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PART I-I 

INTRODUCTION: 
ABOUT THE EMPLOYEE SHARE 

OWNERSHIP PLAN (ESOP) 



PILLAR 1: 

PILLAR 2: 

PILLAR 3: 

PILLAR 4: 

FOUR PILLARS FOR BUILDING 
A MORE JUST GLOBAL ECONOMY 

RESTORE FREE MARKETS FOR DETERMINING 

JUST PRICES, JUST WAGES, AND JUST PROFITS 

Result: 	Decentralizes economic choice and power. 

RESTORE PRIVATE PROPERTY IN MEANS OF PRODUCTION 

Result: Secures personal choice and self-determination; 
limits government power. 

LIMIT GOVERNMENT POWER IN ECONOMY TO SETTING GOALS
 
AND PREVENTING ECONOMIC MONOPOLIES
 

Result: 	Frees public sector to promotejustice for all, to prevent monopolies,
and to lift barriers to equal opportunity. 

PROMOTE WIDESPREAD CITIZEN ACCESS TO CAPITAL OWNERSHIP, 
THROUGH THE DEMOCRATIZATION OF CAPITAL CREDIT 

Result: Promotes economic justice for every citizen by diffusing future 
ownership opportunities, while safe-guarding property rights 
of present owners. 

Builds a broader political constituency for private property and 
free market policies. 



THE ESOP: A NEW TOOL FOR:
 

1. PROMOTING ECONOMIC AND SOCIAL JUSTICE 

* Matching efficiency with justice 

2. MOTIVATING WORKERS 

* A "New Labor Deal" 

3. FINANCING PRIVATE SECTOR DEVELOPMENT 

* Transforming the multinationals 
* Divesting state-owned enterprises
* Humanizing the privatization process 



The meaiso emlo e we si 
Anonleveraged ESOP-still themost common varietyis simply atrust commo hmp y-is ovriet y k O A leveraged ESOP works in thetrust set up to hold company stock Esame 

ONLEVERAGED way, except the ESOP borrowsfor the benefit of employees. ABC the money to fund its purchase ofESOPInc. creates the trust and annualy ) LEVERAGED SHAEHO 
company stock. ABC provides or 

contributes stock, treasury stock, or guarantees the loan to the ESOP and,, .contributescash, up to 25% of covered payroll. :" cash or pays dividends 
If the contributions are in cash, the sufficient to enable the ESOP to re-
ESOP uses the money to buy stock - . 

pay it. As the loan is paid off, the 
from existing shareholders. Stock stock it bought is credited to employ-ANNUAL .0eesccoutis then credited to individual em- A caedt th fll 

eeacons A 
 ca.euc
ployees' accounts, usually vesting 
1 value of loan repayments (principal

JESON i I 
hefl 

and interest) from its taxable income,over a period of up to seven years. CUnless ABC is a publicly traded com- EMPLOYEES though contributions used by the.ESOPpany, it must offer to buy the stock to pay the principal can't ex­-. - ,Iback when the employee leaves or ceed 25% of covered payroll. Since
ANNUAL""" ::="PAYMENT ban gtretires (the payout can take place " aoaerea on in­.-

thethe bank gets a tax break on its earn­
sfrom te loan, rates are typically'iii'"-:":"-:
over several years). ABC's contribu- - " 75% to 90% of the company's usualusuali5% to9 the o paystions of stock or cash are tax-deduct-

rate. If the borrowed funds are usedible; so are cash dividends passedthrough the ESOIP to employeez 
Ito ... .'t u e t c rt e h nt
buy new stock (rather than to buyu haro her. SBANK sd out existing shareholders), the com­pany gets full use of the proceeds. 



Employee Stock Ownership Plan (ESOP) 

GENERAL
 

The ESOP is a financial technology used to transfer the ownership of
 
enterprises from existing owners (inprivatization, the government) to
 
the employees of the enterprise. 

USE OF LOAN PROCEEDS 

The loan proceeds are used to purchase shares in the company from 
existing owners for the employees. The shares are held as collateral
 
for the loan by the lender. As the loan is repaid and the debt is
reduced, the shares are released to an employee stock ownership plan
(FSOP). 

AFIMINISTRATION 

The ESOP performs an administrative function holding the shares for
the employees and maintaining an ownership account for each employee 
indicating the number of shares that each employee has accummulated.
 
Initial allocation of shares is made on a relative pay basis based on
 
the company payroll. 

MANAGEMENT
 

The ESOP is managed by a board of directors elected by the employees
 
on a one-share-one-vote basis. It is a representative form of
 
governing.
 

RETIRMENT 

Upon retirement or leaving the company an amount equal to the value of 
the shares in the employees account is paid to the employee or his/her
beneficiary in cpsh, annuity income, or some other basis determined by

the plan created by the employees with their ESOP.
 

STANDARDS FOR MODFL ESOPS 

Democratic Process - The company has a democratic organization
representing all workers which have a principkL responsibility for 
designing and managing the ESOP. Employees have the right to vote 
their stock. Employees have effective control of the company. 

Disclosure - Employee representatives have open access to the 
financial-and performance records of the company. 

Contracts - Employees have an agreement with management that spells 
out their rights and responsibilities, i.e. working conditions,

productivity bonuses, dividend policy, work rules and benefits.
 
Management agreements spell out powers, prerogatives, incentives and
 
objectives.
 

2625I:Mazzie:9/88
 



PART 1-2 

A FIRST STEP: 
SUMMARY PROJECT DESCRIPTION 

OF THE ALEXANDRIA TIRE COMPANY 
(ATC) ESOP 



ALEXANDRIA TIRE COMPANY EMPLOYEE SHARE OWNERSHIP PLAN 
I'ROJECT DESCRIPTION 

General. The project consists of the construction and operation of an all-steel radial truck tiremanufacturing plant at a site at the Ameryea Industrial Complex near Alexandria, Egypt. Theproject, which will create 750 new private sector jobs, will be implemented under Egypt's Private 
Sector Encouragement Act of 1974 (Law 43). 

Project costs, estimated at 345 million Egyptian 'ounds or over $150 million, will create a facili­ty capable of producing 350,000 truck tires annually for the domestic Egyptian market, roughly30% of the total market demand now being satisfied mainly by foreign imports. Of the total capi­talization costs, 60% will be in the form of debt financing (LE 207 million) and 40% will be equity
financing (LE 138 million). 

A new independent corporation will be formed, the Alexandria Tire Company, whose found­
ing equity investors will include: 

Equity Share 

"Transport and Engineering Company S.A.E.
 
(TRENCO), a state-owned company 15%
 

" Pirelli Tire Company of Milan, Italy 
 10%
 
" National Bank of Egypt 
 5%
 
" Development Industrial Bank 
 5%
 
" Arab Investment Bank 
 5% 
* Suez Canal Bank 5%
 
" Gulf Arab Investment Bank 
 5%
 
" Cairo Bank 
 50/c 
* Alexandria Bank 5%
 
" Private Investors 
 5%
 
" Egyptians Living Abroad 
 5% 

In addition, an Enployee Shareholders' Associa lion (IESA) is 1 eing formed, with an EmployeeShare Ownership Plan (ESOP) as its bylaws, to acquire 30.5%, or 421,000 of the founding commonshares of the new ventture, 252,600 slhares to be divided aiong the 750 newly-hired employeesand 168,400 shares among the 3,500 employees oilRENCO, thc "mother company" of the new 
venture. 

The new venture will transfer to Egypt two kinds of "state-of-the-art" technology: first, world­class steel belt radial tire technology and se(ond, the Employee SI are Ownership Plan (ESOP), anadvance in corporate finance technology. The ESOP uses self-liquidating productive credit to en­able workers to become shareholders without reducing their savings or paychecks. Besides im­plementing the first ESOP in the Third World, the project will also launch the world's first ESA as a legal vehicle for implementing the ESOP, guaranteeing worker ownership participation and de­mocratizing mnanagement accon1ik bility. Tlhe ESA was invented to substitute for a legal trust, adevice which does not exist under !'gyptian law bit is the mecha iism used to implement ESOPs 
in the United States and the United Kingdom. 



The ESOP. To finance the acquisition of the 30.5% of founding common shares by employees,
the Egyptian Government through its Ministry of International Cooperation (MIC) has been
asked to approve a loan of LE 40.1 million ($18 million) from funds generated by the sale of U.S.

commodities under the USAID Commodity Import Program and deposited into an accounttermed the Special Account. Until the ESA is formed the loan will be made to the National In­vestment Bank of Egypt (NIB), as temporary borrower and fiduciary for the purchase of sharesfor the employees, and, after the first 200 employees are hired and the ESA is established, the loan
from MIC will be assumed by the ESA along with legal title to these shares. 

During the 3-year construction phase and aiother 3 years needed by the company to becomefully operational, there would be a grace period for repaying the ESOP loan. The loan at 10% in­terest would be repaid over the next 10 years wholly out of projected di;'idends. No employeepayroll deductions would be required. During the 16-year loan period, the workers' shares
would be pledged as the sole source of security on the loan. As principal on the loan is repaid,the personal accounts of all participating employees would reflect shares which have been paid
for during the current year and allocated anong all employees according to the formula con­tained in the ESA. Terminated employees would have their shares cashed out by the ESA or the 
company. 

Impact on Employces. How will the ESOP affect the average ATC employee? The average Egyp­
tian tire manufacturing employee presently earns about 4,000 Egyptian Pounds annually. As­suming wage levels remain the same at the Alexandria Tire Company and share values do not in­crease from their original acquisition price, the aveage ATC worker (according to the feasibility
study for the project) will accumulate through the ESOP about LE 32,000 worth of shares, almost8 times his annual wages; in addition, by the eighth year after opecations begin, the average ATCworker will receive a second income from dividends of LE 5,100, over and above his wage in­comes and dividends used to repay,, the F")OP debt. And through the voting of his shares in theATC Employee Shareholders' Association, he will have a voice in selecting 30% of the ATC board 
members and in other matters subject to shareholder 'oting. 

TRENCO. ATC is the child of TRENCU, which was founded in 1946 as a general engineering
company. In 1956, TRENCO began the manuflcturing of tires and is today the only tire manufac­
turing facility in Egypt. While this 3,500 employee company is 100% owned by the Governmentof Egypt, TRENCO is one of the few Iiighly protitabHe sta te-ownd enterprises, a tribute to its su­perior management team. It currently produces 1.1 million tire.s per year, of which 280,000 are
truck tires. In 1984, TRELNCO entered intt a licensing agreemet with Dunlop Tires to produceautomotive radial tires. It is now producing !1),000 automotive radials a year, but none are steel­
belted radials. 
 TRENCO will provide the pta nt site, the engineering and other technical inputs toconstruct the facilities and in frastructttre, and approximately 26,500 tons of raw materials per
 
year.
 

PirelliTire. Pirelli will supply titc naeel-belt radial technology needed by ATC. Pirelli was
founded in 1923 and has a world-wide network of tire producing and distributing facilities eitherwholly-owned or in joint ventures. iThe company produces tires for all automotive markets and possesses patents on special manufacturing technology for several tire production processes. The
steel belted truck tire production process for the type and size needed by Egypt is one such pat­ent. Pirelli has entered into 37 joint ventures and has granted 51 licenses to Inaufacture its prod­ucts. Thus, Pirelli has a proven track record of productivity and world-wide operational experi­
ence. Pirelli will provide all machines, motilIdi ng equi,ienit, r.otilds and engineering to planand install the eqipment. Under a I0-year tech nical assistarce agreement, Pirelli will train engi­neers and technicians and assist in the ]WrIUntiolnm pr(cess. 
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FinancialFeasibilihj. iEgypt's currect demand for truck tires is 1.0 million per year. From 1975 to
1985, .emand grew by 20% per year and is projected to grow at approximately 8% during the
decade 1985 to 1995. Approximately 40% of the demand is supplied by domestic production.
TRENCO is the only doniestic producer but does not p'oduce steel belted radial ',ruck tires. 

Expected Outcomes. The project is expected to begin production of tires by -,heend of project
year three. By the end of project year five, ATC is expected to reach design capacity, 350,000
truck tires per year. During this time, 750 new jobs will have been created in the private sector
and ATC is pr3jected to capture over 30% of the current and projected future domestic truck tire
mairket. The project is expected to produce net earnings of LE 37.6 million on net sales of LE 196.6 
million by the year 1993. Overall internal rate of return for the project, from inception to 1999, is 
expected to be 16.9%. 
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ALEXANDRIA TME COMPANY 

THE ADVANTAGES OF SELLING SHARES 
TO AN ESOP 

.. ....: :: :: : :: ::: -!.::... - : : :: : :: : !..:: ..... -:: !!!-!:: :: : :: : :: : : :: : :: : : :: : :: :: :: : :: ::..............
::: :: : :
 

FOR THE WORKER: FOR TIM COMPANY: 

* Elevates the dignity and status of each • Leaves control of company in friendlyworker to that of an owner. hands. 

* Diversifies workers' income bcyond wages - Rewards loyal workers who contributed toalone to include profit sharing bonuses, stock business success.

accumulations, dividend incolle and the

participatory rights of a shareholder ill time 
 * Creates an in-house market for total or company. partial equity sales. 

"No taxes on the equity acCumulations. • Loan to ESOP is treated as equity on 
company books.

• Provides workers as a grcup with access to
productive credit for "lccr,.gcd' pm'lases of 
 * Creates an incentive for workers to helpup to 100% of all shares of their company's expand profits to enable them to pay for
equity, secured ami repayablh out ,of 'tii'ire 
 sha'res 'ithm dividuhlds. 
profits.
 

tjzlic iliterest of workers with other
v Job security cushioned (hiiii1i l10IVeals L)vj i nvestor';, lreigil ;Is well aIs domestic.

flexible ownership incentii'.'i's 11k("! to
n 

productivity and profits. 
 ° Redc(Is likelil}ood of strikes and labor 
• Gr 'ater harmnony and coui()cratioi bet celi
 
management and non-ui m;ig!,Ylleufil workerS. 
 FOR TiE LABOR UNION: 

* Representation by an inmployce * I,:Xpaiidcd role ill ncgotiatio ns withShareholders' Associationl ill governance of management over ownership participation
the company. issi es. 

FOR THE GOVERNMENT: * Enlarged incentive pie to be shared among 
nembers.* Reduced political pressircs for sl ibsidics,

public sector payrolls and fiscd ([:elicits. * New role in shaping owlimcrship
particilp:ition strmmeturc, iniclucing ESOP.• Expanded private sector prodi mtivi,t add a 

broader base of taxation lioi* risilig illomcs • Added nifluence in helping to bring creditamong workers. for work(rs to the bargainling table. 
* A broader political :.onstitiey iist *aecvSeparation between ownershiip andredistributive taxation and ovcr-nr. -ulatlom imiaraeilnet avoids conflict-of-interest forof business, worker rCpresentatives ' 
Promotes social justice and (h'ino('-n, for * New solices oflrcvenues for supportingal1. Irad itiol I'l union functions. 

FOR TH-E LENDER: 

* More harmonious labor-managimmwmt
relations further enhances security of dcbt 
repayment. 

