reduce the high budget deficit, which is estimated at 9.2% for 2005/06, to 4% by 2010/11. 
Inflationary expectations are low. Improved confidence in the economy and increased international 
reserves are expected to result in the appreciation of the Egyptian pound. Consumer price inflation 
fell sharply in 2005 to 4% from 17% 15 months before, and real interest rate turned positive for the 
first time in many years. The CPI index is forecast to level off at about 5.5% in 2006/07, from 4.1% 
in 2005/06. Confidence in the economy is widely shared. A recent IMF Article IV consultation 
mission in Egypt (April 2006) commended the authorities for their impressive performance in 
macroeconomic management, while expressing concern for the growing budget deficit. The 
mission advised the Government on the need for a medium-term fiscal consolidation strategy. 
Apart from the security challenges arising from terrorist attacks with some impacts on the tourism 
industry, other important challenges, of poverty, unemployment, and fiscal balance, remain to be 
dealt with if Egypt is to fulfill its potential as a dynamic, private-sector driven market economy 
well integrated into the global economy.  

 
Table 2.1 

Projected Macroeconomic Indicators 
 

  
Source: IMF/World Bank 
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3. EVALUATION OF THE PUBLIC FINANCIAL MANAGEMENT SYSTEM 
 
3.1 Overview 
 
 An evaluation of the public financial management (PFM) system in Egypt was carried out 
as part of the appraisal of the FSRP. The evaluation is important in view of the fact that the 
financing instrument being proposed for the reform program is a budget support loan, which would 
not be tied to any particular expenditure or purchases, but provided to the Government as part of 
the resources to finance the budget, from which a significant part of the funding for the FSRP 
would be provided. Given this situation, it is imperative that the Bank be comfortable with the 
budgeting process in Egypt, its financial accountability, and its public procurement processes. 
Thus, the evaluation of the PFM system assessed three main areas, viz.: the Public Expenditure 
Review (PER), the Country Financial Accountability Assessment (CFAA), and the Country 
Procurement Assessment Review (CPAR). The evaluation showed that Egypt has a generally 
efficient PFM system, which has been significantly improved over the last several years. However, 
more work needs to be done in order for the system to fully meet international standards. A number 
of measures have been agreed with the Government to further improve the system, and are included 
in the agreed Policy Matrix (Annex 2) for the FSRP. 
 
3.2 Fiduciary Review  
 
3.2.1 The government of Egypt has systems of accountability intended to ensure proper 
allocation, use, and control of public spending. The organization, management, and scrutiny of 
public finances in Egypt are governed by a number of laws and statutes. The Central Auditing 
Organization Law 144/1988 (as amended by 157/1998), The Companies Law 159/1981, the Capital 
Market Law 95/1992, the Law on Public Sector Organizations and Companies 97/1983, and Law 
89/1988 on Organizing Tenders and Bids mainly provide the regulatory framework for public 
accountability in Egypt.  One of the strengths of the public financial management (PFM) system in 
Egypt is that the roles of the executive, legislature and the judicial arms of the government, are 
clearly defined in the constitution.  
  

Public Expenditure Review 
3.2.2 The government started implementing public expenditure review (PER) since July 2004 in 
four sectors, namely, education, health, water, and transport. The PER is part of the reforms being 
undertaken to improve budget classification, execution, accounting and reporting, banking and 
payment systems and the legal framework for budgeting. This is also related to the ongoing work 
on performance based budgeting with a view to establishing a framework for performance 
management and budgeting. The Ministry of Finance is also in the process of implementing an 
Integrated Automation Project (MOFIA) which includes Automated Government Expenditure 
System (AGES). Both MOFIA and AGES would be subsumed within the framework of a 
Government Financial Management Information System (GFMIS) 
 
 Country Financial Accountability Assessment 
3.2.3 The World Bank completed a Country Financial Accountability Assessment (CFAA) 
focusing on public financial management in June 2003. It reviewed the following areas; (i) budget 
development; (ii) budget execution; (iii) public sector accounting and financial reporting; (iv) 
public sector internal control system and records management; and (v) legislative scrutiny of public 
sector financial management. The CFAA rated the overall fiduciary risk as “significant” based on a 
four-point scale of low, moderate, significant and high. The assessment concluded that the risk 
would be reduced by undertaking necessary reform actions. Its conclusion took into account the 
government’s sound legal basis for public financial management, its strong ex ante and ex post 
controls over commitments and expenditures and its conservative fiscal management policies. The 
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CFAA also noted the government’s commitment to improve its computerized accounting and 
reporting system and its inventory management and control systems.  
 
3.2.4 The CFAA identified a number of areas where improvements should be made in order to 
mitigate the government’s overall fiduciary risk. These included: (i) a more comprehensive 
accounting and reporting system to cover extra-budgetary funds, quasi-fiscal activities and 
contingent liabilities; (ii) greater focus on the implementation of the automated government 
expenditure system for budget preparation, execution, accounting and reporting; (iii) greater 
transparency in the budgeting and other financial reporting of the government; (iv) the 
establishment and implementation of a system of modern internal audit; (v) and enhancement of the 
quality of the external audit function by the Central Audit Organization including compliance with 
the standards of the International Organization of Supreme Auditing Institutions (INTOSAI) for the 
conduct of audits to support an opinion on the fairness of the presentation of the government’s 
financial statements.  
 
3.2.5 Significant progress has been made in moving with the PFM reform agenda. The 2004/05 
budget was made public, encouraging public discussion and debate; the 2005/06 budget covers 
quasi-fiscal activities for payments to state enterprises and consumers; and a GFS-2001-compliant 
chart of accounts is being implemented in the same budget, including an 8-chapter classification 
structure. The Ministry of Finance (MoF) has also: (i) begun work to create a macro-fiscal unit to 
prepare a multi-year fiscal and expenditure framework to guide future budget preparation activities; 
(ii) set up a revenue estimation model; and (iii) established an Internal Audit unit. A major pillar of 
the PFM reform program is fiscal consolidation as well as strengthening of the budget structure. 
The Government has intensified efforts to improve public expenditure management. To this end, a 
budget classification that conforms to the GFS Standards was adopted, while the Ministry of 
Finance is working towards more effective cash and debt management through the establishment a 
Single Treasury Account. On the expenditure side, a pilot phase of performance based budgeting is 
being implemented. The 2005/06 budget was the first to be presented under current IMF 
Government Finance Statistics standards.  Under the new system, the budget will in the medium-
term be guided by macroeconomic and financial objectives and constraints. The new classification 
distinguishes between economic, administrative and functional classification. This would improve 
the transparency of the fiscal accounts. Efforts to increase budget transparency are also being 
implemented, most notably through the inclusion of implicit subsidies as explicit lines in the 
budget. 
  
3.2.6 The MoF is actively monitoring the progress of the reform agenda.  A new quarterly 
Economic Monitoring Report is being published, which includes a summary of the ongoing key 
reforms areas and progress achieved.  The summary should supported by a detailed 4-year (2006-
2009) time bound action plan led by the MoF, with benchmarks, expected completion dates and 
budget estimation.  The actions aim at improving: tax policy analysis, and revenue estimation, 
control on tax collection, modernization of budget process including cash management and 
expenditure policy, establishment of a debt management unit, and accuracy of shared data and 
financial information. Even though a new comprehensive CFAA is yet to be carried out, the actions 
undertaken so far by the authorities, which are in line with the recommendations of the most recent 
assessment, have largely addressed the concerns raised.  
 
 Procurement Assessment Review 
3.2.7 The public sector continues to play a major role in the Egyptian economy. Unofficial 
estimates indicate that the GOE spends about 27% of GDP on public works, goods and services. 
This estimated percentage translates into an annual procurement of USD 24 billion, thus reinforcing 
the necessity of ensuring that public procurement is carried out in an efficient and transparent 
manner. Egypt’s legal system is based on civil law, with the Civil Code regulating commercial 
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contracts. Public contracts are governed by Law No. 89/1988 “Promulgating the Law on Organizing 
Tenders and Bids (“the Promulgating Law”) which includes the Law on Organizing Tenders and Bids 
(“the Law”), and by the Decree No. 1367/1998 promulgating the Executive Statutes of Tenders Law 
issued by the Minister of Finance (“the Decree”).1 The Decree includes the Executive Statutes of 
Tenders Law (“the Executive Statutes”). Concession Agreements, which are not covered under “the 
Law”, are governed by the relevant provisions of the Civil Code. The Civil Code, the Law, the Decree 
and the Executive Statutes, together constitute the legal framework for procurement in Egypt.  
 
3.2.8 The legal framework for public procurement provides two main procurement methods: 
Public Tenders and Public Practices Negotiations. Public Tenders follow the principles of open 
competitive bidding, using two envelopes – one each for the technical and for the financial proposal.  
Public Practices Negotiations is equivalent to an auction. These two main methods are used for the 
procurement of goods and works; in absence of a distinct procurement method for consulting services, 
they also apply to those procurement processes. 
 
3.2.9 Egypt has a fully decentralized public procurement system in which each Competent 
Authority (Minister) is responsible for its own procurement processes. Oversight of the decentralized 
national procurement system is vested in the Ministry of Finance (MoF) whose inspectors may visit any 
ministry at any time to carry out post-reviews of procurement. Ministries must also ensure that a MoF 
representative is invited to serve on their bid evaluation committees. The General Authority for 
Government Services (GAGS) whose Director reports to the Minister of Finance, is responsible for 
budget-related procurement and financial control activities. As a part of its core responsibilities, GAGS 
generates exceptions reports that highlight lapses and irregularities in compliance with regard to 
specific transactions.  
 
3.2.10 The World Bank carried out a Country Procurement Assessment Review (CPAR) in Egypt 
in 2005. The CPAR found that while significant progress has been made in Egypt over the past few 
years in the area of public procurement, more needs to the done in order to be fully in line with 
international standards. The key recommendations made for improvement are: 
 
(i) The development of National Procurement Guidelines to provide consistent and clear 

interpretations of the Law and Executive Statutes.  
(ii) The development of Standard Bidding and Contract Documents, to reinforce the 

introduction of consistent and clear methods in soliciting, submitting and evaluating bids. 
(iii) The development of Public Service Standards in Procurement, against which all procuring 

entities would be measured; 
(iv) The development of a Human Resources Strategy, including an effective procurement 

training program, in order to address the acute scarcity of procurement specialists as well as 
upgrade the skills of those in service; and 

(v) The development of Public Procurement Assistance for Small and Medium Enterprises, 
in order to increase their participation in public procurement. 

 
3.2.11 The Bank discussed the status of the above recommendations with the authorities during the 
appraisal of the FSRP, and received assurances that they are taken seriously, with several of them 
already being implemented. For instance, Standard Bidding and Contract documents have been 
developed in 2005, with all Government entities legally required to utilize the documents, while the 
National Procurement Guidelines are currently being prepared and are expected to be ready by end 
2006. More resources are being provided to GAGS’ Procurement Training Center in order to meet 
the shortage of procurement experts. A major initiative of the Government is e-procurement, 
involving the automation of most procurement processes, and their availability on-line. This is 

                                                 
1  As amended by decrees 513/1999 and 2/2000 
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expected to assist in bringing efficiency and transparency into the public procurement process. 
Overall, public procurement processes in Egypt are generally in line with international practices, 
and the Bank would continue its dialogue with the Government on further improvements to the 
processes. 
 
4. THE FINANCIAL SECTOR 
 
 4.1 Overview 
 
4.1.1 The Egyptian financial sector comprises the banking sector and the non-bank financial sector, 
which includes the insurance sector, the mortgage sector, the capital market, and other financial 
services such as leasing and venture capital. Microfinance institutions are also gradually becoming 
integrated into the financial sector. The sector has a major role to play in stimulating development in 
the country, particularly that of the private sector. Total assets of the financial sector, estimated at LE 
960 billion2 as at end June 2005, represented about 180% of GDP. The average annual compound 
growth rate of financial system assets at 14.6% during the period 2001 - 2005 has been significantly 
above the year-on-year growth rate of GDP. The financial sector has contributed, on average, between 
5 to 6% to GDP over the past six years. The sector has been one of the main beneficiaries of the 
GOE’s economic reform and liberalization policies implemented since the early 1990s. This period has 
seen an appreciable institutional strengthening of the financial system.  
 
4.1.2 Despite the progress that has been made to date in transforming the Egyptian financial 
sector, important challenges remain if the sector is to efficiently perform its role in economic 
development. For instance, the rate of maturity transformation in the banking system is very low, 
thereby depriving the real sector of medium to long-term funding resources. The insurance sector 
remains small, limiting its role in risk management and transfer, the mortgage industry provides 
limited market-based resources for housing development, while the capital market has also been 
limited in its role of providing equity capital for investment purposes. Further strengthening of the 
sector is required to increase efficiency, enhance competition, and improve the infrastructure for 
credit management. The FSRP has been designed primarily to address these and other shortcomings 
of the financial sector.  
 
4.2 Liquidity, Monetary Policy and Foreign Exchange Management 
 
4.2.1  For a long time (prior to the issuance of the Banking Law 88 of 2003), monetary policy was 
not fully transparent. The absence of a clearly defined monetary policy objective, framework and 
implementation process was exacerbated by the abruptly announced float of the Egyptian pound in 
2003, which broke the long term peg of the local currency to the US dollar, a process that was not 
properly managed. The Egyptian pound then depreciated by 45 percent, including a fall of 25 
percent during 2003 alone. The loss of confidence in the domestic currency triggered the 
emergence of a vibrant black market, which had a premium of over 15 percent in late 2003. 
 
4.2.2 Against this background, the new CBE management introduced several important measures 
aimed at restoring confidence in the local currency and bolstering the credibility of the central 
bank. The new monetary policy framework, as well as the liberalization of the foreign exchange 
market, two key pillars of the FSRP, was designed to address the weaknesses in the previous 
management regimes.  
 

                                                 
2 The financial assets of the pubic social insurance system, representing close to 40% of GDP, is excluded from the calculation of 
financial sector assets given its quasi-fiscal nature. 
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4.3 The Banking Sector 
 
4.3.1 The legal framework for the banking sector in Egypt was streamlined with the 
promulgation, in 2003, of the new “Law of the Central Bank, Banking Sector and Money (Law No. 
88/2003)”, or the Banking Law. The new law consolidated and repealed the previous myriad of 
laws governing banking business in Egypt, including the Banks and Credit Law (No. 163/1957), 
the Central Bank of Egypt and the Banking Sector Law (No. 120/1975), the Secrecy of Bank 
Accounts Law (No. 205/1990), and the Foreign Exchange Law (No. 38/1994). The Central Bank is 
at the apex of the banking system. It has regulatory authority over banks operating in Egypt. These 
include the licensing, inspection and control of banks registered in the country, as well as to act as a 
lender of last resort. The CBE also acts as the exclusive note issuer and has responsibility for the 
conduct of monetary policy. The banks financial statements must be approved by the CBE before 
publication. The independence of the CBE was enhanced under the new Banking Law, with the 
Governor made responsible directly to the President, rather than to the Minister of Foreign Trade. 
 
4.3.2 The banking sector dominates the financial sector, accounting for over 84% of the sector’s 
total assets. The relative importance of the banking sector in financing investments can be seen 
from the fact that while total domestic credit as at 30 June 2005 amounted to LE 466 billion, equal 
to 87% of GDP, the average value of monthly traded equities in the stock exchange was only LE 14 
billion, and the total value of listed bonds was LE 52 billion, of which about 80% is government 
bonds. The main issues constraining the growth and efficiency of the banking sector are discussed 
below. 
 
 Dominance of the State-owned Banks in the Sector 
4.3.3 The banking sector currently comprises of 43 licensed banks (down from 57 in 2004), with 
the Central Bank of Egypt at the apex of the sector. Four state-owned commercial banks - the 
National Bank of Egypt (NBE), Banque Misr (BM), Banque du Caire (BdC), and Bank of 
Alexandria (BoA) – dominate the banking sector, accounting for over 48% of total sector assets and 
about 55% of total deposits. Together with three state-owned specialized banks3, the state-owned 
banks control about 58% of total banks deposits as at June 2005. Although private banks are 
growing faster than their state-owned counterparts, they remain relatively small with modest branch 
networks. In addition to its fully-owned banks, the Government also had significant interests in 
many private sector banks, the so-called joint-venture (JV) banks. JV companies in the banking and 
corporate sectors were established over the past three decades under the provisions of Law 43 of 
1974, which allowed financial and non-financial institutions to operate as private sector concerns 
irrespective of the share of public ownership in them. Twenty three JV banks were registered under 
Law 43, with assets ranging from less than one to over four percent of banking system assets. 
Public sector shares in these JV banks are held by public sector financial institutions – mainly 
banks (with shares in 17 of the largest entities), but also insurance companies, and the National 
Investment Bank. The 17 joint venture banks in which state-owned banks are shareholders account 
in aggregate for about 20 percent of the banking system deposits. The sheer presence of a state-
owned bank in the shareholding of a JV bank confers on it a weight in the decision making process 
that goes well beyond the nominal level of its ownership stake in the bank. This ownership 
structure, is at the root of unwelcome governance and conflict of interest issues, and translates into 
weak competition and poor allocation of resources in the sector.  
 
4.3.4 The state-owned commercial banks were originally established to service key segments of 
the economy: NBE for trade and oil sector; BM for the textiles sector; BdC for the construction 
sector; and BoA for the industrial sector. Although functional specialization has long been 
abolished, their loan portfolios still loosely reflect their original missions. In this sense, the NBE 
                                                 
3 The Egyptian Arab Land Bank, Industrial Development Bank of Egypt and the Principal Bank for Development and Agricultural 
Credit. 
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fared much better than the other state-owned banks, as its assigned sectors are lucrative ones with 
strong profitable enterprises, both public and private.  Over the years, the state-owned banks have 
become a drag on the financial system. Compared to their private counterparts, the state-owned 
banks lag in efficiency and generally in performance. The true performance of the state-owned 
commercial banks is not fully reflected in their financial statements due to a lack of rigor in certain 
accounting treatments such as loan classification and income accrual. A closer analysis of their 
operations shows that they are undercapitalized and overstaffed, have poor asset quality, low profit 
margins, high operating costs, and inadequate risk management systems, and have generally been 
slow to modernize and innovate. The poor quality of their portfolio is now officially acknowledged. 
These weaknesses, which have had a debilitating effect on the financial markets and on the 
efficiency of resource allocation, are being addressed within the framework of the FSRP. 
 
 Fragmentation of Sector Institutions 
4.3.5 The Egyptian banking sector is highly fragmented. As of 2004, there were 57 banks 
operating in the sector, many of them small and financially too weak to effectively service the 
banking needs of their clients. These banks have weak capital bases, little or no branch networks 
and they represented a systemic risk to the stability of the banking system. To address this problem, 
the CBE has tightened the capital adequacy requirements of banks, and is implementing a bank 
consolidation program as part of the FSRP. Under the program, the number of banks in the country 
is expected to fall from 57 to 35 by 2007. Furthermore, the new Banking Law, which significantly 
increased the minimum capital requirements for banks – from LE 100 million to LE 500 million for 
domestic banks, and from US$ 15 million to US$ 50 million for branches of foreign banks - has 
triggered a wave of consolidations in the banking sector. Four branches of foreign banks have 
ceased operations as they could not meet the new capital requirements, while eleven private banks 
have or will merge to comply with the new law. The banks remaining in the sector would have the 
necessary financial strength to be able to provide a full range of financial services to their 
customers. 
 
 High level of Non-performing Loans 
4.3.6 The problem of non-performing loans (NPLs) is a major systemic risk for the entire banking 
sector. While official estimates put the system-wide NPLs ratio at about 22%, up from 11.7% in 
1999 and 16% in 2003, it is generally believed that the actual ratio is much higher.  With such a 
high percentage of non-performing banking assets, the intermediation efficiency of the financial 
sector has progressively declined. Table 4.1 below, which presents the aggregate financial position 
of the Egyptian banking sector, shows that credit to the economy as a percentage of bank assets 
declined from 56.4% in 2001 to 43.7% in 2005 (as against a generally accepted ratio of 60%), the 
deposit transformation ratio declined from a high of 82.9% in 2001 to 59% in 2005 (against a world 
average of 86%), while interest rate spreads increased from 4.3% in 2001 to 5.6% in 2005 (efficient 
markets have spreads of 3 to 4%). The overall profitability of the sector has also been on a 
downward trend, weighed down mainly by the low profit levels of the state-owned banks (the state-
owned banks recorded return on equity (ROE) and return on assets (ROA) of 4.5% and 0.2% 
respectively in 2003, declining from 7.2% and 0.3% respectively achieved in 2002. On the other 
hand, private sector banks recorded ROE and ROA of 15.9% and 1.0% respectively in 2003, as 
against 10.6% and 0.7% respectively in 2002). These trends have serious negative impacts on the 
real sector, and on economic efficiency in the country. Thus, the resolution of the NPLs problem is 
of critical importance for the health of the banking system, and that of the economy as a whole. 
 
 
 
 
 
 



 

 

13

 
Table 4.1  

Aggregate Financial Position of the Egyptian banking sector 
FY ending June 30 (in LE millions unless otherwise indicated) 

 
Assets 2001 2002 2003 2004 2005
Cash, Securities Investments and Reverse repo 64249 74627 92179 116894 178771

Balances at Banks and CBE 67176 83299 103246 140672 176690
Loan and discount balances 226776 241470 266100 284722 308495
Other assets 24137 28966 33939 35650 41190
Total Assets

382338 428362 495464 577938 705146
Liabilities and Shareholders Equity

Capital and Reserves 20990 22194 23769 29960 35368
Provisions 27554 31200 35869 40099 49541
Long-term debt 10579 11922 14057 14866 14254
Obligations to CBE and Banks 34180 39644 46924 51826 34933
Deposits 260429 291225 340868 403144 519649
Other liabilities 28606 32177 33977 38043 51401

Total Liabilities & Shareholdrers Equity 382338 428362 495464 577938 705146

(in % unless indicated otherwise)
Provisions/Assets 7.2 7.3 7.2 6.9 7.0
Loans/Assets 59.3 56.4 53.7 49.3 43.7
Loans/Deposits with Banks 87.1 82.9 78.1 70.6 59.4
Deposits/Assets 68.1 68.0 68.8 69.8 73.7
Securities(including Tbills)/Assets 16.6 17.7 19.3 19.6 19.7
Loans to private sectors/Total Loans 81.1 82.1 82.4 82.0 80.1
Foreign Currency assets/Foreign cuurency 
Liabilities 108.5 110.7 111.2 111.5 113.8
Securities Held by Banks (in LE million) 71,142 87,726 111,338 137,431 172,177

Banking performance Indicators
(in %)
Capital Adequacy
Equities/Assets 5.5 5.2 4.8 5.2 5.0

Asset Quality
Loan Provisions/Loans 12.2 12.9 13.5 14.1 16.1
Provisions/Assets 7.2 7.3 7.2 6.9 7.0
Loans to Private Sector / Total Loans 81.1 82.1 82.4 82.0 80.1

Earnings
ROE 13.7 12.4 8.9 10.3 10.6
ROA 0.8 0.7 0.5 0.5 0.6  

 
4.3.7 In the context of the FSRP, the CBE has designed a comprehensive program to address the 
problem of NPLs of not only the state-owned banks, but also those of the private sector banks. The 
resolution plan involves structural and organizational changes at the CBE and the banks, the 
provision of alternative dispute resolution mechanisms, and the assumption by the GOE of the 
NPLs of public enterprises at the state owned banks. The structural changes included the creation of 
a dedicated NPL Unit at the CBE, followed by the CBE’s instruction to all banks operating in 
Egypt to establish an independent Loan Workout Unit to be staffed with qualified personnel.  
 
4.3.8 The CBE has established an arbitration-based dispute resolution mechanism to encourage 
banks and private borrowers to reach extra-judicial settlements for NPLs, a mechanism which has 
helped streamline the process of rescheduling NPLs, loan recovery and repossession of collateral, 
and avoided the lengthy and cumbersome process of court settlement. Over the 2-year period 2004-
2005, settlements of arrears under the CBE sponsored mechanism represented some 49% of private 
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sector NPLs, with total collection amounting to 18% of total NPLs. As part of the NPLs resolution 
program, the remaining state-owned commercial banks will be institutionally and operationally 
restructured, in order to improve their efficiency, and minimize the possibility of a relapse to their 
past lax lending policies. 
 
4.4 The Insurance Sector 
 
4.4.1      The legal framework for the insurance industry in Egypt is provided mainly by the Law on 
the Supervision and Control of Insurance in Egypt (Law No. 10/1981), and Law No. 54 of 1975 on 
Private Insurance Funds. The laws provided for the registration of insurance and reinsurance 
companies, and private pension funds, established the Egyptian Insurance Supervisory Authority 
(EISA), and gave it power for the regulation and supervision of insurance business in Egypt. EISA 
has the authority for the licensing and de-licensing of insurance undertakings, the approval of 
directors and senior management of insurance companies, and the supervision of their activities. 
Subsequently, Law No. 156 of 1998 was passed which opened up the insurance industry and made 
it possible for foreign investors to acquire 100% of the shares of an Egyptian insurance company. 
The law also made it possible for foreign nationals to be appointed as the Managing Director of an 
Egyptian insurance company. 
 
4.4.2 The Egyptian insurance industry is small and undeveloped and its contribution to the 
financial sector and the economy is well below its potential given the size of the Egyptian economy 
and its level of development. The underdevelopment of the industry is due to factors of supply and 
demand. The supply side factors relate to tight controls, high cost and limited innovation in 
insurance products. The demand side variables include the relatively low per capita income, lack of 
awareness of insurance products, and the existence of other sources of social protection mainly 
through the government. The total assets of the insurance industry as at end of June 2005 were LE 
20 billion, representing only 3.9% of GDP. The insurance density or premium per capita is one of 
the lowest in the region at LE 58.5 or US$ 10 (compared to US$ 46 for Tunisia, US$ 40 for 
Morocco and US$ 12 for Algeria) and ranks Egypt 79 in the world, while insurance penetration i.e. 
premium as percentage of GDP is also a low ratio of 0.8% ranking Egypt 75 worldwide. The main 
issues constraining the growth and efficiency of the insurance sector are discussed below. 
 
 Government Dominance of the Sector 
4.4.3 While there are 20 insurance companies in Egypt, the sector is dominated by three state-
owned insurance companies: Misr Insurance Company, Al Chark Insurance Company, and the 
National Insurance Company, which together control over 75% of the insurance business, while the 
state-owned Egyptian Reinsurance Company is the only company providing reinsurance services. 
The four state-owned insurance companies account for 76% of the industry’s paid-up capital plus 
reserves, and 84.7% of policyholders’ rights (80% in life insurance and 91% in non-life insurance). 
The public sector insurance companies have been utilizing their capital and the large amounts of 
investments that they have built up over the years to suppress new private sector entrants into the 
market through predatory pricing practices. Competition in the market has been based mainly on 
pricing rather than on product innovation or service quality, with negative effects on sector 
development. To address the issue of Government dominance, the GOE’s plan is to ultimately 
privatize the insurance sector, starting the process with a comprehensive industry restructuring, and 
progress in the privatization of the state-owned insurance companies with at least one company to 
be offered for privatization within the current phase of financial sector reforms. Annex 7 provides 
the terms of reference for the sector restructuring and privatization plan. 
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Regulatory Constraints to Sector Development 
4.4.4 Many existing Government policies and regulations in the insurance sector are constraining 
to the growth and development of the sector. Such policies include the issue of stamp duties on 
insurance premiums, the ban on the licensing of insurance brokerage firms, and the current 
Government policy regarding the mandatory motor third party liability (MTPL) insurance. The 
current high stamp duty on insurance premiums (sometimes over 20% for some classes of 
insurance) is a major disincentive for the growth of the industry. On the life line of business, 
investment-style products are subject to premium tax, while comparable products issued by banks, 
for example, are not subject to such taxes. The ban on brokerage firms deprives Egypt of access to 
the services of international insurance firms, and limits the ability of foreign insurance companies 
to compete directly with the local mainly state-owned companies. The MTPL has significant 
political economy influence, and it poses a daunting challenge to the insurance companies. MTPL 
pricing is not commercially determined but fixed by the Government, and the business is being 
subsidized by the industry. Claims theoretically have no upper limits in courts. The gross loss ratio 
for the insurance industry on the motor line was 412% in 2005, more than three times its level in 
2001. As the industry is reformed, there is need to address this mandatory insurance, currently 
subsidized, to ensure that it is put on commercial principles. The restructuring of the insurance 
sector included in the FSRP would address many of the regulatory constraints to the sector’s 
development. New laws are being proposed to address the issues of stamp duties on insurance 
premiums, insurance brokerage firms and the MTPL insurance. The Financial Sector Reform and 
Strengthening Initiative (FIRST) is providing TA to address some of the issues relating to the 
MTPL, particularly with respect to establishing a more realistic pricing for the line of business. 
Capacity building programs are also being implemented for the public sector insurance companies 
as part of the restructuring efforts.  
 
4.5 The Capital Market 
 
4.5.1 The promulgation of the Capital Market Law No. 95 of 1992 provided the legal and 
regulatory underpinning for the functioning of the Egyptian capital market. The law established the 
Capital Market Authority (CMA) as an autonomous regulatory agency; established a unified market 
composed of two stock exchanges in Cairo and Alexandria; and provides for the free entry of 
foreign financial services companies. The CMA is empowered to monitor market participants, and 
to introduce measures to encourage the establishment of securities firms with adequate levels of 
capitalization. Since the promulgation of Law 95/1992, the capital market has witnessed significant 
development, after its near collapse in the decades before.  A new management team has been 
appointed at the CMA, and the authority was restructured in order to enable it to function as a 
competent market regulator. The Cairo and Alexandria Stock Exchange (CASE) continues to 
improve its trading infrastructure and its operating rules and regulations, and the stock market 
witnessed significant growth in its operations during 2005. 
 
4.5.2 Since the incorporation in 2001 of Egypt into the Morgan Stanley Capital International 
(MSCI) emerging market and world indices, the CASE-30 (the main Egyptian capital market 
index) has achieved new  heights, with a cumulative growth of 1,183% over the last three years.  
The market offers a variety of products including equities (common and preferred stocks), fixed 
income (government and corporate bonds), mutual funds (26 as of December 2005: 23 Open-end 
and 3 Closed-end), certificates on the CASE 30 and GDR (Global Depository Receipt) that allow 
Egyptian companies to access international markets.  As at the end of 2005, the equity market 
capitalization stood at  LE 456 billion (87% of GDP) representing an increase of 300% from LE 
112 billion in 2001 with most of the increase occurring over the last two years when the market size 
almost doubled from LE 234 billion to L 456 billion.  This sizeable gain in market capitalization is 
remarkable given that the number of listed companies went down from 1,072 to 770 over the same 
period as shown in Annex 10.   
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4.5.3 Stock valuation has substantially appreciated from a price earning ratio of 8.74 (2001) to 
21.99 (2005) making the Egyptian market more expensive than other emerging markets such as 
Brazil (10.66) and Argentina (11.09) but cheaper than most regional competing markets such as 
Jordan (57.10) and Saudi Arabia (104.75).  The equity market is highly concentrated, with the top 
10 companies accounting for 47.33% of the market capitalization and the top 50 for 63.70%.  The 
debt segment of the capital market has a market capitalization of LE 52 billion which constitutes 
10% of GDP with a total of 58 outstanding issues composed of 35 government bonds and 23 
corporate bonds. There are three main sources of demand for equities on the Egyptian market: 
individual investors, institutional investors and foreign investors. The foreign investors’ share of 
the market has been growing steadily since the inclusion of Egypt in the MSCI to reach almost one 
third of the traded value in 2005. This high level of foreign portfolio investment reflects the rising 
foreign confidence and interest in the Egyptian capital market. In 2005, for the first time in 5 years, 
3 major IPOs of public companies, including Egypt Telecom, were offered through the Egyptian 
market for a total value of LE 7.66 billion. On average the offerings were several times 
oversubscribed and given this success the government plans to bring more IPOs to the market in 
2006. The swap market is virtually non-existent in Egypt due to the lack of a reliable inter-bank 
money market pricing reference.  
 