0 



PART 1-3 

OBJECTIVE TREE FOR
 
THE INTRODUCTION OF
 

EMPLOYEE OWNERSHIP TO EGYPT
 



GOAL: 

AT R140W 

Incpos nd 

[ POST-CONTRACT 

ATCV.Aabtty ESOPsiraiold In 
pm,~o~t onttt Onity~ 

(2) P)OBJECTIVE TREE
FOR THE INTRODUCTION OF

EMPLOYEE O N R HPTO EGYPT 

PURPOSE: 
I~~i CNTRACT_ 

(2) 
ailU os t ATClegall ATC Enployo 
yaw inst disotstoishdmtt. Shot,,,, 
39%bi ATC 010-M~. AssominationESA) 
sh-. an botill zotl~ikhar fg.Ity 

Its boost ES0P.. byltw 

ES.P S t9 
Coovt:". 
ltonot9 Mtt 
Atploy. 

-a 
jnotoflt-t 

____ 

(5) 
tlgqi fmmowok 

tblishd to, 
-iihtol tit, 

ESO9s 

POST-CONTAT____ 
IT)(1 

FuoooN8 EgyptiinESOP 
,yste,,,I.t consuitng and 
pr.blot.o),ng ktvt~ont 
by eniployo" batnkot.0paotty 

ATC 

OUTPUTS (DELIVERABLES):
[ ____II 

Lon p6.8g. tid Aotto,. -kia1,0 ES09 designl
tnd.-oy nwhoog

0 on) osto"W3o 

ATCESOP00 oounpd..V p..itot 
pi-p., establishe d prona. dniflied 

.MlO 1. ATC and ernbo08.. in 

ATCESA65.00 

I_ __ 
ESOP nnaand ESO9 ofinmg
sot.9 and8foiono, 

W0..00 dmt-0ottO 
tonotoprognt. 

__ _IIII 
ESOPI-..o,.I Mtltooology to. 
wottolon am pmj.oolngES0P 

9009005 owJg.lo, 
estab,hd 

ESOPov;-..M 
-­ I~o 

tan'liit,0) 
coinpsed 

__ _ 

G-oeo tno 
oto3ATCES0P 

1~to to 
pinotootoon 9P5 

_ __ 

ATZ -oploy-, 
boooopiog-ot 

__ __ 

Chntg,, 
Egypt-r 

twonoIoto 
ES09s80,0.8 

__ __ 

Syltot fo, 
*nyiv. 

teins 8tgned 

__ _ POST-CONTRACT_ _

IEy-tn Equty Egm E50P sESyt-,
Eo.1-toooCantayr -. sno.too -no U'S550 

*0tsmi. arit 
P,,ootoo 
asalktd 

_ _ 

Eyptla. 
ntgiona ants 

ESOP 
co.-oo 

ESOP 
itostooetmt­

to,55(0 
W'shvton 

slast ATC 
bliao ayaj 
TREOCO 
esatottmnts 

(2)11113 
Ohbt. ott 
laoros, 
oard im, ban 

oo. 
hod~a.GO005d.0 

A_.t Ir 
wtoltto ttt 
Wal0.0 o ESOP 
smeyquotn 

11in111 
) 
E Asoot i 

iitontotftq an 
ATCBoardoilt. 
5509 
.titot,)~tsm 

1111111 
(5) (6) 

Wrot.ESOP So55P 
dotmiitt-0 181)tAoto 
(de.60.00058..2() nanrovo 

. t-ot 
b).s. .3. 

(T)0 
Coodwott,n 
sesionsoofor 
ESOP 
ad.toos 

Eo.P50 
to Mptoyoyt 
rap.yl-ltrno 

ii[____ 
(5 

Eo,.,. 5509 Detog ... pbo,, 
Ooto0.O 
prog-..od tot 
8.oop ESOP 
inatienasin 

I) 
Dtbr-.N 
ot~oo 
AIDWaootgbnm 
CF. ttb. 

(12) 
Dral changes 
Ittnotitnittio. 5010, 
ritte to 
9000tot.ESOPs 
in Egypt 

_____ POST-CONTRACT______ 

(1: ) (151 (16)
S6...0, Codonct 0 .. Draft 
,oord mot potetialESOP poon.tor toI5.E00004 
Egypoto C'pt).eI'l rtoydoyp ESOPC-two. 
ctimorttooopob.ooo U S. ESOJP Wo.. 

anclESOP 

(1TI) 
V anvoOW OP0 

to' 
UISAIDWut 

INPUTS (RESOURCES): 

(2)) 
killanialot Egypt 
0,00800.0,s eototoutfl 

(3) 
Ottorresci~v 
of CFPoto..t 

0(5 
AIDC-. 
moolo 

TRENCO 
'000.1s00a' 



PART 1-4 

INTRODUCTION OF
 
EMPLOYEE OWNERSHIP TO EGYPT:
 

STATEMENT OF OBJECTIVES
 
AND RISK ANALYSIS
 



INIRODLrTION OF 24PLOYEE OWNERSHIP TO EGYPT: 8/25/88 

STATEMENT OF OBJECTIVES 
AND RISIN ANALYSIS 

RESUME 

This paper summarizes the different actions and achievements required

for the establishment of significant employee ownership in the
 
Egyptian economy. This effort must be spearheaded by the successful
 
creation of an Employee Share Ownership Plan (FSOP) at the Alexandria
 
Tire Company (ATC), which is the pilot project.
 

The main risks involved are that there will not be sufficient
 
dividends to pay back the MIC loan and have a certain amount left over
 
for distribution to employees, either (a)because ATC will not
 
generate the expected profit stream, or (b)because the ATC board of
 
directors will adopt a policy of retaining earnings rather than paying

out dividends. For the reasons detailed in Section F, these risks
 
appear minimal.
 

The main assumption which underlies the creation of an ESOP at ATC and
 
the plans for establishment of significant employee ownership in Egypt

is that the GOE will take the affirmative legal decisions detailed in
 
Section F. While GOE responses so far have been positive, the
 
necessary approvals must ultimately be made by the highest GOE 
policy-making levels. 

A. INTRODUCTION 

USAID/Cairo has taken the initiative to introduce employee
 
ownership to Egypt through financial techniques similar to the
 
U.S. ESOP (Bnployee Share Ownership Plan) but adopted to the
 
Egyptian legal framework and social conditions. This effort is
 
spearheaded by the creation of a pilot plant - the Alexandria Tire
 
Company (ATC), which will be the first radial truck tire
 
manufacturing plant in Egypt. ATC is a joint venture of TRENCO
 
(Transport and Engineering Company), presently the sole Egyptian
manufacturer of tires; Pirelli, the Italian tire manufacturer; and
 
various Egyptian banks and insurance companies. The innovation in
 
ATC is that 30.5% of its shares will belong to the employees,
 
organized in an ESOP. 

The ESOP concept is based on the use of capital credit in a
 
leveraged buy-in in favor of the employees. A loan is obtained
 
for investing in a productive enterprise through the purchase of
 
shares. A part of the share dividends is used to reimburse the
 
loan and the rest (after setting aside appropriate reserves) is
 
distributed to the employees. It is calculated that at full
 

/V 



production, ATC employees' dividend income will exceed their wage

income. Inaddition, ATC employees are expected to retire with
 
capital exceeding LE 30,000 each on the average. To increase the
 
income distribution effects, the Egyptian authorities have decided
 
that the 3500 employees of TRENCO (the Imother company" of ATC) will
 
also be entitled to a part of the ATC shares. This will substantially

increase their current income and build a nest egg for their
 
retirement as well.
 

USATD is supporting the ATC ESOP pilot project through:
 

(a)financing a consultant team to help establish the ATC ESOP;
 

(b)approving a loan of LE 42.1 million from the Special Account
 
which will be channeled by the Ministry for International
 
Cooperation (MIC) to the National Investment Bank (NIB) for
 
purchasing 30.5% of the ATC founding shares in favor of the
 
employees.
 

Indications to date have been quite positive, both among GOE
 
decision-makers (who have on the whole been very favorable to the
 
plan), and in the Egyptian productive sectors (where some twenty

companies have already requested the installation of similar
 
employee ownership plans). It is expected that ESOPs can play a
 
significant role in the privatization of Eyptian publicly-owned
 
enterprises, since the option of transferring ownership to a large
 
group of employees has an obvious attraction for the GOE.
 

B. 	STRATEGY FOR THE INTRODUCTION OF EMfPLOYEE ONERSHIP 

The ATC pilot project is intended to be the spearhead of a
 
three-pronged strategy for the establishment of a significant
 
employee-ownership sector in the Egyptian economy. The elements
 
of this strategy are:
 

1. 	Increasing the current income and retirement capital of ATC
 
arid TRENCO employees through their ATC share ownership.
 

2. 	Improving ATC Productivity and profitability, so there will be
 
more dividends for both the employees and the other
 
shareowner s.
 

3. 	Establishing additional ESOPs in Egypt, as well as using the
 
ATC experience as a model for initiating ESOPs in various
 
Middle Eastern and other developing countries.
 



Regarding the second goal (improving productivity and

profitability), research in the U.S. has shown that the
 
installation of ESOPs usually has a positive effect on
productivity (reduced absenteeism, improved labor relations, etc.)

and profitability, and that this positive effect increases with

the percentage of employee ownership. However, the research

proved that the full economic benefits of ESOPs can be reaped only

when the ESOPs are associated with a management philosophy which
 
encourages the formation of employee problem-solving teams to
tackle work-related objectives, such as increasing quality and
 
reducing waste. 
Thus employee motivation to increase
 
profitability, generated by ESOP share ownership, is channeled

towards problems which the employees are best equipped to 
solve --
those related to their immediate work environment.
 

C. 	 PURPOSE-LEVEL OBJECTIVES OF THF 	EGYPT ESOP INITIATIVE
 

The purpose-level objectives necessary to accomplish the above

three goal-level objectives are detailed in the annexed Logical

Framework. In short, these objectives are:
 

1. NIB receives an MIC loan of LE 42.1 M and invests in 30.5% of
 
ATC founding shares on behalf of the employees.


2. 	ATC is legally established.
 
3. The ATC Employee Stockholders' Association is legally


established, with the ESOP as its bylaws.

4. 	The FSOP Steering Committee (with management, employee and


union representatives) is functioning and instructs NIB in
 
voting the shares NIB holds in trust.


5. 	The legal framework necessary for creating other ESOPs in
 
Egypt is established.
 

6. 	A system of employee problem-solving teams is installed at ATC.
7. Egyptian capacity for ESOP consulting and investment banking
 
is created.
 

8. 	Key Egyptians (GOE decision-makers and chairmen of companies

which have or plan to install ESOPs) make a study tour to
 
model ESOPs in the U.S. 

9. 	ESOP conferences held at the Egyptian, Middle Eastern and
 
international levels.
 

Obiectives 1-4 above are the purposes of the present Center for
Privatization (CFP) consulting assignment. 
Objectives 5-9
 
represent further steps in the large-scale introduction of 
employee ownership to Egypt.
 



D. OUITPUTS NECESSARY TO ACCOMPLISH THE PROGRAM PURPOSES 

The Logical Framework shows that the outputs necessary to 
accomplish the above purposes are: 

1. Loan, Pledge and Fiduciary Agreements for the ATC ESOP loan 
prepared.

2. A share valuation methodology, including procedures for 
updating, is established and applied to ATC. 

3. ESOP design specif-cations and an employee participation 
program drafted and embodied in the ATC ESOP bylaws. 

4. ESOP time and seauence schedules prepared.
5. ESOP accounting and allocation manual (including 

administrative forms) prepared.
6. ESOP financial projections and computer model prepared. 
7. A methodology for projecting ESOP repurchase obligations 

established. 
8. ESOP employee manual (with Arabic translation) composed.
9. Generic versions of all ESOP documents prepared for use by 

future ESOPs ("the cookie cutter").
10. ATC employee bonus program (related to ATC performance and 

ESOP goals) designed.
11. Changes in Egyptian legislation to facilitate ESOPs drafted. 
12. A system of employee problem-solving teams designed. 
13. Egyptian ESOP consultants trained on the job.
14. An ESOP implementation manual written for USAID/Washington 

(which has requested such a manual). 

Outputs 1-10 are contractual obligations of the present consulting 
assignment. Outputs 11-15 represenL further steps necessary for 
expanding and capitalizing on the ATC experience. 

E. REQUIRED INPUTS 

The inputs provided by the present technical assistance contract 
(as amended) for accomplishing outputs 1-10 above consist of: 

1. International technical assistants (a total of 96 person-days) 
provided by CFP. 

2. Local legal expertise. 
3. Other support resources of the CFP contract (travel, per diem, 

support staff, etc.) 
4. USAID/Cairo resources (a counterpart, some inter-urban 

transportation, etc. ) 
S. TRENCO resources (maximal involvement of key management, some 

transport). 

"v1 



F. 	 RISKS ASSOCIATED WITH THE PROGRAM FOR ESTABLISHING ESOPS IN EGYPT 

Any 	economic enterprise entails risk, especially when it involves
 
the 	initiation of a new industrial plant, coupled in this case
 
with a new ownership pattern. Although employee ownership has 
shown rapid growth and positive economic results in the U.S., many
 
hurdles regarding legal questions, organizational structures and
 
employee communications must be crossed before it can be firmly
 
established in Egypt.
 

The 	risks which may obstruct achievement of the objectives of the
 
Egypt ESOP program, outlined above, are expressed in the
 
assumptions column of the Logical Framework. The key assumptions
 
are 	listed below, with a short discussion of the probability of
 
validity of each.
 

Assumption 1: ATC achieves the financial targets projected in its
 
feasibility study, generating sufficient dividends for loan
 
repayment on schedule and dividend payments to employees.
 

Comments:
 

1. 	Behind ATC stands the experience of TRENCO (one of the few
 
profit-making government-owned enterprises in Egypt and of 
Pirelli, the world-class tire manufacturer. 

2. 	Pirelli is committed to the project through investment of its
 
own funds, and has the means to help project success through
 
the presence of its long-term technical assistance team, which
 
has managerial responsibilities. Pirelli was actively
 
involved in the project feasibility study.
 

3. 	The main risk is likely to consist of possible delays in
 
factory construction, where many factors are outside ATC
 
control (building contractors, machinery suppliers, etc.).

TRENCO and Pirelli leadership is aware of these problems and
 
determined to keep them under control through tight hands-on
 
management.
 

4. The project has a captive market since it will satisfy only

about 31% of the domestic Egyptian demand for truck and bus
 
tires. It enjoys both (i) natural protection through a
 
low-cost labor force, (ii) technological advantage of the most
 
advanced production processes, and (iii) GOE protection in the
 
form of a 35% duty on imported tires.
 

5. The project has a low break-even point: i1 will be sufficient
 
for ATC to generate only 40% of the projected profits over the
 
loan reimbursement period in order for the ESOP to meet its
 
payment obligations to MIC.
 



Assumption 2: The ATC board of directors will follow a policy of
 
maximum dividend payout (i.e. will finance future expansion mostly
through borrowings rather than through retained earnings). 