4.5.4 A new “Primary Dealers System” of debt management was introduced by the Government 
in July 2004. The system authorizes a number of financial institutions, including banks and bond 
dealers, registered with the MoF, 13 to date, to underwrite primary issues of government securities 
and activate trading in the secondary market through sale, purchase and repurchase agreements of 
the securities. This system is expected to reduce the cost of borrowing in the long run, with 
subsequent decrease in public debt service. It is also expected to help establish a proper yield curve 
reflecting actual supply and demand for government debt and thereby encourage a more efficient 
bond market. 
  

Main Challenges 
4.5.5 One of the main challenges facing the capital market is the development of the non-cash 
section of the market through the introduction of new products such as futures and options, margin 
trading, securitization, and index-linked trading. However, before more sophisticated and complex 
market products can be introduced, the regulatory and supervisory framework needs to be upgraded 
together with the capacity of the CMA as the regulator. Other challenges facing the capital market 
include: (i) improving the quality of the listed companies on the stock exchange through the 
introduction of stricter standards and rules for exchange listing, requiring more disclosure and 
transparency; (ii) improving the quality of market participants (advisory services, research, etc.) 
including fostering the entry of qualified asset managers and regulation of the investment 
management profession; (iii) improving market structure (reduce volatility and concentration); and 
(iv) addressing ownership of market institutions, particularly the CASE.  
 
4.5.6 These challenges are being addressed within the context of the FSRP. New membership 
rules have been developed for the CASE, which is expected to be approved by the CMA before end 
2006. The CMA has signed a Memorandum of Understanding (MoU) with the Securities and 
Investment Institute (SII) of the UK for assistance in the professional training and licensing of 
market participants, with a view to improving their standing. The program would eventually lead to 
a system of accreditation of all professionals operating in the capital market, based on a 
confirmation of their technical abilities to practice in the market. The CMA is also being 
strengthened through a capacity building program in order to enhance its effectiveness as a market 
regulator.  
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4.6 The Pension system 
 
4.6.1 Egypt has both mandatory and supplementary pension programs. The mandatory program 
has two pension systems managing five schemes. These include the Social Insurance Fund for 
Public Private Employees (SIFPPE) and the Social Insurance Fund for Government Employees 
(SIFGE).  In addition there is a scheme for seasonal workers, one for the self employed, and one for 
Egyptians working abroad. The different schemes are governed by several legislations, including 
Law 79/1975 “The General Insurance Scheme”, Law 108/1976 “The Social Insurance Scheme for 
Employers and Self-employed”, and Law 54/1975 “Private Insurance Funds or complementary 
Schemes”. The self-employed scheme is non-contributory. The self employed pay LE 1 per month 
for 10 years and are entitled to a lifetime pension of LE 80 per month. About 90% of the labor force 
or 18.5 million people (Egypt has an economically active population of 21 million), are covered. 
Contribution rates vary depending on the type of wage (basic or variable) and the type of employer 
(private sector enterprises, public sector enterprises or government offices). The schemes are 
defined benefit schemes. Although mandatory contributions are relatively high, pension benefits are 
even higher, and include cost of living adjustments that are financed by annual transfers from the 
government budget to the social insurance system.  From 8% of government current expenditure in 
FY 1995, these annual transfers jumped to close to 14% in FY 2005, and represent currently the 
second main source of revenue of the social insurance system, equivalent to half of the social 
security system's annual surplus. Although the two schemes are fully funded, they are not 
financially sustainable over the long term due to the generous coverage provided to dependants, and 
the cost of living adjustment, which is not funded. The GOE has embarked on a fundamental 
reform of the pension system in order to ensure its financial sustainability. The mandatory pension 
schemes are not under EISA’s supervision, and their reform is not part of the current phase of the 
financial sector reform program.  
 
4.6.2 The supplementary system or private pension funds are supervised by EISA and their 
reform is part of the FSRP. These funds are organized mostly on Deposit Administration basis 
along an old British scheme, with semi guaranteed defined benefit (DB) paid as a lump sum and 
providing a range of other benefits. They are administered by their sponsors or the relevant 
vocational associations and are subject to outdated law and regulation. As of June 30, 2005, there 
were 618 private pension funds with reserves equivalent to LE 14.5 billion, and 95% of their assets 
invested in government bonds (67.4%) and bank deposits (27.7%). The funds, with a few 
exceptions, are not run optimally for the benefit of their members. Funds with no employee 
contributions are not supervised, and this issue is being addressed by the regulatory authority. 
Expense rates are high for a number of schemes and there is a clear case for outsourcing fund 
management to qualified asset managers. Larger schemes seem to have adequate actuarial overview 
but this does not appear to be the case for the smaller and medium sized schemes.  A number of 
funds are not in good financial condition, and the vast majority is not fully funded. Thus, the major 
issues relating to the funds are their weak management, lack of effective supervision, and poor 
financial situation. The weak actuarial position of these funds might ultimately represent contingent 
liabilities on the Government budget.   

 
4.7 Mortgage Market 
 
4.7.1 The Egyptian total population is approximately 70 million and is growing at about 1.5 
percent annually representing an increase of about 18 million people over the next 15 years.  The 
GOE has estimated that a total of 5.3 million housing units will need to be constructed between 
2005 and 2017, of which an estimated 3.7 million units would be needed for low income 
households.  The housing industry supplied about 250,000 units in 2003 and 260,000 in 2004.  If 
this capacity is maintained the industry is capable of producing 3.38 million units by 2017.  Despite 
this reasonable production capacity of the housing sector, Egypt currently has a supply-demand 
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mismatch.  Indeed, there is an excess inventory of medium- and high-end properties, while the 
demand is for low-income housing. This demand is not satisfied as low- and middle-income 
households do not have access to financing that would allow them to purchase any of the available 
housing units.  The GOE has taken several steps to resolve this mismatch, including a Government 
pledge to deliver a new Social Housing Program for 500,000 low income households over the next 
six years.   
 
 Main Issues 
4.7.2 The development of a market-based residential mortgage finance sector is necessary to shift 
the burden of housing finance from the government budget to the financial markets. In pursuit of 
this objective, the Government passed, in 2001, the Real Estate Finance Law (REFL)4, which sets 
out the legal foundations for a market-based housing finance. However, despite the passage of the 
law, mortgage financing in Egypt remains almost non-existent. This situation is due, in part, to the 
following factors: (i) inadequate legal infrastructure making it difficult to enforce claim and 
foreclose property, (ii) high registration fees, taxes and inefficient property registration procedures, 
(iii) restrictions on bank credit to the housing sector as CBE regulations impose a 5% ceiling on 
real estate lending, (iv) lack of risk information for lenders due to the inexistence of credit bureaus 
in Egypt, and (v) inconsistent approach to property valuations making it difficult for lenders to 
make financing available based on the accurate value of the property.  
 
4.7.3 The GOE is taking measures to address the above constraints to the development of an 
effective mortgage finance market. Apart from the REFL, other steps have been taken including: (i) 
amendment to the Capital Market Law, which strengthened the legal and institutional framework 
for mortgage securities; and (ii) the establishment, in July 2004, of a new Mortgage Finance 
Authority (MFA) with a mandate to regulate and supervise the mortgage market.  The GOE has 
also launched a broad property registration program, which establishes a transparent system to 
improve property rights. In support of this program, USAID is providing the Government with 
technical advisory and institutional capacity building services, under a USD 35 million five-year 
Egypt Financial Service (EPS) Project launched in November 2004. The World Bank is also 
actively assisting the development of the mortgage finance system through a separate Mortgage 
Finance Project (MFP). The MFP, in the amount of LE 230 million (about US$ 40 million), would 
provide technical assistance to help strengthen the regulatory and institutional framework for the 
mortgage market, as well as establish an Egyptian Liquidity Facility (ELF), which will serve as a 
market-based mechanism for extending mortgage refinancing loans of medium-term duration to 
eligible residential mortgage lenders in the primary market. Furthermore, a Guarantee and Subsidy 
Fund (GSF) is being established, pursuant to the provisions of the Mortgage Law, as a market-
oriented and financially sustainable institution for administering housing subsidy to the poorer 
sections of the population.  
 
4.8 Other Non-bank Financial Services 
 
4.8.1 Other non-bank financial services, such as leasing, venture capital and factoring are still at 
an embryonic stage with some related financial services being provided by banks. The leasing 
industry was established in Egypt by law 95 of 1995 with further amendments in 2003. The 
industry is not well developed but has a significant potential particularly in terms of the support that 
it can provide to SMEs. The legal environment has been a serious impediment to the growth of the 

                                                 
4 The Egyptian Parliament approved a new real estate mortgage law in 2001 (although much of it was not implemented until 2004) to regulate real 
estate bank financing. The law, which is geared towards encouraging housing of low and middle-income groups, allows banks to offer subsidized and 
non-subsidized loans for the purchase of houses as well as administrative and commercial units and renovating existing ones.  The goal is for 
borrowers to be able to make a 20% down payment and pay off the remainder in installments over 20-30 years.  Buyers will receive title while still 
subject to mortgage. Further, under the new law, banks supposedly will be able to foreclose on loan defaulters in case they default on payments for 
between six and nine months.  
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leasing industry particularly difficulties in repossessing assets due to inadequate enforcement of 
ownership rights. The constraints impeding the growth of the industry include: (i) the restriction on 
their borrowing as a consequence of the limitation on interest payments by companies under the 
Income Tax Law; and (ii) the Law on Tourism, which requires tourist operators to be licensed, 
thereby excluding leasing companies from this important sector. Within the context of the FSRP, 
Ministerial Decrees were issued in 2006 exempting leasing companies from Article 52 of the 
Income Tax Law, which restricted their debt payments to a maximum of four times their capital, as 
well as permitting them to lease buses for tourism. In addition, the Leasing Activity Association 
was revived in 2005 to provide effective representation to leasing companies, and ensure the 
dissemination of best practices within the industry. Other impediments to the development of the 
industry relate to the secondary market for used equipment which is not fully developed and the 
unavailability of credit information on potential clients. According to the MoI, only a handful of 
leasing companies are active out of the about 180 companies registered. The largest player in the 
market is Sogelease, a subsidiary of National Société Générale, established in 1997. Three other 
companies are also active5, while new companies are being established. 
 
4.8.2 Factoring is virtually non-existent in Egypt, but is widely recognized by the business 
community as a critically missing service.  Some factoring services are currently provided by a few 
banks. The first factoring company was recently established with the support of IFC, and it involves 
the biggest private commercial bank in the country, the Commercial International Bank, and a 
foreign bank, Fimbank (from Malta).  The company will serve mostly exporters. Within the context 
of FSRP, amendments have been proposed to the Executive Regulations of the Investment Law 
regarding factoring in order to develop the industry. The amendments include the main criteria 
governing factoring activities, and assigns the General Authority for Investments (GAFI) as the 
responsible entity for setting the rules for factoring activity according to the best practices followed 
by international factoring groups such as Factors Chain International (FCI) and International 
Factoring Group (IFG), which includes rules regulating the activity, licensing requirements, 
financial adequacy, financial statements, the role of external auditors, working capital financing, 
credit risk protection, accounts receivable bookkeeping and collection services. The objective is to 
make factoring to become a tool for encouragement of Egyptian production and exports, and small 
and medium enterprises. 
 
4.8.3 Venture capital activities are still at an embryonic stage with only a few institutions 
specialized in this field. There are 15 venture capital firms registered and most of them are inactive.  
The active ones, EFG-Hermes, Concord, and ADI, have launched some venture capital funds in the 
country, which are targeted mostly to the technology and the food industries.  
 
4.8.4 Microfinance programs have existed in Egypt since the mid-1960s. Most microlending 
services are delivered through government and non-governmental organizations (NGO) programs, 
while some are conducted through business associations, development intermediaries, and state-
owned and special-purpose banks. The GOE has made efforts to formalize and regulate the 
activities of microfinance institutions, and improve the availability of financial services to micro-
enterprises. The most notable of these efforts was the promulgation in May 2004 of the “Law on 
Development of Small Enterprises” (Law No. 141/2004), and its Executive Regulations. Among 
other measures, the law dealt with the provision of financial assistance to small and micro 
enterprises, and established special funds for that purpose. The law designated the Social Fund for 
Development (SFD) as the primary agency responsible for the development of micro enterprises in 
Egypt. Most microfinance in Egypt is disbursed by NGOs who are not permitted to take deposits 

                                                 
5 Inkolease, Corplease (40% subsidiary of CIB), Orix Leasing Egypt (subsidiary of a Pakistani leasing Company with 
NBE, IFC and Japanese shareholdings) 
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and therefore have limited outreach. The NGOs are governed by Law No. 84/2002, and are 
registered with the Ministry of Social Affairs. 
 
4.8.5 Despite the above efforts, there remains a large unmet demand for microfinance services 
among the entrepreneurial poor in Egypt. It is estimated that the country’s microfinance industry 
currently reaches only about 5% of the more than 2 million potential borrowers. This situation 
provides opportunities for formal banking institutions’ involvement in the industry since they have 
the advantage of both outreach capacity through their branch networks and resource base through 
deposits. A successful micro lending program is that run by the Alexandria Business Association 
(ABA), assisted by USAID and the EU. The ABA program has a total portfolio of over US$ 12 
million to about 25,000 borrowers. However, the program, like many other microfinance initiatives, 
is reliant on donor support. It is hoped that as the industry is becoming more mature, it would be 
able to meet the challenge of developing fully self-sustaining microfinance programs, with 
acceptable levels of outreach. The ongoing efforts to develop factoring activities in the country, as 
discussed in paragraph 4.8.2 above would also assist the financing of micro-enterprises in Egypt. 
 
4.9 Regulation and Supervision of the Financial Sector 
 
4.9.1 Egypt operates the functional regulatory and supervisory structure for its financial system, 
comprising different supervisory agencies as against the system of a single Supervisor.  The 
structure comprises four main supervisory bodies: The CBE for the banking sector; EISA for the 
insurance sector and private pensions; the CMA for the capital market; and the MFA for the 
mortgage industry. Apart from the CBE, which reports directly to the Office of the President, the 
other regulatory bodies all report to the Ministry of Investment. The GOE is well aware that the 
sustainability of its financial sector reform efforts and the long-term health of the financial system 
are highly dependent on competent and effective regulation and supervision of the sector. An 
effective and credible regulator is a necessary anchor for an effective and resilient financial system, 
especially given the continued state ownership in the sector.  
 
4.9.2 Banking supervision in Egypt is still largely based on a compliance or rule-based regulatory 
framework, rather than on the more modern and effective risk-based framework. A recent 
assessment of the state of the Banking Supervision Department (BSD) of the CBE, in the context of 
the FSRP, identified three major gaps impeding effective banking supervision in the country. The 
gaps are: (i) weaknesses in the organization chart of the BSD; (ii) insufficient capacity within the 
BSD for a risk-based supervisory regime; and (iii) lack of internal guidelines to support a risk-
based supervision approach. The CBE is receiving technical assistance from the European Central 
Bank and four European National Central Banks, under EU funding, to strengthen its banking 
supervision department. A Resident Advisor is on site at CBE for  a period of two years, assisting 
the implementation of a comprehensive capacity building program approved by the CBE Governor 
to address the identified weaknesses. 
 
4.9.3 With regard to the insurance sector, the assessment of codes and standards under the FSAP 
concluded that: (i) insurance supervision in Egypt was “largely compliant” with the standards of the 
International Association of Insurance Supervisors (IAIS), although there was a need to strengthen 
coordination and consultation with other national supervisors as well as with foreign insurance 
supervisors; and (ii) the challenges facing the insurance supervisory authority lie mainly in moving 
from a compliance to risk-based supervision system under the new IAIS Methodology which is 
more demanding in areas such as risk management.  There is a need to address skills misalignment, 
underwriting standards, risk management, and asset investment policies. Although current 
regulations allow insurance companies ample flexibility in the investment of the reserves they hold 
in support of policyholder obligations, most of these reserves continue to be invested in government 
bonds or bank term deposits at a time when the capital market is beginning to produce acceptable 
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securities including securitized debt. There are also concerns regarding the underlying accounting 
principles used by the insurance companies, particularly regarding MTPL technical reserving, life 
insurance reserving and pension funds funding level determination. 
 
4.9.4 Within the context of the FSRP, efforts are being made to strengthen the insurance 
regulatory and supervisory framework in line with the 2003 IAIS Methodology, and achieve 
substantial skills upgrade within EISA. The authority is receiving significant support from USAID 
under the Technical Assistance for Policy Reform (TAPR-II) for its capacity building requirements. 
A resident Technical Advisor has already been appointed, while a Supervisory Development 
Program (SDP) is being developed in order to deal with the supervisory challenges in a coordinated 
manner. USAID is also assisting the update of the legal framework for insurance business and 
supervision. Over the long-term, there would need to be sustained efforts to develop the actuarial 
profession, as well as strengthen industry institutions, such as the Insurance Federation of Egypt 
and the Actuaries Society. Similar capacity constraints have also been identified with the CMA, 
which is also being addressed within the TAPR-II program.  
 
5. THE FINANCIAL SECTOR REFORM PROGRAM (FSRP) 
 
5.1 Program Objective 
 
 The overriding objective of the FSRP is to develop a market-based, efficient, competitive 
and sound financial system that could better serve Egypt’s development and growth objectives. The 
program seeks to enhance the efficiency of financial intermediation and risk management in the 
economy, to build safe and sound banking and non-bank financial sectors through comprehensive 
structural and financial reforms that will accelerate economic growth and development. 
 
5.2 Detailed Description of the Program 
 
5.2.1 The FSRP constitutes a time slice of the whole reform agenda and is to be implemented 
over the period 2004 – 2008. The Program was designed along four main pillars. These are: 
 
(i) Introducing a comprehensive and transparent Monetary Policy Framework; 

(ii) Improving the functioning of the Foreign Exchange Market 

(iii) Implementing a Banking Sector Reform; and 

(iv) Strengthening the Non-Bank Financial Sector. 
 
The GOE carefully planned the implementation of these pillars in terms of sequencing and 
coordination. The first two pillars, which constitute the first part of the program, have been 
successfully implemented. The GOE has requested the Bank’s assistance for implementing the 
second part, which includes the other two pillars.  
 
Introducing a Comprehensive and Transparent Monetary Policy Framework 
 
5.2.2 The GOE’s initial efforts were aimed at the introduction of a new Monetary Policy 
Framework (MPF). This was considered a priority in order to consolidate the macroeconomic 
stability that Egypt has enjoyed for more than a decade, strengthen the sustainability of its growth, 
and reduce the vulnerability of its balance of payments. All these were considered as necessary 
conditions for the implementation of the other pillars of the strategy. Several institutional and 
operational changes were made in order to usher in the new MPF. These include the promulgation 
of the Central Bank, Banking System and Money Law 83 of 2003, which enshrined greater 
independence for the CBE, and clearly defined price stability as the overriding objective of 
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monetary policy. For the first time ever, the objective, framework and modalities of monetary 
policy implementation were documented in a Monetary Policy Statement, which was first published 
on the CBE web-page in June 2005. In addition, the CBE initiated several institutional and 
operational changes to help facilitate monetary policy formulation and assessment, and lay the 
ground for formally adopting an inflation-targeting regime over the medium-term. The changes 
included the establishment of the Coordinating Council on Monetary Policy (CCMP), headed by 
the Prime Minister and including the Governor and Deputy Governor of the CBE, the Minister of 
Finance, the Minister of Investment, and a number of economists.    
 
5.2.3 To carry out its mandate, the CCMP established the Monetary Policy Committee (MPC), 
comprising the Governor, the two Deputy Governors and six members of the CBE Board. Starting 
January 2006, the MPC meetings are held every six weeks and a press statement is released at the 
end of every meeting explaining the MPC’s policy actions, if any. The MPC has developed a semi-
structural model, which accounts for inflation expectations and a proactive interest rate policy, to 
provide a benchmark for monetary policy decisions. The CBE plans to move to inflation targeting, 
and has taken steps to improve the construction of core inflation measures and its in-house 
analytical capability. Within the new MPF, the CBE introduced an interest rate corridor, with two 
standing facilities, the overnight lending rate and the overnight deposit rate, defining the ceiling and 
floor of the corridor, respectively. By setting the rates on the standing facilities, the MPC 
determines the corridor within which the overnight rate can fluctuate, with the width initially set at 
three percentage points, but subsequently reduced to two percentage points. Effectively steering the 
overnight rate within this corridor is the operational target of the CBE. A number of significant 
achievements have been recorded under the new MPF. The volatility in the overnight inter-bank 
rate, which is an important determinant of the general level of interest rates, has declined 
significantly. Short term interest rates have declined, currently hovering around 4%. Inflationary 
pressures has been contained as evident from the sharp drop in both the CPI from 12.6% in April 
2004 to 4.4% in April 2006, and the Wholesale Price Index (WPI) from 21.1% in March 2004 to 
2.5% in March 2006.  
 
Improving the Functioning of the Foreign Exchange Market 
 
5.2.4 Concurrently with developing the new MPF, the CBE also introduced measures to improve 
the functioning of the foreign exchange market, the second pillar of its financial sector strategy. 
The most important measures in this area are the abolition of the peg exchange system and the 
official launch of the foreign exchange inter-bank market in December 2004. These measures 
helped to ensure that market forces became the sole determinant of foreign exchange movements 
and fluctuations. The GOE also officially abandoned its foreign exchange surrender regulation in 
December 2004, abolished all other foreign exchange controls, integrated the foreign exchange 
bureaus into the official foreign exchange market, and joined the IMF’s Article VIII. 
 
5.2.5 The above measures gave the foreign exchange market the depth that it required, boosted 
the confidence level in the system, and eventually led to the total disappearance of the foreign 
exchange parallel market. Thus, the measures have been highly successful. In addition to the 
disappearance of the parallel market, the Egyptian Pound (LE) has appreciated by about 8% since 
the launch of the foreign exchange inter-bank market. Furthermore, the high liquidity provided by 
the foreign exchange inter-bank market and the ease of entry and exist that it afforded, gave 
confidence to foreign investors, which has led to a significant increase in the level of foreign direct 
investments (FDI) into Egypt. The net FDI into the country during FY 2004/2005 amounted to US$ 
3.9 billion, as against US$ 407 million during the previous year. The net FDI inflow helped the 
capital and financial account record a net inflow of US$ 3.4 billion during 2004/2005, compared to 
a net outflow of US$ 5.0 billion during the previous year. 
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5.2.6 With the first two pillars of the FSRP successfully implemented, GOE focus has shifted to 
the implementation of the remaining two pillars, viz.: reform of the banking sector, and 
development of the non-bank financial sector. The Bank’s proposed loan is primarily to support the 
implementation of these two pillars, the details of which are provided in the following paragraphs. 
 
Implementation of the Banking Sector Reform 
 
5.2.7 The measures included in the banking sector reform are detailed in the  GOE’s Letter of 
Development Policy (LDP) addressed to the President of the Bank (Annex 3), and includes: (i) 
consolidation of the banking system; (ii) full divestiture of state-owned banks’ shares in 17 joint-
venture banks; (iii) privatization of the Bank of Alexandria; (iv) operational and institutional 
restructuring of the remaining state-owned commercial banks; (v) resolution of the non-performing 
loans problem in the banking sector; and (vi) upgrading the banking supervision and regulatory 
functions and capabilities of the CBE. The implementation of some of the above activities 
commenced in 2004, and significant progress has already been achieved with respect to several of 
them. Details of each of the activities are provided below. 
 
(a) Consolidation of the Banking Sector 
 
5.2.8 The GOE’s policy of consolidation of banks seeks to ensure that banks operating in the 
sector have solid capital bases and the necessary economic scales to expand the range of financial 
services, build reliable networks, and operate efficiently in an increasingly competitive market. 
Some banks have chosen to strengthen their capitals through acquisitions, mergers, and/or equity 
injections, while others not able to comply with the new capital requirements have seen their 
licenses revoked. The CBE would like to see the number of operating banks reduced from 57 in 
2004 to about 35 by 2007  including the exit of structurally weak banks from the financial system. 
Two of the big four state-owned commercial banks, Banque du Caire and Banque Misr would be 
merged under the consolidation process, thereby creating the country’s largest banking institution, 
at par with the National Bank of Egypt by assets, but well ahead in terms of number of branches. 
The structure of the Egyptian banking system post 2007 is expected to be as shown in the table 
below. 

Table 5.1 
Evolution of the Egyptian Banking System through 2007 

 
2004 2007 

Banking Sector Number of Banks Deposit Market 
Share 

Number of Banks Deposit Market 
Share 

Public Banks 
 

7 58 56 48 

Local Private Banks 
 

28 28 12 25 

Foreign Banks & 
Branches of 
Foreign Banks 

12 6 10 18 

Arab Banks 
 

10 8 8 9 

TOTAL 57 100 35 100 
 
 

                                                 
6 Includes three state-owned specialized banks: Egyptian Real Estate Bank – from the merger of the Egyptian Arab 
Land Bank and Housing & Development Bank, Industrial Development Bank of Egypt and Principal Bank for 
Development and Agricultural Credit. 
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(b) Divestiture of the State-owned Banks’ Shares in the Joint Venture Banks 
 
5.2.9 The full divestiture of the state-owned banks shareholding in the JV banks, together with the 
privatization of the Bank of Alexandria, would have a very broad impact on the ownership and 
governance structure of the banking sector, by reducing the percentage market share of state-owned 
banks of banking sector deposits from around 58% to about 48% by December 2007. Through this 
process, the GOE would sell the state-owned banks’ shares in 17 JV banks, thereby relinquishing 
its direct and indirect control or influence in the supposedly private sector banks. The divestiture 
has enabled foreign banks, such as Barclays, Société Générale, and Crédit Agricole to fully own 
their subsidiaries, instead of having to share ownership with the Government. The 12 divestitures 
completed so far, which includes the 4 largest holdings, represent about 94% of the total market 
value of the shareholding of the state-owned banks in the JV banks. The full divestiture is expected 
to be completed by mid 2007.  
 
(c) Privatization of the Bank of Alexandria 
 
5.2.10 The Bank of Alexandria is the fourth largest bank in Egypt by assets and deposits, and has a 
network of over 180 branches and outlets. As a demonstration of its commitment to the FSRP, 
particularly to the objective of increased private sector participation in the financial sector, the GOE 
has decided to fully privatize the bank within the context of the FSRP. With the assistance of an 
international investment bank appointed in August 2005 to act as the Sell Side Advisor, the presale 
preparations have been finalized in February 2006, the pre-advertisement was published in the 
local, regional, and international press in February 2006, and the announcement for soliciting non-
binding offers for a strategic sale was made on March 30, 2006, with expression of interest 
submitted on April 28, 2006. Major pre-sale preparations included the cash settlement of all Public 
Enterprise non-performing loans in February 2006, the sale of some non-core assets during the 
period January 2006 to February 2006, an audit of the bank's financial statements in accordance 
with IFRS finalized in February 2006, and a complete legal and financial vendor's due diligence 
exercise. The sale transaction of the bank is expected to be substantially completed by year end 
2006. 
 
(d) Financial, Institutional and Operational Restructuring of State-owned Banks 
 
5.2.11 GOE’s divestiture from the banking sector during the current phase of the reform program 
would comprise the privatization of the Bank of Alexandria and the sale of state-owned banks’ 
shares in the JV banks. At the end of the process, there would remain 2 big state-owned commercial 
banks, the National Bank of Egypt and the merged Banque Misr/Banque du Caire, which together 
would control about 48% of bank deposits. The various financial sector reviews carried out in 
Egypt, including the FSAP, have recommended a gradual disengagement of the State from the 
financial sector. However, it is fully understood that the reform program should include the 
institutional and operational restructuring of the two banks to provide a safeguard that the problems 
that are currently being resolved through the banking reform program do not reoccur.  
 
5.2.12 The bulk of the financial costs of the FSRP relates to the financial restructuring of the state-
owned banks. The financial restructuring of the banks has two main elements, viz. (i) restoring the 
banks’ assets value to that of their debt liabilities by filling the provisioning gap; and (ii) providing 
additional regulatory capital in order to bring the banks to prudential compliance following the 
reclassification of their assets. Critical elements of the financial restructuring process include a 
credible assessment of the value of assets of the state-owned banks, and a resolution of their non-
performing loans. In order to do these, the authorities, with grant funding provided by USAID, have 
appointed three renowned international audit firms to carry out independent financial due diligence 
of the four banks. The audits, which focused on the banks’ portfolio quality and the analysis of non-
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performing loans and other distressed assets, also provide for a diagnostic review addressing inter 
alia the adequacy of policies and procedures related to lending, credit administration, risk 
management, accounting and internal controls (TOR provided in Annex 4). On the basis of the 
financial due diligence, more accurate estimates of the net asset values and the provisioning gaps of 
the banks would be derived, thereby allowing for the assessment of the banks’ funding gap and thus 
a more accurate evaluation of the restructuring costs. The financial due diligence would also 
provide the estimate of the additional capital required to bring the banks into regulatory and 
prudential compliance.  
 
5.2.13 The financial due diligence of the Bank of Alexandria was completed in January 2006. 
Based on its findings, the GOE has fully settled the NPLs of SOEs in the bank. The financial due 
diligence of the three other state-owned commercial banks are currently being finalized and it is 
expected that the final reports would be available by August 2006. However, preliminary estimates 
have been provided indicating that the total restructuring costs would be in the range of LE 50 
billion.  
 
5.2.14 The financial restructuring of the two state-owned banks, to be supported by the proposed 
Bank loan, is predicated upon a timely and credible implementation of their institutional and 
operational restructuring plan that would enable the banks to operate on a commercially sound 
basis within an adequate governance and incentive structure. The institutional and operational 
restructuring would also provide a safeguard against the possibility of a relapse by the banks into 
their old lending practices. The specific steps being taken with respect to the restructuring of the 
two banks are: 
 
(i) The development, with assistance from the World Bank and ADB, of a framework for the 

institutional and operational restructuring of the banks (Annex 5). Full implementation of the 
plan would call for the involvement of resident banking advisors along side bank board and 
management. Grant financing from the European Union has been secured to this effect for two 
leading international banks, ING Barrings and ABN Amro, to assist the National Bank of 
Egypt and Banque Misr respectively in the restructuring process with focus on the critical 
components related to human resources, risk management and controls, and information 
technology. Adherence to the restructuring and business plan would remain under close 
supervision of the CBE.  

(ii) The CBE has established a specialized fund, financed from the CBE and the state-owned 
banks net income, to recruit at market rates qualified management staff and experts for an 
initial period of three years to beef up the skills level in the state-owned banks. Highly 
qualified experts would be recruited for the banks in 10 major areas, including corporate 
banking, retail banking, human resource management, risk management, and information 
technology.  

 
(e) Resolution of the Non-Performing Loans of State-Owned Enterprises 
 
5.2.15 The financial restructuring of the state-owned banks includes the assumption by the 
Government of the non-performing loans of state-owned enterprises (SOEs). Two proposals were 
floated as regards the resolution of the NPLs of the SOEs. One is an off-market mechanism 
whereby the NPLs would be exchanged for 20-year floating rate bonds guaranteed either by the 
SOEs’ holding companies or by the Ministry of Finance. The other alternative is a more direct 
mechanism whereby the SOEs’ NPLs would be swapped against cash provided by the MoF. After 
considering the views of its development partners, including the Bank, the Government has decided 
on the cash swap option in line with what has been done with respect to the Bank of Alexandria 
over a period up to year end 2008.   
 



 

 

26

5.2.16 The institutional and operational restructuring of the banks is expected to provide adequate 
safeguards to ensure that their past lax lending decisions to SOEs do not reoccur. The future 
relationship of state-owned banks with SOEs are to be closely monitored in order to ensure that 
lending transactions are conducted on an arm’s length basis along exacting credit standards 
applicable equally to all prospective private or public borrowers. Even before the finalization of the 
institutional restructuring program, there are good indications that a return to lax lending decisions 
would not be the case. The first is the professionalization of the management of the state-owned 
banks, whereby the Government has brought in qualified and experienced private sector 
professionals to manage the banks. Secondly, the SOEs themselves are either being privatized or 
restructured under the MoI’s “Asset Management” program. The program is ultimately expected to 
rid the Government of financially insolvent SOEs, and generally get the Government out of direct 
management of businesses. Finally, evidence is already discernible that the lending operations of 
the state-owned banks have shifted, over the last several years, from SOEs to the private sector. 
Evidence of this can be gleaned from the National Bank of Egypt (NBE), one of the state-owned 
banks with which the ADB has close business relationship. The NBE’s loans to SOEs have 
decreased from as high as 56% of total loans in 1995 to about 23% as at end 2005. The other state-
owned banks have also reported similar shifts in their lending operations. Thus, SOEs’ loans on 
state-owned banks books appear largely as a stock of aged loans rather than an issue of new flows 
more difficult to manage.  
 
(f) Upgrading the Banking Supervision and Regulatory Functions and Capabilities of the 

Central Bank of Egypt 
 
5.2.17 A program to upgrade the Banking Supervision Department (BSD) of the CBE to 
international standards was developed as part of the FSRP, and is currently being implemented. The 
objectives of the program are to: (i) develop and upgrade the necessary skills and knowledge of the 
staff of the BSD to meet current and anticipated challenges particularly in the area of risk 
management with special focus on credit risk; (ii) manage a shift from compliance (rule)-based and 
statistically oriented supervision to a risk-based supervision; and (iii) provide an improved MIS 
system within BSD in order to provide the quality and timeliness of data required for a risk-based 
supervisory regime. The upgrade program is expected to lead to a proactive, forward looking and 
highly analytical supervision department.  
 
5.2.18 In order to implement the above program, the CBE requested and has received technical 
assistance from the European Central Bank (ECB), under EU funding. Under the TA program, the 
ECB has delegated an expert from Banque de France to act as a resident Advisor to the CBE’s BSD 
for a period of 2 years. Three other European Central Banks (of Italy, Germany and Greece) would 
provide training experts, as required, to assist the implementation of the program. The assistance 
being provided by the ECB and the four European Central Banks (collectively called the 
Eurosystem) started in December 2005 with an assessment of the state of banking supervision at the 
CBE. The assessment focused on supervisory issues relating to off-site supervision, organizational 
issues, licensing, specific banking risks (market, interest rate, liquidity and systemic risks), on-site 
supervision, credit risk analysis including the use of the credit register, information technology 
issues and training curriculum. Further to the assessments, a comprehensive program of capacity 
building was developed to address identified skills and infrastructure gaps. Details of the 
institutional strengthening plan, which was approved by the CBE in March 2006, are provided in 
Annex 6.  
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Strengthening of the Non-bank Financial Sector  
 
5.2.19 Measures contained in the FSRP to develop the insurance sector include: (i) the 
restructuring and privatization of state-owned insurance companies along a phased program; (ii) 
introduction of a strong risk-based regulatory and supervisory regime; (iii) strengthening of private 
sector institutions in the insurance industry (such as the Egyptian Insurance Federation and the 
Actuaries Society),; and (iv) new legislations to address the regulatory constraints to the sector’s 
development as discussed in paragraph 4.4.4. The GOE has designed a comprehensive restructuring 
plan for the insurance sector, the ultimate objective of which is to privatize the whole industry, with 
at least one of the four public insurers being privatized within the current reform program. The 
restructuring and privatization process of the public insurers has been initiated with the 
appointment of a consortium of advisors with detailed terms of reference laying out the 
privatization program for Misr Insurance Company, Alchark Insurance Company and Egypt Re7, 
with plans to constitute the companies into a Holding Company in order to streamline the 
restructuring process (details in Annex 7).  
 
5.2.20 The main tasks of the advisors are to clean the balance sheet of the companies, undertake 
owner’s due diligence, prepare information memoranda, undertake valuation of assets and technical 
liabilities, and prepare the groundwork for the introduction of private sector shareholders. In order 
to streamline their restructuring, the four state-owned insurance companies would be consolidated 
into an insurance holding company. The Minister of Investment would be expected to have 
approved the proposal for the setting up of the holding company prior to the disbursement of the 
Bank’s loan. Envisaged measures regarding the reform of the private pension funds are the 
determination of their funding levels, resolution of the under-funded schemes, and enhancing the 
management of the funds. The strengthening of the regulatory and supervisory regime is largely 
being done through the provision of technical assistance experts to EISA financed by USAID. Draft 
legislations on the taxation of insurance premiums, the operation of insurance brokerages, and on 
MTPL are currently being developed, and the Minister of Investment would be expected to have 
submitted the final drafts of the laws to the Prime Minister prior to the disbursement of the Bank’s 
loan.  
 
5.2.21 Actions related to the development of the capital market are focused on: (i) improving 
corporate governance through better information disclosure, more vigorous enforcement actions 
and compliance with international codes and standards (the Board of Trustees of the Institute of 
Directors is expected to publish a new Code of corporate Governance that meets international 
standards); (ii) strengthening the institutional capacity of the CMA to be an effective market 
regulator; and (iii) enhancing market credibility through improvements in the quality of market 
participants, as well as designing effective measures to deal with possible market manipulation. 
Specific measures to be implemented in relation to the above include (a) the approval by the CMA 
of the new membership and listing rules for the CASE by 2007; (b) new provisions to address price 
manipulation and insider trading added to the Executive Regulations of the Capital Market Law by 
2007; and (c) the signing of an MoU with the Securities Institute of UK (paragraph. 4.4.5) to 
improve the quality of market participants; (d) the establishment of the Institute of Directors to 
improve corporate governance among middle and senior level managers in the enterprise sector; 
and (e) the establishment of an Insurance Protection Fund to protect investors against non-
commercial risks and thereby increase confidence in the market. An important measure that is 
currently not part of the program, but which the Bank views as important for capital market 
development in Egypt, is the issue of the ownership and governance structure of CASE. The Bank 
discussed with the Egyptian authorities on the need to convert the exchange from a Government-
owned and controlled entity into a private entity in line with the situation of almost all the other 

                                                 
7 The privatization of the National Insurance Company may need to await the development of the new National Pension Strategy. 
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stock exchanges in the region. Such a conversion would enable the exchange to raise the capital 
that it requires to upgrade its infrastructure, and put it in good stead to meet the competitive 
pressures from the other exchanges within the MENA region. The GOE assured the Bank that the 
matter is being reflected upon, and would be considered during subsequent phases of financial 
sector reforms.  
 
5.2.22 Efforts are also being made under the FSRP to address the constraints to the development of 
other non-bank financial services, such as financial leasing and factoring. Constraints facing the 
leasing industry, such as the limitation on their borrowing powers, and their exclusion from 
operating in the tourism industry have been addressed through the issuance of Ministerial Decrees 
exempting leasing companies from Article 52 of the Income Tax Law (which limits companies’ 
debt payments to not more than four time their capital), as well as permitting the companies to lease 
buses for tourism. Amendments to the Executive Regulations of the Investment Law regarding 
factoring have been prepared, and will be issued by Prime Ministerial Decree presented to 
Parliament in 2006. The amendments include the main criteria governing factoring activities, 
including licensing requirements, financial adequacy, credit risk protection, and collection services. 
The objective is to make factoring a major source of financing for small and medium-sized 
enterprises. 
 
5.3 Measures undertaken by the Egyptian authorities through March 2006 for the 

Implementation of the FSRP 
 
5.3.1 The implementation of the FSRP started in 2004, and the GOE has demonstrated its 
commitment to the reform program by implementing several of the proposed measures before 
seeking financial support from the World Bank and ADB. Measures related to the introduction of a 
new monetary policy framework, and improving the functioning of the foreign exchange market, 
including the floatation of the Egyptian pound, have largely been implemented. The Government 
has also forged ahead with the implementation of its banking sector reform and the strengthening of 
the non-bank financial sector, with several measures at the institutional, legal, regulatory and 
corporate levels already implemented. A summary of the measures implemented is provided below, 
while more detail is provided in Annex 8.   
 
(i) A new Ministry of Investment was established in 2004 and given oversight responsibility 

over all non-bank financial institutions, thereby ensuring coherence in the Government’s 
policies towards the institutions; 

(ii) New managements have been appointed at all the supervisory and regulatory agencies, 
including the Central Bank of Egypt (in 2003), the Capital Market Authority, and the 
Mortgage Finance Authority; 

(iii) The banking sector consolidation is on track, with the number of banks already reduced 
from 57 to 43 (Annex 8 provides details of concluded transactions); 

(iv) The divestiture of state-owned banks’ shares in the joint-venture banks is being aggressively 
implemented, with 128 out of the 17 shareholdings already divested, which represent about 
94% of the market value of the state-owned banks shares in the 17 joint-venture banks; 

                                                 
8 State-owned banks shares in joint venture banks were sold to private interests in 12 banks, namely: the Egyptian American Bank 
(33.8% public ownership), National Société Générale Bank (18.7%),  Cairo Barclays Bank (40%), Misr America International Bank 
(48.9%), Misr Romania Bank (33.3%), Egyptian Commercial Bank (9.8%), Suez Canal Bank (5%), and Misr International Bank 
(25.9%), Commercial International Bank (CIB) (18.9%), Misr Iran Development Bank (30%), Delta International Bank (10.2%), and 
Cairo Far East Bank (19.6%). The sale process of state-owned banks shares is underway in 5 joint-venture banks, namely: the 
Egyptian Saudi Finance Bank (5.3%), Egyptian Workers Bank (9.8%), Alexandria Commercial & Maritime Bank (5%), Cairo BNP 
Paribas Le Caire (4.8%), and Export Development Bank of Egypt (34.5%). 
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(v) Independent financial due diligence, with special focus on loan assets and their 
recoverability, have been commissioned for all the four state-owned commercial banks. The 
audit for the Bank of Alexandria has been completed, while those of the three remaining 
banks are expected to be completed by September 2006; 

(vi) The privatization of the Bank of Alexandria is being carried out. An international 
investment bank was appointed to carry out due diligence and prepare an information 
memorandum, and an invitation for expression of interest was published in the international 
press. In preparation for the privatization, the GOE injected LE 6.9 billion (about US$ 1.2 
billion) into the bank in February 2006 to settle its portfolio of public enterprise non-
performing loans; 

(vii) A comprehensive program to address the non-performing loans in the banking sector, public 
and private, was developed and is being implemented. This included the creation of a 
dedicated NPL Unit at the CBE, independent Workout Units in all banks, and the 
establishment of alternative dispute resolution mechanisms; 

(viii) The GOE has committed to resolving the non-performing loans of state-owned enterprises 
vis-à-vis the state-owned banks, and a scheme to this effect has been outlined;  

(ix) Two international banks have been appointed to assist the institutional and operational 
restructuring of the two remaining state-owned banks in the areas of Risk Management, 
Human Resources and Information Technology. The Central Bank has set up a special fund 
to help finance qualified management and professional staff for the banks; 

(x) A leading international management consultancy firm has been appointed as advisor for the 
implementation of the merger of Banque Misr and Banque du Caire; 

(xi) A detailed program for capacity building in banking regulation and supervision has been 
approved by the CBE governor to be implemented over 2006 – 2007 under EU financing. A 
resident expert from Banque de France is already with the Banking Supervision 
Department, with three other European National Central Banks also providing assistance as 
required; 

(xii) The process of restructuring of the public sector insurance companies is proceeding with 
strong momentum, with new management already appointed for the four companies. A 
consortium of advisors and technical consultants has been appointed to advice on 
restructuring and privatization of the companies and the owner’s due diligence has begun. A 
program of legal reform is underway with draft laws ready for submission by the Ministry 
of Investment and the regulatory authorities to the Prime Minister; 

(xiii) A development plan to enhance the supervisory capacity of insurance and private pensions 
to move from a compliance-based to a risk-based supervisory regime has been prepared, 
and is currently under implementation, with funding from USAID; 

(xiv) Qualified and experienced professionals have recently been appointed to senior 
management positions at the CMA and the Cairo and Alexandria Stock Exchange. The 
CMA has adopted a comprehensive capacity building program involving the establishment 
of new departments performing key regulatory functions, including corporate finance, 
corporate governance, and risk management. With assistance from USAID and the EU, the 
CMA is developing a professional workflow system governing all its internal procedures, 
documentation and approvals it undertakes; 

(xv) Measures taken to deepen the capital market include: (i) the establishment of an Institute of 
Directors to develop and train middle and upper level managers on adopting and 
implementing corporate governance procedures and rules; (ii) the establishment of an 
Insurance Protection Fund to protect investors against non-commercial risk; and (iii) the 
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introduction of a new system of primary dealers to make markets in treasury bonds and 
provide liquidity; 

(xvi) Other legislative measures taken to improve transparency and the integrity of financial 
transactions include: (i) amendment to the Secrecy Law to allow for the establishment of 
private credit bureaus and the sharing of credit information with non-bank financial 
institutions; and (ii) New law passed in 2005 to bestow legal power on electronic signatures 
in order to facilitate e-commerce and e-banking services. 

 
5.4 Contribution of the Bank to the Financial Sector Reform Program 
 
5.4.1 Egypt’s FSRP is a primarily home-grown program. While the program benefited from the 
analytical work done by different development partners, the actual design and development of the 
program was mainly done by the Egyptian authorities with advice from their development partners, 
including the ADB. This ensured that the authorities have full ownership of the program, which 
greatly enhanced their ability to build the necessary political and social consensus for it that has 
made its implementation possible.  
 
5.4.2 The Bank has been engaged in policy discussions with the Egyptian authorities with respect 
to the program since it was brought to the Bank’s attention in 2004. Specific recommendations 
were made to the authorities on the policy choices available to them, and those that have the 
greatest chances of meeting their objectives of financial sector stability, economic growth and 
poverty reduction. At the technical level during the preparation and appraisal of the program, more 
specific technical inputs were made to the program design, with the objective of enhancing its 
ability to meet its development objectives. As mentioned in various sections of this report, the Bank 
provided specific suggestions on the institutional and operational restructuring of the state-owned 
banks, and on issues related to the ownership and governance structure of the Cairo and Alexandria 
Stock Exchange. Many of the Bank’s suggestions have been incorporated into the program, while 
others were considered to be of a more long-term nature that would be taken up during subsequent 
phases of financial sector reform. For the ADB, the relationship with Egypt is a long-term 
commitment, and the Bank would continue to engage the authorities on those reform measures that 
it considers necessary, but which could not be accommodated within the current phase of the 
reform program. 
 
5.5 Program Costs and Fiscal Impact 
 
5.5.1 The estimated cost of the FSRP is LE 50 billion or about USD 8.7 billion. By any standards, 
this is a sizable cost, representing about 10% of Egypt’s GDP. The debts to be raised by the 
Government in financing the costs are expected to add, at its peak, over USD 470 million or 0.6% 
of GDP in debt servicing costs to the Government budget. In view of the above, there have been 
understandable concerns as to whether this is the most efficient utilization of the Government’s 
budgetary resources, and, in particular, whether spending such a huge amount of resources on 
financial sector reforms would not have the unintended consequence of drawing funds away from 
other pro-poor expenditures of the Government.  
 
5.5.2 While the above concerns are understandable, given Egypt’s level of debt, and its budget 
deficit relative to GDP, they, however, need to take into account the fact that the bulk of the costs 
of the program (over 95%) are associated with the financial restructuring of the state-owned banks.  
These are sunk costs, already incurred, and the only choice for the GOE is to decide when to 
recognize the costs and pay for them. Delaying the resolution of the NPLs will only add to the 
fiscal bill to GOE as the banks’ financial situation would inevitably deteriorate further. In 
implementing the banking reform program, the GOE is acting in three different capacities as: (i) the 
owner of the state-owned banks; (ii) the lender of last resort and guarantor of bank liabilities (all 
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bank deposits in Egypt are covered by an implicit government guarantee); and (iii) the owner of the 
SOEs whose indebtedness constitute a substantial portion of the NPLs of the state-owned banks. 
Thus, the estimated fiscal cost of the banking reform program is the aggregate of all such sets of 
resulting Government obligations.  
 
5.5.3 Bank losses are ordinarily borne by the banks’ shareholder (Government) through its equity 
in the companies or, in the event that the equity is not enough to absorb the losses (as in the current 
situation), through additional resources. In the event that shareholders are not able to mobilize 
additional resources apart from equity to absorb bank losses, depositors would, by default, bear 
such losses. In the case of Egypt, the Government provides an implicit guarantee of all deposits of 
the banking system (this is not particularly efficient, given that it makes depositors insensitive to 
bank performances, and might promote concentration of deposit investments in the banking 
system), which again puts the costs on the Government. In any case, expecting depositors to bear 
bank losses as high as those under consideration here might invariably lead to the collapse of the 
banking system, the ultimate cost of which would have more far reaching negative consequences 
than the current cost of the bank reform program. 
 
5.5.4 The GOE’s decision to settle the NPLs problem of the state-owned banks does not involve 
in itself any additional cost or add fiscal burden per se; it merely recognizes economic losses that 
have already been incurred. Delaying the resolution of this issue would complicate further the 
financial situation of the banks, and it can reach unmanageable levels that could potentially 
destabilize the financial system. The GOE’s efforts to resolve the NPLs situation should be viewed 
as part of the broader efforts under way at improving the budgetary processes and introducing more 
transparency in public finances. This does not, however, imply that the associated fund outlays 
would not put a strain on government finances; these outlays therefore would have to be carefully 
managed in terms of phasing and instruments. 
 
5.6 Program Financing Plan 
 
 The GOE plans to finance the estimated FSRP cost of USD 8.7 billion financial sector 
reform program through a combination of privatization proceeds, balance of payment support loans 
and grants, debt issuance, and direct fiscal resources. Up to the end of 2007, the Government 
expects the following resource inflows: (i) US$ 1.2 billion grant resources from USAID (against 
agreed benchmarks); (ii) about US$ 2.5 billion in privatization proceeds from the JV banks and the 
Bank of Alexandria; and (iii) US$ 500 million each of loan proceeds from the ADB and the World 
Bank. The Government has recently decided to allocate other privatization proceeds, probably 
about US$ 2 to 3 billion, from the sale of insurance companies and other public enterprises to the 
financing of the program.  The balance of the financing requirements of about US$ 1 to 2 billion 
would be covered either through issuance of debt instruments or direct fiscal transfers. Since 2004, 
the sales proceeds from the privatization of public enterprises have yielded about LE 19.95 billion 
(US$ 3.5 billion equivalent), representing about 38% of the US$ 8.7 billion estimated cost of the 
FSRP. The increased privatization proceeds would reduce the volume of any debt issuance that 
might be required. The Government has reaffirmed its commitment to fully fund the reform 
program through the combination of the different financing sources mentioned above. 
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6. THE PROPOSED BANK DEVELOPMENT BUDGET SUPPORT LOAN 
 
6.1 Loan Concept and Rationale 
 
6.1.1 Sustained economic development and growth is the surest path to poverty reduction. 
Financial sector stability and depth is widely acknowledged as a necessary ingredient for ensuring 
economic development and therefore poverty reduction. In recognition of these facts, the Bank 
supports the GOE’s medium and long-term development strategy, which accords importance to the 
development of the financial sector. In particular, the GOE strategy recognizes the fact that an 
efficient and competitive financial sector is at the heart of a private sector-led growth, and, 
therefore, financial sector development efforts have always been integral parts of the Government’s 
economic development plans over the last two decades. 
 
6.1.2 Appreciable progress has been achieved towards the modernization and liberalization of the 
financial sector as an integral part of the package of wider reforms launched by GOE and aimed at 
building a market based economy. Interest rates have been liberalized, credit controls lifted, and 
restrictions on new banking services eased. These measures have led to greater competition and 
improved operating efficiency in the financial sector, particularly within the banking system. These 
advances have contributed to the rising investment and stronger real GDP growth witnessed over the 
last several years.  
 
6.1.3 Despite these achievements, considerable challenges lie ahead to restore fully the health of 
the financial sector and enhance its efficiency. The financial sector remains vulnerable and faces 
numerous challenges. For instance, notwithstanding the large number of banks, the levels of 
competition and financial intermediation are low, intermediation costs are relatively high, financial 
product innovation is limited, and the financial sector is dominated by state ownership. The 
banking system is burdened with high levels of non-performing loans, while the non-bank segment 
is characterized by underdeveloped markets in fixed income, insurance, pension, and mortgage 
products, thin trading in equities, weak corporate governance, and weak infrastructure for effective 
payment systems. 
 
6.1.4 The FSRP was designed to address many of the above weaknesses. The main objective of is 
to strengthen the enabling legal and institutional environment for financial intermediation and risk 
management, and to increase the private sector role and participation in the provision of financial 
services. The program will assist the Government’s objective of accelerating economic growth and 
reducing unemployment. The Bank shares the GOE’s reform objectives, and supports the measures 
contained in the reform program, which are consistent with the Bank’s assistance strategy for Egypt 
and with the recommendations of the World Bank/IMF prepared FSAP. The Bank’s assistance 
strategy, which is articulated in the CSP, is to continue the Bank’s support to the GOE’s strategy of 
private sector-led growth, modernization of the Egyptian economy and its integration in the global 
economy. The design of the Bank’s support has drawn on the lessons learnt from the previous Bank 
structural adjustment loan to Egypt to support its earlier economic reform program. While the 
previous loan was granted a long time ago (1992), the lessons of the operation, such as developing 
a close working relationship with the other development partners supporting the program, ensuring 
the availability of domestic capacity to implement complex reform programs, as well as a clearer 
definition of the Bank’s contribution to the program design beyond the provision of financial 
resources, are still relevant, and have guided the Bank’s intervention in the current program. The 
Bank’s support is predicated on the policy dialogue that it has engaged in with the Egyptian 
authorities over the last two years, the financial sector reviews undertaken by the Bank in the 
context of its targeted interventions in the country, and the analytical work carried out during the 
preparation and appraisal of the FSRP.  
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6.2 Strategic Context 
 
6.2.1 The pivotal role that the financial sector plays in poverty reduction has become better 
appreciated over the last two decades as a deeper understanding of the complexity of development 
becomes discernible. While it is well established that economic growth is the main driving force 
behind poverty reduction, it is also generally acknowledged that a dynamic and progressively 
deepening financial system accessible to all is an essential prerequisite for ensuring sustained 
economic growth. It is in appreciation of the strategic linkages between an efficient financial 
system, economic growth/development, and poverty reduction that the GOE is devoting substantial 
resources to improve the functioning of its financial sector.  
 
6.2.2 The main thrusts of the GOE’s economic development strategy include providing a 
conducive environment for a private sector-led growth, modernizing the Egyptian economy and 
integrating it into the global economy. Among other measures, the strategy calls for increasing the 
investment ratio (domestic and foreign investment) from 17.2% in 2005 to 19.9% by 2007 with a 
view to creating new employment opportunities. Increasing domestic investments would require 
increasing the level of domestic savings, and the efficient allocation of the savings to productive 
investments. Neither of the above would be possible without a properly functioning and efficient 
financial sector. Similarly, increasing foreign investments would depend on the proper functioning 
of the foreign exchange market, the efficiency of the capital market, and the general confidence 
level in macroeconomic management and financial sector development.  
 
6.2.3 The measures contained in the financial sector reform program were designed to meet these 
essential ingredients to achieve the GOE’s economic development strategy and the objective of 
poverty reduction in the country. The newly introduced monetary policy framework has provided 
increased credibility to macroeconomic management, and further enhanced macroeconomic 
stability in the country. The floating of the Egyptian pound, abolition of exchange controls and the 
acceptance of the IMF’s Article VIII obligations have significantly improved the functioning of the 
foreign exchange market, and boosted the confidence level in the system. These measures, together 
with efforts to develop the capital market, would lead to increased foreign direct investments in the 
country, and would lead to increasing the level of domestic savings, and their efficient allocation to 
productive investments. Overall, the FSRP represents a major part of the GOE’s medium and long-
term economic development strategy, and will make a significant contribution to the achievement 
of the Government’s objective of accelerating economic growth from 4.9% in 2005 to an average 
of 5.6% over the next two years. The program is consistent with the Bank’s CSP for Egypt, which 
calls for supporting the country’s strategy of a private sector led economic growth, and is in line 
with the Bank Group’s Financial Sector Policy, approved in 2003, which enjoined the Bank to 
assist RMCs in addressing the fragility of their financial systems. 
 
6.3 Purpose of the Loan 
 
6.3.1 The Bank’s proposed loan is to provide support to the GOE’s financial sector reform 
program as discussed in Chapter 5. The loan would assist Egypt to move forward in strengthening 
the enabling environment for financial intermediation, resource mobilization and risk management, 
and increased private sector participation in the provision of financial services. The loan would 
support policy reforms to strengthen the domestic banking system, develop the contractual savings 
system, and strengthen the regulatory and supervisory framework for bank and non-bank financial 
institutions in order to ensure compliance with international standards. In particular, the loan will 
support activities to: (i) increase private sector participation in the financial sector; (ii) undertake 
the financial, institutional and operational restructuring of the state-owned banks; (iii) upgrade the 
regulatory and supervisory capabilities of financial sector regulatory agencies; (iv) restructure the 
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insurance industry and reduce the dominance of the state in the sector through privatization; and (v) 
deepen the capital market. 
 
6.3.2 The GOE has demonstrated its commitment to the program in concrete terms by taking a 
range of measures to initiate the implementation of the program. Within the context of the program, 
the GOE has also shown strong public commitment to pursue economic reforms that will encourage 
private sector development, accelerate economic growth and employment creation. 
 
6.4 The Lending Instrument 
 
6.4.1 The proposed Bank support to the FSRP would be in the form of a development budget 
support loan. This lending instrument has been chosen for two main reasons: (i) the nature of the 
reforms being implemented; and (ii) the fiscal position of the Government. The operation being 
supported with the proposed loan is a reform program, encompassing legal, regulatory and policy 
measures, complemented with institutional strengthening and capacity building programs. The 
capacity building aspects of the reform program are being financed mainly with grant resources 
from the EU and USAID. The Bank’s loan would support the implementation of the regulatory and 
policy measures, mainly the reform of the banking sector. Apart from the high resource 
requirement for this aspect of the program as discussed in section 5.5,  the nature of the program is 
such that the release of funds would have a better chance of achieving its desired objectives if it is 
injected into the banks in sizeable and discrete manner rather than in a piece meal fashion. Thus, a 
quick disbursing loan is the most appropriate financing instrument for this type of operation. 
 
6.4.2 As regards its fiscal position, Egypt’s current account of the balance of payments has been 
in surplus since 2001/02. It increased from 0.7% of GDP in 2001/02 to 2.7% of GDP in 2003/04 
before declining to 1.8% in 2004/05. The surplus reflects the improved competitiveness stemming 
from depreciation of the pound, increased tourism receipts, higher oil prices and higher Suez Canal 
traffic. On the other hand, the fiscal balance has been under strain over the same period. The budget 
deficit reached a high of 10.5% of GDP in 2002/03 before declining slightly to 9.3% in 2004/05. 
Current estimates point to a budget deficit of 9.2% of GDP for 2005/06. Table 6.1 below on the 
GOE’s financing requirements and expected sources shows the expected budget deficit for 2005/06 
as LE 65.69 billion or approximately US$ 11 billion.  The high deficit levels justify support to the 
GOE in bringing improved balance to its fiscal situation. As discussed previously in the report, 
budget transparency and accountability in Egypt has recently been enhanced. The adoption of the 
IMF Government Finance Statistics (2001) standards with the 2005/06 budget has made 
expenditure data available in a disaggregated form, has engendered greater transparency, and 
facilitated the generation of information and legislative oversight of the budget. As part of the 
policy actions under the FSRP, the GOE has committed to submit an Action Plan for further 
improving public financial management in line with international standards. These actions would 
minimize any potential risk of the proceeds of the loan being utilized for purposes other than those 
intended.  
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Table 6.1 
 

2002/03 2003/04 2004/05 2005/06
Preliminary Budget

Overall fiscal deficit 43,644      45,979      51,643      65,692      
Net Privatisation proceeds 39             17             1,012        3,000        

Net Borrowing Requirements 43,605      45,962      50,631      62,692      
    Borrowing 58,098      61,055      65,762      83,240      
      Domestic sources 57,433      60,054      64,484      76,040      
            Non-banks 37,083      39,500      44,963      61,712      
            Banks 20,350      20,554      19,521      14,328      
      Foreign sources 665           1,001        1,278        7,200        
    Amortisation 14,493      15,093      15,131      20,548      
Source: Ministry of Finance

Egypt: Summary of Budget Operations and Financing Needs
2002/03 - 2005/06 (LE Million)

  
 
6.5 ADB Loan Terms 
 
6.5.1 The proposed Bank support to the financial sector reform program is a development budget 
support loan of US$ 500 million. The financial terms of the Bank loan would be as below: 
 
(a) Borrower:   Government of the Republic of Egypt 
(b) Loan Amount / Currency: US$ 500 million 
(c) Interest Rate: Interest will be paid at the rate of US dollar six-month Libor 

plus a margin of 0.4%. 
(d) Maturity: The loan will have a maximum maturity of twenty (20) years, 

inclusive of a six (6) year grace period. 
(e) Loan Repayment: The loan will be repayable in twenty (28) equal and 

consecutive semi-annual installments commencing on the 
loan repayment date immediately following the expiration of 
the grace period. 

(f) Prepayment: Partial or full prepayment of the principal amount of the loan 
will be permitted without penalty provided a notice of not less 
than 45 days is given to the Bank. 

 
6.5.2 The GOE’s initial discussions with the Bank and the World Bank concerning financing of 
the FSRP envisaged loans of US$ 1 billion and US$ 1.5 billion respectively from the two 
institutions, given the sizeable cost of the program. However, after discussions within the Bank, 
which took into consideration the current level of Bank operations in Egypt, and the country’s 
sustainable annual lending limit for ADB resources, it is being proposed that a loan of US$ 500 
million be considered by the Bank, with the understanding that follow up support might be considered 
depending on the progress of implementation of the reform program. The World Bank approved on 
June 15, 2006 a development policy loan of US$ 500 million, which will likely be  followed by other 
operations.  It is anticipated that the proposed loan will be the first in a series of operations to support 
the GOE’s efforts to reform the financial sector. 
 
6.6 Implementation Arrangements 
 
6.6.1 The FSRP is being jointly implemented by the CBE and the MoI. The CBE is the Executing 
Agency for the aspects of the program dealing with the banking sector, while the MoI has the 
overall responsibility for implementing the measures related to the non-bank financial sector. 
Necessary institutional arrangements have been made within both the CBE and the MoI to ensure 
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the effective implementation and coordination of the program. Within the CBE, a Banking Reform 
Unit (BRU) was set up as the focal point for implementation of banking reforms. The BRU, headed 
by a Sub-Governor, a former international banker, is staffed with other highly qualified and 
experienced professionals, many of whom were specially recruited for the purpose of implementing 
the banking reform program.  
 
6.6.2 Similarly at the MoI, sub-units have been established to ensure the effective implementation 
of the various reforms related to the non-bank financial sector. A Steering Committee on Insurance 
Reform has been established by Ministerial decree, headed by the Senior Adviser to the Minister of 
Investment on financial sector development, and includes the Chairman of EISA, the Senior 
Advisor to the Minister of Investment on insurance, and one senior executive each from the four 
public sector insurance companies. The Steering Committee, in turn, has set up small restructuring 
units within each of the public sector insurance companies, whose mandate includes ensuring 
proper communication of the envisaged reform measures to the companies’ staff in order to ensure 
their commitment and effective participation in the program implementation process. Measures 
related to the capital market and the mortgage industry are being implemented by the regulatory 
authorities, the CMA and the MFA respectively, under the overall supervision of the MoI. 
 
6.7 Disbursement Arrangements 
 
6.7.1 The disbursement of the US$ 500 million Bank loan would be made in a single tranche in a 
designated account at the Central Bank of Egypt. The recommendation for a single tranche 
disbursement is based on several important factors. The FSRP is a four-year program that 
commenced in late 2004. The Bank has engaged in ongoing dialogue with the GOE since its 
commencement, and as of now, important policy measures have already been implemented, as 
shown in this report. Critical and difficult decisions have already been made by the Government to 
booster the program’s credibility and launch its implementation. Many of the policy measures 
already undertaken are irreversible, and the Government has shown a strong commitment to the 
successful implementation of the program.   
 