Comments:
 

The projections of employee dividend income are based on the ATC
 
feasibility study, which assumes that at least 70% of ATC profits
 
will be distributed to the shareholders. (The remaining 30% will
 
be used for legal reserves, for increasing the ATC working
 
capital, and possibly for additonal dividends). Conceivably, the
 
ATC board of directors would not follow this dividend policy but
 
decide to retain all or most of the earnings. A policy of plowing

all or most of the earnings back into the enterprise would pose a
 
double threat to the SOP: there will be less cash payout to the

ESOP for repurchasing the shares of departing employees, while the 
retained earnings are likely to increase the share value. The
 
ESOP will both be unable to meet its repurchase obligations, and
 
incur the disappointment of employees because of low dividend
 
payouts.
 

While obviously the decisions of the future ATC board cannot be
 
predicted, it should be kept in mind that the ESOP (with 30.5% of
 
ATC shares), TRENCO (with 15%) and Pirelli (with 10%) will have
 
together a majority of over 55% of ATC shares. Being the three
 
active partners, their preponderance on the board is likely to be 
even greater than the above figure indicates. The interest of the
 
ESOP is evidently to secure the maximal dividend payouts

consistent with prudent management. Since TRENCO employees

(including TRENCO management) will be beneficiaries of 40% of the
 
ESOP shares, TRENCO is likely to be equally interested in maximal
 
dividend payout. Pirelli, for its part, can be expected to desire
 
early recuperation of its investment through rapid dividend
 
payout. Thus there appears little likelihood that the ESOP will
 
bc obstructed by a policy of excessive retained earnings.
 

Assumption 3: TRENCO management and Pirelli technical assistance 
will be committed to the concept of employee problem-solving teams. 

Comments:
 

The present TRENCO management has indicated its willingness to try
out the cencept. The realization of this assumption will depend
 
to a large extent on Pirelli's management style (whether it is
 
authoritarian or participative). It should be remembered that
 
employee problem-solving teams, while they can channel the
 
motivation generated by employee ownership to increase
 
productivity and profitability, are not indispensable for
 
establishing successful ESOPs.
 



Assumption 4: GOE continues to support employee ownership and 

approves the legal measures necessary to promote ESOPs.
 

Conents:
 

GOE high-level support, embodied in legal and policy decisions, is 
the sine qua non for success of the Egyptian employee ownership 
program. The main affirmative GOE actions required are: 

1. Approval by MIC of the LE 42.1 million loan to NIB on behalf
 
of the employees.


2. Approval of the ATC status and Joint Venture Agreement by the
 
Investment Authority. 

3. Approval of the ATC Employee Shareholders' Association (whose

bylaws constitute the ATC ESOP) by MIC, the Ministry of
 
Economy and the Ministry for Social Affairs.
 

4. Most important for the long-term, large-scale growth of 
employee ownership in Egypt is for the Council of State to
 
approve the necessary legal dispositions. (These would
 
probably be limited to making certain additions to the
 
Executive Regulations of the Company Law No. 159 of 1981).
 

GOE reactions to employee ownership have so far been positive, as
 
evidenced by the official MIC request to USAID/Cairo to earmark
 
funds for the establishment of ESOPs. The present challenge is to
 
capitalize on this general good will and institutionize the
 
process for delivering the technical assistance.
 

G. THE WORST-CASE SCENARIO 

In the worst case, (a) the Employee Shareholders' Association will 
not be created because of lack of authoritative GOE action, or (b)
 
the Association will default on the loan because of insufficient
 
dividend payouts. In both of these cases, MIC will retain the 
title to 30.5%of ATC shares. Since under Egyptian law a ministry
cannot participate directly in the capital of a company, MIC will 
offer these shares for sale. The shares may be sold to the rest
of the existing shareholders (who, under the Company Law, have the 
right of first refusal) or to other parties. In both cases, the 
result will be the same: ATC will be a mixed-economy company 
without employee share paticipation, of the type which has often 
been established in Egypt, in many cases with donor assistance.
 

DOC# 24461 



PART 1-5 

THE PROCESS FOR INTRODUCING
 
EMPLOYEE OWNERSHIP:
 

THE PRIME MOVER STRATEGY
 



PAFR 1-6 

STRATEGY FOR EMPLOYEE PARTICIPATION 



PART I-1 

OVERVIEW OF THE ESOP TRANSACTION 



PART 11-2
 

DIAGRAMS: 
THE ATC ESOP TRANSACTION 



___ 

-------------------------------------------------------------------------------------------------------------------------------------------------
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STAGE 1: 

TEMPORARY BORROWER BUYS

FOUNDING SHARES IN NEW COMPANY
 

FOR EMPLOYEES
 

MIC 1 Ministry for International 
Cooperation (MIC) loans LE 42.1 MIII III to National Investment Bank of 
Egypt (NIB) as Temporary Borrower 
and ESOP Fiduciary for employees. 

2 NIB signs agreement to repay loan out
2) 5 of future dividends (no cash inputs or 

guarantees by employees). 

3 NIB invests loan proceeds in 30.5% 
of Alexandria Tire Company (ATC) 

AT founding shares. 
NIB 4 ATC transfers 30.5% of its shares 

_to NIB. 

5 NIB pledges shares to MIC as loan 
collateral (NIB retains share 
certificates as escrow agent for MIC). 



STAGE 2:
 

ALEXANDRIA TIRE COMPANY
 
FORMS ESOP 

A' 

5 

6 
4 	 .M M 

. ...... 

1 Alexandria Tire Company

(ATC) Founders' Committee
 
establishes Temporary ESOP
 
Steering Committee which includes 
emp!oyee representatives. 

2 Temporary Steering Committee 
studies and approves Employee
Shareholders' Association, with the
ESOP as its bylaws. 

3 Ministry of Social Affairs approves 

ESA as a legal entity. 

4 IN!B 'ransfers title of purchased shares 
to ESA, which becomes Permanent 
Borrower (NIB retains share 
certificates as loan collateral) 

5 	 ESA sets up accounts for all qualified
employees of ATC and TRENCO 

6 ATC employees vote for permanent
Governing Committee to represent
them on ESA and monitor their ESOP 
accounts. TRENCO employees vote
for a separate Governing Committee. 



STAGE 3: 

COMPANY USES PROFITS FOR
 
REPAYING BUYOUT LOAN AND
 

DISTRIBUTING EMPLOYEE DIVIDENDS
 

MIC 
1 	Company pays 30.5% of 

dividends to ESA (non-taxable). 

U....2
.A ESA (through NIB) 	pays
MIC annual principal 

3and interest due on loan. 

3 Shares released to ESA 
upon complete repayment

i_ _.__ _ ,of loan. 

4 	Share equivalents allocated 
annually to ESOP accounts 
of participants (non-taxable). 

-0- ,5 	 Distribution of monthly and 
annual cash dividends, 
ifavailable. 



STAGE 4: 

DISTRIBUTION OF VESTED SHARES
 
UPON RETIREMENT OR TERMINATION
 

1 Distribution to each employee, 
upon termination, of the
appraised maket value of 
his/her shares. 

L2 Shares remain inthe ESOP 
L Efor re-allocation among the 

remaing employees. 
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DIAGRAM:
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ROLES OF THE VARIOUS ACTORS
 
IN THE ESOP TRANSACTION
 

OF THE ALEXANDRIA TIRE COMPANY
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DETAILED PROJECT DESCRIPTION
 
OF THE ATC ESOP
 



FX LE LE TOTAL
 
($000) (LE 000) (LE 000)
 

Debt
 
Italian Government 59,000 136,000
 
Foreign Supplier Credit 10,000 23,000
 
European Investment Bank 25,000 48,000
 

Subtotal (,4,000 207,000
 

2qui ty
 
TRENCO 20,000 20,000
 
Pirelli 6,500 14,000
 
Other Investors 3,500 56,000 64,000
 
Employees Stock Ownership 40,000 40,000
 

Subtotal 10,000 116,000 138,000
 

Total Capitalization 104,000 116,000 345,000
 

Equity financing will result in the following ownership distribution:
 

TRENCO 15.0
 
Pirelli 
 10.0
 
National Bank of Fgypt 5.0
 
Development Industrial Bank 2.5
 
Arab Investment Bank 2.5
 
Suez Canal Bank 5.0
 
Gulf Arab Investment Bank 2.5
 
Cairo Bank 2.5
 
Alexandria Bank 5.0
 
El Shark Insurance Company 5.0
 
Egyptian Reinusrance Company 5.0
 
Alexandria Maritime Bank 5.0
 
European Investment Bank 4.5
 
Employees 30.5
 

TOTAL 100%
 

Total project costs are distributed as follows:
 

FX LE LE TOTAL
 
($000) (LE 000) (LE 000)
 

Land 6,000 6,000
 
Civil Works 29,000 29,000

Equipment 72,550 36,480 193,914 
Moulds 3,025 340 6,904 
Engineering 12,500 - 27,125 
Vehicles - 1,400 I,400
Contingency 10,000 7,000 28,700

Total Fixed Assets 988075 293,0
 

Preoperating Expenses 1,000 8,000 10,170
 
Interest During Construction 8,908 13,989 33,318
 
Working Capital 2,704 2,796 8,664


Total Project Costs I11U87 103T70 34TT3
 



The LE 42,100,000 planned to be loaned to the ATC-ESOP would be taken
from jointly-owned funds in the Special Account for the purpose of
 
purchasing equity stock in the Alexandria Tire Company. These funds

will be administered by the National Investment Bank of Egypt (NIB).

NIB will represent ATC-0SOP and function as the purchaser of the stock 
and will hold the shares in trust for ATC-ESOP. This service will be
 
performed for a fee of one-tenth of one percent (0.1%) of the total

loan, or forty thousand Egyptian pounds (LE 40,000). NIB will use
 
earned stock dividends to repay the loan. Once the Employee
Shareholders Association is legally established, the NIB will cede to
 
it the legal title to the employee shares. NIB will continue to hold
 
the shares as collateral for the loan (acting as escrow agent for MIC)

until the loan is repaid.
 

As the loan is repaid, each employee will acquire beneficiary rights

in a number of shares, proportionate to his/her salary. Of the
 
dividends on the employees block of shares, a part will be used to pay

back the loan, a part will be held as reserve to repurchase each
 
employee's right to the stock at the time of retirement, and the rest
 
will be distributed to the employees in cash as dividends.
 

The GOE has expressed a concern that allocating 30% of ATC stock to
 
ATC's 750 employees only, will give these employees a disproportionate

privilege of ownership, with other industrial workers. To respond to
 
this concern, and to further spread the benefits of ownership, it is
 
proposed to allot 60% of the employees' stock to ATC's 750 employees,

and the remaining 40% to the 3500 employees of the parent company,

TRENCO. This will establish a first step in the direction of
 
privatizing RENCO.
 

The value of the stock will be determined by the Alexandria Tire

Company Board 	of Directors and will be the same value as all other
 
canmon stock offered to the buying public. 

C. Implementation Schedule
 
Year 1 Year 2 
 Year 3 	 Year
 
123456789101112 123456789101112 
 123456789101112 12345
 

1. Engineering: Civil
 
Detailed 

2. Construction
 
3. 	 Equipment: Ordering 

)elivery 
4. Erection and
 

Commissioning: General
 
Production Machinery 

5. Technical Documentation
 
Delivery
 

6. Training at Pirelli 
7. Start-up 
8. Production
 
9. Continuous 	Technical
 

Assistance from
 
Pirelli for 10 yrs
 
from start
 
of production
 



D. Relevant Experience of the Implementing Agencies 

TRENCO was founded in 1946 as a general engineering company. In 1956, 
it began the manufacture of tires and is today the only tire
 
manufacturing facility in Fgypt. Itcurrently produces 1.1 million
 
tires per year, of which 280,000 are truck tires. In 1984, TRENCO
 
entered into a licensing agreement with Dunlop Tires to produce
 
automotive radial tires. It is now producing 150,000 autanotive
 
radials per year. Thus T'ENCO has a proven record of tire production
 
and has demonstrated its financial and technical competence over its
 
forty-two year history.
 

Pirelli was foi,nded in 1923 and has a world-wide network of tire
 
producing and distribtuting facilities either wholly owned or in
 
joint-ventures. The company produces tires for all automotive markets
 
and possesses patents on special manufacturing technology for several
 
tire production processes. The steel belted truck tire production
 
process for the size and type mentioned earlier in this paper is one 
such patent. Pirelli has entered into 37 joint ventures and has
 
granted 51 licenses to manufacture its products. Thus Pirelli has a
 
proven record of profitability and world-wide operational experience.
 

The NIB was founded in 1958, and now has assets of over LE
 
31,000,000. NIB offers a full range of banking services and has an
 
active trust administration division. Thus NIB has the demonstrated
 
capacity to administer the trust described earlier in this paper.
 

E. Expected Outcomes
 

The project is expected to begin production of tires at the end of
 
project year three. It is expected to reach design capacity, 350,000
 
truck tires per year, by the end of project year five. During this
 
time, 750 new jobs will have been created, and ATC expects to capture
 
31% of the current and projected future dcmestic truck tire market. 
(Current demand is 1,000,000 tires per year and is projected to grow
 
at 8% per year.) The project is expected to produce net earnings of 
LE 37,600,000 on net sales of LE 196,600,000 by the year 1993. 
Overall internal rate of return for the project, from inception to 
1999, is expected to be 16.9%.
 

III. Summary Analyses 

A project feasibility study entitled "Feasibility Study of a new
 
Radial All Steel Truck Tire Factory in Egypt" is attached as annex 
one. The feasibility study resulted in the following summary findings:
 

A. Financial Feasibility
 

Egypt's current denand for truck tires is 1.0 million per year. From 
1975 to 1985 demand grew by 20% per year and is projected to continue
 
to grow at approximate]y 8% per year during the decade 1985 to 1995.
 



Approximately 40% of the demand is supplied by dcmestic production,
and IRENCO is the only domestic producer. However, 7RENCO does not 
have the knowledge or capacity to produce steel belted radial truck

tires in the sizes specified below in the summary of the technical 
feasibility findings of the study. Pirelli has the technical
 
knowledge to produce theze tires and is willing to enter into a joint

venture with TRENCO to share the knowledge and produce the tires. 

B. Technical Feasibility
 

Pirelli will provide the technical knowledge to produce four types of
 
truck tires in the following quantities:
 

SIZE 
 UNITS
 

1. 10.OOR 20 30,000 
2. 11.000 20 30,000

3. 12.OOR 20 260,000

4. 12.00R 24 30,000 

All machines, moulding equipment, moulds and engineering to plan and
 
install the equipment will be provided by Pirelli. Pirelli will also
 
enter into a technical assistance agreement to assist in production at
 
the plant for ten years following ccrnissioning. TRENCO will provide

the plant site, the engineering and civil works necessary to construct
 
the buildings to house the equipment, the power supply and connections 
and ipproximately 26,500 metric tons of raw materials per year. 
The
 
raw materials consist s f items that TRENCO currently uses in its 
production process or ones 
to which it has ready access.
 

C. Environmental Analysis 

The feasibility study did not perform an environmental analysis of the

proposed project. However, based on the environmental analysis of a
 
previous AID project designed to assist TRENCO (Industrial Production
 
Project), the review of the new project's feasibility study and an
 
inspection of the proposed site for the new project, the Mission
 
Environmental Officer has made a determination that this project will
 
have no negative environmental impact.
 