6.7.2 The reform program is now reaching the stage where major outlays are required, for the 
financial restructuring of the state-owned banks, and stretching out the disbursement of the Bank’s 
loan might be deleterious to the successful implementation of the program. Furthermore, the Bank’s 
support for the program is being closely harmonized with that of the World Bank. The GOE has 
stressed the importance of harmonization in order to enhance the effectiveness of the support being 
provided by the two institutions. In this regard, the GOE has indicated its wish, as much as 
possible, to receive the funding to be provided by the two institutions concurrently to facilitate its 
financial planning. A single tranche disbursement, provided concurrently with the World Bank, 
would have a major impact in the country, better than a stretched-out disbursement. As mentioned 
in paragraph 6.5.2, negotiations between the World Bank and GOE have been successfully 
completed, and the loan was approved on June 15 2006. The World Bank plans to disburse the loan 
in a single tranche.  
 
6.7.3 The proposed single tranche disbursement also acknowledges not only the GOE’s strong 
commitment to the FSRP and future reforms, in the context of the measures that have already been 
undertaken, but also Egypt’s track record of solid economic management. It also represents a 
positive response to the MICs’ request for a new and flexible approach to Bank assistance, based on 
credible prior actions and a continuous commitment by the GOE to a program of reforms rather 
than disbursements tied to static conditionalities. The proposed approach also recognizes the 
importance of upfront Bank support to encourage the Government’s medium-term reform agenda. 
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The proposed approach is based around the principle of mutual trust and commitment between the 
GOE and the Bank: the Bank commits to support the reform process, while the GOE commits to 
continue along the reform path.  Finally, the approach will enhance the Bank’s ongoing dialogue 
with the GOE and strengthen its partnership with the Government, which goes beyond the 
implementation of the FSRP and continues for future reform programs in the country.   
 
6.8 Implementation and Review Schedule 
 
 The FSRP has an implementation horizon of 4 years, 2004 – 2008. Thus, a significant 
portion of the program has already been implemented, as has been shown in the previous chapters 
of this report. The Bank’s loan to the program would have an implementation time span of two and 
a half years, from July 2006, when the loan is expected to be approved, until the end of the reform 
program in 2008. A Bank launching mission would visit Egypt after the approval of the loan in July 
2006 to review the status of implementation of the reform program, and particularly the fulfillment 
of the conditions of disbursement of the Bank’s loan. Even though the one-tranche disbursement of 
the loan is expected to be effected before end of 2006, the Bank would continue to monitor the 
implementation of the program until its end in 2008. An indicative implementation/review schedule 
of the program is provided below: 
 
 Activities       Dates 
 
1. Board Presentation      July 2006 
2. Launching Mission      Sept 2006 
3. Disbursement of the Single Tranche    Oct 2006 
4. Review Mission      Sept 2007 
5. Review Mission      Sept 2008 
6. Borrower’s PCR      March 2009 
7. Bank’s PCR       June 2009 
 
 
6.9 Monitoring and Evaluation  
 
6.9.1 Quantitative indicators have been agreed with the GOE to monitor the implementation  of 
the FSRP. The indicators relate to: (i) the complete sale of state-owned banks ownership in JV 
banks; (ii) the privatization of the Bank of Alexandria; (iii) the share of banking deposits and loans 
by state-owned banks; (iv) reduction in the level of non-performing loans in the banking sector; (v) 
financial, institutional and operational restructuring of the state-owned banks; (vi) the restructuring 
of the insurance sector; and (vi) development of the capital market. 
 
6.9.2 The Egypt Country Office would play an important role in the ongoing monitoring of the 
implementation of the program, particularly with respect to coordination with the financial sector 
donors group in the country. The Bank would undertake annual technical review missions of the 
program, which, as much as possible,  would be carried out jointly with the World Bank, while the 
Borrower and the Bank shall, on an ongoing basis, exchange views on the progress achieved in 
carrying out the program, The Bank would also continue its active participation in the Financial 
Sector Donors Sub-Group of the donors’ coordination group. The Executing Agencies would be 
required to provide to the Bank annual progress reports on the implementation of the program. At 
the end of the program’s implementation, the Borrower will prepare and send to the Bank a 
Program Completion Report (PCR) that will provide an overview of the program’s implementation, 
the outcomes achieved vis-à-vis the envisaged, and the lessons learned from the implementation. 
The Bank would also prepare a (PCR) to evaluate the achievements of the program.  
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6.10 Audit of the Loan 
 
 The loan proceeds would be disbursed into a dedicated account that will be opened at the 
CBE for the purpose. While the Bank’s loan would not be tied to specific expenditures under the 
program, but rather be available to the Government’s budget, the flow of funds will be subject to a 
special audit to ensure that the funds have been utilized for approved expenditures under the reform 
program. The special audit, to be carried out by the CBE’s auditors, will seek to confirm the 
accuracy of all transactions of the dedicated account, including the accuracy of exchange rate 
conversions as might be necessary. The audit is expected to be conducted yearly and the report 
submitted to the Bank within six months after the year-end.   
 
6.11 Donor Coordination 
 
6.11.1 All major donors are represented in Egypt and have a strong partnership for development 
under the umbrella of a Donor coordination group known as the Donor Assistance Group (DAG). 
The group, which comprises both bilateral and multilateral institutions represented in Egypt, has 
been established under a rotating chairmanship. Also a number of DAG sub- groups have been 
formed for specific areas, including the Social Fund for Development, Gender & Development, 
Environment & Energy, Food Supply and the Financial Sector. The sub-groups also hold regular 
meetings usually under a rotating chairmanship among the key donors. Through the DAG, the 
development partners coordinate their activities to ensure donor harmonization and effectiveness. 
Currently, UNDP is supporting the International Cooperation Sector of the Ministry of International 
Cooperation to set up a database on external assistance to Egypt. The Development Cooperation 
Database for Egypt (DECODE) has been serving as a key planning and management tool and is 
aimed at maximizing the benefits of donors’ assistance to the country. The ADB Country Office in 
Cairo has made it possible for the Bank to actively participate in the activities of the DAG.  
 
6.11.2 Several of Egypt’s development partners, particularly the World Bank, ADB, IMF, USAID, 
and EU provided inputs into the development of the FSRP. Most of them are supporting the 
program either through technical assistance or policy loans9. There have been constructive 
consultations on the FSRP among the donors. The Bank coordinated closely with the World Bank 
and the other development partners supporting the FSRP during the preparation and appraisal of the 
program. Several meetings were held with the representatives of USAID, the IMF and the EU while 
a joint appraisal mission was undertaken with the World Bank. The World Bank is coordinating, at 
the request of the GOE, all development partners’ support to the FSRP so as to avoid overlap and 
duplication, while addressing key issues on a timely and orderly basis. To this effect, the Financial 
Sector Donors Sub-group, chaired by the World Bank, was set up to coordinate all technical and 
financial support efforts. The Bank is also a member of this subgroup.  
 
7. PROGRAM IMPACTS, SUSTAINABILITY AND RISKS 
 
7.1 Economic and Institutional Impacts 
 
7.1.1 The FSRP aims to improve the performance and efficiency of the financial sector. It will 
contribute to the Government’s objective to accelerate economic growth, create employment 
opportunities and thereby reduce poverty. The expected results of the program include sustained 
macroeconomic stability, and an improved climate for private investments. The program will help 
build a sound and more efficient financial sector, improve savings mobilization and access to 

                                                 
9 The USAID has provided significant support for financial sector development, which includes: (i) financial sector reform-
MOU (US$1 billion) and US$ 100 million for technical assistance for, among others, the: (i) reform of the commercial law; (ii) 
capital market reforms; (iii) insurance sector reforms; and (iv) mortgage finance.  EU is also providing technical assistance in 
banking supervision, state-owned bank restructuring and capital market development.  
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finance by SMEs and other private enterprises – the key drivers of investment and growth – so they 
may invest and create the necessary jobs to raise living standards.  
 
7.1.2 An effective financial infrastructure competently delivering essential financial services, 
which the FSRP aims to provide, will give a big impetus to economic development in Egypt. Deep 
and broad based financial markets will enhance access to finance by private enterprises, including 
SMEs. Availability of funding with more efficient allocation of capital for productive investments 
by the private sector will accelerate economic growth. The ability to transfer risk to those willing to 
bear it will enhance the management of systemic risk. The development of secondary capital 
markets will improve price discovery and valuation of financial assets and productive activities, 
and will improve liquidity by facilitating efficient capital entry and exit. The build up in regulatory 
and supervisory capacity with enhanced corporate governance will ensure market integrity and 
instill investor confidence. The creation of a mortgage market will serve as a market mechanism for 
mobilizing medium-term funding from capital market for residential housing while increasing 
access to finance and affordability.  
 
7.1.3 The program will contribute to the improvement of the business environment and encourage 
private sector development in Egypt. The share of private sector credit in total bank credit is 
expected to increase to 60% by the end of the program. The sale of state-owned banks’ shares in 
joint venture banks, the privatization of the Bank of Alexandria as well as state-owned insurance 
companies, will significantly reduce Government ownership in the financial sector, and increase the 
role of the private sector in the provision of financial services. This will create more competition in 
the sector and contribute to enhance the quality and scope of financial services. Improving the 
quality of services will have a positive impact on the environment for private sector activities. It 
will increase investor confidence and contribute to the realization of private investments, including 
foreign direct investment in partnership with national economic operators. 
 
7.1.4 The measures contained in the FSRP, particularly the financial and operational restructuring 
of the state-owned banks, the enhanced professionalism of their management, and the improvement 
in their governance structure will increase the commercial orientation of their activities and 
improve the performance of the banking system as a whole. The resolution of the NPLs problem for 
both state-owned and private sector banks will improve the stability and soundness of the system 
and will the efficiency of the financial sector in financing the economy. Over the FSRP’s four-year 
implementation period, credit to the economy as a percent of banking assets, and intermediation 
efficiency are expected to increase. The restructuring and privatization of insurance companies will 
allow them to play an increased role in the mobilization of long-term resources for financing 
productive investments. Improved corporate governance in the capital markets resulting from the 
FSRP will serve as an incentive for increased recourse by economic operators to the market, which 
would facilitate the development of the issuance of shares and bonds as well as new instruments to 
finance private investment. The FSRP has received favorable reviews from the major rating 
agencies, including Moody’s and FitchRatings, who have both indicated that its successful 
implementation should lead to a rating upgrade for Egypt’s banking sector. Such upgrade, if given, 
would lower the borrowing costs of Egyptian banks in the international capital market, which 
would translate into economic benefits for the country’s private investors. 
 
7.1.5 The program will help to improve the overall level of technical skills available in the 
financial sector in Egypt, as well as enhance the institutional capacity of institutions involved in the 
sector, including the CBE, MoI, CMA, EISA, and state-owned and private sector banks and 
insurance companies. The activities related to upgrading of banking supervisory and regulatory 
functions and capacities of the CBE would contribute to better corporate governance in the banking 
sector and lead to better management of banks. The restructuring of the insurance sector will 
contribute to its modernization and lead to the institutional strengthening of insurance companies. 
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The autonomy and supervisory capacity of EISA will be enhanced to ensure a more rigorous 
application of the laws and prudential regulations specific to the insurance sector. Measures taken 
to improve the efficiency of CMA, including the human resources development program and 
improvement in internal procedures will enable the CMA to be better equipped to undertake its 
functions as an effective market regulator. 
 
7.2 Social Impacts 
 
7.2.1  Financial sector reforms are demonstrably linked to growth and poverty reduction. They 
are fundamental to reforms in other sectors, including private sector development, infrastructure, 
housing and social policies. Strengthening financial infrastructures acts as a steady promoter of 
growth and reduces the frequency and cost of financial crises. Prevention of financial crises is 
essential to poverty reduction. For these reasons, building sound, efficient and inclusive financial 
systems that work for all members of society and that are not prone to abuse or corruption is central 
to the growth and poverty reduction agenda.  A performing financial sector will also enhance 
access to financial services for poor and low income households. 
 
7.2.2 Bank restructuring would normally be associated in the short term with staff redundancies 
and redeployment resulting from optimization of labor input and skill upgrading. In the context of 
the restructuring process at Bank of Alexandria and the other commercial banks, generous 
voluntary severance packages have been offered to employees who are willing to opt for early 
retirement schemes. Training and re-training programs are also offered to staff to enable them 
achieve proficiency in new areas where employment opportunities are available.  
 
7.2.3 Programs that expand economic opportunities and create employment, such as the FSPR, 
invariably benefit women and help in bridging gender inequality. Indicators measuring gender gaps 
in the economy show that Egypt is moving slowly towards eliminating gender disparities. This has 
been very noticeable in the social sphere, where female primary school enrolment as a percentage 
of male increased from 80.4% in 1992 to 95.9% in 2004, while secondary school enrolment 
increased from 86.0% to 99.3%. Within the economic sphere, women participation in the labor 
force increased from 18% in 1996 to 31.4% in 2004, with females representing 24% of the labor 
force. With national statistics showing that women representation in the banking sector workforce 
is about 29%, much higher than the national ratio of 24%, programs that improve the performance 
of the banking sector will offer more benefits for women.  On a general note, the improved 
economic opportunities offered by the FSRP would serve to ensure that the increased enrolment of 
females in educational institutions at all levels, currently almost at par with males, would translate 
into narrowing the economic gaps between men and women by improving the opportunities for 
gainful employment to the crop of educated women.  
 
7.3 Environmental Aspects 
 
 The proposed program is classified as Category 3 according to the Bank’s environmental 
policy, being a program having little or no physical intervention on the environment and does not 
induce any adverse environmental or social impact. Therefore, the program requires no 
environmental or social assessment action. Nevertheless, it is important to note that environmental 
protection in Egypt, comprising the legal framework and its implementation by the Egyptian 
Environmental Affairs Authority (EEAA), is considered good and meets international standards. 
Law No. 4 of 1999 on Environmental Conservation, and its implementation ordinances set the legal 
and regulatory requirements for environmental management. The EEAA has been very effective in 
ensuring compliance with the environmental requirements during project initiation, and monitoring 
their implementation during the subsequent phases of the project cycle. The agency has been 
successful in mobilizing financial resources to properly undertake the environmental assessment 
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and surveillance of new and on going projects in Egypt. A detailed database has been developed 
that host all information regarding projects’ environmental management. Management of the 
environment in Egypt is considered to be very satisfactory. 
 
7.4 Program Sustainability 
 
7.4.1 One of the key parameters of the sustainability of the FSRP is the quality of the design of 
the program itself. Even though the program was designed and developed by the Egyptian 
authorities, its design was based on a thorough diagnosis of the situation of the financial sector 
carried out by several of the country’s development partners. The program design shows that the 
critical issues constraining the development of the financial sector are well understood, and the 
measures proposed to address the constraints are feasible and appropriate. Thus, the quality of the 
design of the program, and the commitment of the authorities to its implementation, would enhance 
its sustainability.  
 
7.4.2 Obviously the risk of lost momentum in the pace of reforms exists. However, the new 
Cabinet has demonstrated through its decisiveness and achievements that it is deeply committed to 
reform. The design and implementation of the FSRP was initiated by the GOE; the program was 
well received by the financial markets and induced widespread endorsement and strong support 
from the donor community. The package of measures implemented by the GOE in the context of 
this program adds significant credence to their commitment and determination to see the reforms 
through. The authorities’ commitment has further been demonstrated through several irreversible 
measures already undertaken in the context of the reform program.  
 
7.4.3 Another key issue related to the sustainability of the program is ensuring that the reform 
measures lead to a fundamental restructuring of the financial sector such that, years down the line, 
the sector would not again be confronted with similar problems as those currently being addressed. 
This is particularly important given that experience in other countries is replete with examples of 
financial sector adjustment operations and bank restructuring projects involving implementation of 
financial and operational restructuring of state-owned financial institutions, which had to be 
repeated time and again due to the lack of the necessary structural changes to sustain such reforms. 
To mitigate this risk, the GOE is putting as much emphasis on building creditable, independent and 
efficient regulatory and supervisory regimes for the financial sector as it is placing on the 
restructuring of the financial institutions themselves. The significant efforts being put into the 
strengthening of the banking supervision department of the CBE, as well as the other regulatory 
agencies, is to ensure that once the accumulated problems of the financial sector has been resolved 
through the FSRP, the sector would be able to continue functioning as an efficient, properly 
regulated system. In addition, the CBE has established a Fund to finance the recruitment of highly 
qualified and experienced professionals to manage the state-owned banks. All these would serve to 
ensure that the benefits of the reform program are sustained over time.  
 
7.5 Key risks and mitigating measures 
 
7.5.1 Four major risks to the successful implementation of the reform program and its 
sustainability are identified. These are: (i) loss of political support and commitment to the reform 
measures; (ii) a deterioration in the country’s macroeconomic conditions; (iii) ability to build and 
maintain credible and independent regulatory and supervisory authorities; and (iv) continued state 
control of major financial sector institutions.  
 
7.5.2 Loss of political support and commitment to the reforms. Political commitment and support 
are paramount for the reform measures. A major risk to the program’s successful implementation is 
that social, political, and stakeholder opposition could weaken government resolve to pursue the 
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macroeconomic reform program. For instance, a vocal media opposition has taken aim at the 
government privatization program. The rationalization that would inevitably result from the 
restructuring of banks and insurance companies, of branches and staff, might also galvanize 
opposition to the program. To mitigate this risk, the GOE has designed the program in a 
participatory manner, with full consultation with the major stakeholders, including the staff and 
labor unions. The program has been developed and presented as a home-grown initiative, thereby 
deflecting possible charges of donor-imposed reform measures. The program enjoys the support of 
the highest political authorities in Egypt, as demonstrated by the fact that it was unveiled by the 
President of the Republic during the opening of Parliament. As regards staff rationalization and 
possible job losses, contingency financing in terms of voluntary early retirement and compensation 
schemes have been planned to alleviate the resulting social burden. Such a plan is already being 
implemented at the CBE, and it seems to be working well.  
 
7.5.3 Deterioration in macroeconomic conditions. Reform programs are best undertaken under a 
stable macroeconomic and financial environment characterized by robust growth. An unstable 
macroeconomic environment or sluggish growth would deepen and prolong the pains of 
adjustment, and could strengthen opposition to it. Such a situation might arise due to poor 
economic management or unfavorable international economic context or an external shock, which 
could adversely affect vital sectors of the economy such as tourism, or engender a slowdown in the 
export market. This risk is mitigated by the fact that Egypt has built a good credibility in 
macroeconomic management over the last decade, during which period it has enjoyed stable 
macroeconomic conditions. The new monetary policy framework recently implemented within the 
context of the financial sector reform program has enhanced such credibility, while the economy 
has proven capable of withstanding shocks, such as the Taba and Sharm-El-Sheikh incidents. The 
timing is particularly apt to implement the FSRP given the unique combination of favorable 
economic conditions, the strong reform momentum, and growing investor confidence. The 
country’s macroeconomic program would continue to be monitored closely and the Bank would 
consult with the Government on further actions, if required, to maintain the economy on a 
sustainable path. 
 
7.5.4 Fiscal Sustainability. Fiscal policy is very important to maintaining macroeconomic 
stability. The budget deficit and public debt in Egypt, while still manageable, are relatively high 
and cannot be sustained at current levels without negative consequences for the country’s economic 
potential. A recent IMF mission to Egypt commended the authorities for their recent tax reforms, 
but recommended that they be complemented with a credible medium-term fiscal consolidation 
strategy that puts public debt as a share of GDP on a firm declining path. The GOE agreed with the 
IMF on the need for a comprehensive expenditure reduction program, aimed at rationalizing the 
size of government, increasing the efficiency of expenditure, and improving the targeting of pro-
poor spending. The GOE has indicated that it plans to reduce the budget deficit gradually by 1% in 
each of the next five years, bringing it down to 4% of GDP by 2010/11. 
 
7.5.5 Building and maintaining credible and independent regulatory agencies.  Competent and 
credible regulatory authorities are vital for an efficient functioning of the financial sector and 
investor confidence. This requires professional and competent staffing. The risks associated with 
this relate to the authorities’ ability, within the program’s timeframe, to build the capacity and 
implement the strengthened regulatory and supervisory framework. These risks are mitigated by the 
considerable efforts being put into building the capacity of the different financial sector regulatory 
agencies, and the support being provided for such efforts by the country’s development partners, 
particularly USAID and the EU.  
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7.5.6 Continued state control of financial sector institutions. While adequate recapitalization, 
operational and institutional restructuring are essential components of the banking sector reform, 
these actions do not completely eliminate the likelihood of recurrence of the old lax lending 
practices and non-performing loan problems given that two of the biggest banks in the country 
would remain state owned. Ample cases exist of repeated restructurings and recapitalizations of 
state-owned banks that do not result in any sustainable sound financial positions of the banks.  In 
fact such actions pose the risk of moral hazard as state-owned bank management continue their bad 
lending practices with the knowledge that government will ultimately bail them out.  Addressing 
this risk entails inter alia: (i) ensuring that the recapitalization of the banks would be contingent 
upon the implementation of a comprehensive institutional and operational restructuring program; 
and (ii) providing a comprehensive staffing and training program to ensure good governance, and 
the proper management of lending risks. The effort to build strong, efficient and credible 
supervisory authority by strengthening the banking supervision department of the CBE is also part 
of mitigating this risk. The full implementation of the institutional and operational restructuring 
plan would be closely monitored by the BRU throughout the restructuring period.  
 
8. CONCLUSIONS AND RECOMMENDATION 
 
8.1 Conclusions 
 
8.1.1 Egypt’s Financial Sector Reform Program represents a comprehensive and far-reaching 
program of reforms to improve the depth and efficiency, and the functioning of the Egyptian 
financial sector. The program expects to lead to the development of a market-based, competitive 
and sound financial system at the end of its implementation. The FSRP is a natural follow-on to the 
significant economic reforms that Egypt has implemented over the past decade and a half, which 
have largely enabled the country to achieve macroeconomic stability over the period. Even though 
financial sector reforms were included in the previous economic reform programs, they generally 
did not go far enough, and were also not fully implemented. As a result, the objectives of the 
financial sector reforms included in the previous programs were only partially achieved. The 
current FSRP builds on the previous reform programs, and it is hoped that its comprehensive nature 
and faithful implementation would ensure that its objectives are fully achieved.  
 
8.1.2 The FSRP is a home-grown reform program largely designed and developed by the 
Egyptian authorities. The program addresses identified weaknesses in the banking sector, as well as 
developmental issues in the non-bank financial sector, including the insurance sector, the capital 
market, and the mortgage industry. The program has an implementation timeframe of four years, 
from 2004 – 2008. The Government of Egypt has demonstrated full commitment to the reform 
program, and has already shown a determined implementation of the various measures contained in 
the program, with several activities running ahead of schedule. The program is being supported by 
several development partners, the major ones being the World Bank, the European Union, USAID, 
and the ADB. The Bank considers the FSRP to be a well thought-out and pragmatic program, its 
objectives are laudable and in line with the Bank’s financial sector development objectives in its 
RMCs, and the Government has demonstrated its commitment to its successful implementation. 
The program merits the Bank’s support. 
 
8.2 Recommendations 
 
8.2.1 In view of the above, it is recommended that an ADB Development Budget Support Loan of 
US$ 500 million be granted to the Government of the Arab Republic of Egypt for the purpose of 
financing the implementation of its financial sector reform program. It is further recommended that 
the loan be disbursed in one single tranche, subject to compliance with the following conditions: 
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A. Conditions Precedent to Entry into Force of the Loan Agreement 
 
8.2.2 The entry into force of the Loan Agreement shall be subject to the fulfillment by the 
Borrower of the provisions of section 5.01 of the General Conditions Applicable to Loan and 
Guarantee Agreements of the ADB.  
 
B. Conditions Precedent to Loan Disbursement 
 
8.2.3 The disbursement of the loan by the Bank shall be conditional upon the entry into force of 
the Loan Agreement, and the fulfillment by the Borrower of the following conditions: 
 

(i) Submission to the Bank of a detailed time-bound action plan including benchmark and 
monitoring indicators, for the implementation of the ongoing Public Financial 
Management reform agenda as contained in the 2006 – 2009 Economic Reform Plan 
prepared by the Ministry of Finance (paragraph 3.2.6); 

(ii) Submission to the Bank of the evidence of the adoption by the Chairman of EISA of the 
development plan to establish, including staffing, systems and procedures, an enhanced 
supervisory capacity for insurance and private pensions, and a time-bound action plan 
for transition to a risk-based supervisory regime (paragraph 4.9.4); 

(iii) Submission to the Bank of evidence of full divesture of state-owned banks shares in no 
less than 12 joint venture banks and progress report on  the program of divestiture of 
state-owned banks’ shareholding in the remaining five joint venture banks (paragraph 
5.2.9);  

(iv) Submission to the Bank of the final shortlist of strategic investors approved to bid for 
the acquisition of a majority in the Bank of Alexandria (paragraph 5.2.10);  

(v) Submission to the Bank of the final reports of the comprehensive independent financial 
due diligence of the National Bank of Egypt, Banque Misr and Banque du Caire in 
accordance with the TOR agreed with the GOE (paragraph 5.2.12); 

(vi) Adoption and submission to the Bank of a satisfactory framework for institutional and 
operational restructuring of the National Bank of Egypt and Bank Misr. (paragraph 
5.2.14); 

(vii) The adoption and submission to the Bank of a satisfactory, and time-bound operational 
scheme for the settlement of non-performing loans owed by state-owned enterprises to 
the National Bank of Egypt, and Banque Misr/Banque du Caire (paragraph 5.2.15); 

(viii) Provision to the Bank of evidence of the submission by the Minister of Investment to 
the Prime Minister of draft insurance sector reform laws relating to (i) stamp duties on 
insurance premium; (ii) insurance brokerages; and (iii) motor third party liability 
insurance (paragraph 5.2.19); 

(ix) Submission to the Bank of evidence of the acceptance by the Minister of Investment of 
the proposal to set up an insurance holding company for the four state-owned insurance 
companies (paragraph 5.2.19); and  

(x) Publication by the Board of Trustees of the Institute of Directors of a new Code of Best 
Practice in corporate governance that meets international standards, and development of 
action plan for compliance with International Financial Reporting Standards by the 
enterprise sector (paragraph 5.2.21). 
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Republic of Egypt 
Financial Sector Reform Program 

Policy Matrix 
Policy Reform Action 

 
Expected Outcomes 

 
Actions Already Undertaken by 
the Authorities to March 2006 

Actions to be undertaken by the 
Authorities up to December 2006 

Indicative Medium-term 
Actions 

 

I.   Strengthening legal, regulatory and supervisory framework in banking and insurance  

• Implementation of  reforms 
and capacity building 
measures in banking 
regulation and supervision, 
including new internal 
guidelines and procedures, 
new IT scheme, and 
training program 

• Revised regulations on 
credit risk developed 

• The effectiveness of 
banking regulatory and 
supervisory regime is 
strengthened, with better 
adherence to 
international standards 

• Technical Assistance received 
from the Eurosystem to 
strengthen banking supervision 

• Resident advisors on board at 
CBE conducting a two-year 
capacity building program 

• Detailed capacity building 
program, including new 
organization chart for banking 
supervision, project teams, and 
IT working group approved by 
the Governor of CBE 

 • Continued 
implementation of the 
capacity building 
program, together with 
other actions on the part 
of the CBE to build a 
credible risk-based 
supervisory regime.  

 

• Implementation of reforms 
and capacity building 
measures in insurance and 
private pension regulation 
and supervision as per 
agreed actions in the 
Supervisory Development 
Plan (SDP) 

 
 
 

• Strengthened insurance 
and private pension 
supervisory capacity, 
and transition to a risk-
based supervisory 
regime 

 

• A consortium of advisors and 
technical consultants has been 
appointed to advise on 
restructuring and privatization of 
state-owned insurance 
companies 

• A program of legal reform is 
underway with draft laws ready 
for submission by the Ministry 
of Investment and the regulatory 
authorities to the Prime Minister 

 

• Adoption by the Chairman of 
EISA of the development plan to 
establish, including staffing, 
systems and procedures, an 
enhanced supervisory capacity 
for insurance and private 
pensions, and a time-bound 
action plan for transition to a 
risk-based supervisory regime. 

• Submission by the Minister of 
Investment to the Prime Minister 
of draft insurance sector reform 
laws relating to (i) taxes on 
insurance premium; (ii) licensing 
of insurance brokerages; and (iii) 

• Full implementation of 
the insurance 
restructuring program, 
with the development of a 
credible and risk-based 
insurance supervisory 
system conforming with 
international standards  

• The reform laws on stamp 
duties on premium, 
brokers, and MTPL, are 
enacted by Parliament.  
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Policy Reform Action 
 

Expected Outcomes 
 

Actions Already Undertaken by 
the Authorities to March 2006 

Actions to be undertaken by the 
Authorities up to December 2006 

Indicative Medium-term 
Actions 

 
MTPL insurance; 

• Activities to upgrade the 
regulatory and supervisory 
framework of the capital 
market, and the 
strengthening of the CMA 
as an effective regulator of 
the market implemented 

• The capital market is 
deepened, and its 
capacity to support 
investment activities in 
Egypt and facilitate the 
inflow of direct foreign 
investments enhanced.  

• A capacity building program 
approved for CMA, with 
qualified and experienced 
professionals recently appointed 
into management positions at the 
Authority 

• Efforts underway to improve 
listing rules for companies and 
market participants 

• Measures taken to improve 
corporate governance, market 
integrity and investor protection 
through (i) establishment of the 
Institute of Directors; (ii) 
establishment of the Insurance 
Protection Fund; and (iii) 
introduction of the new system 
of primary dealers to increase 
market liquidity and efficiency 

• Approval by the CMA of the 
new membership and listing 
rules for the Cairo and 
Alexandria Stock Exchange 
(CASE) 

• The GOE to consider the 
conversion of CASE from 
a Government-owned and 
controlled exchange into a 
private entity in line with 
the general practice in 
MENA region and 
elsewhere in the world. 
Such a conversion would 
enable the exchange to 
raise the capital that it 
requires to upgrade its 
infrastructure, and put it 
in good stead to meet the 
competitive pressures 
from the other exchanges 
within the region. 

II.   Financial restructuring of Public Sector Commercial Banks   

• Independent diagnostic 
financial due diligence by 
international firms of the 
four state-owned  
commercial banks (NBE, 
BM, BdC, and BoA) are 
carried out 

 
 

• A Comprehensive 
Report that covers the 
following: 
o Assessment of asset 

quality. 
o Assessment of 

banks internal 
control. 

o Identification of 
provisioning gap. 

• Three international audit firms 
have been recruited to carry out 
the diagnostic audits 

• The audit of the Bank of 
Alexandria has been finalized, 
while the financial due diligence 
of the other banks are at an 
advanced stage of completion 

 

• Finalization of the independent 
financial due diligence of the 
National Bank of Egypt, Banque 
Misr and Banque du Caire 

 

• Satisfactory completion 
of restructuring of two 
state-owned commercial 
banks so that they operate 
on commercially sound 
basis within adequate 
governance, incentive and 
risk management 
structure in light of the 
Full Financial Due 
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Policy Reform Action 
 

Expected Outcomes 
 

Actions Already Undertaken by 
the Authorities to March 2006 

Actions to be undertaken by the 
Authorities up to December 2006 

Indicative Medium-term 
Actions 

 
 Diligence Reports. 

• GOE resolves the NPLs of 
state-owned enterprises 
(SOEs) to state-owned 
banks 

• Outstanding NPLs of SOEs 
as of June end 2004 to be 
fully settled by GOE 

 

 

• Significant 
improvement, in the 
NPLs ratio of state-
owned banks, with a 
50% reduction against 
the baseline provided by 
the financial due 
diligence report by end 
2008.  