IV. Monitoring and Reporting 

NIB, acting as ATC-FSOP fiduciary and administrator for the loan, will
 
.monitor project progress and will make annual reports to MIC on the
 
progress of the project. The reports will indicate progress toward
 
the achievement of project goals and identify significant problems.

The reports will also provide summary financial statements concerning

loan repayment transactions and purchase and distribution of ATC stock
 
to ATC-IEOP.
 

These reports, as well as all project financial records, will be kept
in the possession of NIB during project implementation and for a
 
period of three years following project completion. The records will
 
e available for inspection by MIC or AID at any time during the above
 

mentioned period. 



COMPARISON OF OFFERS
 

($US millions)
 
Pirelli 	 Goodrich
 

KNOW-HOW 	 2.0 
 5.0
 
Basic Engineering 4.5 included
 
Detailed Engineering included 4.5
 
Eauipment Procurement 3.0
 
Cons truction Management
 
and Training 6.2 
 4.1
 

Total 12.7 
 16.6
 

TECHNICAL ASSISTANCE/year 1.9 2.2
 
Cost of Imported Equipment:
 

From Pirelli 	 35.5 
 72.7 
Tendered on market 43.0
 
Tendering Services 1.9
 

Total 7 .
 

FINANCING 	 $59 million loan
 
(41% at 1.5% for
 
20 years with 10 No
 
years grace, and Financial
 
59% at 7% for 10 Support
 
years with 3 years
 
grace, by Italian
 
Government)
 

TfCHNICAL EXPERIENCE 	 Plants in Italy, Sold plants
in steel belted radial Germany, England, Oklahoma and
 
truck tires. Spain, and Brazil. Miami but would
 

provide technical
 
Assistance.
 

TOTAL COST OF PLANT 

COMPARISONS 	 $159 million* $180 million
 

General Tire - Turn key proposal - $186 million. 

Dunlop U.K. - Plants were sold before proposal was finalized. 

* as of September 1987. Conversion rate of LE2.17 = $1. 



INDIVIDUAL E(QUIIMENT PRICE CCMPARISONS 

Pirelli 

Steel Cord Cutting Equipment 748,870 

6" Cold Feed Extruder 
9" Hot Feed Extruder 

2,121,980 
1,847,200 

Pirelli 

8" Extruder 4,657,124 
4-6" Extruder 5,097,697 
9 Tire Building Machines 31,152,430 
Steel Cord Calendering Line 6,922,759 

(LE) 

Goodrich 

726,300 
1,903,400 (1,523,400 '82 price + 
2,071,000 5% inflation/year) 

Mitsubishi Farrell CoicerioErcole 

7,016,132 
7,428,695 

34,609,131 

4,456,000 
5,385,000 

8,083,521 



TERMS OF REFERENCE
 

BORROWER: Alexandria Tire Company 
RENCO/Pirelli joint venture (new company) 

DESCRIPTION: 	Truck tire manufacturing
 

CONTACT: 	 M. Fathy El Feky, Chairman 
Transport & Engineering Co. 
P. 0. Box 668 Smouha 
Alexandria, 	Tel: Cairo 753 649, Alex 420-0427, 420-6295
 

STATUS: 	 Feasibility study complete and approved by RENCO and
 

Pirelli. Needs approval by GOE and USAID.
 

OWNERSHIP: 
 Percent
 

IRENCO 	 15.0
 
Pirelli 	 10.0
 
National Bank of Egypt 5.0 
Development Industrial Bank 2.5 
Arab Investment Bank 2.5 
Suez Canal Bank 5.0 
Gulf Arab Investment Bank 2.5 
Cairo Bank 2.5 
Alexandria Bank 5.0 
El Shark Insurance Company 5.0 
Egyptian Reinusrance Company 5.0
 
Alexandria Maritime Bank 5.0
 
European Investment Bank 4.5 
Employees 30.5 

TOTAL 100% 

EQUITY (40%): (million) $ LE LE Total 

.RENCO 20 20 
Pirelli 6.5 14 
Other Investors 3.5 56 64 
Employees (ESOP) 40 40 

Subtotal $10 LEll6 LE138 

DEBT (60%): Italian Government 59 136 
Supplier Credit 
European Investment Bank 

10 
25ECUS 

23 
48 

Subtotal $94 LIE 07 

TOTAL CAPITALIZATION (100%): $104 LE116 LE345 



MARKET SHARE: 

% Year 1 Year 6 Year 10
 

TRENCO 27% 
 35% 

Joint Venture 
 0% 31% 

Imports 73% 34% 

PRODUCTION CAPACITY: 350,000 truck tires per year. 

JOBS CREATED: 610 (first year of production)
 

IMPLE4ENTATION SCHEDULE: 3 years from start to production. 

USE OF PROCEEDS: 

Foreign Local 
($,000) (LE,000) 

Land 6,000 
Civil works = 29,000

Equipment 72,550 36,480 
Molds 3,025 340 
Engineering 12,500 -
Vehicles - 1,400 
Contingency 10)000 7,000 

Total Fixed Assets 98,075 80,229 

Preoperating Expenses 1,000 8,000 
Interest During Construction 8,908 13,989 

Total Other Costs 9,908 21,989 


Working Capital 2,704 2P796 

Total Project Cost 110,687 105,005 

FINANCIAL PROJECTIONS: 

YEAR 

1 2 3 4 5 6 7 8 

Sales 
Income 
Cash 

38.5 
6.2 

48.6 

115.6 
24.6 
32.5 

192.6 
41.9 
65.7 

196.6 
45.4 
74.2 

196.6 
45.4 
79.2 

196.6 
46.7 
82.5 

196.6 
56.0 
87.6 

196.6 
56.1 
91.5 

Net In 2.6 8.9 29.2 37 6 42.6 47.4 61.7 65.7 

Internal Rate of Return 


33%
 
29%
 
38% 

Total
 
(LE,000)
 

6,000 
29,000
 

193,914
 
6,904
 

27,125
 
1,400
 

28,500 

293,043
 

10,170
 
33,318
 

43,488
 

8,664 

345,195
 

9 10
 

196.6 -196.6 
56.1 56.1 
96.1. 100., 

70.2 74.4, 

17%
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PART 11-6
 

ATC LOAN AGREEMENT
 



LOAN AGREEMENT 	 7 Nov. 1988
 

This Loan Agreement is made the _ day of , 1988 by and
 
between:
 

The Lender: 	 The Ministry of International Cooperation of the
 
Arab Republic of Egypt ("MIC").
 

and
 

The Borrower: 	 The National Investment Bank of Egypt ("NIB"),

acting as the Fiduciary and, subsequently upon its
 
creation, the Alexandria Tire Company Employee

Shareholders' Association to be formed by the
 
Employees of Alexandria Tire Company S.A.E.
 

ARTICLE 1: 	 DEFINITIONS
 

1.1 "Borrower" means the National Investment Bank of the Arab
 
Republic of Egypt, as Fiduciary, and subsequently the Alexandria
 
Tire Company Employee Shareholders' Association, upon the
 
assumption of its rights and obligations under this Loan
 
Agreement.
 

1.2 "Lender" means the Ministry of International Cooperation

(MIC) of the Arab Republic of Egypt, and its successors and
 
assigns.
 

1.3 "Loan" means the aggregate Plincipal amount of funds which
 
the Lender has agreed to make available to the Borrower pursuant
 
to Article 5 hereof.
 

1.4 "Original Disbursement" means the first disbursement of the
 
Loan from the Lender to the Borrower.
 

1.5 "Fiduciary" means the National Investment Bank of the Arab
 
Republic of Egypt (NIB), 
which shall act hereunder as an interim
 
borrower until the Employee Shareholders' Association assumes its
 
rights and obligations .ereunder, as administrator of the ESOP as
 
specified in the ESOP Fiduciary Agreement, and i.n such other
 
capacities in corinection wilt.h this Agreement, the Pledge

Agreement, the ESOP Fiduciary Agreement and other aspects of 
this
 
transaction as 	is specified in such Agreements.
 

1.6 "Company" 	means the Alexandria Tire Company S.A.E., 
a
 
manufacturing enterprise organized within the 
framework of Law
 
No. 43 of 1974 as amended by Law No. 32 of 1977, under a joint

venture agreement between the Transport and Engineering Company

S.A.E. ("TRENCC"), an Egyptian public sector Joint-stock company

with main offices 
In Alexandria, 	Egypt; the Pirelli Coordinamento
 
Pneumatici S.p.A., 
a joint stock company with main offices in
 
Milan, Italy; and other investors.
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1.7 "Company Shares" means 
the shares of capital stock of the
 
Company purchased with the proceeds of 
the Loan.
 

1.8 "Founders Committee" means 
the Egyptian founders of the
 
company acting as a 
body which has legal standing to act on
 
behalf of 
the Company before its establishment.
 

1.9 "Employees" means all persons receiving salaries or wages

from the Company or from TRENCO, who meet certain minimum and
 
non-discriminatory eligibility standards specified 
in the ESOP.
 

1.10 "Employer" means 
the Company or TRENCO regarding their
 
respective Employees.
 

1.11 "ESOP" means an 
employee share ownership plan which is

established by the Employees and approved by the Employer, which
 
serves as bylaws of
the the Employee Shareholders' Association,

and which is designed to enable all qualifying Employees to

acquire a beneficial ownership interest in the Company's share

capital and participate as Company shareholders in the manner
 
specified in the ESOP.
 

1.12 "Employee Shareholders' Association" means the Alexandria

Tire Company Employee Shareholders' Association, the 
legal entity

to be established by the Employees and approved by the Employer

which shall, upon its creation, assume the 
rights and obligations
 
as the Borrower hereunder and which shall acquire and hold Com­pany Shares for the benefit of all 
Company and TRENCO Employees

and their beneficiaries covered by the ESOP.
 

1.13 "ESOP Governing Committees" means the permanent bodies, each

of which will establish policies and supervise administration of
all sub-accounts of the Employees represented by such Governing

Committee within the 
ESOP Account. A six-member ESOP Governing

Committee will represent Company Employees and 
a separate four­
member Governing Committee will 
represent TRENCO Employees. Each

of said Governing Committees shall independently direct the

Fiduciary in the handling of ESOP assets of 
the Employees re­
presented by that ESOP Governing Committee. Both ESOP Governing

Committees, one-half of 
whose members shall be management re­
presentatives and the other 
half elected representatives of all
Employees of the company concerned, shall together the
serve as

board of directors of 
the Em|pluytle Shareholders' Association.
 

1..4 "ESOP Steering Committee" means the temporary committee
 
established by the Founders Committee and approved by the Lender,

consisting of the members listed Annex A (attached hereto),
in 

which is responsible for designing the ESOP 
so that it qualifies

as a legally constituted program under Egyptian law, and which
 
directs the Fiduciary under the ES'-P 
Fiduciary Agreement until

such time as the Company becomes 
oi-erational and 
the ESOP Govern­
ing Committees are established.
 

1.15 "ESOP Account" means a depository account, consisting of 
a

Company Shares Account and an 
Other Investments Account, main­



tained by the Fiduciary under 
the ESOP Fiduciary Agreement for
 
the purpose of implementing and the recording the 
interests of
 
participants in the ESOP.
 

1.16 "ESOP Fiduciary Argreement" means the agreement entered into
 
between the Fiduciary and the 
Company and ratified by the
 
Employee Shareholders' Association after it 
is formed, which
 
defines the duties, rights, 
powers and limitations of the
 
Fiduciary acting as reprEsentative of the interests of 
the
 
Employee Shareholders' Association until 
the creation of such

association and in administering the ESOP Account and 
in handling

all loans and other financial transactions involving ESOP assets.
 

1.17 "Pledge Agreement" means the agreement between the Lender
 
and the Borrower, dated the date 
hereof, which becomes effective
 
as soon as the Company is formed and issues 
its initial founding

shares, under which shares of 
the Company are held in a Pledged

Collateral Account as collateral 
for the Loan.
 

1.18 "Pledged Shares" 
means shares of the Company which are
 
acquired with the proceeds of the Loan and 
pledged to the Lender
 
by the Borrower under the 
Pledge Agreement.
 

1.19 "Pledged Collateral" 
means (1) the Pledged Shares and
 
certificates representing such Shares 
(whether temporary or per­
manent), (ii) 
 all property, including dividends which 
are paid or
 
payable other than 
in cash, (iii) all voluntary cash contribu­
tions by participating Employees, the 
Company or TRENCO which are
 
specifically made and designated 
for repayment of the Loan, (iv)

cash dividends paid or payable on Pledged Shares in an amount 
not
 
exceeding payments on current and 
accrued Principal and interest
 
thcreon, and (v) all earnings 
on such property, contributions or
 
dividends.
 

1.20 "Pledged Collateral Account" 
means the account maintained by

the Escrow Agent on behalf of the 
Lender for holding Pledged

Shares and other Pledged Collateral as collateral on the Loan,
 
subject to their release as 
the conditions specified in the
 
Pledge Agreement are fulfilled.
 

1.21 "Prinipal" means the aggregate principal amount of 
the Loan
 
outstandin 
 and owed at aniy time under the Loan Agreement.
 

1.22 "Proj :t" means the establishment and operation of the
 
Alexandria Fire Company S.A.E. as 
set forth in Annex B.
 

1.23 "Escr 
w Agent" means the National Investment Bank of the
 
Arab Repub ic of Egypt (NIB) acting in its role on behalf of the
Lender as custodian of (i) an escrow account into which MIC shall
 
deposit th( funds for 
the Loan to the Borrower hereunder and (ii)

the Pledge( Collateral Account.
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ARTICLE 2: 
 THE PROJECT
 

The Project consists of construction and operation of
steel radial an all­truck tire manufacturing plant at 
near Alexandria, Egypt. 
a site at Ameriya


The Project will be 
implemented under 
a
joint venture arrangement between the

Company S.A.E. 

Transport and Engineering
(TRENCO), 
the Pirelli Coordinamento Pneumatici
S.p.A., 
of Italy (PIRELLI), 
and ot'her investors. 
 As one of the
financial components of 
the project:, 
the Lender herein agrees to
loan forty two million one 
hundred thousand Egyptian pounds
42,100,000) to (LE
the Borrower. 
Details concerning the Project are
set forth 
in Annex B, Project Description, attached hereto.
 

ARTICLE 3: 
 SUMMARY OF 
THE TRANSACTION
 

The Lender has agreed to make this 
Loan hereunder to 
the Borrower
for the purpose of purchasing, 
for the benefit of 
the Employees,
four hundred twenty-one thousand 
(421,000) shares of capital
stock (constituting 30.5% 
of the initial equity) of
at a the Company
par value of one 
hundred Egyptian pounds 
(LE 100) per share.
Sixty percent (60%) of 
such shares (252,600 shares)
allotted for the will be
benefit of 
the Employees of 
the Company.
Board of Directors of If the

TRENCO and 
the ESOP Governing Committee
representing TRENCO Employees adhere 
to the ESOP by appropriate
resolutions adopted within 
five (5) years of the date of this
Loan Agreement, the remaining forty percent 
(40%) of such shares
(168,400 shares) will 
be allotted for 
the benefit of
ployees of TRENCO. the Em-
If 
no such adherence takes place, all shares
will be allotted for 
the benefit of 
the Company's Employees.
Since the Employees will 
hold only a beneficial 
interest 
in the
Company's shares, each Employee will receive share-equivalents
which will be allocated to 
his or her personal ESOP account
accordance with the 

in
 
terms and conditions of the ESOP.
 