• State-owned commercial 
banks show improved 
level of provisioning 

• The NPLs of SOEs in Bank of 
Alexandria already resolved by 
GOE through a cash settlement 
of LE 6.9 billion  

 

• The adoption of a viable, time-
bound operational framework for 
the settlement of the NPLs owed 
by SOEs to the NBE and 
BM/BdC 

 
 

• Full implementation of 
the institutional and 
operational restructuring 
of the state-owned 
commercial banks to 
minimize future risk of  
accumulation of excessive 
NPLs to SOEs 

 

III.   Institutional and operational restructuring of State-owned Commercial Banks  

• Implementation of 
institutional and 
operational restructuring of 
the two state-owned banks 
(NBE and BM/BdC) is on 
track, as per agreed 
framework 

 

• The Restructured state-
owned banks would 
have addressed and 
made meaningful 
improvements in: (i) 
human resources build-
up; (ii) IT and systems 
development; and (iii) 
operational and financial 
performances 

 

• Two international banks have 
been appointed to assist the 
restructuring of the two state-
owned banks in three areas 
namely Risk Management, HR 
& IT.  

• The Central Bank has set up a 
special fund to help finance 
qualified management and 
professional staff for the banks 

• Adoption of the framework for 
the institutional and operational 
restructuring of the state-owned 
banks 

• Merger of Banque Misr and 
Banque du Caire proceeding 
according to plan 

 

• Satisfactory completion 
of the restructuring of the 
state-owned banks so that 
they operate on 
commercially sound basis 
with adequate governance 
structure, incentive 
schemes and risk 
management systems, and 
in full regulatory 
compliance. 

•  
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IV.   Reducing public ownership in banking sector institutions  

• Full divestiture of state-
owned bank shares in 17 
joint-venture banks, which 
become integral part of 
private banking system 

• Joint venture banks 
become fully private 
sector banks 

 

The state-owned banks’ shares in 
12 joint-venture banks have been 
fully divested, which together 
represents about 94%of the 
market value of state-owned 
banks' portfolio of Joint Venture 
Banks holdings 

• Progress continues on the 
completion of the joint-venture 
banks divestiture program 

 

• Privatization of the Bank 
of Alexandria 

 
 
 

• Bank of Alexandria 
operating fully under 
new private ownership 

• An international investment 
bank was appointed as Sell 
Side Advisor; information 
memorandum prepared; and 
an invitation for expression of 
interest was published in 
international press. 
Expression of interest 
submitted by end of April 
2006 

• The NPLs of SOEs in the 
bank resolved through an LE 
6.9 billion (about US$ 1.2 
billion) cash swap in February 
2006  

 

• Finalization of the shortlist of 
strategic investors approved 
to bid for the acquisition of a 
majority stake in the Bank of 
Alexandria.  

 

• Acquisition of the 
majority shares of the 
Bank of Alexandria by 
a strategic investor 

    •  
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V.   Strengthening of the Non-Bank Financial Sector  

• The implementation of a 
restructuring plan for the 
insurance sector 

• The insurance sector is 
restructured, leading to 
the growth of insurance 
activities in Egypt 

• Satisfactory completion 
of the restructuring of 
public sector insurance 
companies 

• Public sector insurance 
companies account for 
less than 30% of 
insurance premiums 

• MTPL market is 
operating on a 
financially sustainable 
basis 

• Non life insurance 
market is open 

• A resident Insurance Technical 
Advisor to the Minister of 
Investment has been appointed 

• A consortium of advisors and 
technical consultants has been 
appointed to advise on 
restructuring and privatization of 
state-owned insurance 
companies, and the owner’s due 
diligence has begun.  

• A program of legal reform is 
underway with draft laws ready 
for submission by the Ministry 
of Investment and the regulatory 
authorities to the Prime Minister; 

 

• Submission by the Minister of 
Investment to the Prime Minister 
of draft insurance sector reform 
laws relating to (i) stamp duties 
on insurance premium; (ii) 
insurance brokers; and (iii) 
motor third party liability 
insurance; 

• Approval by the Minister of 
Investment of a proposal to set 
up an insurance holding 
company as a mechanism to 
facilitate the restructuring of the 
insurance industry 

 
 
 
 
 
 

• Making a meaningful 
progress in the 
privatization of the whole 
public sector insurance 
companies, with at least 
one privatized within the 
reform period.  

• An MTPL reform strategy 
approved at Cabinet level 

• Non own-use real estate 
of public sector insurance 
companies transferred to a 
specialist assets 
management company 
under the holding 
company 

• GOE to resolve the 
ownership and 
governance structure of 
the Cairo and Alexandria 
Stock Exchange, with a 
view to ultimately 
privatizing the exchange. 
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VI.   Strengthening the fiduciary framework for public financial management & corporate financial reporting 

• Key areas of public 
financial management, 
including public 
procurement, should be 
strengthened. 

• The budgetary process 
strengthened and 
improved, with better 
controls over revenues 
and expenditures and 
availability of accurate 
and consolidated 
financial information.  

• A budget classification method 
that conforms to the GFS 
standards has been adopted 

• The IMF Government Finance 
Statistics (2001) standards has 
also been adopted beginning 
from the 2005/06 budget 

• A Single Treasury Account has 
been established for effective 
cash and debt management 

• Standard Bidding and Contract 
Documents have been developed 
in 2005 to improve public 
procurement 

• National Procurement 
Guidelines are being prepared, to 
be ready by end 2006 

 
 
 
 

• Development of an Action Plan 
for enhancing transparency and 
compliance with accepted 
standards for management of 
public funds including: (i) 
budget process; (ii) control over 
revenues; (iii) consolidated 
government budget and 
accounts; (iv) cash management; 
and (v) internal audit 

• Action Plan to include 
benchmarks and indicators to 
monitor progress of 
implementation of the Action 
Plan 

 
 
 
 
 
 
 
 

• Internal audit function 
legally created within the 
Ministry of Finance 

• Internal audit function 
fully operational and 
expanded to all revenues 
and expenditures units 

• Implementation of the 
internal control 
framework with  
improved management of 
public expenditures and 
revenues 

 

• Enhancement of corporate 
financial reporting and 
transparency undertaken, 
with the oversight of the 
Accountancy Profession  

• Improved corporate 
governance in the 
enterprise sector in 
Egypt achieved 

• Draft Accountancy Profession 
Law prepared 

• Development of a Code of Best 
Practices in corporate 
governance, and steps  towards 
compliance with International 
Financial Reporting Standards 
(IFRS) 
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Terms of Reference for a “Comprehensive Independent Financial Due Diligence 

of State-owned Commercial Bank” 
 

 
I - Introduction 

 
1. As part of the government “Financial Sector Reform Program”, the Central Bank of Egypt 
and <XYZ--- Bank> seek to engage the services of an international auditing firm (the Auditor) to 
conduct a comprehensive independent financial due diligence and diagnostic study of a state-owned 
commercial bank (the Bank), and as the case may be, its group of subsidiaries and their 
consolidated position. The financial due diligence and diagnostic study performed, and the opinions 
and reports provided by the Auditor will be in accordance with the recommendations of the 
International Accounting Standards Board (IASB), unless otherwise specified in these terms of 
reference. In this regard, you are invited to submit a proposal and work plan for conducting the 
financial due diligence.  
 
2. This engagement should be carried out by staff with appropriate professional qualifications 
and expertise, including experience in assessing credit quality and auditing the accounts of entities 
comparable in nature, size, and complexity. The Auditor should provide the CVs of the principals 
of the firm who would be responsible for providing the opinions and reports, together with the CVs 
of managers, supervisors, and key personnel involved in the assignment.  CVs should include 
details on audits carried out by such staff, including ongoing assignments.  To the extent judged 
appropriate, the Auditor may propose to engage the services of specialized local or international 
auditors to reinforce the team which is to examine the Bank's loan portfolio quality and 
administration process.  Given its primary responsibility for the assignment, the Auditor should 
exert due quality control of the work performed by such firms, in terms of approach and 
methodology, and guarantee the quality of their performance. It is understood that the primary 
responsibility for the review of the quality of the Bank's loan portfolio will be assigned to a 
professional with substantial banking experience in credit assessment, and that the rest of the 
financial due diligence team under his (her) direction will have appropriate experience in credit 
assessment of portfolios of similar complexity.  
 
3.   The Auditor will provide independent opinions and related reports for the financial 
statements of the fiscal year ended June 30, 2005 for the Bank, and as the case may be, its 
subsidiaries and the consolidated position of the Bank's group. To this effect, the Bank will provide 
the Auditor with the following consolidated statements for the fiscal year to be audited: (i) Balance 
Sheet; (ii) Profit and Loss Statement; (iii) Statement of Changes in Shareholders' Equity; (iv) 
Statement of Sources and Applications of Funds; (v) Statement of Past Due, Non-performing, and 
Renegotiated Loans and Advances; (vi) Statement of Provisions for Losses, Write-offs, and 
Recoveries; and (vii) Statement of Commitments and Contingencies. Other statements, reports, and 
supplementary data would also be made available if deemed necessary by the Auditor in order to 
render opinions, conduct diagnoses, and otherwise comply with these terms of reference. The 
Auditor may propose in writing all those changes to the present terms of reference as the Auditor 
may think are appropriate given the circumstances. 
 

II - General Scope of Financial due diligence and Diagnostic Study 
 
4. The financial due diligence of the financial statements and the diagnostic review should be 
carried out in accordance with generally accepted auditing standards of field work and reporting.  
The financial due diligence should indicate: (i) the extent that the Auditor could not conform to the 
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standards; (ii) the extent that the standards the Auditor proposes to use do not conform to the 
auditing standards of the International Federation of Accountants; and (iii) any alternative standards 
to which the Auditor proposes to conform. 
 
5. The financial due diligence should be planned and conducted on the basis of a program 
sufficiently expansive in covering the Bank's activities to enable the Auditor to sign the opinions 
and reports required as per section III of these terms of reference. In devising the diagnostic review, 
the Auditor is required to take into consideration the effectiveness and reliability of the Bank's 
accounting and administrative procedures, as well as the financial and administrative internal 
controls and procedures. Under the proposed scope of work, the Auditor is required to provide 
specific comments on the following areas. 
 

6. Independence and Impartiality. At the time of submission of a proposal and work plan to 
carry out the diagnostic financial due diligence, your firm must be independent of any member of 
the board of directors, executive officer, or senior manager of the bank. Independence implies that 
the senior managing partner, and any partner, or staff who would be involved in the financial due 
diligence, is not serving as a director of the bank, nor has any personal, financial, or close business 
relationship except as an independent professional adviser during the course of the financial due 
diligence. 
 
 A - Accounting policies and procedures 
 
7. The Auditor should comment on the accounting principles adopted by the Bank and its 
subsidiaries, particularly to: (i) confirm whether and to what extent generally accepted accounting 
principles and accounting standards have been and are being consistently applied; and (ii) indicate 
specifically the reliance on other principles and their effect on the annual financial statements.  
 
 B - Internal control policies and procedures 
 
8. The Auditor should determine that: (i) assets are being appropriately safeguarded; (ii) 
expenses are being controlled; (iii) adequate and comprehensive policies exist, have been approved 
by management and the Board of Directors, are documented in writing, and have been disseminated 
within the Bank;  (iv) transactions have been executed in accordance with written policies; and (v) 
all transactions have been recorded to permit timely preparation of financial statements in 
accordance with generally accepted accounting principles. 
 
 C - Internal control systems 
 
9. The systems of internal controls and checks, including internal auditing, should be reviewed 
and evaluated in order to determine the degree of reliance that can be placed upon them, and the 
extent of testing and verification that needs to be performed by the Auditor.  Regardless of whether 
the Auditor intends to rely or not on the existing internal control systems, the Auditor will report 
those weaknesses detected that according to the volume and complexity of transactions and their 
risk profile, have to be corrected in order to ensure prudent detection, measurement, management 
and control of operational, credit and market risks. 
 
10. The Auditor will provide a specific opinion on the adequacy of internal control systems and 
procedures in place, including written policies and procedures, accounting and administrative 
controls, budgeting, internal audit, and management information systems.  To the extent that 
weaknesses are detected, appropriate recommendations should be made on how to strengthen or 
correct existing systems. 
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 D - Asset quality review 
 
11. The Auditor will assess the quality of assets and the implied risk profile of the Bank and 
provide a specific opinion commenting on the reliability of the stated values of the Bank's assets. 
This assessment should include not only loans but all other extensions of credit (on and off-balance 
sheet) and the Bank's investment portfolio.  In a first phase of the analysis the focus would be on 
credit exposure to private sector borrowers. In making the assessment, the Auditor should consider 
specifically, the following: 
 
12. (a) - Classification of assets held by the Bank. The Auditor will ensure that the classification 
of assets is based on qualitative criteria and agreed definitions, and that adequate consideration has 
been given to: (i) the level, distribution, and severity of classified assets; (ii) the level and 
composition of non-accruing, non-performing, and reduced rate assets; and (iii) undue 
concentrations of credit. Assets should thus be categorized as performing or non-performing, and 
risk-classified irrespective of whether they are overdue for payment. Problem assets should be 
placed in risk classifications according to specific criteria for "substandard", "doubtful", and "loss" 
categories (as per attached annex). Assets should be categorized based on ownership and corporate 
structure. All credit to an individual borrower (or to a related group of borrowers) should be placed 
in the same risk classification; different classifications should be specifically noted and justified. 
Actual and potential losses should be clearly identified, distinguishing their impact upon reserves 
and the profit and loss account. 
 
13. (b) - Selection of loans and other assets for review. In assessing the quality of assets, the 
Auditor should assure not less than 75% coverage of the portfolio of loans, advances, and all other 
similar credit risks, including guarantees, open letters of credit, and similar off-balance sheet credit 
risk items.  The review, in a first stage, would start by the assessment of the largest borrowers, 
on which the Bank normally maintains current data, information and analyses. The aggregate 
value of the largest (say fifty) loans would be expected to represent a meaningful share of the 
total portfolio. Each such loan would be first classified conventionally (documentation, payment 
performance, collateral, current profitability of the borrowing entity, and any special known 
problems). Typically, the Auditor will examine and appraise all loans, advances and guarantees to a 
single obligor or related group of obligors which exceed a cutoff amount equal to one-half of one 
percent of paid-up capital and retained earnings.  Past due loans and advances, renegotiated loans 
and advances, internally identified problem loans and advances, loans and advances to insiders, and 
their related interest, investments, equity participations, inter-bank loans and money market claims, 
foreclosed or repossessed properties, contingent liabilities and guarantees, and miscellaneous assets 
should also be appraised.  In addition, a sample of loans and advances below the cutoff amount, not 
otherwise selected for review, should be appraised and the results of that appraisal extrapolated to 
the loan portfolio not otherwise examined. 
 
14. (c) - Methodology and Criteria for asset quality review. In assessing the quality of assets, 
primary emphasis should be placed upon the borrowers' ability to repay debts and support interest 
service and principal repayments out of prospective operating cash flows. To this effect, the 
Auditor would be expected, especially in the case of large borrowers, to comment on the: (i) 
adequacy of the borrower prepared projections to identify future cash flows to service total 
indebtedness; (ii) appropriateness of the assumptions relied upon in these projections; and (iii) 
process by which the Bank evaluates the borrower's projections and subjects them to rigorous 
sensitivity analyses. Collateral support should normally be of secondary importance. To the extent, 
however, that the Bank relies on collateral as the primary source of payment, the Auditor will 
ensure that appropriate appraisal procedures have been followed, including updated appraisals of 
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such collateral, and that the existing documentation and legal procedures allow the Bank to realize, 
without protracted delays, the estimated value of the collateral. When the primary source of 
repayment is supported by secondary guarantees granted by other local banks, the Auditor should 
evaluate the likelihood of those guarantees being executed because of the problematic situation of 
the final borrower, and the prospects for those banks being able to serve those guarantees. 
 
15. (d) - Concentration of credit exposure. The Auditor would identify, quantify and appraise 
the concentration of credit with particular emphasis on credit extended to: (i) insiders and their 
related interests; (ii) connected parties; and (iii) major economic sectors. For the purpose of this 
review, related or connected borrower concentrations representing 5% or more of capital or 5% of 
uncovered portfolio whichever is less, or industry concentrations representing 10% or more of 
capital or 10% of uncovered portfolio whichever is less should be specifically detailed, as well as 
exposures representing 30% or more of total portfolio by Risk Rating. Borrowers should be 
considered "related" based on common ownership, inter-company dependence, or common sources 
of repayment. “Connection” implies the ability to exert control or influence policy and decision-
making, especially on credit decisions. (Connected parties or firms typically include a firm's parent, 
major shareholders, subsidiaries, affiliated companies, directors, and executive officers.)  The status 
of each individual concentration exceeding the 5% level will be analyzed.  In this case, the Auditor 
should comment on the borrower's performance and the probability of repayment according to the 
existing terms of the loans. The Auditor should comment on the adequacy of the Bank's current 
policies, practices, and procedures to identify common ownership, control, and reliance on common 
cash flows. The Auditor should also comment on the Bank's ability to identify and track extensions 
of credit to insiders and whether these credits are based on market terms or whether they are 
granted on terms more favorable (availability, tenor, rate, collateral, risk tolerance) than those 
provided to the general public. The Auditor should also, if appropriate, suggest new guidelines and 
new procedures by which concentrations should be identified and tracked in the Bank. 
 
16. (e) - Adequacy of loss reserves and additional capital needed for regulatory compliance. 
The Auditor will assess the adequacy of the reserves for loan losses and other valuation reserves, 
and provide an opinion as to the adequacy of capital.  To the extent that capital is inadequate to 
support present and future operations, the Auditor should recommend the amount of additional 
capital required on the basis of the relevant regulations established by the Central Bank of Egypt. 
The analysis would take into account, inter-alia, the adequacy of provisions for losses, and 
adjustments necessary to bring valuation reserves to adequate levels. To this end, the Auditor 
should outline the methodology used to determine the level of reserve adequacy, including the 
amounts set aside as specific reserves and general reserves, and the extent of reliance on collateral 
for establishing the recommended reserves. In this regard, the analysis should specifically state the 
amount of reserves required without collateral reliance, and the amount required with collateral 
reliance and the basis upon which collateral has been valued. 
 
17. (f) - Quality of earnings. The Auditor will assess the reliability and composition of the 
Bank’s reported earnings for the period reviewed.  The Auditor thus should specifically comment 
on: (i) the extent to which accrued but uncollected interest is taken into income – especially when 
such interest income relates to loans which the Auditor, or the Bank, has placed into substandard 
risk category or below; (ii) the extent to which collateral values (rather than operating cash flows) 
are the basis for decisions to capitalize interest and/or to roll-over extensions of credit; (iii) 
capitalization of expenses; and (iv) any other income recognition policies which could distort 
earnings. On the basis of the analysis, the Auditor would recommend, as needed, adjustments to the 
profit and loss statement for interest taken into income on non-performing assets, as well as for past 
due interest which has been capitalized, renegotiated, or refinanced. 
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 E - Adequacy of, and adherence to, lending and credit administration policies 
 
18. The Auditor would make an assessment of the adequacy and effectiveness of, and 
adherence to, operational and lending policies, and credit administration procedures. This would 
include policies and procedures for approving credit and establishing and enforcing repayment 
programs, collecting past due loans, provisioning for actual and potential losses, writing-off of bad 
assets, debt recovery, and management reporting. Where deficiencies have been identified, the 
Auditor would make recommendations for strengthening the policies and correcting the 
weaknesses. 
 
19. More specifically, the Auditor should provide a comprehensive evaluation of the capacity 
of the Bank to assess, administer, supervise and recover loans, advances, guarantees and other 
investments, as well as an evaluation of the Bank's current credit procedures and organization, 
including: (i) the standard loan process from client's initial enquiry to final lending decision; (ii) 
formalized credit policies, procedures, and underwriting criteria; (iii) adequacy of financial 
information received from the borrower and analyzed by the Bank as the basis for credit extension 
and for periodic assessment of the changing risk inherent in the credit;  
(iv) specific lending procedures and techniques for project appraisal, approval and legal finalization 
of projects, procurement, disbursement, and follow-up; (v) lending organization covering relevant 
departments and staffing including profile and skills of chief lending officers, credit managers and 
officers; (vi) internal loan review process, internal risk categories, and procedures for management 
of problem loans; (vii) specialized work-out units including scope, skills, resources, and efficiency; 
and (viii) mechanisms for legal recovery, foreclosure and repossession of collateral, and 
transmission of legal rights. 
 
 F - Interest rate, foreign exchange and liquidity positions 
 
20. The Auditor would be required to appraise and report on the adequacy of, and compliance 
with policies and procedures for assets and liabilities management, including interest rate, liquidity 
and foreign exchange risk exposures. The Auditor, where relevant, will assess and report on the 
existence of adequate trading limits and controls, segregation of duties, accounting and revaluation 
procedures, and management reporting requirements and systems. 
 
21. The Auditor should report significant exposures to changes in interest rates, and comment 
upon procedures and controls in place to manage interest rate risk. 
 
22. The Auditor should evaluate the Bank's foreign exchange risk, determine the profile of open 
positions and their evolution, and assess the controls and procedures in place to manage the 
associated risk. 
 
23. The Auditor should assess and comment on the Bank's liquidity both in terms of the ability 
to manage asset and liability positions, and generate operating cash flows sufficient to cover 
operating cash expenses.  The Auditor should also comment if liquidity support is being provided 
by any organization, bank or financial institution, or the government, and the relative impact there 
from upon the Bank in terms of profitability, liquidity, and interest rate and foreign exchange risk 
exposures. More specifically, in assessing liquidity management risks, the Auditor should consider: 
(i) the volatility of deposits; (ii) the reliance placed on interest-sensitive funds; (iii) the access to 
money markets or other ready sources of cash; (iv) the ability to convert assets readily into cash; (v) 
the capacity to meet unexpected deposit withdrawals and other demands for payment; (vi) the 
ability to satisfy reasonable credit demands readily; (vii) the financial strength of clients related to 
off-balance sheet liabilities and the prospects and timing for possible draws on guarantees and other 
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off-balance sheet items; (viii) the overall adequacy, effectiveness, and compliance with liquidity 
management policies; and (ix) the nature, volume, and anticipated use of credit commitments, 
contingent liabilities, and guarantees. Where deficiencies have been identified, the Auditor should 
recommend measures for strengthening or correcting the weaknesses in the Bank's management 
and monitoring of its liquidity position. 
 
 G - Verification of title to, and value of, fixed assets 
 
24. To the extent that fixed assets are material to the total assets and to the capital of the Bank, 
the Auditor will verify that the Bank has clear and unobstructed title to these assets.  Specifically, it 
is anticipated that the Auditor will conduct (or have conducted on the Auditor behalf) a review of 
all title documentation and relevant land registries.  The Auditor will provide an opinion on the 
status of the title to fixed assets. 
 
25. To the extent that the value of fixed assets is material to the total assets and to the capital of 
the Bank, the Auditor will verify the reasonableness of the values assigned to fixed assets.  To this 
end, the Auditor will: (i) identify the methodology by which values have been assigned, and (ii) 
reconcile historical costs to existing book values.  Finally, the Auditor will confirm (by separate 
appraisal based on comparable sales or another accepted methodology) that the values assigned 
provide a realistic measure of realizable values and that the values assigned are not so distorted that 
they may in fact distort the Bank's stated capital levels. 
 
 H - Equity position 
 
26. The Auditor will review the equity accounts of the Bank and verify existing equity levels. 
The Auditor, as the need may be, will address the status of capital subscriptions and identify and 
comment on the value of all capital contributions which may have been made in a form other than 
cash.  
 
 I - Adjustments 
 
27. The Auditor should provide a detailed listing of adjustments required in order to ensure that 
the financial statements accurately and fairly represent the financial position and performance of the 
Bank. Adjustments may include additional provisions to the loan loss and other valuation reserves, 
the suspension or reversal of interest accrual on loans and advances which are judged to be non-
performing, assets which are to be written-off, foreign exchange losses, income which is to be 
restated, or any other reclassifications and adjustments which materially affect the financial 
statements.  (For reporting on individual reclassifications and adjustments, materiality will be kept 
at the 2% level of the Bank's net worth for balance and off-balance sheet related adjustments, and 
1% for the profit and loss account.) 
 
28. The Auditor should provide a detailed listing of asset and liability items which, after 
adjustments, are still carried in the financial statements at amounts which may differ significantly 
from realizable values. The Auditor should provide also a detailed listing of revenue and expense 
items which, after adjustments, may still be significantly over or understated. 
 
 
 

III - Reports to be Provided by the Auditor 
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29. The Auditor, at the completion of the review, will provide the Central Bank of Egypt and 
<XYZ---Bank>with the following reports: 
 
30. (a) - Annual consolidated statements, after appropriate reclassifications and adjustments. 
These statements (referred to in para. 3 of these terms of reference) after appropriate 
reclassifications and adjustments, should include extensive notes on balance sheet and income 
statement items explaining the accounting methodologies used, and clarifying any items which, in 
the Auditor’s view, could, in the absence of a note, mislead a reader accustomed to financial 
statements prepared according to generally accepted accounting principals. 
 
31. (b) - Statements on specific investments. The Auditor should provide individual statements 
for each of the investments in which: (i) the Bank's direct or indirect participation exceeds 20%; 
and (ii) the total risk to the Bank exceeds 5% of the Bank's equity.  Financial subsidiaries in which 
the Bank holds a direct or indirect participation of more than 40% will be consolidated (financial 
subsidiaries are those entities the main activities of which include holdings of financial instruments, 
leasing, capital and money market activities, insurance and real estate activities).  The consolidated 
statements of the subsidiaries should also be audited or, alternatively, the Auditor should obtain 
reports from secondary auditors, guaranteeing the application of similar audit and accounting 
standards as those applied to the Bank.  Consolidation of subsidiaries should be based on the 
application of a standardized package designed to homogenize reports and opinions rendered by 
secondary auditors used for such purposes.  The Auditor will specifically report on any limitation to 
the engagement found in relation to the consolidation scope, or any exclusion thereof which the 
Auditor may judge necessary. 
 
32. (c) - Opinion on the accuracy and reliability of the accounting system. The opinion on the 
accuracy and reliability of the Bank's accounting system would either: (i) indicate that the financial 
statements accurately reflect the performance of the Bank during the period under review and the 
financial condition as of the end of the review period; (ii) provide a qualified opinion stating clearly 
the extent to which the statements may not accurately reflect the financial position and performance 
of the Bank; or (iii) state the circumstances which preclude the Auditor rendering an unqualified 
opinion or stating the basis of specific qualifications. 
 
33. (d) - Diagnostic studies and supporting schedules. The diagnostic studies and supporting 
schedules will address the following: (i) accounting policies and procedures; (ii) internal control 
policies and procedures, and related systems; (iii) asset quality, adequacy of loss reserves, and 
quality of earnings; (iv) foreign exchange, and liquidity positions; (v) verification of title to fixed 
assets; (vi) verification of value of fixed assets; (vii) equity position and status of capital 
subscriptions; (viii) detailed listing of adjustments required by the Auditor in order to assure that 
the financial statements accurately reflected the financial position and profitability of the Bank; (ix) 
detailed listing of asset and liability items which, after adjustments, are still carried in the financial 
statements at amounts which may differ significantly from realizable values; and (x) detailed listing 
of revenue and expense items which, after adjustments, may still be significantly overstated or 
understated. 
 
34. (e) - Management Letter.  The Auditor’s Management Letter would summarize the process 
of the financial due diligence, specifically commenting on the issues or concerns raised during the 
financial due diligence of the financial statements and the preparation of the diagnostic studies 
required under these terms of reference. 
 
35. The Central Bank of Egypt may request supplemental information or targeted examinations 
of specific areas on an and-hoc basis if such information is deemed necessary. The Auditor will 
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present and discuss the results and contents of the financial due diligence and diagnostic studies 
with the Bank, and the Central bank of Egypt. 
 
Other Considerations 

36. (a) - Authority to Practice in Egypt. Your firm should be authorized to practice in Egypt and 
be capable of using procedures and methods that conform with generally accepted auditing 
practices. Your firm should employ adequate staff with appropriate professional qualifications and 
suitable experience, including experience in assessing credit quality and in auditing the accounts of 
entities comparable in nature, size, and complexity. 
 
37. (b) - Confidentiality.  These diagnostic audits are to be prepared for use by the Central Bank 
of Egypt, <XYZ …Bank>, and any other organization that the CBE deems appropriate . Therefore, 
the results are not for public disclosure but may be publicly disclosed by the bank at its discretion. 
All results are to be treated in a confidential manner; accordingly the auditors will never discuss 
with, nor distribute to parties outside the CBE or the above mentioned parties, and the management 
of <XYZ bank>, without their explicit authorization, any aspects or details relating to their findings. 
 
38. (c) - Submission of the Proposal and Work Plan.  Any proposal and work plan which your 
firm may wish to submit should address the foregoing terms of reference. Such proposal should 
include the proposed fees and should be signed by an authorized signatory of the firm, dated with 
the date of the signing thereof, and submitted in a sealed envelope addressed to: 
 
 Tarek Kandil 
 Sub Governor 
 Central Bank of Egypt 
 31 Kasr el Nil street 
 Cairo 
and  
 
<Name and Title> 
<XYZ  Bank> 
Cairo 
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Framework for “Institutional and Operational Strengthening of State-owned Commercial 
Bank” 

 
I - Introduction 

 
1. The banking sector in Egypt consists of 43 banks, with public, mixed, or private ownership. There 
are fully-licensed foreign banks, as well as representative offices and branches of foreign banks.  Four 
state-owned commercial banks account for some 55% of banking system assets (three state-owned 
specialized banks account for some additional 6% of sector assets). The reforms initiated over the past 
few years – in particular the enactment of the new “Central Bank, Banking System and Money Law”, the 
floating of the Egyptian currency, the liberalization of interest rates, and the strengthening of monetary 
policy framework – set the stage for the development of a more efficient banking system.  At present, 
however, state-owned banking institutions still exhibit weaknesses related inter-alia to doubtful portfolio 
quality, inadequate financial structure, flawed management incentives, and a shortage of state-of-the-art 
specialized banking skills. 
 
2. Under the comprehensive “Financial Reform Program” recently approved by the Egyptian 
government – which addresses, inter-alia, the problems of state-owned banks – the Central Bank of Egypt 
is managing the banking reform program on behalf of the government (owner of the public banks) and to 
this effect is acting through the “Banking Reform Unit” established at the Central bank. In this context, 
the owner has directed the board of directors, and the chairman of the board, to develop and implement an 
institutional and operational strengthening program for the state-owned commercial bank (the Bank) in 
coordination with the Banking Reform Unit. Any potential financial restructuring of the Bank will be 
made conditional on a convincing and detailed institutional and operational strengthening plan which 
would provide comfort to the Egyptian authorities – owner and regulator – and the market that the 
restructured institution would be able subsequently to operate and grow on a commercially sustained 
basis in increasingly open and competitive markets.  
 
3.   The Bank is one of the four state-owned commercial banks.  As of December 31, 2005, it had 
total assets of LExxx billion equivalent, yyy employees and zzz branch offices.  Its main credit focus has 
been lending over short-term periods to Egyptian companies and households, and has a solid base of retail 
deposits through its branch network. The development of the plan would have to start by a thorough 
assessment of: (i) the Bank’s current status and business data (size, markets, geographical scope, 
products and services, organization, and financial statements); (ii) current strategy; (iii) progress to date in 
the Bank’s institutional development; and (iv) current and planned development actions. 
 
4. The development of the program will be carried out by dedicated staff – including external 
expertise involving as required a specialized firm or banking institution with sub-contract arrangements as 
the need may be – with appropriate professional qualifications and experience (numbers, skills) in 
assignments concerning banking institutions of comparable nature, size, and complexity. The program of 
operational and institutional strengthening is conducted and coordinated by the Bank’s management 
working closely with the Board in coordination with the Banking Reform Unit acting on the owner’s 
behalf. The following sections outline an all exhaustive suggested framework which would be tailored to 
the specific situation, needs and priorities of each bank. 
 