Whenever the Company declares cash dividends its capital
stock, it 
on


will pay an amount equal 
to 
thirty and one-half percent
(30.5%) of 
the total amount 
of such dividends 
to the ESOP
Account. 
 The Fiduciary will 
first use these 
monies
fees to pay itself
it is owed for 
its services and the 
remainder to
Principal of and pay the
interest 
on the Loan in accordance with the Loan
repayment schedule 
in Article 
5.3. Any monies remaining in the
ESOP Account after the 
foregoing payments shall be 
paid out by
the Fiduciary as determined by the 
ESOP Governing Comrittees.
These Committees will 
be guided by the 
principle that
of (i) a part
such remaining monies will 
be paid out to 
the Employees;
(il) a 
part will be held in reserve 

and (Iii) a part will 

for future Loan repayments;

be held in reserve


under the ESOP to 
to meet the obligation


repurchase share-equivalents from Employees.
 

The Fiduciary will 
act as an 
interim borrower under 
this Loan
Agreement, with all 
the rights and obligations of the
hereunder, until such Borrower

rights and obligations can 
be assumed by the
Employee Shareholders' Association 
upon its creation. Under the
ESOP Fiducary Agreement, the Fiduciary will also have
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responsibilities to administer the ESOP 
on behalf of the Employee
Shareholders' Association, when such Association is created. 
 in
addition, NIB, the 
Fiduciary, will act as an 
escrow agent for the
Lender 
(1) to hold the Loan proceeds until 
they can be disbursed
to purchase the Company's initial capital stock; 
(11) to take
custody over 
the Pledged Collateral Account which shall contain
the collateral for the Loan; and (i1) generally to administer
the Loan for the Lender. As specified herein, in the ESOP
Fiduciary Agreement and the Pledge Agreement, NIB shall receive a
fee for its services rendered 
in connection with this transaction

from funds deposited in the ESOP Account.
 

ARTICLE 4: 
 TERMS OF THE LOAN AGREEMENT
 

4.1: AGREEMENT OF THE LENDER
 

The Lender agrees to 
provide the Loan to the Borrower under the
terms specified in Article 5 of 
this Loan Agreement. The Lender
acknowledges and agrees that the Employee Shareholders'
Association will automatically assume 
the rights and obligations
under this Loan Agreement when it it established and delivers to
the Lender the 
following documents, 
in form and substance
 
satisfactory to 
the Lender:
 

(a) a certified copy of a resolution of the board of directors
of such Association approving 
its assumption of all rights and
obligations under this Loan Agreement, 
the Pledge Agreement, the
ESOP Fiduciary Agreement, and all other documents related to 
this
 
transaction;
 

(b) a certified copy of 
the deed of incorporation and the bylaws
(includ'ng the ESOP) of such Association;
 

(c) 
a statement containing the name(s) and specimen signature(s)
of the person(s) authorized to sign documents behalf of such
on 

Asscciation;
 

(d) a favorable legal opinion of 
counsel to the employee
Shareholders' Association stating that such Association has been
duly organized under the laws 
of the Arab Republic of Egypt; that
it Is authorized under 
its corporate rules to act as 
Borrower to
enter into the agreements to which it is 
a party, and otherwise to
take part in this transaction as described in Article 3 hereof;
that no other approvals other 
than those that have already been
obtained are necessary; 
and that the agreeinients to which it is a
party upon their assumption, are the 
legal. valid, binding and
enforceable obligations 
of the Employee Shc.reholders' Association

in accordance with theii 
respective terms; and
 

(e) such other documents as 
the Lender may reasonably request.
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4.2: AGREEMENT OF THE BORROWER
 

The Borrower agrees:
 

(a) to 
repay the Loan under the tcrms specified in Article 5 of

this Loan Agreement, extent
to the That the Company deposits into
the ESOP Account sufficient monies in the 
form of dividends and

voluntary Company and Employee 
contributions as specified In 
the
 
ESOP; and
 

(b) 
 to pledge to the Lender under a 
separate Pledge Agreement,
 
as collateral for 
the Loan, all capital stock of 
the Company

acquired with the Loan proceeds, which shares shall be 
released
 
from such pledge as specified in the Pledge Agreement.
 

ARTICLE 5: TERMS OF THE LOAN
 

To finance the Egyptian pound costs 
of the purchase of capital

stock of the Company in order to establish an 
ESOP, the Lender
 
agrees to 
provide to the Borrower, under the terms 
of this Loan

Agreement, an amount not 
to exceed forty-two million one 
hundred
 
thousand Egyptian pounds (LE 42,100,000).
 

5.1: INTEREST
 

The Borrower will pay the Lender a 
sum of four million two

hundred ten thousand Egyptian pounds 
(LE 4,210,000) as interest
 
on the Principal for 
the entire Loan period, as specified in

Article 5.3. If less than forty-two million one hundred thousand

Egyptian pounds (LE 42,100,000) are disbursed under this

Agreement, then interest shall be 
re-calculated appropriately

based on ten percent (10%) of the cumulative sum actually

disbursed. The 
first payment of interest will be 
due and payable

on the date which is six (6) years after the date of 
the Original

Disbursement, unless adjusted 
in accordance with this Article and
 
Article 5.3.
 

5.2: PRINCIPAL
 

Subject to the default provisions of Article 8(b), which allow
 
two (2) extra years for repayment if the Loan has not been paid

in full 
by the last day of year 16, the Borrower will repay the

Principal and interest 
thereon within sixteen (16) years from the
date of 
the Original Disbursement, 
in annual installments
 
according to the schedule set: forth in Article 
5.3.
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---------------------------------

5.3! LOAN REPAYMENT SCHEDULE
 

Payments, LE millions
 
---- Principal


Year Payment Interest 
 Principal Total Outstanding 
-1-- raeed------------ ---------------- .----------

1 Grace period 0 0 10.50 

2 Grace period 0 0 
 0 31.5
 
3 Grace period 0 0 
 0 42.1
 
4 Grace period 0 0 0 42.1
 
5 Grace period 0 0 0 42.1
 
6 Grace period 0 0 
 0 42.1
 
7 Interest+principal 0,42 4.2 
 4.62 37.9
 
8 Interest+principal 0.42 
 4.2 4.62 33.7
 
9 Interest+principal 0.42 4.2 
 4.62 29.5
 

10 Interest+princiLpal 0.42 
 4.2 4.62 25.3
 
11 Interest+principal 0.42 4.2 
 4.62 21.1
 
12 Interest+principal 0.42 
 4.2 4.62 16.9
 
13 Interest+principal 0.42 4.2 4.62 12.7
 
14 Interest+princinal 0.42 
 4.2 4.62 8.5
 
15 Interest+principal 0.42 
 4.2 4.62 4.3
16 Interest+principal 0.43 4.3 
 4.73 0.0
 

Total 
 4.21 42.1 
 46.31
 

It is specifically agreed between the 
parties that if the
 
dividends paid by the Company on the 
Pledged Shares and deposited

in the ESOP Account are sufficient to 
make full annual Principal

and interest payments thereon before 
the end of the grace period,

such payment shall be 
made and the grace period will be shortened
 
correspondingly.
 

The Borrower shall make or cause to be made, 
on an annual basis,
 
payments of interest and Principal to the deposit account
 
specified by the Lender, 
not later than thirty (30) days

following the annual date 
on which the Company pays a cash
 
dividend on the Pledged Shares or by the 
 day of of
 
each year, whichever is later. 
 If such day falls on a holiday or
 
on a day on which banks are 
closed, then such payment will be
 
made on the first succeeding day on 
which banks are open.
 

5.4: PREPAYMENT
 
The Borrower may prepay any scheduled payments without
 

penalty.
 

ARTICLE 6: DISBURSEMENT
 

6.1: METHOD OF DISBURSEMENT
 

The Loan will constitute a credit line 
upon which the Borrower
 
will be able to draw to purchase shares 
of stock of the Company
 
as contemplated 
in Annex B hereto.
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6.2: REQUIREMENTS PRECEDENT
 

(a) Requirements Precedent 
to Original Disbursement. The
obligation of 
the Lend2r 
to make its Original Disbursement of the
Loan shall commence when 
the Lender shall have received on or
before the date of such disbursement, the following, 
in form and

substance satisfactory to the Tiender:
 

(i) A draft copy of 
the deed of incorporatlon and 
the statutes
 
of ATC, as submitted to the Investment Authority;
 

(ii) A certified 
copy of all documents which evidence necessary

corporate action authorizing NIB as Fiduciary to execute

the Loan Agreement, Pledge Agreement and ESOP Fiduciary

Agreement and all 
other documents required 
to be delivered
 
in connection with this transaction;
 

(iii) A statement from an authorized officer of NIB 
indicating

the name and specimen signature of the officer of NIB who
 
is authorized 
to sign the Loan Agreement, the Pledge

Agreement, the 
ESOP Fiduciary Agreement and all other docu­
ments 
required to be delivered in connection with this
 
transaction;
 

(iv) A favorable legal opinion 
from counsel to 
NIB to the effect
 
that NIB is authorized to 
enter into this transacti.on,
 
that the Loan, Pledge, and ESOP Fiduciary Agreements and
 
any other agreements to which NIB may be 
a party to in
connection with this transaction are legal, valid and
 
binding and enforceable against the 
Borrower in accordance
 
with their terms;
 

(v) A favorable legal opinion from counsel to 
the Founders
 
Committee to 
the effect that the transaction as con­templated in Article 3 hereof and 
In the Fiduciary Agree­
ment is permissable under Egyptian law and 
that all agree­
ments to the transaction are enforceable under Egyptian

law, identifying therein potential legal impediments 
to

enforceability of s-ich agreements and specifying the
 
approach for resolving them;
 

(vi) A certified copy of 
the ESOP Fiduciary Agreement between
 
the NIB and the 
Founders Committee of the Company;
 

(vii) The Pledge Agreement, duly executed by the Borrower, 
the
 
temporary certificates representing the Shares of 
the

Company which are 
being pledged under the Pledge Agreement

and evidence that all 
other r-ctions necessary to protect

the Lender's interest in the 
Pledged Shares created by

the Pledge Agreement have been taken.
 

(b) Requirements Precedent to 
Subsequent Loan Disbursements
 

The obligation of the Lender to make 
subsequent disbursements of
 
the Loan shall be subject to the requirement precedent that 
on
 

http:transacti.on


the date of such disbursement no event has occurred and is
 

continuing which constitutes an Event of Default.
 

6.3: REQUEST FOR DISBURSEMENT
 

The Borrower may obtain disbursement of the Loan from the Lender
 
by submitting a letter to the Lender which specifies the amount
 
of funds to be disbursed and the ESOP Account into which the
 
funds are to be deposited. The Lender shall make the Original

Disbursement of the Loan so 
that the Borrower can pay twenty-five
 
percent (25%) of 
the total price of the initial subscription of
 
capital stock of the Company which is being purchased by the
 
Borrower, at a time specified by the Fiduciary and, in any event,

within a maximum of thirty (30) days after receiving the written
 
request of the Fiduciary.
 

6.4: DATE OF DISBURSEMENT
 

A disbursement will be deemed to occur 
on the date on which the
 
Lender makes a deposit in the ESOP Account of the Borrower.
 

ARTICLE 7: LOAN AGREEMENT COMPLETION DATE
 

The Loan Agreement Completion Date will be the date on which all
 
repayments of Principal of and interest thereon will have been
 
made, or such repayment

obligations hereunder shall have otherwise been satisfied 
in
 
accordance with Article 9 hereof.
 

ARTICLE 8: DEFAULT
 

An "Event of Default" will be deemed to have occurred under the
 
following circumstances:
 

(a) The Company fails to establish within five (5) years from
 
the effective date of this Loan Agreement the Employee

Shareholders' Association, which is supported by a legal opinion

which states that the Employee Shareholders' Association and the
 
ESOP are legally constituted under the laws of the Arab Republic

of Egypt, and that the ESOP enables all Employees to be
 
beneficial owners 
of the Company's stock, enjoying substantlally

the equivalent of the most advantageous voting and dividend
 
rights enjoyed by other Company shareholders, with respect to the
 
thirty and one-half percent (30.5%) of the shares of capital

stock in the Company which will be acquired with the proceeds of
 
the Loan; or
 

(b) The Borrower fails to meet the loan repayment schedule for
 
three (3) consecutive years, starting with the first scheduled
 
debt service payment after the six-year grace period which
 
commences on the date of the Original Disbursement; or
 
(c) Filing by the Company for bankruptcy; termination of
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existence of the Company; business 
failure of the Company;

failure by the Company to 
pay its other creditors on debts as

they became due; sale, 
transfer of legal title or abandonment by
the Company of any substantial part of its Project assets without

replacement by equivalent assets; 
or an announcement by the

Company that its plant operation will be permanently closed; or
 

(d) The Company is dissolved by a decision of the General
 
Assembly, by a court ruling, 
or by any other act under the laws
 
of the Arab Republic of Egypt.
 

Should an Event of Default occur and be continuing, the Lender
 
shall have the right, but not the obligation, at any time
 
thereafter by notice to the Borrower, to:
 

(i) Terminate 
its obligation to make any further disbursements
 
of the Loan, whereupon such obligation shall forthwith terminate;
 

(ii) Declare the full Principal, all interest thereon and all
 
other amounts payable under 
this Agreement to be immediately due
 
and payable, whereupon all such amounts shall become and be
 
forthwith due and payable; and
 

(iii) Sell or otherwise convert to 
cash all or any portion of the

Pledged Shares; provided, however, that the Lender shall give the
 
Company, the Employee Shareholders' Association and the Fiduciary

at least sixty (60) days' written notice of its intent to sell or
 
transfer such Shares pursuant to 
this Article 8.
 

ARTICLE 9: 
 LIMITATIONS ON BORROWER'S RISK AND RESPONSIBILITY
 

It is specifically agreed that:
 

(a) The liability of the Borrower hereunder to the Lender shall
 
be limited to repayment of the Principal and interest thereon,

provided that, if 
the Lender shall declare the Loan to be in
 
default and the funds 
in the ESOP Account are insufficient to

enable repayment to the Lender, satisfaction of the Borrower's
 
liability hereunder shall be limited to (in the order specified
 
below):
 

(i) return of any Loan proceeds disbursed by the Lender but not
 
yet applied to purchase capital stock of the Company;
 

(ii) payment to the Lender of such other monies which have been
voluntarily paid 
into the ESOP Account by the Employees or their
 
Employee and designated for repayment of the Loan; 
and
 

(Iii) loss of 
the Pledged Shares in accordance with the terms of
 
the Pledge Agreement and Article 8 hereof;
 

Provided further however, that to the extent the value of the
 
property referred to in subparagraphs (i), (ii) and (iii) above
 
exceeds the amount owinq 
to the Lender hereunder, such excess
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amount may be retained by or, if in the possession of the Lender,
 
shall be repaid to the Borrower.
 

Upon receipt of the property referred to in subparagraphs (I),

(ii) and (iii) above, all further liability of the Borrower to
 
the Lender under this Loan Agreement shall cease; or to the
 
extent the Lender shall elect to 
collect any portion of such
 
property in satisfaction of the Borrower's liability hereunder,

the Borrower's liability hereunder shall be limited to 
the value
 
of the remaining amount of such property, not to exceed the
 
aggregate Principal and interest thereon then owing hereunder.
 

(b) 
 In any year, the Borrower's entire obligation for repayment
 
on the Loan is limited to the lesser of 
(i) the amount due as
 
specified in the schedule in Article 5.3, 
and (ii) the amounts

deposited in the ESOP Account for 
servicing tae Loan, consisting

of 
cash dividends and voluntary contributions paid by the Company
 
or the Employees for that year, plus any earnings from such funds
 
or from Loan disbursements that have been made but have not yet

been used to purchase Company Shares.
 

(c) The Fiduciary shall have 
no direct corporate liability to
 
the Lender for any obligation hereunder or under any other
 
agreement to which it may be a party in 
connection with the
 
transaction described in Article 
3 or in connection with any

other aspect of the Project. As an interim borrower hereunder,

the Fiduciacy's obligation shall be limited as 
described in
 
paragraphs (a) and (b) above.
 

ARTICLE 10: MANAGEMENT FEES AND EXPENSES
 

For its services hereunder for the benefit of 
the future Employee

Shareholders' Association, the Fiduciary shall be paid a manage­
ment fee to be negotiated Initially with the ESOP Steering Com­
mittee and, after Its 
formation, with the Employee Shareholders'
 
Association. 
 Such fee shall not be less than ten thousand Egypt­
ian pounds (LE 10,000) nor greater than two-tenths of one percent

(0.2%) of the Loan Principal per annum. Payment of the manage­
ment fee will be effected in four equal quarterly payments per
 
annum, which will be withdrawn by the Fiduciary from the ESOP
 
Account. Any registration fees and other expenses related to
 
this Loan and approved by the ESOP Steering Committee or, after
 
its formation, by the Employee Shareholders' Association, will be

paid by the Fiduciary and debited to 
the ESOP Account. All such
 
fees may be paid by the Company and reimbursed by the Association
 
after it is formed.
 

ARTICLE 11: COVENANTS
 

(a) Loan proceeds shall not be 
used to assist military,
 
paramilitary or police organizations.
 

(b) The 
Borrower shall not incur additional indebtedness of any

amount exceeding twenty thousand Egyptian pounds (LE 20,000)
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without express written approval by the Lender; except that, with

the approval of the Lender, additional Indebtedness may be

incurred by the Borrower 
for the purchase of additional Company

Shares if such additional indebtedness is secured wholly by the

pledge of such additional Shares and future dividends
 
attributable to such Shares.
 

(c) The Borrower agrees to deliver or 
cause to be delivered to
the Lender, promptly upon their issuance, a copy of the final

deed of incorporation and statutes 
of the Company which were

approved by the Investment Authority, certified by a duly

authorized officer of the Borrower to be a true and authentic
 
copy.
 

ARTICLE 12: CANCELLATION
 

In the event that the Company is not Incorporated within one (1)

year of the signing of this Loan Agreement, this Loan Agreement

will be cancelled and, except for 
fees and expernes of the

Fiduciary, all funds disbursed shall be returned to the Lender,

unless the Lender and the Borrower agree by mutual consent to

extend the one (1) year period mentioned in this Article. In the
event of cancellation, the Fiduciary shall receive a fee of ten

thousand Egyptian pounds (LE 10,000) plus reasonable expenses,

which may paid from earnings on the Loan proceeds deposited In
 
the ESOP Account or paid for by the Company.
 

ARTICLE 13: LITIGATION
 

Any litigation which may arise under this Loan Agreement is
within the Jurisdiction of the General Assembly of the Council of

State. This Loan Agreement shall be governed by and construed 
in

accordance with the 
laws of the Arab Republic of Egypt.
 

ARTICLE 14: GOVERNING LANGUAGE
 

This Loan Agreement has been ex:ecuted in both Arabic and English

versions. 
 In case of any conflict between the two versions, the
 
Arabic language version shall control.
 

ARTICLE 15: COMMUNICATIONS
 

Any notice, request, document or other communication pertaining

to this Loan Agreement shall be in writing and shall be deemed

given or 
made when received by hand delivery, telex or telegraph,

to the addresses specified below:
 

For the Lender: 	 Ministry of International Cooperation
 
8 Adly Street
 
Cairo, Egypt
 

12
 



For the Fiduciary: 	 National Investment Bank of Egypt
 
18 Abd El Meguid El Rimaly Street
 
Cairo, Egypt
 

For the Company: 	 Alexandria Tire Company S.A.E.
 
P.O. Box 668, Smouha
 
Alexandria, Egypt
 

For the Employee
 
Shareholders'
 
Association (after
 
its formation): Alexandria Tire Company
 

Employee Shareholders' Association
 
P.O.Box 668, Smouha
 
Alexandria, Egypt
 

ARTICLE 16: AMENDMENTS
 

No amendments or waiver of any provision of this Agreement shall
 
in any event be effective unless the same shall be in writing and
 
signed by both parties.
 

ARTICLE 17: CONFLICT OF INTEREST
 

This Agreement acknowledges that all parties to this share acqui­
sition Loan for the benefit of Employees are aware that the NIB
 
will be acting in .iany capacities, including Temporary Borrower
 
on behalf of Employees, founding shareholder of the Company on
 
behalf of Employees, pledgor of shares as collateral, escrow
 
agent for the Lender, loan administrator for the Lender, and
 
Fiduciary of plan assets for the Employees, and agree to hold the
 
NIB harmless against any future claim that these varying roles
 
constitute a conflict of interest.
 

ARTICLE 18: EFFECTIVE DATE
 

This Agreement will 	enter Into force on the latest date which
 
appears below. The parties to this Agreement agree that they
 
will abide by any amendments introduced by the Council of State
 
to any of the Articles of this Agreement, and will formally amend
 
this Loan Agreement to reflect such changes.
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IN WITNESS THEREOF, the Lender and the Fiduciary, each acting

through its duly authorized representative, have caused this
 
Agreement to be signed in their 
names and delivered as of the
 
date below:
 

FOR THE MINISTRY OF INTERNATIONAL COOPERATION 
(THE LENDER):
 

By:
 

Name:
 

Title:
 

Date:
 

FOR THE NATIONAL INVESTMENT BANK OF EGYPT 
(THE TEMPORARY
 
FIDUCIARY:
 

By:
 

Name:
 

Title:
 

Date:
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PART 11-7
 

ATC PLEDGE AGREEMENT
 



PLEDGE AGREEMENT 
 7 Nov. 1988
 

This Pledge Agreement is made the 
 day of , 1988,by and between the Ministry of International Cooperation ("MIC")
of the Arab Republic of Egypt (the "Lender") and the National
 
Investment Bank 
of Egypt ("NIB"), as the Fiduciary and interim
borrower under the Loan Agreement, and, subsequently upon 
its

creation, the Alexandria Tire Company Employee 
Shareholders'

Association (the "Borrower") for the pledge of shares (or, before
share certificates are available, temporary certificates 
re­
presenting such shares) 
in the Alexandria Tire Company to 
colla­teralize a loan under a Loan Agreement of this date between the
 
parties hereto.
 

WHEREAS, the Lender 
has agreed 
to lend to the Borrower under such
 
Loan Agreement forty-two million 
one hundred thousand Egyptian

pounds (LE 42,100,000) (the "Share Acquisition Loan") 
in order to
enable the Borrower to purchase 
on behalf of the Alexandria Tire

Company Employee Shareholders' 
Association (the "Association")

(to be 
formed within a maximum of Eive years hereafter) four

hundred twenty-one thousand 
(421,000) shares, representing thirty

and one-half percent (30.5%) of the 
initial capital stock of the
Company, at par value of 
one hundred Egyptian pounds (LE 100);
 
and,
 

WHEREAS, the Association, upon meeting the conditions specified

in the Loan Agreement, shall 
assume all rights and obligations of
the Borrower under the Loan Agreement, together with legal title
 

shares acquired with the proceeds
to of the Share Acquisition
 
Loan; and,
 

WHEREAS, the National Investment Bank of Egypt will act 
as escrow
 
agent for the Lender under 
this Pledge Agreement, as loan
 
administrator for 
purposes of the Loan Agreement, and as
 
Fiduciary under a 
separate ESOP Fiduciary Agreement of this
 
date; and,
 

WHEREAS, the Share Acquisition Loan will 
be repaid with future
 
cash dividends which the Company pays 
to the holders of its
shares, as required under Article 
4.2(a) of the Loan Agreement,

plus any voluntary cash contributions by participating Employees

or their Employer which are 
made for the specific purpose of

repaying the Share Acquisition Loan, and earnings 
on such
 
contributions; and,
 

WHEREAS, 
the Lender has required, as a condition of 
its agreement

to make the Share Acquisition Loan, 
that the Borrower shall
 
pledge to it 
all of the shares of the Company purchased by the

Borrower with the proceeds of the 
Loan (all such shares to be
 
referred to herein as the 
"Pledged Shares"); and,
 

WHEREAS, the Borrower has agreed 
to pledge the Pledged Shares to

the Lender, as aforesaid, and 
to deliver temporary (and when
 
later available, permanent) certificates evidencing such Pledged
 



Shares to a special escrow account In the 
name of the Lender (the
"Pledged Collateral Account") maintained by the National
Investment Bank of Egypt In 
its capacity as escrow agent for the
 
Lender;
 

NOW, THEREFORE, this Pledge Agreement is entered Into between the
Borrower and the Lender to specify the 
terms on which Pledged
Shares will collateralize the Loan which will enable Employees

to acquire and participate in a significant ownership Interest In
 
the Company:
 

ARTICLE 1: DEFINITIONS
 

The capitalized terms used herein shall be 
as defined in the Loan

Agreement and ESOP Fiduciary Agreement dated the date hereof,
unless otherwise defined herein. 
 Each gender Includes the other,

and the singular includes the plural.
 

"Association" means the Alexandria Tire Company Employee

Shareholders' Association, 
an association being formed to
 
implement the Plan.
 

"Borrower" means the Borrower 
as defined in the Loan Agreement.
 

"Company" means the Alexandria Tire Company S.A.E.
 

"Company Shares" means Shares of capital stock of the Company

acquired pursuant to the Plan.
 

"Dividends" means cash dividends on Company Shares paid or
payable to the Fiduciary for the benefit of 
Participants as
 
specified in the Plan.
 

"Employee Shareholders' Association" means 
the Association.
 

"Employee" means any person employed by the Company or 
TRENCO.
 

"Escrow Agent" means 
the NIB acting in its capacity as Escrow

Agent for 
the Lender with respect to Pledged Collateral un, ,<:

this Pledge Agreement.
 

"ESOP" means the provisions of the bylaws of the Association

which deal with the implementation and operation of an employee

share ownership plan for the benefit of Employees.
 

"ESOP Governing Committee" means of two permanent
one the 

committees of the Association which represents Employees of the

Company or of TRENCO, as defined in 
the Plan.
 

"ESOP Steering Committtee" means the temporaLy committee
 
appointed by the Founders Committee 
for the purpose of implementing

the Plan and giving instructions to the Fiduciary before the
lompany becomes operational and the ESOP Governing Committee Is
 
Eormed.
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"Event of Default" means an Event of 
Default as defined in the
 
Loan Agreement.
 

"Founders Committee" means the Egyptian founders of the Company

acting as 
a body which has legal standing to act on behalf of the
Company before its establishment.
 

"Lender" means 
the Lender as 
defined In the Loan Agreement.
 

"Leveraged Shares" 
means the Company Shares acquired with the
 
proceeds of the 
Share Acquisition Loan.
 

"Loan" means the Share Acquisition Loan.
 

"Loan Agreement" 
means all documents necessary for making the
 
Share Acquisition Loan.
 

"Obligations" means all obligations of the Borrower 
to repay
Principal and interest thereon, under 
the Loan Agreement and this
 
Pledge Agreement.
 

"Plan" means the ESOP.
 

"Plan Assets" means all assets 
of the Plan including Company

Shares (or Share-Equivalents), 
which are held by the Fiduciary
 
or in the Association for 
the benefit of Participants.
 

"Pledged Collateral" 
means Pledged Collateral as specified in the

Loan Agreement and Article 
2 of this Pledge Agreement.
 

"Pledged Collateral Account" 
means 
the account maintained by the

Escrow Agent 
to hold Pledged Collateral on behalf of 
the Lender,
 
as defined in the Loan Agreement.
 

"Pledged Shares" 
means Company Shares which 
are acquired with the

proceeds of the 
Loan and pledged to the 
Lender by the Borrower
 
under the Pledge Agreement.
 

"Released Shares" 
means (i) the actual release of Pledged Shares
 
to a Borrower 
under tne Share Acquisition Loan and 
this Pledge

Agreement, or (ii) the accounting releace of 
Share-Equivalents

for allocation to Participants' Company Si:ares 
Accounts on Pledged

Shares held in 
the Pledged Collateral Accouit, 
based on payments

on Obligations under 
a release formula specified in the Plan for
 purposes of allocations, distributions and voting under the Plan.
 

"Shares" means 
Shares of capital stock In the Company.
 

"Share Acquisition Loan" 
 means the Loan agreement dated the date

hereof made by the MIC to 
the NIB, which provided funds for

acquiring 421,000 Leveraged Shares 
for the benefit of Employees.
 

"Share-Equivalents" 
means 
the accounting term describing Company

Shares (whether such shares are 
held by the Association or the

Fiduciary), for 
purposes of allocations, distributions and voting
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under the Plan.
 

ARTICLE 2: PLEDGE OF SHARES
 

(a) Upon the terms and conditions contained herein, the Borrower
 
does hereby pledge to the Lender (i) the Pledged Shares and the
 
certificates representing the 
Pledged Shares, plus (ii) all
 
property, including dividends, which are 
paid or payable other
 
than in cash, (iII) 
all voluntary cash contributions b'
 
participating Employees 
or their Employer which are specifically

made and designated for 
the repayment of the Share Acquisition

Loan, (iv) cash dividends paid or payable on the Pledged Shares
 
in an amount not exceeding payments on current 
or accrued Obliga­
tions and (v) all earnings 
on such property, contributions or
 
dividends 
(all such collateral are herein referred to as "Pledged
 
Collateral").
 

(b) The Pledged Collateral. shall secure payment of all obliga­
tions of the Borrower now or hereafter existing under the Loan
 
Agreement and this Pledge Agreement (all such obligations are
 
herein referred to as the "Obligations").
 

(c) Upon the formation of the Company, the Company shall deliver
 
oL cause to be delivered to the Lender the 
temporary certificates
 
representing the Pledged Shares, 
which certificates shall be
 
maintained by the Fiduciary in a 
separate Pledged Collateral
 
Account in its capacity as escrow agent 
for the Lender. Upon its
 
issuance of the permanent certificates representing the Pledged

Shares, the Borrower whall forthwith deliver 
or cause to be
 
delivered such certificates to the Lender.
 