II - General Scope of the Program 
 
5. The objective of this note is to define the overall frame for the program of operational and 
institutional strengthening which will enable the Bank to function successfully as a modern, competitive 
commercial bank.  The sequencing of the work should start to generate usable results in the most critical 
areas within a few months.  In planning and conducting its work, due account should be taken of the 
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effectiveness and reliability of the Bank's accounting, financial, administrative and control procedures.  
The board and management of the Bank has already launched the operational strengthening program – 
under mandate from the owner and guidance from the Banking Reform Unit which has provided Bank’s 
management with specific guidelines to this effect. The Banking Reform Unit had also commissioned a 
comprehensive independent financial due diligence and diagnostic study – currently underway and 
nearing completion – to assess the Bank’s performance, outline the main areas of institutional weaknesses 
and present recommendations to address the weaknesses detected. 
 
6. More specifically, the objective of the program is to support the Bank's board of directors and 
management team efforts in developing a detailed, credible business strategy and plan, and to 
recommend, inter-alia, steps that should be taken to streamline operations, optimize the branch and 
distribution network, and strengthen organizational, operational and management structures. The plan 
proposed under the program should include a candid and detailed assessment of needed professional 
skills in critical business areas (front, middle and back office), as well as staffing and staff training. 
The (revised) strategy of the Bank would need to be strictly defined under its proposed business plan 
to preclude lax lending policies and ensure a level playing field for all banks with private as well as 
public ownership. The proposed scope of work under the program should cover – as detailed in the 
following sections – the specific areas of: (i) strategic and business planning; (ii) organization structure; 
(iii) budgeting and performance measurement; (iv) management information system and management 
accounts; (v) operations; (vi) automation and technology support; (vii) internal audit; (viii) credit analysis 
and portfolio management; (ix) asset and liability management; (x) market development and marketing; 
and (xi) human resource management and training. 
 
 A - Strategic and Business Planning 
 
7. While the Bank has developed a planning process, it needs to strengthen its formalized strategic 
planning capability.  Given the need to build and develop the Bank in a changing economic and market 
environment, the completion of a comprehensive strategic plan is a priority as it is the necessary 
foundation for building a program of institutional change. The Bank’s mandate from the owner would 
provide the basis for formulating the strategy. The strategic plan needs, moreover, to be extended into a 
series of business plans for various functions and organizational levels.  The strategic plan must clearly 
define the Bank’s mission and objectives, target markets, products and services, financial goals, resource 
requirements and action plans for executing its strategy and achieving its goals and objectives.  
 
8. One of the program’s outcomes will be to support the board of directors and management design 
and implement a formalized strategic planning process for the Bank as a whole and the individual 
business and staff units.  That process must establish how the task of planning is organized, conducted 
and monitored on an on-going basis.  The role of various departments (including, if necessary a specialist 
strategic planning unit within the Bank) in the planning exercise must be established and the steps in the 
process with appropriate deadlines for completion of tasks must be outlined and agreed with the Bank's 
management. 
 
9. The preparation of the strategic plan will be based inter-alia on the analysis of the external 
environment, the competition, current and potential markets, and the Bank's current market position. To 
this end, there would be a need to conduct relevant internal analyses to identify the Bank's strengths and 
weaknesses in relation to the market, the competition and future business opportunities. These internal 
analyses should include profitability analyses of existing businesses such as corporate and consumer 
lending. It is expected under the program, that the Bank’s board of directors and senior management 
would then address and define the Bank’s mission and strategy, and prepare business and action plans to 
execute that strategy. This corporate strategy will then be extended into a series of plans, each covering a 
major business of the Bank – defining specific goals, target markets, products and services, resource 
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requirements, and actions programs as needed to provide practical guidance to each business unit and 
tools for monitoring and evaluating performance. 
 
10. In the frame of the program, it would be expected to train Bank staff in strategic and business 
planning in the course of the work, so that the Bank has the ability to continue the planning process in the 
future.  Any identified gaps in critical skills within the Bank should be reported to management. 
 
 B - Organization Structure   
 
11. The Bank will assess the existing organization structure and its adequacy for its new role and the 
requirements of the strategy and business plan. Thus, once the strategy and business plan are developed, 
the Bank must review its organizational setting so that it may execute its strategy successfully. In this 
regard, the Bank’s Board and management will work together to develop and document the organization 
structure of the head-office, regional offices (as the case may be), and their specific relationships to the 
branch offices and other distribution platforms (e.g. E-banking). This would entail a definition of each 
organizational unit (including permanent committees), its mission, main responsibilities, key functions to 
carry out each responsibility, and required staffing levels. 
 
12. To build the new organization structure, the Bank’s board and management will define the 
specific requirements and will be expected to prepare a plan for implementing the new organization 
indicating implementation actions and responsibilities, schedule and support requirements. 
 
 C - Budgeting and Performance Measurement 
 
13. There will be a need to assess the Bank’s existing capital planning (in terms of regulatory capital) 
and budgeting systems, and identify any needed improvements. The objective will be to ensure that the 
capital planning and budgeting systems are sufficiently comprehensive to meet fully the needs of the 
Bank, including as a basis for providing incentives for, and controlling, management and staff 
performance throughout the institution.  Should the need to upgrade the capital planning and budgeting 
systems be confirmed, the Bank would need a revised system which should be formally linked to the 
strategic planning process to ensure that the annual financial plan for the Bank truly represents and 
reflects the strategic objectives.   
 
14. The system, which should be comprehensive and formalized, should ensure that individual 
branches and units within the Bank prepare budgets for all income and expenditure items over which they 
have responsibility.  The process should ensure in particular that: (i) annual budgets for the Bank and its 
departments and branches are linked to the strategic planning process and objectives; (ii) budget targets 
are agreed to between head-office and individual department and branch managers to ensure challenging 
but realistic targets and secure good motivation and performance from managers; (iii) detailed and 
relevant variance analyses take place on a regular basis and all significant variances from the Bank's 
targets and objectives are highlighted and explained as necessary and corrective actions are initiated; and 
(iv) the management accounts for the Bank and its constituent parts are designed to report actual 
performance against budgets and strategic targets. 
 
15. In addition to variance analysis, the Bank will ensure that it has a comprehensive system of 
measuring performance against targets through the use of a well defined set of management accounts and 
reports and through a system of individual performance management. The Bank will train a core staff in 
the utilization of the new systems and processes that may be developed. 
 
 D - Management Information System and Management Accounts 
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16. There will be a need to define the information required to manage the Bank, measure its 
performance and control its risks.  On completion of the Bank's strategic plan, a detailed plan of the 
management information required to execute the strategy will need to be completed, including 
management reports at each managerial level. This will cover the accounting system needed to provide 
management with financial information for each of the operational units and product lines, as well as for 
the Bank as a whole. The new management information requirements must be integrated into the 
automation strategy of the Bank. 
 
17. In assessing the adequacy of the existing management information system and recommending 
adjustments as needed, the Bank will ensure that the management information plan would cover all the 
key areas of Bank operations and management, including: (i) credit and portfolio status; (ii) treasury 
including liquidity, interest rate and foreign exchange risks, funding, asset and liability management, and 
deposits management; (iii) operations (front, middle and back-office), head-office and branches; and (iv) 
strategy, budgeting and performance measurement including the design and implementation of an 
appropriate management accounting system. 
 
18. To this effect, measures will be needed to ensure that a comprehensive accounting system for the 
Bank will give management financial information on each of the operational units and for the Bank as a 
whole.  The accounting system should include information on a profit and cost-center basis with 
appropriate transfer pricing for inter-unit transactions.  The management accounts should also be 
designed to give revenue, cost and profitability information by product, customer, branch and business 
line. 
 
19. The Bank’s management will ensure that the new management information requirements, 
including the management accounts, are integrated into the automation strategy and technology support 
framework of the Bank. The Bank will also need to train a core staff in the utilization of the new systems 
and processes that may be developed. 
 
 E - Operations 
 
20. In light of the strategic plan – which would have addressed the systems requirements for new 
business units – the adequacy of the Bank’s operating systems and procedures will be assessed, together 
with the need for their strengthening to ensure their effectiveness. There will be a need to ensure that any 
strengthened or revamped systems would take into account the Bank’s planned businesses, methods of 
operations, service and control requirements and the automation strategy.   
 
21. New operations systems and procedures would need to cover both head-office and branch 
operations and other product/service production and distribution networks/systems. Indeed, with 
intensified competition for products and services, and pressure on margins, it would be necessary to 
strengthen operations at the branch level.  To this effect, there may be a need to develop and implement a 
"model" branch, and test its practicality. (There might be a need also to contemplate non-branch 
production and distribution). The Bank would then plan the model implementation in the rest of the 
branch system including allowance for necessary variations to account for differences in branches in such 
aspects as size, level of automation, and product, service, or customer mix. The development of the model 
branch would include the: definition of the mission and role of the branch (integrated with the strategic 
plan and the overall organizational plan); design of operational processes, procedures and workflows; 
design of the organizational structure; and design of the branch operational infrastructure. The Bank will 
also train the relevant team in the skills necessary to assure effective plan implementation. 
 
 F - Automation and Technology Support 
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22. There will be a need to assess whether the Bank’s existing automation and technology support 
infrastructure is adequate for the operations, management and control of an efficient commercial bank, 
especially the core system that assists in the administration of most of the central functions. To this effect, 
the Bank's management (and external auditors as the case may be) will review the progress made with 
regard to automation and technology and ensure that the Bank has a detailed automation strategy. Once 
the management information needs have been defined, the efficiency and effectiveness of the hardware 
architecture and system engineering in the Bank will be reviewed and evaluated (taking into account any 
contingency plans relating to business continuity risks).  In so doing, due account will be taken of the 
need for congruence between the Bank's strategy, business goals, and existing technology. The work 
would require more specifically: (i) an assessment of the information and processing requirements, and a 
definition of a set of additional application needs for the Bank; (ii) an analysis of the information and 
processing effectiveness of existing systems; (iii) an estimate of the cost of additional hardware, software 
(especially for the basic banking functions related to customer accounting, portfolio analysis and 
management, foreign exchange operations, etc…); (iv) an outline of the management, organization, 
manpower and training requirements needed to implement the program; and (v) an implementation 
schedule together with critical milestones. Due attention will be needed in integrating any new initiative: 
internally, with regard to a compatible system of hardware, software and communications from branch to 
head-office; and externally, with any new payments system and inter-Bank arrangements. 
 
 G - Internal Audit 
 
23. The Bank's internal audit function will be assessed as well as the need for strengthening the 
related policies, procedures and standards to deal with the Bank’s prospective strategy and revised 
business model. In line with the strategic plan and the implications of that plan – in terms of organization 
structure, financial instruments, operations, systems and procedures, and automation – there will be a 
need to propose adjustments as required to the internal audit system and process with appropriate 
corresponding manuals. 
 
24. There will be specifically a need to: (i) advise on improvements to audit methodologies, and 
adequacy of audit coverage in terms of scope (e.g. credit, operations, assets and liabilities management), 
depth and reporting standards; (ii) suggest required follow-up and monitoring; (iii) define the audit 
organization; and (iv) identify complementary audit skill requirements. The Bank auditing staff will need 
to be trained in the utilization of new methodologies.  (This sub-component – which requires specialized 
skills -- would call for interaction with/involvement of the external auditors.)  
 
 H - Credit Analysis and Portfolio Management 
 
25. Long standing problems of portfolio quality have taken a heavy toll on the Bank’s operations and 
financial position. A formalized and thorough management and operational structure delineating credit 
policies, procedures and systems must be developed as a matter of priority.  Special emphasis should be 
given to portfolio control and problem loan management.  The revised structure should bring up-to-date 
market skills and techniques to the process of credit management, especially in the context of the asset 
quality problems faced by the Bank.  The Bank's management will need to enhance credit management 
policies, procedures and systems, regarding both aspects of credit analysis and portfolio management, and 
problem loan management. 
 



Annex 5 
Page 6/8 

 

26. (a) - Credit analysis and portfolio management. There would be a need for improvement in policies 
and procedures regarding: (i) target market guidelines; (ii) portfolio limits; (iii) risk tolerance criteria; (iv) 
credit approval authorities; (v) credit analysis, structuring and pricing; (vi) loan documentation, contracts 
and security; (vii) loan disbursement procedures; (viii) loan follow-up and monitoring; (ix) credit 
recovery and legal enforcement; (x) credit administration and controls, including disbursement, 
amendment to terms and other sanction authorities, credit audit and policy exceptions; (xi) organization of 
credit within the context of the strategic plan; and (xii) automation of reports needed to monitor asset 
quality. 
 
27. (b) - Problem loan management. There would be a need to optimize policies, procedures and 
organizational arrangements [including if warranted, special workout unit for certain types of problem 
assets) related to: (i) problem loan definition and identification; (ii) problem loan reporting; (iii) problem 
loan follow-up; (iv) delinquent loan recovery; (v) viability analysis and loan restructuring options; (vi) 
repossession and legal recovery actions; and (vii) provisions and interest accruals. 
 
28. There will be a need to train a core staff in the utilization of each of the new processes that may be 
developed. 
 
 I - Asset and Liability Management 
 
29. The need for up-to-date treasury and asset and liability management (ALM) policies and practices 
is being accentuated by the on-going liberalization of the financial markets.  The skills, policies and 
systems required to manage these risks must be strengthened in the Bank, so that comprehensive risk 
management policies be developed or improved to govern interest rate, liquidity, foreign exchange and 
other non-credit related risks. In this regard, consultants will be expected to advise on, and as needed, help 
implement the processes, organization, and information systems required to manage the range of ALM 
risks currently facing the Bank and any additional risks inherent in the execution of the Bank strategic 
plan. The consultants  will assist in developing and documenting processes to cover, at a minimum, such 
ALM areas as liquidity, interest rate and duration gap and pricing, and foreign exchange.  Further, the 
consultants will advise on an organization structure that will execute the proposed, upgraded ALM 
processes - defining specific responsibilities, authorities, and functions of each unit, as well as required 
staffing skills.  In addition, it will be necessary to define the information required to support the ALM 
processes (e.g., external and internal information, formats and time-frames).  The consultants will assist 
also as needed in the implementation and the start-up of the upgraded ALM unit. 
 
30. The consultants will train key staff (treasury staff and management, and other senior managers 
who will participate in, or contribute to, ALM decisions) in utilizing the ALM system and implement the 
practical day-to-day functions. 
 
 J - Market Development and Marketing 
 
31. There will be a need to assess the adequacy of the Bank’s formal marketing function and strategy 
and the degree to which these are aligned to its activities and to the requirements of the market.  This 
would include an assessment of staff marketing and sales experience. In this regard recommendations, as 
needed, regarding adjustments to the marketing function and strategy would need to be developed as part 
of the Bank’s strategic and business plan. In this context, a market analysis might be critical to the success 
of the strategic plan and vital for the proper execution of the business plan. 
 
32. In conjunction and congruent with the strategic plan, the Bank's management would need to 
complete a detailed marketing plan for the Bank and each of its business units covering, as the case may 
be, new product introductions, service innovations and improvements.  These plans should include: (i) a 
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definition of market objectives; (ii) an analysis of market targets, products, and growth rates and shares; 
(iii) an analysis of customer needs, and marketing image of the Bank and its services; (iv) a marketing 
“strengths, weaknesses, opportunities and threats” analysis for the Bank; and (v) a plan of organization of 
marketing and sales at head-office and branch levels.  
 
33. In particular, t consultants, as needed, should advise the Bank’s management on how business 
units should best be defined to meet the requirements of customers and the achievement of the Bank's 
strategic goals.  (For instance, the assessment could be made as to whether there is a need for relationship 
or account managers to handle major clients, the different organizational arrangements required for retail, 
small corporate, private sector clients or the possible requirement to set up specialist units for individual 
product areas.) The Bank's non-marketing functions and operations should be examined also for impact 
on the Bank's marketing goals.  The results of the analysis should be considered in the Bank's overall 
review of strategy and operations.  
 
34. The consultants will advise on skills needed for market analysis and planning, and help institute a 
formalized market planning and development process within the framework of the Bank's strategic 
planning process. The consultants will be expected also to help the management of the Bank define: (i) a 
training program regarding the Bank's marketing strategy and methods of sales and customer service; and 
(ii) an advertising and public relations program. 
 
 K - Human Resource Management and Training  
 
35. There will be a need to assess the Bank’s human resource management practices and their 
adequacy for a commercial bank operating in an increasingly competitive environment.  Following the 
assessment of the adequacy in terms of staff skills, recommendations may be needed to address identified 
deficiencies in light of the Bank’s revised business strategy and business focus and plans. To this end, a 
comprehensive training needs analysis will be required and a formalized training (and as needed 
recruitment) plan, in line with the requirements of the Bank's strategic plan, should be established.   The 
analysis and plan should take into account the requirements under each of the Bank’s functional areas. 
 
36. The Bank’s human resource management systems will have to be thoroughly assessed, and as 
need be, upgraded to meet both current and future human resource requirements. There  will be a need to 
address: (i) first the Bank’s immediate needs for building critical skills and efficiently deploying the work 
force to staff its new organization, and support the execution of its strategy and business plan;  then (ii) 
the Bank’s medium-term needs for developing and managing its human resources.  
 
37. The Bank will need  to implement a first set of high-priority human resource management 
systems consisting specifically of: (i) a training needs analysis; (ii) a training and development master 
plan, including a prioritization and planning of how all training needs will be met, and the launching of 
highest priority programs; (iii) a performance appraisal system, including the assessment of the 
performance and potential of employees, and the identification of major development needs; and (iv) a 
staffing program which entails the effective matching of people to jobs in the revised organization 
structure. 
 
38. The Bank’s next order of priority is to build, implement and train staff in applying the human 
resource management systems, related to: (i) manpower planning, covering supply and demand analysis, 
projection of manpower gaps and excesses (over 2 to 4 years) by major skill and rank level, and plans to 
fill the gaps and deal with the excesses; (ii) recruitment, with pro-active methods for finding and selecting 
key talents; (iii) rewards management, along a compensation scheme that will attract, retain and motivate 
managers, technical personnel and staff; (iv) management development, with methods for developing 
general and technical managers; (v) performance management, through an effective  system for managing 
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individual performance (e.g., goals, standards, monitoring, evaluation); and (vi) work culture 
development, under a program for building a competitive, commercial work culture throughout the 
organization. 
 
39. These steps will include documentation of each system in the form of an operating manual, as 
well as pilot implementation and training of implementation staff. In particular,  consultants, as needed, 
will conduct on-the-job training for the staff so that the Bank has the full ability to carry on the work in 
the future. The consultants  may set  as a priority – although this would have to be based on the training 
needs analysis –  the focus on two selected and critical groups of managers: (i) branch managers, where 
training should cover inter-alia, business planning, profit and cost management, human resource 
management, management control and marketing; and (ii) head-office department directors, where 
training should cover inter-alia, business and staffing planning, profit and cost management, human 
resource management, change management, performance monitoring and measurement. 
 

III - Output 
 
40. The consultants will work with the board of directors and management of the Bank to develop, 
along the specifications of the framework outlined in this note, the following program: (i) a strategic plan; 
(ii) business plans for individual business units; (iii) an organization structure; (iv) a budgeting and 
performance measurement framework; (v) identification and framework design of required management 
information systems; (vi) automation and technology support program; (vii) internal audit processes; (viii) 
implementation of a credit risk management process with emphasis on management of problem loans; 
(ix) implementation of asset and liability management systems for significant non-credit related risks; (x) 
development and initial implementation of plan for marketing of the Bank's products and services; and 
(xi) human resource management and training program including the implementation of priority human 
resource management systems. 
 
41. It is recommended within this framework that performance indicators be established to assist in 
monitoring achievements. 
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Framework for Strengthening Banking Regulation and Supervision 

 
1. The build-up of a strong and credible regulatory and supervisory framework is an essential 
anchor of the overall financial reform program. The CBE has embarked on a comprehensive program 
of capacity building in banking regulation and supervision covering extended areas of the regulatory 
and supervisory functions. The Eurosystem10 has been providing assistance to the CBE in this regards 
under EU funding since December 1, 2005.  A senior resident advisor has joined the Banking 
Supervision Department of the Central Bank of Egypt for two years along with a part-time project 
coordinator. 
 
2. Under the European program, an assessment of banking supervision at the CBE was carried 
out. The first mission (with 9 staff members from various European national Central banks ) took 
place during December 11-15, 2005 and focused on supervisory issues relating to off-site supervision,  
organizational issues, licensing, and specific banking risks ( market, interest rate, liquidity and 
systemic risks). The second mission (with 12 staff members from the Eurosystem) from January 15-
19, 2006 focused on on-site supervision, credit risk analysis including the use of the credit register, 
information technology issues and training curriculum. A report based on a needs assessment outlined 
a program of capacity building which was approved by CBE Deputy Governor at end March 2006. 
 
3. The assessment has identified three major gaps impeding banking supervision: 
 
 (i) - The first gap relates to some drawbacks in the present organization chart of the Banking 
Supervision Department, notably lack of information sharing, with no clear allocation of duties, and 
no accountability. To this effect, the report makes proposals for an overhaul of the Banking 
Supervision department 
 
 (ii) - The second gap relates to the insufficient capacity within the Banking Supervision 
Department to support the shift to a risk-based supervision. The report recommends creating five 
project teams (off-site supervision, inspections, legal issues and regulation, macro-prudential analysis 
and training) in addition to a working group on IT systems and support. The objective is to foster 
ownership within the Banking Supervision Department and move away from delivery of “ready made 
solutions”. 
 
 (iii) - The third gap relates to the lack of applied internal guidelines that would support a 
uniform implementation of a risk-based supervision approach. To this end, the five project teams and 
the working group on IT must draft new internal guidelines in line with a risk-focused banking 
supervision. 
 
4. In addition to the European program, the Financial Services Volunteer Corps of the USA has 
delivered a technical assistance program through short-term expert missions and has recently 
submitted recommendations in terms of management information systems (MIS) and IT needs for 
supporting banking supervision at the CBE 
 
5. The World Bank, based on the Eurosystem assessment, ranked the main priorities along a two-
phase action plan through 2008, and which is outlined in the following sections. The World Bank team 
views the build-up of a robust credit risk management system is a critical banking system issue which 
should be addressed on a priority basis. 
 

                                                 
10 “Eurosystem” refers to the European Central Bank, and national central banks members of the Euro-zone. 



Annex 6 
Page 2/5 

 

I - FIRST PHASE 
 
6. The first phase of the program would set up the underpinnings of a strengthened regulatory and 
supervisory framework. As a first priority the CBE would conduct a comprehensive review of the on-
site and off-site processes, and carry out an organizational restructuring of the banking supervision 
function. As a second priority, in line with the new regulation underway, banks, especially state-
owned banks, would have to improve their credit risk policies and develop systems for extending 
credit, reviewing and classifying loans, and defining realistic provisioning needs. The third priority for 
banking supervision would be to implement an adequate, proactive framework to deal with problem 
banks. 
 
 A - First Priority 
 
7. As a first priority, the CBE would conduct a comprehensive review of the on-site and off-site 
processes, and carry out an organizational restructuring of the banking supervision function. The 
Eurosystem’s report recommends creating new capacities in such areas as macro prudential 
monitoring, legal and regulation oversight, and IT support and methodology, while removing 
responsibilities in others such as FX control, customer complaints activities and Court expert 
assignments. The World Bank’s view is that the proposed new activities could strengthen the off-site 
supervision which is today largely compliance-based, and foster a more proactive and modern 
supervision approach. In addition, the removal of non core activities (namely, FX control, customer 
complaints activities and court expert assignments) will refocus the banking supervision department 
on its key objectives.  
 
8. (a) - On-site and off-site supervision process and organizational restructuring. The 
banking control department has currently 342 people (557 when including credit registry and FX 
activities) overseeing 43 banks. Central Bank of Egypt’s recruitment efforts since 2002 has resulted in 
a strengthening and rejuvenation of the work force where new graduates account for about 18% of the 
total. Notwithstanding their good education background, these newcomers need training and 
incentives, while a new culture based on efficiency and achievements needs to be built. To this effect, 
the entire banking supervision training policy and process would be evaluated to assess if the training 
programs are congruent with and responsive to the needs of the banking supervision. Training would 
also be useful for management to enhance leadership capacity. The Eurosystem has already engaged a 
dialogue with the Egyptian Banking Institute to elaborate a draft curriculum and with a view of 
sharing its experience. 
 
9. (b) - On site supervision. Increased attention should be directed to credit organization and 
policy, concentration of credit, source of funding, risk management system, IT system and internal 
controls.  The Eurosystem program recommends that on site process be upgraded to meet the risk-
based supervision requirements: (i) before the mission in sharing information with off-site supervision 
and the macro-surveillance unit; during the mission in staffing the team with relevant people 
(especially regarding IT or market risks); and (ii) after the mission in setting up a collegial body for 
reviewing the inspection findings,  and dealing  in full transparency with inspection follow-up and  
enforcement.  
 
10. (c) - Off site supervision. A new IT system would need to be implemented on a timely basis to 
increase efficiency and productivity. As far as validation of supervisory information is concerned, the 
Eurosystem’s report recommends that a dedicated Methodology and IT Working Group (MIT-WG) be 
in charge of designing and building the supervisory information flow. More specifically, the MIT-WG 
would analyze the IT supervisory needs (hardware, software, protocol for data collection and data 
administration, etc…) including the possibility to store all official banking financial statements. In 
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addition, both on site, and off site supervision must work together to create a continuous, seamless 
supervisory cycle. Besides, CBE would need to take measures to ensure the sharing of information 
between the off site supervision and the credit registry department to improve the knowledge of the 
credit portfolio of each bank. In addition, due consideration should be given to a possible merger 
between licensing and off site units to strengthen the monitoring of individual institutions. The off site 
supervision must develop new tools to focus on critical issues for an enhanced decision making 
process (peer comparison analysis, Early Warning System etc…). To this purpose, the IT working 
group to be set per the Eurosystem recommendation has to redesign the framework of the supervisory 
information flow and build a new MIS.  
 
11. The new organizational structure could be built on three pillars: (i) macro surveillance 
(including CCR) department; (ii) off-site department, including licensing and legal affairs; and (iii) on-
site department. 
 
 B - Second Priority 
 
12. In line with the new regulation underway, banks, especially state-owned banks11, would have 
to improve their credit risk policies and develop systems for extending credit, reviewing and 
classifying loans, and defining realistic provisioning needs. Regarding connected and directed lending, 
measures should be taken to ensure that banks have in place an independent decision making process 
that would preclude conflicts of interest and enforce arms length lending policies.  
 
 
The main issues are reviewed thereafter. 
 
13. (a) - Credit policy. The CBE has to vet fully the implementation by the banks of their credit 
policies. These credit policies have to be comprehensive, prudent, and consistent with a sound 
management of bank’s activity. Furthermore, it is crucial to assess the skills and knowledge of the 
staff in charge of credit approval, and check if banks have adequate systems to control and monitor the 
implementation of such policies.  
 
14. (b) - Loan evaluation and loan loss provisioning. The new system will improve the accurate 
knowledge of the bank loan portfolio.  For the implementation of the new classification of loans, 
training sessions are needed for credit officers and banking supervision examiners. This implies also 
that banks have in place a credit organization and credit management systems in compliance with the 
new regulation (in particular, a good credit administration). As a result, banks have to improve their 
systems for granting credit, for reviewing and classifying loans, and for determining realistic 
provisions. More specific measures should be taken to tackle problem loans (restructured loans, in 
particular) as the regulation in this regards currently lacks clarity. The main outstanding issues relate 
to how to get from companies accurate, and up-to-date financial statements with all needed 
information. In addition, with a new tax law being introduced, consideration should be given to the tax 
deductibility of specific loan loss provisions so as to induce banks to recognize voluntarily the true 
value of their non performing loans, and increase their willingness to resolve them more aggressively. 
 

                                                 
11 A European program is currently underway to support NBE and Bank Misr in redesigning and implementing 
a new risk management process.  
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15. (c) - Large exposure. It is necessary to provide banks with an extensive definition of close 
related parties. Banks must in a comprehensive way identify and monitor credit exposures to closely 
related groups on the basis of such specific guidelines. 
 
16. (d) - Connected and directed lending. Procedures must be set up to prevent persons 
benefiting from a loan from participating in the preparation of the loan assessment or in the related 
decision-making process. These loans have to be approved by the Board of directors. Banks have to 
develop risk management rules, procedures and information systems for lending to connected parties 
in order to avoid conflicts of interest. The new draft regulation should also address directed lending 
with regards to state-owned banks in particular. In addition, specific guidelines should be issued to 
improve corporate governance in public banks and ensure that loans are made on the basis of borrower 
creditworthiness and debt service capacity 
 
 C - Third Priority 
 
17. The third priority for banking supervision would be to implement an adequate, proactive 
framework to deal with problem banks. Thus, as regards capital adequacy and remedial measures, the 
CBE would need to develop a risk-based approach to determine the levels of capital ratios. To this 
effect, a broad range of analyses may need to be developed to assess whether the banks have sufficient 
capital to sustain losses. CBE should develop internal guidelines for crisis management for dealing 
with problem banks, such as taking control of a bank in distress, imposing a moratorium, restructuring 
the bank’s liabilities, transferring all or part of its business to another bank or to a special purpose 
entity, and providing lender of last resort facilities. For this purpose, the off site supervision has to 
develop and implement an early warning system with stress testing analysis. More broadly, the project 
group on off-site supervision recommended by the Eurosystem has to formalize a new framework for 
corrective actions and enforcement.  The experience of the Banking Reform Unit (BRU) should be 
shared with the banking supervision staff as cross fertilization. 
 

II - SECOND PHASE 
 
18. Under the second phase of the program, efforts should be directed to implement as a first 
priority, a new framework for strengthening internal control and audit in banks. The second priority 
should address operational risk and related issues, and the third priority should take steps to control 
market risks.   
 
 A - First Priority 
 
19. The first priority would relate to internal control and audit.  Indeed, CBE cannot rely only on 
the external auditors as their quality is uneven, with some smaller firms having lower professional 
standards than the major international ones (KPMG has a dominant position in the market). CBE 
would need to enhance the quality of internal control and audit in banks and ensure bank’s top and 
middle management commitment to the process. CBE would need to support through specific 
guidelines what is an accurate and comprehensive internal control system based on risk management. 
Consolidated supervision would also need to be enhanced and brought in line with international 
standards. The Eurosystem recommends setting up a legal and regulation unit with particular skills in 
the legal and accounting fields. This unit could start working on internal controls in banks and 
consolidated supervision. 
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 B - Second Priority  
 
20. The second priority for the CBE is to address operational risk and related issues. Currently, 
there are no guidelines from CBE to ensure that banks have in place procedures and systems for 
identifying, managing and monitoring this risk. In this regard, the CBE has to develop specialized IT 
examinations focusing on areas such as information system management, computer operations, 
computer security, system development and networking, for fighting against fraud and keeping safe 
the business activity. The Eurosystem action plan recommends that existing policies and practices for 
inspection be updated to become forward-looking and risk-based with a focus on new issues such as 
operational risk and internal controls. The IT working group has to develop a methodology for such 
assistance. 
 
 C - Third Priority  
 
21. The third priority, in line with the development of financial markets, would call for taking 
steps to control market risk. There are still no limits to equities trading and investment, and no 
guidelines for banks to deal with these risks, notably in stress testing. Capital adequacy ratio does not 
take into account market risks. Regarding the foreign exchange risk, CBE has to ensure that banks 
have in place adequate information systems to identify accurately this risk. In the context of the 
Egyptian banking sector, interest rate risk is not a crucial issue at this stage because there are no 
important mismatches between assets and liabilities on average and no major re-pricing issues. This 
analysis will be part of the responsibilities of the new macro financial unit recommended by the 
Eurosystem, and which would tackle these issues in line with international experiences. In 
coordination with the legal and regulation unit, it has to propose regulation amendments or new rules 
when appropriate. 

 



Annex 7 
Page 1/13 

 

 
Egypt: Financial Sector Reform Program (FSRP) 

Terms of Reference for Restructuring and Privatization of State-owned Insurers 
 
The Government of the Republic of Egypt (GOE) is carrying out a broad program of financial sector 
reform which includes a substantive insurance component. The broad project components as they refer 
to insurance include:  

1. Restructuring and privatization of some or all of the state-owned insurers (SOIs), including 
establishing a holding company. 