ARTICLE 
3: VOTING RIGHTS; DIVIDENDS
 

3.1 VOTING RIGHTS AND DIVIDENDS IN NORMAL CONDITIONS
 

As long as no Event of Default shall have occurred and is
 
continuing:
 

(a) The Borrower, as directed by 
the ESOP Steering Committee (and its
 
successor ESOP Governing Committees), shall be entitled to
 
exercise 
all voting and other consensual rights pertaining to the
 
Pledged Collateral or any part thereof.
 

(b) The Borrower shall be entitled 
to receive and retain any and
 
all dividends paid in respect 
to Pledged Collateral, provided,

however, that any or all dividends payable other than in cash 
in
 
respect of, and 
other non-cash property received, receivable or
 
otherwise distributed in repect of, 
or in exchange for, any

Pledged Collateral shall be delivered 
forthwith to the Escrow
 
Agent, be received 
in trust for the benefit of the Lender, and be
 
held as Pledged Collateral.
 
(c) All cash dividends on 
Pledged Shares which when received
 
exceed all current or 
accrued repayment obligations under the
 
Loan Agreement will be maintained in 
a separate account (referred
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to as the "Other Investments Account") for distribution to or
 
investment on behalf of participating Employees.
 

3.2 VOTING RIGHTS AND DIVIDENDS DURING AN EVENT OF DEFAULT
 

Upon the 
occurrence and during the continuance of an Event of
 
Default:
 

(a) all rights of the Borrower or of the Employees to exercise
 
the voting and other consensual rights with respect to 
the
 
Pledged Shares which they would otherwise be entitled to exercise
 
pursuant to this Article 
3, and to receive the cash dividend
 
payments which it would otherwise be authorized to receive and
retain pursuant to this Article shall cease, and all 
such rights

shall thereupon become vested in 
the Lender, who shall thereupon

have the sole right to exercise such voting and other consensual
 
rights and to 
receive and hold as Pledged Collateral such
 
dividends; and
 

(b) all dividends which are received by the Borrower contrary to

the provisions of the foregoing paragraph (a) shall be received
 
in trust and shall be forthwith paid over to the Lender as
 
Pledged Collateral.
 

ARTICLE 4: RELEASE OF SHPRES FROM PLEDGE
 

To decrease the risk of loss for 
the benefit of the Lender, the
 
Pledged Shares shall 
be released from the Pledged Collateral

Account only upon the payment in full of the Obligations.
 

ARTICLE 5: DEFAULT
 

Should an 
Event of Default have occurred and be continuing:
 

(a) The Lender shall have the right but 
not the obligation, at
 
any time thereafter, 
in addition to all other rights permitted to

it under the laws of the Arab Republic of Egypt, to sell,

transfer or otherwise convert 
to cash all or any portion of the

Pledged Collateral on such terms as 
the Lender shall deem
 
commercially reasonable. 
 The Lender agrees to give the Borrower
 
sixty (60) days written notice of its 
intent to sell, transfer or
otherwise convert to cash such Collateral pursuant to this
 
Article 5.
 

(b) 
Any cash held by the Lender as Pledged Collateral and all

cash proceeds received by the Lender in respect of any sale of or
other realization from all or 
any part of the Pledged Collateral
 
may be held as collateral or applied against all 
or any part of the
Obligations. Any surplus of such cash or 
cash proceeds held by

the Lender and remaining after payment in full of all the

Obligations shall by 
 paid over to the Borrower or to whomsoever
 
may be lawfully entitled to receive such surplus.
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ARTICLE 6: 
 CONTINUING INTEREST IN COLLATERAL; TRANSFERS
 

This Agreement shall create 
a continuing interest in 
the Pledged
Collateral and shall 
(I) remain in full force and 
effect until
satisfaction of 
the Obligations in accordance with the terms of
this Agreement and the Loan Agreement (particularly Article 9
thereof), (il) be 
binding upon the Borrower, its 
successors

and assigns, and 
(iii) inure to the benefit of the Lender and its
 successors, transferees and assigns. 
 The Lender may dssign or
otherwise transfer 
its rights hereunder to 
any other person or
entity, and such other person 
or 
entity shall hereupon become
invested with all the rights of 
the Lender with respect thereto.
Upon payment in full of the 
Obligations, the Borrower shall be
entitled to the 
return of such Pledged Collateral as shall not
have been sold or otherwise applied pursuant 
to the terms hereof.
 

ARTICLE 7: REPRESENTATIONS AND WARRANTIES OF THE BORROWER
 

In 
entering into this Pledge Agreement, the Borrower makes the

following representations and warranties:
 

(a) The Pledged Shares have been duly authorized and validly
 
issued;
 

(b) The Borrower 
is the legal and beneficial owner of the

Pledged Collateral 
free and clear of any encumbrances or other

interests except for interest 
of 

that, upon the assumption by the Association of 


the the Lender hereunder; except
 
its rights and
obligations hereunder and under 
the Loan Agreement, beneficial
ownership of the 
shares shall be in the Employees under the ESOP;
 

(c) The pledge of 
the Pledged Shares pursuant to this Agreement

creates a 
valid and enforceable interest in the Pledged

collateral 
to secure the payment of the Obligations; and
 

(d) No authorization, approval 
or other action by, and
notice to or 
no
 

filing with, any governmental authority is 
required

either (I) for 
the Pledge by the Borrower of the Pledged

Collateral pursuant 
to this Agreement or for 
the execution,

delivery or performance of this 
Agreement by the Borrower 
or (ii)
for the exercise by the Lender of the 
voting or other rights
provided for in this Agreement or the remedies in the
respect of

Pledged Collateral pursuant 
to the Agreement.
 

ARTICLE 8: SEPARABILITY FROM LOAN AGREEMENT; 
OTHER
 
LIMITATIONS ON BORROWER RIGHTS
 

All rights of the 
Lender hereunder and its 
interest in the
Pledged Collateral as provided herein and 
all obligations of the
Borrower hereunder, shall be 
absolute notwithstanding:
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(a) any lack of validity or enforceability of the Loan Agreement
 
or any other agreement relating thereto; or
 

(b) any other circumstances which might otherwise constitute a
 
defense available to, or a discharge of, the Borrower in respect
 
of the Obligations.
 

ARTICLE 9: AMENDMENTS
 

No amendment or waiver of any provision of 
this Agreement shall
 
be effective unless made in writing and signed by both parties to
 
this Agreement.
 

ARTICLE 10: CONFLICT OF INTEREST
 

This Agreement acknowledges that all parties to the Share
 
Acquisition Loan for 	the benefit of 
Employees are aware that the
 
National investment Bank of Egypt will be acting in many

capacities, including Temporary Borrower on 
behalf of Employees,

founding shareholder of the Company on behalf of Employees,

pledgor of shares as collateral, e-crow agent for the Lender,
 
loan administrator for the Lender, and Fiduciary of plan assets
 
for the Employees, and agree to hold the National Investment Bank
 
harmless against any future claim that 
these varying roles
 
constitute a conflict of interest.
 

ARTICLE 11: NOTICES
 

Any notice, request, demand or other communication pertaining to
 
this Pledge Agrerment shall be in writing and shall be deemed
 
given or made when received by hand delivery, telex or telegraph,
 
addressed as specified below:
 

If to the Lender: 	 Ministry of International Cooperation
 
8 Adly Street
 
Cairo, Egypt
 

If to the Fiduciary: 	National Investment Bank of Egypt
 
18 Abd El Meguid El Rimaly Street
 
Cairo, Egypt
 

If to the Company: 	 Alexandria Tire Company S.A.E.
 
P.O. Box 668, Smouha
 
Alexandria, Egypt
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If to the Associ­
ation (after 
its formation): Alexandria Tire Company 

Employee Shareholders' Association 
P.O. Box 668, Smouha 
Alexandria, Egypt 

ARTICLE 12: LITIGATION AND GOVERNING LAW
 

This Pledge Agreement shall be construed and enforced in
 
accordance with the litigation and governing laws of 
the Arab
 
Republic of Egypt. Any litigation which may arise from the
 
execution of this Pledge Agreement 
is within the Jurisdiction of
 
the General Assembly of the Council of 
State of Egypt.
 

IN WITNESS WHEREOF, the parties have executed this Pledge
 
Agreement on the day and year first above written.
 

FOR THE MINISTRY OF INTERNATIONAL COOPERATION (THE LENDER):
 

By:
 

Name:
 

Date:
 

FOR THE NATIONAL INVESTMENT BANK OF EGYPT 
(THE FIDUCIARY):
 

By:
 

Name:
 

Date:
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PART H-8
 

ATC FIDUCIARY AGREEMENT
 



ESOP FIDUCIARY AGREEMENT 
 7 Nov. 88
 

BETWEEN THE
 

ALEXANDRIA TIRE COMPANY
 

AND THE
 

NATIONAL INVESTMENT BANK OF EGYPT
 

THIS AGREEMENT, between the Founders' Committee of the ALEXANDRIA
TIRE COMPANY S.A.E. (a corporation which will be organized under
the laws of the 
Arab Republic of Egypt, referred to herein as the
"Company" and subsequently the Company itself upon ratification
and adoption of this agreement by its Board of Directors, and the
NATIONAL INVESTMENT BANK OF EGYPT ("NIB"), 
hereinafter referred
to as the "Fiduciary", to 
be effective as 
of
 

W I T N E S S E T H:
 

WHEREAS, it will be the policy of 
the Company as a new company
under formation to so 
finance and conduct its operations as to
enable its Employees and Employees of the Transport and Engineer­ing Company ("TRENCO"), 
which has played a major role in organiz­ing the Company and will continue to make major contributions
after the Company becomes operational, to obtain access 
to pro­ductive credit for acquiring beneficial ownership interests in
thirty and one-half percent (30.5%) of the 
initial capital stock
of the Company and thereby share as 
investors in the future

profits of the Company; and,
 

WHEREAS, the Company upon 
its formation will take steps towards
adoption of the ALEXANDRIA TIRE COMPANY EMPLOYEE SHARE OWNERSHIP
PLAN, hereinafter referred to 
as the "Plan"; and,
 

WHEREAS, the Founders' Committee of the Company agrees to appoint
an ESOP Steering Committee, which will be responsible for design­ing and implementing the Plan; organizing an 
Employee Sharehold­ers' Association (the "Association") to 
serve as a permanent
legal vehicle for receiving loans 
to the Plan and for holding
Company Shares; and directing a Fiduciary on the administration
of 
the Plan and voting of Company Shares for the benefit of Plan
participants until such responsibilities are assumed by the Ass­ociation or 
by another fiduciary; and
 

WHEREAS, pursuant to a loan agreement dated the date hereof, the
Ministry of International Cooperation ("iM") has agreed to make
a loan (hereafter referred to 
as the "Share Acquisition Loan") to
the Fiduciary as 
an interim Borrower to 
enable the Fiduciary to
purchase Company Shares 
on behalf of Employees of the Company and
of TRENCO, with legal title 
to such Shares being transferred to
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the Employee Shareholders' Association as 
soon as such Associa­
tion is 
formed, approves its bylaws (including the Plan) and
 
assumes 
the Share Acquisition Loan all as contemplated in the
 
Loan Agreement; and
 

WHEREAS, the Fiduciary has agreed to serve as an interim Borrower
 
to receive proceeds of the Share Acquisition Loan to serve as 
an

interim founding shareholder of 
the Company by investing such
 
loan funds 
on behalf of future Employees in initial foundation

shares of the Company, with legal title 
to such shares eventually

being transferred to the Association; to serve as pledgor of such

shares as collateral for the Share Acquisition Loan as required

by the Pledge Agreement dated this date 
between the Borrower and

the Lender; to act as escrow agent 
for the Lender by maintaining
 
a separate escrow account to hold such Pledged Shares until the

Share Acquisition Loan Is fully repaid; and to serve as 
loan
 
administrator for 
the receipt of dividends and other funds as
 
they become available to meet 
the loan repayment schedule;
 

NOW, THEREFORE, the parties hereto do hereby agree that the
 
following shall constitute the ESOP Fiduciary Agreement under

which Plan Assets acquired for the Association, when organized,

shall be administered:
 

ARTICLE 1: DEFINITIONS
 

The capitalized terms used 
herein shall be as defined in the

Loan Agreement and the Pledge Agreement dated the date hereof

unless otherwise defined herein. 
 Each gender includes the other,

and the singular includes the plural.
 

"Association" means 
the Employee Shareholders Association.
 

"Beneficiary" means the person (or persons) entitled to receive
 
any benefits under 
the plan in the event of a Participant's
 
death.
 

"Borrower" means the borrower as defined in 
the Loan Agreement.
 

"Capital Accumulation" means a Participant's vested
 
(nonforfeitable) interest in his 
ESOP Accounts as defined in the
 
Plan.
 

"Company Shares" 
 means shares of capital stock in the Company

acquired pursuant to the Plan. 

"Company Shares Account" means one 
Participant in the plan, reflecting 

of two ESOP Accounts of 
his interest in Company 

a 

Shares. 

"Employee" means any person employed by the 
Company or TRENCO
 

"Employee Shareholders Association" means 
the Alexandria Tire
 
Company Employee Shareholders' Association,. an association to be
 
formed to implement the Plan.
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"Escrow Agent" 
 means 
the NIB acting in its capacity of escrow
agent for 
the Lender with respect to Pledged Collateral under the
Pledge Agreement.
 

"ESOP" means the provisions of 
the bylaws of the Association
which deal with implementation and operation of an employee
share ownership plan for 
the benefit of Employees.
 

"ESOP Account" means one of 
the 
two depository sub-accounts
maintained to record the 
interest of a Participant in the Plan,
including a Company Share Account and 
an Other Investments Account.
 

"ESOP Governing Committee" means 
one of the two permanent
committees of the Association which represents Employees of the
company or of TRENCO, as defined in the Plan.
 

"ESOP Steering Committee" means 
the temporary committee appointed
by the Founders Committee for the purpose 
of implementing the
Plan and giving instructions to the Fiduciary before the Company
becomes operational and the ESOP Governing Committee 
Is formed.
 
"Event of Default" means an Event of 
Default as defined in the
Loan Agreement.
 

"Fal Market Value" 
means the current value of Company Shares as
defined in the Plan.
 

"Founders Committee" means 
the Egyptian founders of 
tne Company
acting as 
a body which has legal standing to act 
on behalf of the
Company before its 
establishment.
 

"Lender" means 
the Lender as 
defined In the Loan Agreement.
 

"Leveraged Shares" 
means 
Company Shares acquired with the
prodeeds of 
a Share Acquisation Loan.
 

"Loan" means 
the Share Tcquisition loan made by the MIC to the
Fiduciary for acquiring Leveraged Shares for Employees, and loans
received by the Association in the future 
for such other
 
acquisitions.
 

"Loan Agreement" 
means all documents necessary for making a 
Share
Acquisition Loan, including the 
loan dated the date hereof.
 

"Obligations" 
means all obligations of the Borrower to repay
Principal and interest thereon, under the Loan Agreement and the

Pledge Agreement.
 

"Other Investments Account" means 
one 
of the two ESOP Accounts of
a Participant 
in the Plan, reflecting his interest under the Plan
attributable to Plan Assets other than Company Shares.
 

"Participant" 
means any Employee or 
former Employee who has met
the eligibility requirements of the Plan and who has not yet
received complete distribution of 
his Capital Accumulation.
 