2. Reforming the insurance regulatory/ supervisory regime. 
3. Reforming the Motor Third Party Liability (‘ACT’) insurance system, reducing premium 

taxes and opening the market to local and international brokers. 
4. Strengthening insurance sector institutions, including training and the actuarial profession. 

The responsible Ministry, the Ministry of Investment (MOI) has sought the services of a Consultant to 
assist with the first of these insurance sector liberalization pillars. This involves: ‘the restructuring 
(including without limitations the financial and corporate restructuring) and privatization of the state-
owned insurers, involving the privatization or opening of the share capital of all or part of any of the 
state-owned insurers, by means of sale, transfer, contribution of the shares or assets of the relevant 
target to private investors. The Project may include investment commitments, transfer of equity stakes 
(meaning all or part) of the share capital or transfer of assets of any or all of the state-owned insurers, 
through sale, disposal, contribution in kind, capital increase, initial public offering of whole or part of 
the share capital of any of the state-owned insurers  or any other means or form of transfer, or any 
combination or variation thereof (any such agreement will be herein referred to as a “Contemplated 
Transaction”, all of them being collectively referred to as the “Contemplated Transactions”)’.  

The Consultants' services under the contract comprise two phases namely the (i) Preparation and 
Restructuring Phase (Phase I) and (ii) the Privatization Phase (Phase II).  The Consultant consists of a 
consortium of professional and advisory firms.  The other party to the contract consists of a 
consortium of the four state-owned insurers (SOIs) during Phase 1, with a Steering Committee having 
coordination and decision making authority. 
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Privatization of State-Owned Insurers 
Terms of Reference for a Financial Consultant  

BACKGROUND  

The government of Egypt is engaged in financial sector reform, supported inter-alia by the 
International Bank for Reconstruction and Development (IBRD) through development lending and 
trust funded technical assistance. The overarching objective of the program is to support efforts by 
GOE to improve financial sector efficiency. An important element in this process is ensuring that the 
four dominant state-owned insurers (Misr, El Chark, National, Egypt Re.) contribute to a more 
competitive and efficient insurance marketplace. The full liberalization program also includes 
insurance regulatory reform, strengthening supervision, strengthening the sector’s institutions and 
private pensions and MTPL reform.   

The SOIs continue to dominate the major lines of non life insurance, including all commercial 
transport lines (MAT), much of which is government controlled,  and comprehensive motor and 
compulsory motor third partly liability insurance (MTPL or ‘ACT’ Insurance). These accounted for 
62% of gross premiums in 2003/4, with the largest single class being aviation.  Aviation and marine 
hull are heavily reinsured and the local front insurers (the SOIs) are remunerated through exchange 
commission.  Both classes have had a poor underwriting experience in recent years.  Aviation is the 
largest single account and to date has made a significant contribution to Misr’s gross revenues and 
profit margins.  Misr is the largest insurer and has a strong published balance sheet and reported profit 
history. However its other commercial and industrial portfolios, much of which comes from SOEs, 
show a similar pattern to aviation and are also heavily reinsured.  This probably implies that 
underwriting and risk management skills within the SOIs have not been developed to a level where 
they could retain significantly more of the risks on their books, and points to the desirability of 
introducing strategic partners, new management with international skills or portfolio transfer to other 
insurers. 

Motor insurance is largely retained locally and while the voluntary comprehensive coverage has 
produced break even results (only 5% of car owners buy comprehensive cover, probably a select 
portfolio) MTPL appears to be a chronic loss maker for the state-owned insurers.  While gross loss 
ratios for this class are possibly understated given poor run off data and non application of modern 
actuarial techniques, they have still trebled to 292% in the four years to 2003/4: claims have no 
theoretical upper limit in the courts and premiums are currently set on the basis of assumed 
affordability by a non financial ministry.  Amending legislation is in train but this does not appear to 
address all MTPL issues and a medium term strategy to put this class of business onto a financially 
sustainable basis will need to be produced and adopted. 

Anecdotal evidence points to excess competition beginning to develop in property insurance markets 
with subsequent pressure on treaty reinsurers to accept attendant facultative placements (often without 
a lead).  There is also evidence that treaty arrangements may have been abused. Such activities, if they 
become pervasive will harm the reputation of the industry and could adversely affect future 
reinsurance terms. On the other hand there appears to be limited competition for the very large 
industrial accounts such as Egypt Air, which would benefit from professional risk management advice 
from international intermediaries.  Brokers are not allowed to operate in Egypt as corporate entities. 
The one representative office that is present services the local operations of international accounts.  

On the life insurance side there is evidence of unhealthy levels of competition between the state-
owned players.  The standard products being sold involve guaranteed returns, mainly in EL and US$, 
but with some demand also emerging for Euro denominated contracts.  Guaranteed returns in EL have 
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increased from 6.5% to 8.0% under competitive pressure.  $US returns vary from 3% to 5%.   At the 
upper end these offer little safety margin and under many jurisdictions would require special 
additional reserves to be established.  The current reserving methodology for life contracts appears to 
be unsound (gross premium with no reserve for future bonuses, although a relatively low discount rate 
is used). 

The recent significant increase in foreign market share in the life business largely reflects the banc-
assurance strategies of CIL (Legal and General’s joint venture with Commercial International) and 
Allianz.   

In terms of balance sheet restructuring the state-owned insurers hold property subject to non 
commercial lease/ rental terms and subject to confiscation issues, and have invested in non listed 
enterprises.  The direct writers have also being writing inwards reinsurance. 

For the purposes of this TOR the following assumptions should be made: 

(i) All non ‘own use’ property will be swapped for government paper of suitable duration, 
or cash, on a book value basis unless sale is imminent.  The creation of a state-owned 
insurer holding company should facilitate this exercise. 

(ii) Direct writers will be forbidden from writing inwards reinsurance as from the next 
financial year.  The existing portfolio will be commuted to Egypt Re. as at December 
31, 2006 on market terms. 

(iii) Holdings in unlisted entities may be retained if they are suitable for an insurer, are likely 
to produce a reasonable return and are reasonably liquid (i.e. have ready buyers). 

(iv) National will not be privatized pending development and implementation of the larger 
social insurance strategy (which should include the large schemes managed by 
National).  However its commercial non life and life business portfolios will be 
available for transfer/ sale. 

(v) Compulsory motor business will either be put onto a commercially viable basis, in 
which case the insurance sector as a whole will be eligible to underwrite it, or 
alternatively a specialist mutual insurer will be established and technical provisions will 
be transferred to it at actuarial valuations. 

(vi) Egypt Re. is not to be merged with any direct writer.  However it may form a business 
combination with another reinsurer or reinsurers. 

(vii) The insurers to be privatized will be exempted from current civil service HR seniority 
laws prior to privatization, subject to the finalization of an HR plan. 

(viii) If an insurer is to retain both its life and non life businesses these will be split and 
handled through separately licensed corporate entities. 

(ix) Agency licensing, including minimum technical qualifications, will be introduced and 
this will lead to some rationalization and upgrading of the local distribution system. 

(x) International brokers will be allowed to operate as intermediaries in the local market 
within 36 months, but will only be allowed to provide fee bases technical services to the 
major 200 SOE accounts.  . 
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(xi) Any excess capital remaining after restructuring will be returned to GOE prior to 
privatization. 

(xii) Major systems or product strategy changes will not be contemplated prior to 
privatization.  Pricing strategy changes would be considered. 

(xiii) Where early sale of a non life business portfolio is indicated this will be through a 
process of International Competitive Bidding and the following general terms and 
conditions shall apply:  

• price shall be the key determinant for selection, subject to the bidder having 
demonstrated a capacity to add management, technical and systems value. 

• foreign ownership of up to 100% will be permitted. 
• there will be no obligation to take all related staff subject to a clear HR strategy 

having been determined with GOE. 
• obligations at law and under contract to affected agents will continue 
• government and SOE insurance business will not necessarily renew, but existing 

contracts will be honored.  
• in the transaction structure, the current shareholders will be prepared to share with a 

non life portfolio purchaser any gains or losses on future claims run off against 
technical provisions and the realization of insurance receivables under a gain/loss 
sharing arrangement. An independent actuarial firm has been hired by the FA to 
determine the technical provisions, which will be on a discounted basis for long tail 
claims. An accounting firm will assess insurance receivables. These values will 
form the basis for determining the gain/loss sharing arrangement (after allowing for 
notional investment income roll up). A non life portfolio purchaser will be 
responsible for managing the claims run off under regular due diligence, with the 
objective of minimizing any probability of a deficit arising while settling claims 
according to the law.  

OBJECTIVE  
 
The MOI wishes to bring about as expeditiously as possible the restructuring and privatization of 
Misr, El Chark, National and Egypt Re. New proprietors may be Egyptian or foreign, the guiding 
tenets being reputation, management capacity and ability to contribute to the development of the 
Egyptian financial sector and economic growth...   
 
MOI has invited a Financial Consultant (FA) to advise on a Transaction Structure for the privatization 
of three of the four state-owned insurers and the non sensitive portfolios of the fourth. The FA will 
work with MOI and the management teams at Misr, El Chark, National and Egypt Re. to prepare the 
institutions/ portfolios for privatization, including supervising the sellers due diligence; restructuring 
balance sheets, corporate structures and portfolios as necessary; making recommendations on 
management strengthening as requested; preparing HR plans; recommending the proposed 
privatization process in each case and effecting any privatizations agreed upon.  The last item will 
allow for the number and nature of likely investors.  
 
SCHEDULE OF ASSIGNMENT  
 
MOI wishes to complete the privatization program within twenty four months from the initiation of 
the contract. It is assumed that Phase 1 will take between 9 and 15 months. 
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CONSULTANT’S RESPONSIBILITIES  
 
During the performance of its work the FA may be expected to interface with a range of entities. Aside 
from MOI and the companies, these are likely to include the Egyptian Insurance Supervision Agency 
(EISA).  
The FA's responsibilities shall include performing all preparatory due diligence, analytical and 
restructuring work and reviewing and advising on the privatization approach proposed for each of the 
three insurers identified above. 

Another key aspect of the engagement is the early identification of potential investors. While price 
will be important, a capacity to contribute to insurance and institutional investor development is a 
precondition. 

The scope of work and tasks for Phase 1 are shown in Appendix 1 – Scope of Work.  
 
EXPECTED OUTPUTS  

The outputs for Phase 1 are as follows:  

•  A comprehensive owner’s due diligence report of Misr’s, El Chark’s, National’s and Egypt Re’s 
assets and liabilities and business operations, including contingent liabilities and tax benefits, if any, 
likely to accrue to potential purchasers (see Annex 1 for detailed requirements);  

•  A detailed plan for optimizing the attractiveness of the various entities for privatization including 
financial and operating restructuring;  

•  A report on the three direct insurers’ franchise and brand values;  

•  A due diligence report by legal experts on all assets and liabilities to certify that they are accurate 
and adequately documented and a review of all litigation with an opinion on the probability of the 
insurer being successful;  

•  A draft Information Memoranda (IM) and other information materials for use in the advertisement, 
publicity, marketing and subsequent privatization;  

•  Long lists of potential investors for preliminary pre-qualification;  

•  A presentation to the senior officers of MOI on the interim and final recommendations;  

•  An implementation timetable and project plan, and identified project team.  

It is important to ensure that a sufficiently strong team is in place to complete the work within defined 
timescales. All reports should be submitted in six copies with an electronic media copy in Microsoft 
Word format.  
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STAFFING OF THE ASSIGNMENT  

Staffing by the FA  

The work will require a mix of international and local consultants. The Consultant should make its 
own decisions about the composition of its team but it is expected that, aside from the Lead Consultant 
(an international investment banking firm), the team will comprise at least:  

• A legal expert  
• International actuarial capacity 
• Local accounting capacity  
• Expertise in local labor law 
• Local investment banking capacity 

The Consultant must have access to local accounting practices and procedures, relevant laws and 
regulations and the regulatory environment.   
 
Staffing by MOI 
 
The MOI will appoint a Project Director to liaise with the FA and coordinate the activities of GOE 
relating to the FA's assignment and will secure appointments with officials of the companies and EISA 
and Government ministries as required. The four state-owned insurers will appoint a Steering 
Committee for Phase 1. 
 
REPORTING AND ADMINISTRATIVE ARRANGEMENTS  
 
The Consultant shall perform the services diligently, efficiently, practically, and with due care and 
diligence and in accordance with the international standards used by investment banks performing 
financial services similar in scope and size to the Services. Provided that the SOIS provide the 
Consultant with true, complete and accurate information and data, the Consultant shall be solely 
responsible for the accuracy and completeness in all material aspects of all deliverables to be provided 
as per the terms of the contract: The Consultant shall appoint a project director (“the Consultant 
Project Director”) which shall remain in place until full completion of the Services (as defined) or 
termination of the contract, without prejudice to the Consultant’s right to replace the Consultant 
Project Director at any time upon a one week prior notification to the Steering Committee.  

The personnel of the Consultant shall have the appropriate and necessary experience and qualification 
for performing their respective duties. If for any reason beyond the reasonable control of the 
Consultant, it is necessary to replace any of the personnel, upon the reasonable written request of the 
Project Director to the Consultant Project Director, the concerned Consultant shall, at its own expense, 
substitute him with a person who enjoys appropriate and necessary experience and qualification for 
performing his respective duties within fifteen (15) days following receipt of such notice.  In all cases, 
the Consultant undertakes to provide the Project Director with the curriculum vitas of all personnel. 

The Lead Consultant shall be notified, upon notifying the Consultant Project Director, with a 
reasonable prior notice in order to enable the Lead Consultant to attend any meetings between any 
members of the Consultant group and the Project Director but the Lead Consultant shall not be obliged 
to attend such meeting, unless his attendance is reasonably and occasionally requested by the Project 
Director and upon a fifteen day prior written notice. 
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The SOIs shall provide at their own costs the Lead Consultant with any and all the information 
necessary to the performance of the services (including for the avoidance of doubt any report or 
analysis prepared by Third Parties appointed or not by the SOIs), free of charge translated into English 
upon the reasonable request of the Consultant (being understood that the Consultant will be entitled to 
rely on such translation) and in a timely manner. The SOIs shall ensure that all such information shall 
be true, complete and accurate in all material aspects and shall not knowingly omit any information 
which any potential investor could reasonably expect to obtain in order to make his investment 
decision.  

The Steering Committee and SOIs acknowledge and agree that evaluation, analysis or advice given by 
the Consultant shall be forwarded directly by the Consultant to the Ministry of Investment, for the 
Ministry of Investment to decide whether to carry out or not the Privatization Phase of the Project for 
each of the SOIs and complete the contemplated transactions.  

In the event that an SOI does not fully cooperate in good faith with the Consultant, notably in the 
provision of the information or management visits necessary for the performance of the services, the 
SOIs acknowledge and agree that the Consultant may (i) request the Ministry of Investment of the 
Arab Republic of Egypt to intervene in order to resolve the situation and  
(ii) in the event that the Ministry or Investment of the Arab Republic of Egypt is not able to resolve the 
situation, to suspend or terminate the Contract with the defaulting SOI.  

Without prejudice to the generality of the foregoing the SOIs hereby guarantee not to proceed during 
the validity of this Contract with any operation that will adversely affect the successful 
implementation of the Project, including making senior appointments or purchasing new information 
systems. 

The SOIs shall facilitate access of the Consultant to other public organizations or authorities for the 
collection of information, which is necessary for the Consultant in connection with the services and 
contemplated transactions. The SOIs shall fully cooperate in good faith with the Consultant at all 
times during all the phases of the Project. The Project Director shall arrange visits and meetings 
between the Consultant and the SOI’s top management as well as Government officials. 

If at any point in time after signature of the Contract, the Contract is terminated before the delivery of 
each of the relevant Information Memorandum, for any of the reasons mentioned in Articles 10.1, 
10.2, or 10.4 of the contract, then the Consultant consortium will remain entitled to its entitlements for 
services completed in relation to the state-owned insurers for which the work thereof was terminated 
or suspended and the Consultant will also be entitled to a payment of a flat fee of USD 500,000.   

The Steering Committee and MOI shall promptly appoint (and notify such appointment to the 
Consultant) a project director (“the Project Director”) which shall remain in place until full completion 
of the Services (as defined) or termination of this Contract, without prejudice to the right to replace the 
Project Director at any time upon a one week prior notification to the Consultant.   

The Steering Committee and SOIs agree and acknowledges that the Privatization Phase (Phase 2) of 
the Project shall be implemented by Arab Republic of Egypt (GOE) as the sole ultimate shareholder of 
the SOIs. In accordance therewith, the Steering Committee and SOIs procure that the Arab Republic 
of Egypt shall replace them in performing their rights and obligations vis-à-vis the Consultant as 
stipulated in the Contract in connection with the Privatization Phase of the Project. 
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EXCLUSION AND PROHIBITION  

The Consultant will be prohibited from participation as an underwriter in any public offering and from 
any involvement on the buyer's side in any private placement of securities of the three insurers to be 
privatized. This prohibition shall last for a period of two years after the completion of the assignment.  

The Consultant shall not be substantially conflicted as the representative of GOE. In particular, if a 
member of the Consultant consortium’s affiliate or parent is a financial services group, the firm 
involved must present to the Government that such affiliate or parent will not be provided access to 
privileged information. In addition, a consultant consortium firm must not be in the employ, as a 
consultant or otherwise, of any party identified as a potential acquirer during the period that the 
Consultant is employed by GOE. If an affiliate of the Consultant should emerge as a potential acquirer 
of an insurer, the FA's contract will be subject to review at that time.  

The consultant may propose the sale of physical or financial assets of the insurers prior to completion 
of Phase 1. In such case, the compensation of the Consultant shall be adjusted as may be agreed 
between the Consultant and the MOI. No compensation will be payable for transfers of assets to state-
owned enterprise, or to GOE or its agencies.  
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Appendix 
 

Sellers’ Due Diligence 
 

I - Introduction 
 

1. As part of the government “Financial Reform Program”, the Ministry of Investment and <  XYZ--- 
Insurer>seeks to engage the services of an international firm (the Consultant) to conduct a comprehensive 
independent seller’s due diligence of a state-owned insurer (the Insurer), and as the case may be, its group 
of subsidiaries and their consolidated position. The diagnostic study performed, and the opinions and 
reports provided will be in accordance with the recommendations of the International Accounting 
Standards Board (IASB) and standards of the Institute of Actuaries (UK) or Academy of Actuaries, unless 
otherwise specified in these terms of reference.  
 
2. This engagement should be carried out by staff with appropriate professional qualifications and 
expertise, including experience in assessing the accounts of entities of comparable size, and complexity. 
The Consultant should provide the CVs of the principals of the firm who would be responsible for 
providing the opinions and reports, together with the CVs of managers, supervisors, and key personnel 
involved in the assignment.  CVs should include details on due diligences carried out by such staff, 
including ongoing assignments.  To the extent judged appropriate, the Consultant may propose to engage 
the services of specialized local or international Consultants to reinforce the team which is to examine the 
Insurer’s asset and insurance liability portfolio quality and administration process.  Given its primary 
responsibility for the assignment, the Consultant should exert due quality control of the work performed 
by such firms, in terms of approach and methodology, and guarantee the quality of their performance. It is 
understood that the primary responsibility for the review of the quality of the insurer’s technical liabilities 
and non listed asset portfolios will be assigned to a professionals with substantial relevant experience and 
appropriate qualifications.  
 
3. The Consultant will provide independent opinions and related reports for the financial statements 
of the fiscal year ended December 31, 2004 for the insurer, and as the case may be, its subsidiaries and 
the consolidated position of the insurer’s group. To this effect, the insurer will provide the Consultant 
with the following consolidated statements: (i) Balance Sheet; (ii) Profit and Loss Statement; (iii) 
Statement of Changes in Shareholders' Equity; (iv) Statement of Sources and Applications of Funds; (v) 
Statement of Past Due, Non-performing, and Renegotiated Loans and Advances; (vi) Statement of 
Provisions for Losses, Write-offs, and Recoveries; (vii) Statement of Commitments and Contingencies; 
and, the Actuarial Report on mathematical reserves. Other statements, reports, and supplementary data 
would also be made available if deemed necessary by the Consultant in order to render opinions, conduct 
diagnoses, and otherwise comply with these terms of reference. The Consultant may propose in writing 
all those changes to the present terms of reference as the Consultant may think are appropriate given the 
circumstances. 
 

II - General Scope of Due diligence and Diagnostic Study 
 
4. The due diligence of the financial statements and the diagnostic review should be carried out in 
accordance with generally accepted standards of field work and reporting.  The due diligence should 
indicate: (i) the extent that the Consultant could not conform to the standards; (ii) the extent that the 
standards the Consultant proposes to use do not conform to relevant international standards; and (iii) any 
alternative standards to which the Consultant proposes to conform. 
 
5. The due diligence should be planned and conducted on the basis of a program sufficiently 
expansive in covering the Insurer’s activities to enable the Consultant to sign the opinions and reports 
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required as per section III of these terms of reference. In devising the diagnostic review, the Consultant is 
required to take into consideration the effectiveness and reliability of the Insurer's accounting and 
administrative procedures, as well as the financial and administrative internal controls and procedures. 
Under the proposed scope of work, the Consultant is required to provide specific comments on the 
following areas. 
 
 Independence and Impartiality: 
 
6. At the time of submission of a proposal and work plan to carry out the diagnostic due diligence, 
the firm must be independent of any member of the board of directors, executive officer, or senior 
manager of the Insurer. Independence implies that the senior managing partner, and any partner, or staff 
who would be involved in the diagnostic due diligence, is not serving as a director of the Insurer, nor has 
any personal, financial, or close business relationship except as an independent professional adviser 
during the course of an due diligence. 
 
 A - Accounting policies and procedures 
 
7. The Consultant should comment on the accounting and actuarial principles employed by the 
Insurer and its subsidiaries, particularly to: (i) confirm whether and to what extent generally accepted 
accounting principles and accounting standards and international actuarial standards have been and are 
being consistently applied; and (ii) indicate specifically the reliance on other principles and their effect on 
the annual financial statements. 
 
 B - Internal control policies and procedures 
 
8. The Consultant should determine that: (i) assets are being appropriately safeguarded;  
(ii) expenses are being controlled; (iii) adequate and comprehensive policies exist, have been approved by 
management and the Board of Directors, are documented in writing, and have been disseminated within 
the Insurer;  (iv) transactions have been executed in accordance with written policies; and (v) all 
transactions have been recorded to permit timely preparation of financial statements in accordance with 
generally accepted accounting principles. 
 
 C - Internal control systems 
 
9. The systems of internal controls and checks, including internal audit, should be reviewed and 
evaluated in order to determine the degree of reliance that can be placed upon them, and the extent of 
testing and verification that needs to be performed by the Consultant.  Regardless of whether the 
Consultant intends to rely or not on the existing internal control systems, the Consultant will report those 
weaknesses detected that according to the volume and complexity of transactions and their risk profile, 
have to be corrected in order to ensure prudent detection, measurement, and management of operational, 
credit and market risks. 
 
10. The Consultant will provide a specific opinion on the adequacy of internal control systems and 
procedures in place, including written policies and procedures, accounting and administrative controls, 
budgeting, internal due diligence, and management information systems.  To the extent that weaknesses 
are detected, appropriate recommendations should be made on how to strengthen or correct existing 
systems. 
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 D - Quality review 
 
11. The Consultant will assess the quality of assets and provide a specific opinion commenting on 
the reliability of the stated values of the Insurer’s assets. This assessment should include on and off-
balance sheet items and the insurer's investment portfolio.  All asset valuations should be on a fair 
value basis. 
 
12. The Consultant will assess the reliability of life insurance mathematical reserves and non life 
technical provisions.  Mathematical reserves should be assessed by an actuary with an internationally 
recognized Fellowship level qualification and at least 7 years experience in life insurance valuation work.  
Non life technical provisions should be assessed using high level claims assessment skills, and employ 
appropriate actuarial technology in the case of ACT insurance.  The Consultant should comment on 
current methodologies and recommend appropriate changes.  All insurance liability valuations should be 
on a fair value basis erring on the side of conservatism. 
 
13. The Consultant will assess the reliability and composition of the Insurer’s reported earnings for 
the period reviewed.  The Consultant thus should specifically comment on: (i) the extent to which accrued 
but uncollected premiums are taken into income; (ii) the extent to which other receivables are not 
expensed as they age; (iii) capitalization of expenses; and (iv) any other income recognition policies 
which could distort earnings. On the basis of the analysis, the Consultant would recommend, as needed, 
adjustments to the profit and loss statement. 
 
 E - Adequacy of, and adherence to, lending and credit administration policies 
 
14. The Consultant would make an assessment of the adequacy and effectiveness of, and adherence 
to, operational and underwriting policies, and claims administration procedures. Where deficiencies have 
been identified, the Consultant would make recommendations for strengthening the policies and 
correcting the weaknesses. 
 
 F - Risk Management 
 
15. The Consultant would be required to appraise and report on the adequacy of, and compliance with 
policies and procedures for assets and liabilities management, including interest rate and liquidity 
management. The Consultant, where relevant, will assess and report on the existence of adequate 
underwriting limits and controls,  reinsurance policy and procedures, segregation of duties, accounting 
and revaluation procedures, and management reporting requirements and systems. 
 
16. The Consultant should report significant underwriting and contingent claims exposures, and 
comment upon procedures and controls in place to manage these. 
 
 
 G - Verification of title to, and value of, fixed assets 
 
17. To the extent that fixed assets are material to the total assets and to the capital of the insurer, the 
Consultant will verify that the insurer has clear and unobstructed title to these assets.  Specifically, it is 
anticipated that the Consultant will conduct (or have conducted on the Consultant behalf) a review of all 
title documentation and relevant land registries.  The Consultant will provide an opinion on the status of 
the title to fixed assets. 
 
18. To the extent that the value of fixed assets is material to the total assets and to the capital of the 
Insurer, the Consultant will verify the reasonableness of the values assigned to fixed assets.  To this end, 
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the Consultant will: (i) identify the methodology by which values have been assigned, and (ii) reconcile 
historical costs to existing book values.  Finally, the Consultant will confirm (by separate appraisal based 
on comparable sales or another accepted methodology) that the values assigned provide a realistic 
measure of realizable values and that the values assigned are not so distorted that they may in fact distort 
the Insurer's stated capital levels. Any material individual property asset should be valued by an 
independent licensed valuer.  
 
 H - Equity position 
 
19. The Consultant will review the equity accounts of the Insurer and verify existing equity levels. 
The Consultant, as the need may be, will address the status of capital subscriptions and identify and 
comment on the value of all capital contributions which may have been made in a form other than cash.
  
 I - Adjustments 
 
20. The Consultant should provide a detailed listing of adjustments required in order to ensure that the 
financial statements accurately and fairly represent the financial position and performance of the Insurer. 
Adjustments may include additional provisions to the mathematical reserves and technical provisions, 
non-performing, assets which are to be written-off, income which is to be restated, or any other 
reclassifications and adjustments which materially affect the financial statements.  (For reporting on 
individual reclassifications and adjustments, materiality will be kept at the 2% level of the Insurer’s net 
worth for balance and off-balance sheet related adjustments, and 1% for the profit and loss account.) 
 
21. The Consultant should provide a detailed listing of asset and liability items which, after 
adjustments, are still carried in the financial statements at amounts which may differ significantly from 
realizable values. The Consultant should provide also a detailed listing of revenue and expense items 
which, after adjustments, may still be significantly over or understated. 
 

III - Reports to be Provided by the Consultant 
 
22. The Consultant, at the completion of the review, will provide MOI, EISA and <XYZ---Insurer> 
with the following reports: 
 
23. (a) - Annual consolidated statements, after appropriate reclassifications and adjustments. These 
statements (referred to in para. 3 of these terms of reference) after appropriate reclassifications and 
adjustments, should include extensive notes on balance sheet and income statement items explaining the 
accounting methodologies used, and clarifying any items which, in the Consultant’s view, could, in the 
absence of a note, mislead a reader accustomed to financial statements prepared according to generally 
accepted accounting principals. 
 
24. (b) - Statements on specific investments. The Consultant should provide individual statements for 
each of the investments in which: (i) the Insurer's direct or indirect participation exceeds 20%; and (ii) the 
total risk to the Insurer exceeds 5% of the Insurer's equity.  Financial subsidiaries in which the Insurer 
holds a direct or indirect participation of more than 40% will be consolidated (financial subsidiaries are 
those entities the main activities of which include holdings of financial instruments, leasing, capital and 
money market activities, insurance and real estate activities).  The consolidated statements of the 
subsidiaries should also be examined or, alternatively, the Consultant should obtain reports from qualified 
auditors, guaranteeing the application of similar due diligence and accounting standards as those applied 
to the Insurer.  Consolidation of subsidiaries should be based on the application of a standardized package 
designed to homogenize reports and opinions rendered by auditors used for such purposes.  The 
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Consultant will specifically report on any limitation to the engagement found in relation to the 
consolidation scope, or any exclusion thereof which the Consultant may judge necessary. 
 
25. (c) - Opinion on the accuracy and reliability of the accounting system. The opinion on the 
accuracy and reliability of the Insurer's accounting system would either: (i) indicate that the financial 
statements accurately reflect the performance of the Insurer during the period under review and the 
financial condition as of the end of the review period; (ii) provide a qualified opinion stating clearly the 
extent to which the statements may not accurately reflect the financial position and performance of the 
Insurer; or (iii) state the circumstances which preclude the Consultant rendering an unqualified opinion or 
stating the basis of specific qualifications. 
 
26. (d) - Diagnostic studies and supporting schedules. The diagnostic studies and supporting 
schedules will address the following: (i) accounting, actuarial and claims estimation policies and 
procedures; (ii) internal control policies and procedures, and related systems; (iii) asset quality, adequacy 
of mathematical reserves and technical provisions, and quality of earnings; (iv) foreign exchange, and 
liquidity positions; (v) verification of title to fixed assets; (vi) verification of value of fixed assets; (vii) 
equity position and status of capital subscriptions; (viii) detailed listing of adjustments required by the 
Consultant in order to assure that the financial statements accurately reflected the financial position and 
profitability of the Insurer; (ix) detailed listing of asset and liability items which, after adjustments, are 
still carried in the financial statements at amounts which may differ significantly from realizable values; 
and (x) detailed listing of revenue and expense items which, after adjustments, may still be significantly 
overstated or understated. 
 
27. (e) - Management Letter.  The Consultant’s Management Letter would summarize the process of 
the due diligence, specifically commenting on the issues or concerns arising during the due diligence of 
the financial statements and the preparation of the diagnostic studies required under these terms of 
reference. 
 
28. EISA may request supplemental information or targeted examinations of specific areas on an and-
hoc basis if such information is deemed necessary. The Consultant will present and discuss the results and 
contents of the due diligence and diagnostic studies with the MOI and EISA. 
 
Authority to Practice in Egypt 
 
29. Your firm or a local sub contractor should be authorized to practice in Egypt and be capable of 
using procedures and methods that conform with international auditing practices and are suited to the 
complexity of the accounts involved.  
 
Confidentiality 
 
30. This seller’s due diligences is to be prepared for use by the MOI, EISA and <XYZ …Insurer>, and 
any other organization that MOI deems appropriate. Therefore, the results are not for public disclosure 
but may be publicly disclosed by the Insurer at its discretion. All results are to be treated in a confidential 
manner; accordingly the Consultants will never discuss with, nor distribute to parties outside the above 
mentioned parties, and the management of <XYZ Insurer>, without their explicit authorization, any 
aspects or details relating to their findings. 
 
Submission of the Proposal and Work Plan 
 
31. Any work plan which your firm is required to submit should address the foregoing terms of 
reference. 
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Republic of Egypt 
Financial Sector Reform Program (FSRP) 

Measures Implemented through March 2006 and Measures to be Implemented through December 2008 
 
 

Policy Objectives Measures Implemented through March 2006 

I. Introduction of New Monetary Policy Framework 

• Strengthening monetary policy formulation and macroeconomic 
management, with a view to the formal adoption of inflation 
targeting regime over the medium-term 

• Ensure transparency and consistency in monetary policy 

• New Banking Law (88/2003) enacted, which explicitly spelled out “Achieving Price Stability” as 
the objective of monetary policy, thereby bringing clarity to the goal of monetary policy  

• Introduction of interest rate Corridor System in June 2005, to move from quantitative target 
(reserve management) to price target (overnight bank rate) in monetary policy 

• Coordinating Council on Monetary Policy (CCMP), headed by the Prime Minister, established in 
2005 

• Monetary Policy Committee, headed by the CBE Governor established in 2005 
II. Improvement of the Foreign Exchange Market 

• Achieve foreign exchange market stability and eradicate the 
parallel market 

• US$ inter-bank foreign exchange market launched in December 2004 

• Foreign exchange surrender regulation (506) cancelled in December 2004 

• IMF Article VIII obligations accepted by Egypt in December 2004 

• Foreign exchange bureaus integrated into the foreign exchange market in December 2004, with 
minimum capital requirement of LE 5 million 

 
 III. Banking Sector Reform  

• Strengthening of the Legal Framework of the Banking Sector • New Banking Law, “Law of the Central Bank, Banking Sector and Money (Law No. 88/2003)” 
promulgated to strengthen the legal framework for the banking sector. Important features of the 
new law include: 

- Enhanced independence for the Central Bank 

- increased the minimum capital requirements for banks from LE 100 million to LE 500 
million for local banks, and from US$ 15 million to US$ 50 million for branches of foreign 
banks 

- increased enforcement of bank corporate governance rules 
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Policy Objectives Measures Implemented through March 2006 
 

- eliminated barriers to bank operational flexibility by removing distinction between 
specialized, business and commercial banks 

• Establishment of effective institutional arrangements for the 
implementation of the Banking Sector Reform  

• Banking Reform Committee composed of selected members of the CBE Board of Directors 
established 

• Banking Reform Unit (BRU) established, staffed with highly qualified professionals 
• Strengthening the Regulatory and Supervisory Regime for Banks • New experienced professional bankers appointed into middle and senior management positions at 

the CBE in 2005 

• Revised regulations on credit risks developed 

• Memorandum of Understanding signed with the European Central Bank (ECB) and four 
European National Central Banks (of Germany, Italy, France and Greece) to provide a 2-year 
Technical Assistance program for the upgrading of the CBE Banking Supervision 

• A Resident Technical Advisor from Banque de France installed at the Banking Supervision 
Department (BSD) of CBE for a period of 2 years 

• Detailed program for capacity building in banking regulation and supervision developed  and 
approved for the Banking Supervision Department (BSD) of the CBE 

 
• Consolidation of the Banking Sector, with a view to fostering 

entities with a solid capital base and the necessary economic 
scale to be able to expand the range of financial services and 
bank network 

• New rules to regulate voluntary mergers between banks as well as forced mergers for weak banks 
issued in 2004/2005 

• Significant banking sector consolidation achieved, with the number of banks already reduced 
from 57 to 4312. The objective is to reduce the number to 35 by 2007. 

• Merger of Banque Misr and Banque du Caire to create Egypt’s 
largest banking institution 

• A leading management consultancy firm appointed as advisor for the implementation of the 
merger 

 

                                                 
12 Transactions completed to date include: (i) The September 2004 merger of Misr Exterior Bank with Banque Misr; (ii) The April 2005 merger of Crédit Agricole with Crédit Lyonnais under the new 
name of Calyon-Egypt; (iii) The June 2005 merger of American Express with Egyptian American Bank; (iv) The July 2005 merger of Arab African International Bank and Misr America Bank; (v) The 
October 2005 merger of Mohandes Bank with National Bank of Egypt; and (vi) The December 2005 merger of Bank of Commerce & Development with National Bank of Egypt.. Merger transactions 
already approved and are in the process of execution include: (i) The merger of Port Said Bank with SAIB; (ii) The Merger of Misr International Bank with National Société Générale Bank; (iii) The 
merger of Banque du Caire and Banque Misr and (iv) The merger of Egyptian American Bank and Calyon-Egypt. 
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• Reduction of Government involvement and participation in the 

banking sector through the divestiture of state-owned banks’ 
shares in joint venture banks, and the privatization of the Bank of 
Alexandria 

• The divestiture program has been aggressively implemented, with 1213 out of the 17 
shareholdings already divested, which represents about 94% of the market value of the  portfolio 
of state-owned banks holdings in joint-venture banks 

• The privatization of the Bank of Alexandria is being carried out. Actions completed includes: 

- financial and legal due diligence through third party consultants 
- financial statements conforming to IFRS prepared by a reputed international audit firm 
- NPLs of state-owned enterprises settled with cash injection of LE 6.9 billion 
- a reputed international investment bank appointed to advise the privatization process, 

including preparation of information memorandum 
- invitation for Expressions of Interest for the acquisition of the bank published in international 

press 
• Addressing the Non-performing loans (NPLs) in the Banking 

Sector 
• CBE designed a comprehensive program to address the NPLs of both public and private sector 

banks in 2004 

• A dedicated NPL Unit established at the CBE  

• All Banks in Egypt directed to establish independent Loan Workout Units staffed with qualified 
personnel 

• CBE has established an arbitration-based alternative dispute resolution mechanism for settlement 
of NPL disputes between banks and their borrowers 

Resolution of the NPLs of State-owned enterprises (SOEs) in the 
state-owned commercial banks 

• International audit firms recruited to carry out a financial audit of the four state-owned 
commercial banks to, among others, determine the value of NPLs of SOEs. The audit of the Bank 
of Alexandria completed, while those of the other three banks should be completed by June 2006 

 
• The GOE has given a commitment to fully settle the NPLs of the SOEs to state-owned 

commercial banks, and has demonstrated the commitment by paying LE 6.9 billion to the BoA to 
fully settle the NPLs 

                                                 
13 State-owned banks' shares in joint venture banks were sold to private interests in 12 banks, namely: the Egyptian American Bank (33.8% public ownership), National Société Générale Bank (18.7%),  
Cairo Barclays Bank (40%), Misr America International Bank (48.9%), Misr Romania Bank (33.3%), Egyptian Commercial Bank (9.8%), Suez Canal Bank (5%), and Misr International Bank (25.9%), 
Commercial International Bank (CIB) (18.9%), Misr Iran Development Bank (30%), Delta International Bank (10.2%), and Cairo Far East Bank (19.6%). The sale process of state-owned banks' shares 
is underway in 5 joint-venture banks, namely: the Egyptian Saudi Finance Bank (5.3%), Egyptian Workers Bank (9.8%), Alexandria Commercial & Maritime Bank (5%), Cairo BNP Paribas Le Caire 
(4.8%), and Export Development Bank of Egypt (34.5%). 
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• Institutional and Operational Restructuring of the National Bank 

of Egypt and Banque Misr/Banque du Caire 
• International audit firms recruited to undertake independent financial due diligence of the state-

owned banks (as above). The audits would review the adequacy of policies and procedures 
relating to lending, credit administration, risk management, accounting and internal controls, and 
make recommendations for improvement 

• A comprehensive framework for the institutional and operational restructuring of the two 
remaining state-owned banks (National Bank of Egypt – NBE, and Banque Misr/Banque du 
Caire – BM/BdC) developed and approved by GOE 

• Two international banks have been recruited to assist the institutional and operational 
restructuring of the two remaining state-owned banks (ING Barrings for the NBE, and ABN 
Amro Bank for BM/BdC). The international banks would conduct diagnostic reviews, and carry 
out a 3-year implementation plan for the two state-owned banks covering the three backbone 
areas of Human Resources, Risk Management and IT/MIS 

• The CBE has set up a special fund to help recruit qualified and experienced professional bankers 
at market rates for the two state-owned banks 

IV: Reform of the Non-Bank Financial Sector  

Improvement in Sector Oversight 
 
 

• A new Ministry of Investment was established in 2004 and given responsibility for oversight over 
all non-bank financial institutions, thereby ensuring coherence in the Government’s policies 
towards the institutions 

1. Insurance Sector  

• Improvement in Supervisory and Regulatory Framework 
 

• A new Chairman for EISA was appointed to lead the authority’s internal reform and upgrade the 
regulatory regime, while benchmarks were set enabling adequate monitoring of the sector. 

• A development plan to enhance the supervisory capacity of insurance and private pensions to 
move from a compliance-based to a risk-based supervisory regime has been prepared, and is 
currently being implemented, with funding from USAID. A Resident Financial Advisory has 
been appointed for EISA. 

• Restructuring of State-owned Insurance companies and pre-
privatization 

• New managements have been appointed for the four state-owned insurance companies 

• A consortium of advisors and technical consultants has been appointed to advise on restructuring 
and privatization of state-owned insurance companies and the owner’s due diligence begun 

• An Advisor to the Minister of Investment on Insurance Sector reform appointed 
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• A committee established by the Ministry of Investment to accelerate the legal and operational 
requirements to create a holding company for the four state-owned insurance companies in order 
to streamline their restructuring and eventual privatization 

2. The Capital Market  

• Enhancing the Supervisory and Regulatory Framework • New Chairman appointed to head CMA, while qualified and experienced professionals were 
appointed into senior management positions in the authority in July 2005 

• With financial assistance from USAID and EU  CMA has adopted and is implementing a 
comprehensive capacity building program involving the establishment of new departments 
performing key regulatory functions, including corporate finance, corporate governance, and risk 
management, and the training of its middle and senior level officers. 

• Enhancing market credibility, integrity and performance through 
improvements in the quality of market participants, market 
systems, as well as implementing  measures to deal with possible 
market manipulation 

 
 

• New management appointed for the Cairo and Alexandria Stock Exchange 

• An MoU signed with the Securities and Investment Institute of the UK (SII) for assistance in the 
professional training and licensing of market participants. Ultimately, all professionals working 
in the capital market will be licensed and will receive an accreditation on the technical content of 
the license from the SII.  

• The Secrecy Law amended to allow for the establishment of private credit bureaus and the 
sharing of credit information with non-bank financial institutions 

• New law passed in 2005 to bestow legal power on electronic signatures in order to facilitate e-
commerce and e-banking services 

• Introduction of a new system of primary dealers to make markets in treasury bonds and provide 
liquidity 

• An Insurance Protection Fund established to protect investors against non-commercial risks, 
thereby increasing confidence in the market 

• Enhancing corporate governance in the enterprise sector • An Institute of Directors has been established to improve the training of middle and senior level 
managers, executives and directors on adopting and implementing corporate governance rules 
and procedures 

• Draft Accountancy Profession Law prepared with a view to improving financial reporting and 
transparency  

• Improvement in the operations of the Leasing Industry  • Ministerial Decree 1690/2006 issued, which removed the obligation on leasing companies to 
limit their debt interest to maximum four times their capital (a requirement of the Income Tax 
Law) 
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• A Ministerial Decree issued permitting leasing companies to lease buses to tourism 

• The Leasing Association revived in 2005 to enhance the representation of the industry, and 
improve the dissemination of best practices. 

• Improvement in Factoring Activities • Amendments to the Executive Regulations of the Investment Law regarding factoring have been 
drafted, and will be issued by the Prime Minister in 2006. The new amendments seeks to make 
factoring as a tool for financing small and medium-sized enterprises. 
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Financial Sector Indicators

2001 2002 2003 2004 2005
The Institutions
No of Banks 62 62 62 57 43
Public Commercial Banks 4 4 4 4 3
Specialized Public Banks 3 3 3 3 2
Private  banks 30 30 30 28 17
Foreign banks and Branches of foreign banks 13 13 13 12 11
Arab Banks 12 12 12 10 10
Number of Branches 2530 2564 2582 2771 2847

No of Insurance Cies 9 11 15 20 20
Public Cies 4 4 4 4 4
Private cies 5 7 11 16 16

No of Private Pension Funds 330 535 595 618 618
Mutual Fund s Mangement Firms 11
* taking into account the merger of banque Misr and Banque du caire

2001 2002 2003 2004 2005
Total Assets of Financial Institutions 
(in LE billion) 602 694 808 874 983
Banks 428 495 578 633 705.00
Non Bank Financial Institutions 173.5 198.1 230.2 240.1 278.4
Insurance Companies 14.6 15.4 17.0 18.6 20.1
Private Pension Funds 9.2 10.9 12.2 14.2 16.6
Social Insurance Fund 136.4 154.7 174.8 174.8 189.7
Poste Office Savings 13.3 17.1 22.3 27.8 35.5
Leasing Cies 11.0
Mutual Funds Management Firms 3.9 4.7 5.6

Percentage Distribution (%)
Banks 71.2 71.4 71.5 72.5 71.7
Non Bank Financial Institutions 28.8 28.6 28.5 27.5 28.3
Insurance Companies 2.4 2.2 2.1 2.1 2.0
Social Insurance Fund 22.7 22.3 21.6 20.0 19.3
Private Pension Funds 1.5 1.6 1.5 1.6 1.7
Poste Office Savings 2.2 2.5 2.8 3.2 3.6
Leasing Cies 1.1
Mutual Funds Management Firms 0.5 0.5 0.6

Total Financial sector Assets/GDP(%) 167.6 183.0 193.6 180.1 183.5
Banking system  assets/GDP (%) 119.3 130.8 138.4 130.6 131.5
NBFI's assets/GDP (%) 48.3 52.3 55.1 49.5 51.9
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Capital Market Indicators

2001 2002 2003 2004 2005
Equity Market
Number of companies listed 1072 1136 1123 803 770
Official (a) 144 147 152 129 132
Unofficial 928 989 971 528 612
Temporary (b) 146 26
Market Capitalization(LE bil.) 112 122 172 234 456
market capitalization/GDP(%) 31.2% 32.2% 41.2% 48.2% 85.1%
Bond Market (LE bil.)
Total Government debt 13.6 13.6 17 27 46
Corporate bond market 4.8 4.8 4.5 3.9 6.5
   Total Bond market 18.4 18.4 21.5 30.9 52.5
Total Bond market/GDP(%) 5.1 4.9 5.1 6.4 9.8
Total capital market 130.4 140.4 193.5 264.9 508.5
Total capital market/GDP(%) 36.3 37.1 46.3 54.6 94.9
Trading Volume
Volume of securities traded/year (in mil.) 1216 904 1422 2435 5310
Value of equity securities traded (in Mil. LE) 31796 34176 27764 42374 160635
Value of traded Bonds(in mil. LE) 18684 19644 360 588 8900
Memo Items
Cutomer deposits at Banks
Base Interest rate
GDP (in billion LE) at market prices 359 379 418 485 536
 Domestic Public debt as % of GDP 66 69.2 69.7 68.6 73.5
CPI inflation (average annual in %) 2.4 2.4 3.2 4.9 11.4
M2 (LE bill) 284.9 328.7 384.3 434.9 493.8
M2/GDP (%) 79.4% 86.8% 92.0% 89.7% 92.1%
Case 30 490 493 1155 2568 6320
(a) For a company to be included in the official list it must offer at least 30% of
its total outstanding shares to the public and must have at least 150 shareholders
(b) Companies which have not adjusted their statutes to the new listing rules.  
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Financial Sector Reform Program 
 

Banking Sector Indicators

2001 2002 2003 2004 2005
Banking Density
(population in thousands per banking unit) 25.4 26 26.3 24.9 24.6

Equity/Assets 5.2 4.8 5.2 5 5
Provisions/Assets 7.3 7.2 6.9 7 7
Loans/Assets 56.4 53.7 49.3 46.8 43.5
Loans/Deposits with Banks 82.9 78.1 70.6 64.2 59.3
Deposits/Assets 68 68.8 69.8 72.9 73.7
Securities(including Tbills)/Assets 16.6 17.7 19.3 19.6 19.7
Loans to private sectors/Total Loans 81.1 82.1 82.4 82 80.1
Foreign Currency assets/Foreign cuurency 
Liabilities 108.5 110.7 111.2 111.5 113.8

Securities Held by Banks (in LE million) 71,142 87,726 111,338 137,431 172,177
Banking performance Indicators

Capital Adequacy
Equities/Assets 5.2 4.8 5.2 5 5

Asset Quality
Loan Provisions/Loans 11.4 12.3 13.7 14.0
Provisions/Assets 7.3 7.2 6.9 7.0 7.0
Loans to Private Sector / Total Loans 81.1 82.1 82.4 82.0 80.1

Earnings(%)
ROE 13.7 12.4 8.9 10.3 10.6
ROA 0.8 0.7 0.5 0.5 0.6
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Arab Republic of Egypt 
Privatization Proceeds 

 
 Sales and Proceeds Of Public Companies and Joint Ventures

-------------------------- Sales  --------------------------------------------------
Fiscal Year  Pubic Companies & ----Land---------  ---Joint Venture---    --------- Total--------

Production Lines
Sales Sales Sales Sales 

Number Proceeds Number Proceeds Number Proceeds Number Proceeds
(LE Million) (LE Million) (LE Million) (LE Million)

2000/2001 12 263 0 0 7 118 19 381
2001/2002 7 73 0 0 3 879 10 952
2002/2003 6 49 0 0 1 64 7 113
2003/2004 9 428 0 0 4 115 13 542
2004/2005 9 457 7 367 12 4,819 28 5,643
2005/2006b) 7 6,107 27 330 7 4,529 41 10,966
2005/2006 Q3 3,344

---------- --------------------------- -------------- ---------- -------------------------- ----------------
Total 50 7377 34 697 34 10524 118 21941

Grand Totals (a) 212 23,187 34 697 35 10,537 281 37,761
  (a)  Since inception of the privatization program through December 2005
  (b) as of 31 december 2005. LE 3.3 billion was raised in the third quarter of 2005/2006  
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Sale of State-owned banks’ Shares in Joint Venture Banks 
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EGYPT

SUMMARY OF BANK GROUP OPERATIONS
 31 MARCH, 2006

DATE DEAD LINE
NET DATE DATE ENTRY INTO AMOUNT FINAL

ADB ADF TAF COMMITMENT APPROVED SIGNED FORCE (UA MIL) DISB. STATUS

AGRICULTURE (8)
El-Beheira 10.00 0.00 0.00 0.23 9.77 12-Dec-81 26-Jan-82 28-Dec-84 9.77 100.00 30-June-97 Completed.
Rural Dev. 0.00 7.37 0.00 0.00 7.37 12-Dec-81 26-Jan-82 09-Jun-85 7.37 100.00 30-June-97 Completed
Drainage v 18.62 0.00 0.00 1.40 17.22 20-Nov-85 04-Apr-86 06-May-88 17.21 99.94 31-Dec-98 Completed.

0.00 9.21 0.00 0.50 8.71 20-Nov-85 04-Apr-86 06-May-88 8.16 93.69 31-Dec-98 Completed
31.15 0.00 0.00 22.08 9.07 20-Nov-85 04-Apr-86 08-Dec-88 9.07 100.03 31-Dec-98 Completed. 

0.00 9.21 0.00 0.44 8.77 20-Nov-85 04-Apr-86 14-Dec-88 8.77 100.05 30-Jan-98 Completed
Drainage Water Study 0.00 0.00 2.03 0.00 2.03 01-Dec-92 12-May-93 10-Feb-94 1.86 91.81 30-Jan-98 Completed
Reh. of Agric. Drainage Systems. 0.00 19.34 0.00 0.00 19.34 15-Dec-92 13-May-93 27-Apr-94 19.19 99.22 31-Dec-02 Completed

10.69 0.00 0.00 0.00 10.69 24-Mar-99 01-Dec-00 22-Apr-02 10.69 100.00 31-Dec-05 Ongoing
0.00 6.00 0.00 0.00 6.00 24-Mar-99 01-Dec-00 22-Apr-02 6.00 100.00 31-Dec-05 Ongoing
0.00 0.00 1.00 0.00 1.00 24-Mar-99 01-Dec-00 22-Apr-02 0.57 57.00 31-Dec-06 Ongoing
5.39 0.00 0.00 0.00 5.39 26-Nov-97 07-Mar-98 19-Dec-00 4.10 76.07 31-Dec-05 Ongoing
0.00 6.52 0.00 0.00 6.52 26-Nov-97 07-Mar-98 19-Dec-00 3.64 55.83 31-Dec-06 Ongoing
0.00 0.00 1.00 0.00 1.00 26-Nov-97 07-Mar-98 19-Dec-00 0.29 29.00 31-Dec-06 Ongoing

Improvement 9.86 0.00 0.00 9.86 0.00 28-Nov-01 30-Sep-02 n.a. 0.00 0.00 30-Dec-08 Cancelled
Sub-Total 85.71 57.65 4.03 34.52 112.87 106.69 94.53

TRANSPORT (1)
Two Canals Study 0.00 0.00 1.57 0.00 1.57 06-Jan-93 12-May-93 18-Jan-94 1.46 92.99 12-Oct-95 Completed
Sub-Total 0.00 0.00 1.57 0.00 1.57 1.46 92.99

POWER (14)
Power I 5.00 0.00 0.00 0.00 5.00 22-Nov-74 08-Dec-74 09-Jun-75 5.00 100.00 09-Jun-77 Completed.
Power II 5.00 0.00 0.00 0.03 4.97 14-Oct-75 26-Feb-76 30-Jun-77 4.97 99.98 20-Jan-86 Completed.
Power III 5.00 0.00 0.00 0.00 5.00 31-Dec-77 30-Mar-78 25-Aug-78 5.00 100.00 22-Dec-82 Completed.
Rural Elect. I 0.00 7.37 0.00 0.00 7.37 26-Sep-79 01-Feb-80 24-May-81 7.37 100.00 30-Dec-85 Completed.
Shoubrah El-Kheima 10.00 0.00 0.00 0.00 10.00 23-Sep-80 19-Dec-80 18-Nov-81 10.00 100.00 31-Dec-86 Completed.
Rural Elect. II 0.00 7.37 0.00 2.87 4.50 25-Jun-81 09-Jul-81 30-Mar-82 4.50 100.00 31-Dec-95 Completed. 
Shoubrah El-Kheima Interc. 21.39 0.00 0.00 0.21 21.18 26-May-83 16-Oct-83 26-Apr-84 21.18 100.00 02-Jan-90 Completed.
Shoubrah El-Kheima (Unit 4) 43.50 0.00 0.00 7.46 36.04 28-Aug-85 10-Mar-86 16-Feb-87 36.04 100.00 31-Dec-89 Completed.
Damietta Power 103.00 0.00 0.00 2.74 100.26 19-Dec-86 30-Oct-87 07-Jun-88 100.26 100.00 31-Dec-97 Completed. 
Cairo West 210.00 0.00 0.00 0.01 210.00 23-Aug-88 19-Dec-88 21-Dec-89 208.83 99.45 30-Jun-99 Completed. 
Cairo West Supplementary 42.10 0.00 0.00 10.85 31.25 27-Jan-92 01-Sep-92 12-Jul-93 31.25 100.01 30-Jun-99 Completed 
El-Arish Power 53.53 0.00 0.00 3.52 50.01 18-Dec-89 07-Mar-90 10-Mar-91 50.01 100.01 31-Jan-98 Completed.
El-Kureimat Power 250.00 0.00 0.00 127.92 122.08 17-Dec-90 30-May-91 03-Mar-92 122.07 99.99 31-Dec-00 Completed

Solar Thermal Energy Power Study 0.00 0.00 1.57 0.00 1.57 06-Jan-93 12-May-93 14-Feb-95 1.51 96.18 30-Jun-03 Completed
El-Kureimat Combine Cycle power 146.92 0.00 0.00 0.00 146.92 27-Jul-05 18-Oct-05 05-May-06 0.00 0.00 31-Dec-10 Ongoing
Sub-Total 895.44 14.74 1.57 155.61 756.14 607.99 80.41

2nd Agric. Dev

El_Beheira II

LOC to PBDAC

AMOUNT ( UA Million.) CANCELLED

Annex 14

APPROVALS DISBURSEMENTS
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FINANCE (6)
1st Line of Credit to IDB 5.00 0.00 0.00 0.01 4.99 18-Aug-77 04-Oct-77 15-Apr-78 4.99 99.91 30-Jun-82 Completed.
2nd Line of Credit to IDB 10.00 0.00 0.00 0.12 9.88 25-Apr-80 20-Jun-80 30-Dec-80 9.88 99.99 30-Jun-94 Completed.
3rd Line of Credit to IDB 10.00 0.00 0.00 0.00 10.00 12-Dec-81 26-Jan-82 02-Aug-82 10.00 100.00 30-Jun-94 Completed.
4th Line of Credit to IDB 60.00 0.00 0.00 19.20 40.80 12-Dec-84 11-Feb-85 20-Aug-85 40.80 100.00 31-Dec-90 Completed.
Line of Credit to NBE 102.65 0.00 0.00 0.00 102.65 23-Oct-02 27-Mar-03 22-May-03 102.65 100.00 31-Dec-06 Completed.
Line of Credit to EDBE 58.65 0.00 0.00 11.73 46.92 23-Oct-02 27-Mar-03 22-May-03 46.92 80.00 31-Dec-06 Completed.
2 nd Line of Credit to NBE 140.25 0.00 0.00 0.00 140.25 04-Oct-05 21-Nov-05 Not yet 0.00 0.00 31-Dec-09 On-going
Sub-Total 386.55 0.00 0.00 31.05 355.50 215.24 60.55

INDUSTRY (3)
Polyester Filament 8.00 0.00 0.00 1.49 6.51 20-Aug-79 04-Oct-79 28-Jul-81 6.51 99.98 31-Dec-81 Completed.
Polyester Filament II 10.45 0.00 0.00 1.35 9.10 29-Dec-86 14-Mar-88 10-May-89 9.10 99.98 Completed.
Inst. Sup. to NIS & EOS 0.00 0.00 1.57 0.00 1.57 25-May-92 01-Sep-92 15-Mar-93 1.54 98.09 30-Jun-00 Completed.
Sub-Total 18.45 0.00 1.57 2.84 17.18 17.15 99.81

SOCIAL (10)
Ind. Voc. Training 0.00 7.37 0.00 0.00 7.37 22-Nov-78 31-Jan-79 11-Jun-81 7.37 100.00 31-Dec-84 Completed.
Bilharzia Control I 0.00 7.37 0.00 0.00 7.37 18-Dec-80 18-Mar-81 15-Feb-82 7.36 99.88 30-Jun-94 Completed.
Bilharzia Control II 0.00 7.37 0.00 0.01 7.37 10-Jun-82 07-Jan-83 26-Aug-83 7.36 99.97 30-Jun-00 Completed.
Bilharzia Control III 0.00 6.20 0.00 0.29 5.91 23-Mar-89 01-Dec-89 10-Jul-90 5.91 100.00 30-Jun-00 Completed. 

17.33 0.00 0.00 0.28 17.05 23-Mar-89 01-Dec-89 01-Dec-90 17.05 100.01 30-Jun-00 Completed.
0.00 22.11 0.00 0.00 22.11 23-Mar-89 01-Dec-89 01-Dec-90 22.11 100.00 30-Jun-00 Completed
0.00 0.00 0.68 0.00 0.68 23-Mar-89 01-Dec-89 01-Dec-90 0.67 98.53 30-Jun-00 Completed

Emergency School Recon. 0.00 24.87 0.00 0.00 24.87 23-Jun-93 26-Nov-93 07-Oct-94 22.43 90.19 30-Jun-02 Completed
Social Fund II 0.00 15.00 0.00 0.00 15.00 26-Nov-97 07-Mar-98 19-Dec-00 15.00 100.00 31-Dec-06 Ongoing

0.00 6.00 0.00 0.00 6.00 26-Nov-97 07-Mar-98 19-Dec-00 1.33 22.17 31-Dec-06 Ongoing
0.00 0.00 0.20 0.00 0.20 26-Nov-97 07-Mar-98 19-Dec-00 0.17 85.00 31-Dec-06 Ongoing
0.00 11.00 0.00 0.00 11.00 29-Oct-98 11-Jul-00 14-Nov-01 2.67 24.27 30-Jun-07 Ongoing
0.00 0.00 1.00 0.00 1.00 30-Oct-98 11-Jul-00 14-Nov-01 0.93 93.00 30-Jun-07 Ongoing

Upgrading Industrial Schools (Phase II) 10.83 0.00 0.00 10.83 0.00 28-Nov-01 30-Sep-02 n.a. 0.00 0.00 31-Dec-08 Cancelled
Sub-Total 28.16 107.29 1.88 11.41 125.92 110.36 87.64

MULTI-SECTOR (2)

SAL 100.00 0.00 0.00 50.00 50.00 24-Sep-91 21-Apr-92 30-Nov-92 50.00 100.00 30-Jun-94
Comp. with 50% loan 

cancelled.
Inst. Sup. to MIC 0.00 0.00 2.30 0.00 2.30 27-Jan-92 21-Apr-92 14-Oct-93 2.30 100.00 31-Dec-05 Completed
Sub-Total 100.00 0.00 2.30 50.00 52.30 52.30 100.00

Women Empowerment

Upgrading Industrial Sec. School

Health Sec Reform
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EMERGENCY ASST. 0.40 0.00 0.00 0.00 0.40 26-Nov-92 N/A N/A 0.40 100.00 N/A Completed.
EMERGENCY ASST. 0.33 0.00 0.00 0.00 0.33 02-Feb-05 N/A 0.35 0.00 Completed
Sub-Total 0.73 0.00 0.00 0.00 0.73 0.75 102.79

PRIVATE SECTOR OPERATIONS (5)
(USD million)

Car Assembly Plant (JAC) 14.00 0.00 0.00 14.00 0.00 24-Feb-94 N/A N/A 0.00 0% N/A Cancelled
Windsor Turin Garden City Hotel 14.00 0.00 0.00 0.00 14.00 21-May-97 11-May-99 04-Feb-00 14.00 100% 30-Jun-00 On-going

33.00 0.00 0.00 33.00 0.00 15-Dec-98 27-May-99 0.00 0% 25-Oct-01 Cancelled
15.82 0.00 0.00 0.00 15.82 - do - - do - - do - 15.82 100% 25-Oct-01 Divested

LoC to HSBC 50.00 0.00 0.00 0.00 50.00 08-Dec-99 06-Jul-00 06-Jul-00 50.00 100% 30-Apr-01 Completed
Loc  to Suez Canal Bank 70.00 0.00 0.00 0.00 70.00 18-Oct-01 29-Jan-02 20-Mar-02 70.00 100% 30-Jun-03 On-going
Sub-Total 196.82 0.00 0.00 47.00 149.82 149.82 100%

129.76 0.00 0.00 30.99 98.77 98.78 100%
Grand Total 1644.80 179.68 12.92 316.42 1520.98 1210.72 79.60

MULTINATIONAL
DRC/Egypt Power 3.04 3.04 12-Jun-90 10-Jul-90 16-Mar-93 2.20 72.37 31-Dec-95

NET COMMITMENTS:  ADB  = 1332.49 1837.40 104.38 DISB. = 1042.87 78.26 289.62 
NET COMMITMENTS:  ADF  = 175.57 DISB. = 156.54 89.16 19.03 
NET COMMITMENTS:  TAF  = 12.92 348424.77 DISB. = 11.30 87.49 1.62 
NET COM.: GRAND TOTAL = 1520.98 DISB. = 1210.72 79.60 310.26 

Alexandria National Iron & Steel 
Company
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Egypt: Financial Sector Reform Program (FSRP) 

Program Processing Steps 
 
    
1. November 2004: Consultation and Dialogue mission by the Vice-President, 

ONVP (Formal presentation of the FSRP to the Bank) 
 
2. February 2005: CSP Dialogue Mission  
 
3. Sept/October 2005: Fact finding mission  
 
4. January 2006:  Follow up Mission  
 
5. March 2006: Receipt of the official request for Bank assistance for the 

FSRP from the Government of Egypt 
 
6. March 2006: Presentation of the FSRP to the Senior Management and 

the Board of Directors of the Bank by the Governor of the 
Central Bank of Egypt 

 
7. March – April 2006 :  Joint Appraisal Mission with the World Bank 
 
8. 25 April 2006: First Internal Working Group meeting on the Appraisal 

Report 
 
9. 02 May 2006:   Second Internal Working Group meeting 
 
10. 18 May 2006:   Inter-departmental Working Group meeting 
 
11. 05 June 2006:   Senior Management Committee meeting 
 
12. 13 – 16 June 2006:   Loan Negotiations 
 
 
 
 
 
 