A)
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"Plan" means 
the ESOP.
 

"Plan Assets" means 
all assets of the Plan, including Company
Shares (or Share-Equivalents, which are 
held by the Fiduciary or
in the Association for the benefit of 
Participants.
 

"Pledge Agreement" 
 means the Pledge Agreement, made in
connection with the 
Loan, between the HIC and NIB.
 

"Pledged Collateral" meant all collateral specified in the Loan
 
Agreement.
 

"Pledged Collateral Account" 
 means the account maintained by the
Escrow Agent 
on behalf of the Lender, as defined in the Loan
 
Agreement.
 

"Pledged Shares" means 
Company Shares which are acquired with the
proceeds of 
the Loan and pledged 
to the Lender by the Borrower
 
under the Pledge Agreement.
 

"Released Shares" 
 means 
(i) the actual release of Pledged Shares
to 
a Borrower under a Share Acquisition Loan and its related

Pledge Agreement, or (ii) the accounting release of 
Share -
Equivalents 
for allocation to Participants' Company Shares
Accounts on Pledged Shares held in 
the Pledged Collateral
Account, based 
on payments on Obligations under a release formula

and specified in the Plan for 
purposes of allocations,

distributions and voting under the Plan.
 

"Shares" means 
shares of capital stock of the Company.
 

"Share Acquisition Loan" 
means the Loan Agreement dated the date
hereof and future loans received by the Association for acquiring

additional Company Shares.
 

"Share-Equivalents" means the accounting term describing

Company Shares (whether such Shares are 
held by the Association
 
or Fiduciary, or are held 
in the Pledged Collateral Account), for
 purposes of allocations, distributions and voting under the 
Plan.
 

ARTICLE 2: 
 THE PLAN ASSETS
 

2.1 PLEDGED COLLATERAL ACCOUNT: NON-GUARANTEED LEVERAGED COMPANY
 
SHARES
 

The Fiduciary, upon receipt of 
instructions from the ESOP
Steering Committee, 
shall acquire with the proceeds of the Share
Acquisition Loan, an amount 
of the initial capital stock of the
Company equal to 30.5% of 
the total 
initial capital stock issued
(such shares 
are hereafter referred to as "Leveraged Shares") 
at
 no less favorable prices, rights 
or 
terms than shares acquired by
other founding investors of the Company, for the primary purpose
of enabling Employees to gain a beneficial interests in the

Company as a basis of future
their participation in the govern­
ance and profits of the Company.
 

I, 
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The Fiduciary as 
Borrower under the Loan Agreement and

pledgor under the Pledge Agreement shall pledge such Leveraged

Shares as collateral for the Share Acqaisition Loan. As 
escrow
 
agent for 
the Lender, NIB shall hold such collateral separately

from all unpledged assets in 
an escrow account referred to in the
Pledge Agreement as the "Pledged Collateral Account". 
 In addi­
tion to the certificates representing the Pledged Shares, the

Pledged Collateral Account shall also contain (i) all dividends
 
or property paid or payable other than in cash 
in respect of the

Pledged Shares, (ii) voluntary cash contributions by Employees or

their Employer which are made expressly for repayment of the
 
Share Acquisition Loan, (iii) cash dividends paid or payable on

Pledged Shares 
in an amount not exceeding current and accrued
 
payments on Principal or interest thereon, and (iv) 
earnings on
 
such property, contributions or dividends. Cash dividends on

such Pledged Shares which in any year exceed the 
Borrower's
 
current or accrued Obligations under the repayment schedule spec­
ified in Article 5.3 of the Loan Agreement will be held in the

"Other Investments Account" 
(within the ESOP Account) for dis­
tribution to Employees or 
other purposes determined by the ESOP
 
Steering Committees or the Association.
 

The Fiduciary shall transfer physical possession of the

Pledged Shares and all other 
assets in the Pledged Collateral
 
Account to the Association or to its designated fiduciary within
 
thirty (30) days after the Obligations have been repaid 
in full.

Such shares shall thereafter be maintained in a "Company Shares
Account" 
(within the ESOP Account) for allocation to Employees on

the basis of Share-Equivalents and 
other objectives of the
 
Association. Pending the release of 
Pledged Shares, allocations
 
of Share-Equivalents should be 
made among the personal ESOP
 
Accounts of Participants based on a release formula and an 
all­
ocation formula in the Plan adopted by the Association.
 

1.2 FUTURE ACQUISITIONS OF LEVERAGED SHARES
 

The Fiduciary shall establish separate accounts and records
 
to hold additional Leveraged Shares acquired with the proceeds of

other Share Acquisition Loans. 
 If there are sufficient corporate

or other guarantees and/or collateral 
for such future loans the

Lender may, in Its discretion, conclude that a pledge of such

Leveraged Shares may not be required. The Fiduciary should

determine the adequacy of 
guarantees and other collateral to

ascertain whether shares should be 
released yearly as such future
 
Share Acquisition Loans 
are being amortized, rather than after
 
all loan obligations are met.
 

2.3 COMPANY SHARES ACCOUNTS
 

All Company Shares purchased with cash or contributed to the

Plan by the Company and Share-Equivalents based on 
the repayment

of the Share Acquisition Loan shall be maintained separate from

other assets of the Association and recorded in 
a "Company Shares
 

1\ 
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Account" as specified in the Plan of 
the Association. Alloca­
tions among the Participants shall be in Share-Eq'valents as
 
specified in the Plan.
 

2.4 OTHER PLAN ASSETS
 

Dividends paid by the Company on 
Company Sha s and volun­
tary Employer and Employee Contributions shall be aid to the

Fiduciary from time to 
time in accordance with th provisions of
the Plan. Dividends 
to meet current or accrued 0 igations under

Article 5.3 of the Loan Agreement or other Share quisition

Loans, or other cash or 
property designated for I *n repayment

purposes, or 
income therefrom, shall immediately segregated

and placed in the ESOP Account for timely repaymei of loan

Obligations as scheduled in the Loan Agreement and other such
 
agreements. 
 All other contributions made to the Plan by the
 
Employer or Employees, in cash or otherwise, together with all

accumulations, accruals, earnings and 
income with respect thereto,

shall be held by the Fiduciary in an "Other Investments Account"
 
and allocated among personal Plan Accounts as the
determined in

Plan. Plan Assets in the Association's Other Investments Account

shall, among other objectives of the Association, be used (i) for
distributing cash dividends 
to participants on their Share-Equiv­
alent accumulations in the personal accounts in the Plan; (ii) as
 
a share repurchase liquidity fund for repurchasing Share-Equiva­
lents from Employees who die, retire or 
become permanently

disabled, plus those who voluntarily terminate their employment

or are otherwise terminated by the Employer ; or for build­(Iii)

ing a diversified portfolio of investment assets 
for Employees

participating in the Plan. 
 Under direction of the ESOP Steering

Committee and the ESOP Governing Committees and subject to 
ob­
ligations 
to make payments under the Loan Agreement, the Fid­
uciary shall 
invest Plan Assets as provided in this ESOP Fid­
uciary Agreement. The Fiduciary shall hold, 
invest, reinvest,
 
manage, administer and distribute the Plan Assets, 
as provided

herein and under the Plan, for 
the exclusive benefit of Partici­
pants and their Beneficiaries.
 

ARTICLE 3: INVESTMENT OF PLAN ASSETS
 

(a) The Fiduciary shall 
invest and reinvest Plan Assets
 
primarily (or, in 
its discretion, exclusively) in Company Stock,

in accordance with the terms 
of the Plan and this Agreement.
 

(b) The Fiduciary may also, with the prior approval of the ESOP

Steering Committee or 
the ESOP Governing Committees, invest Plan
 
Assets in such other prudent investments as the Fiduciary deems
 
to be desirable for meeting the objectives of the Plan
 
(including savings accounts, certificates of deposit, high-grade

short term securities, high-grade shares and bonds, 
or other
 
prudent investments), or 
Plan Assets may be temporarily held in
 
cash.
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(c) All purchases of 
Company Shares by the Fiduciary shall be

made only as 
directed by the ESOP Steering Committee or ESOP
 
Governing Committees and only at 
prices which do not exceed Fair
 
Market Value.
 

(d) In the event that the Fiduciary intends to dispose of any

Company Shares held 
as 
Plan Assets, under circumstances which
require registration and/or qualification of the securities under

applicable securities laws of 
the Arab Republic of Egypt, then
 
the Company, at its own expense, will or
take, cause to be taken,

any and all such actions as 
may be necessary nr appropriate to
 
effect such registration and/or qualificati(.
 

ARTICLE 4: FIDUCIARY'S POWERS
 

As directed by the ESOP Steering Committee or any successor ESOP

Governing Committee, the Fiduciary shall have the authority and
 
power to:
 

(a) contract or otherwise enter into transactions for the pur­
pose of acquiring or 
selling Company Shares, including transac­
tions with the Company or any Company shareholder;
 

(b) borrow from any lender 
(including the Company) to finance
 
the acquisition of Company Shares, giving its 
note as Fiduciary
with such reasonable 
interest and security for the loan as may be

appropriate or necessary; provided that any such borrowing shall

comply with the provisions of the Plan which deal with Share
 
Acquisition Loans;
 

(c) vote any shares (including Company Shares as provided in
 
the Plan), or other securities it holds under the
 
Plan, or otherwise consent to or request any action on 
the part

of the issuer in person or by proxy;
 

(d) sell, 
transfer, mortgage, pledge, lease or otherwise dispose

of, or grant options with respect to, 
any Plan Assets at public
 
or private sale;
 

(e) give general or specific proxies or powers of attorney with
 
or 
without powers of substitution;
 

(f) participate in 
reorganizations, recapitalizations,

consolidations, mergers and similar transactions with respect to
 
Company Shares or 
any other securities;
 

(g) exercise any options, subscription rights and conversion
 
privileges with respect to 
any Plan Assets;

(h) sue, defend, compromise, arbitrate or settle any suit or

legal proceeding or any claim due it or on which it may be
 
liable;
 

(i) exercise any of 
the powers of an owner uith respect to the
 
Plan Assets; and
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(i) perform all acts which the 
Fiduciary shall deem necessary or
appropriate and exercise any and all powers and authority of the
Fiduciary under this Agreement.
 

ARTICLE 5: 
 DUTIES OF THE FIDUCIARY
 

DUTIES OF THE FIDUCIARY AS ESCROW AGENT FOR THE LENDER
 
The National Investment Bank, 
as Escrow Agent 
for the Lender, is
responsible for the handling of and recordkeeping for all Pledged
Shares and other as3ets it maintains 
in the Pledged Collateral
Account established by the Pledge agreement.
 

In the event the Lender declares an 
"Event of Default" under the
Loan Agreement, the Escrow Agent, 
upon receipt of Instructions
from the Lender, shall comply with 
its duties under Article 8 of
the Loan Agreement and Article 
5 of the Pledge Agreement. Among
its other duties, 
as Escrow Agent, the Fiduciary shall:
 

(a) Keep the Pledged Collateral, including the Pledged Shares,
in a place safe from fire, theft or other losses;
 

(b) Give the Association and the Company sixty (60) days written
notice of 
the Lender's 
intent to declare an 
Event of Default, to
take title to Company Shares, to convert such shares to cash or
to dispose of them in any other way;
 
(c) Deliver the 
Pledged Collateral to 
the Lender promptly if an
Event of Default Is dcclared and dispose of 
such assets as
requested by the Lender; and
 

(d) Deliver to the Association or to 
Its designated fiduciary
the Pledged Shares and all 
other assets remaining in the Pledged
Collateral Account within thirty (30) days after the 
Share
Acquisition Loan has been paid in full.
 

5.2 DUTIES OF THE FIDUCIARY AS LOAN ADMINISTRATOR
 

In its function as Loan Administrator, the Fiduciary shall:
 

(a) Upon receipt of 
notice in writing from
Committee of the amount of 
(i) the Founders


funds needed for the Initial payment
for the Company Shares 
or (ii) after Its Incorporoation, the
Company of the 
amount needed for any subsequent payments for such
Shares and, 
in both cases, the date on 
which such funds are
needed (such date to 
be not 
less than 30 days after such notice
to the Fiduciary), notify the MIC in 
writing of 
the amount of
funds required and the date 
on which such funds are needed;
 

(b) Upon receipt of funds 
from MIC, transfer such funds as
installment payments 
for the Company Shares;
 

(c) Upon receipt of the 
temporary certificates and permanent
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certificates evidencing the Company Shares, 
such certificates

will be immediately placed in the 
Pledged Collateral Account;
 

(d) At least ninety (90) days prior 
to a scheduled Loan repay­
ment, inquire with the Association and the Compny to determine
 
whether there may be 
problems regarding dividend distributions
 
not yet received; also investigate and notify the Lender promptly

of any other Information coming to its attention which might

impair 
the ability of the Borrower to 
meet scheduled Obligations

which in 
any other way may result In an Event of Default.
 

(e) 
 Receive all cash dividends on 
Pledged Shares and segregate

:hem promptly either with other assets 
in the Pledged Collateral
 
\ccount (for loan repayments), or in 
the Other Investments
 
\ccount (for dividend distributions, loan repurchases, and
 
Lnvestments);
 

f) Pay all obligations under 
the Loan Agreement to the Lender
 
.n a timely manner 
out of dividends arnd 
other cash deposited in 
:he Pledged Collection Account; 

g) Notify the Association and the Company of all 
loan
 
epayments and the 
balance of assets 
In all Plan Accounts, within

:hirty (30) days after 
the Lender receives such repayments, and
 
in an 
annual basis provide the Association, the Company and the
 
ender with a 
detailed financial report of the status 
of all

.ssociation accounts and any special problems that may have
 
eveloped since the previous report; 
also issue quarterly reports
 
o the Lender, the Association and 
the Company regarding the
 
inancial 
status of the Pledged Collateral Account; and
 

kh) Supply whatever information is 
needed by the Company, or the

Association after 
it is formed, so that the Company or the
 
Association are able to 
maintain the records of Employees'

Accounts under the Plan, make allocations and other computations,

handle voluntary Employee 
or Employer Contributions to 
the Plan,

direct the Fiduciary in voting or investing Plan Assets, and
 
arrange for dividends and 
other distributions to Employees and
 
their beneficiaries.
 

5.3 DUTIES OF THE FIDUCIARY AS AN INTERIM BORROWER
 

As interim Borrower under the Loan Agreement, the Fiduciary will
 
be responsible for the 
following:
 

(a) To determine that it 
has the legal authority to act as
 
Borrower on 
as interim basis and otherwise carry out all
 
functions designated for the 
Borrower in this ESOP Fiduciary
 
Agreement;
 

(b) To receive from the 
Lender the proceeds of the Loan and to
 
use such proceeds to 
enable it, as Fiduciary, to purchase

lCompany Shares equal 
in total per value to 
the Principal amount

of the Loan 
on behalf of the Association and 
for the benefit of
 



the Employees, to receive such Shares from the secretary of the
 
Company and to deliver such Shares 
for deposit as collateral to
 
the Lender in the Pledged Collateral Account.
 

ARTICLE 6: NOMINEES
 

The Fiduciary may register any Company Shares 
or other property

held by it as Plan Assets hereunder in its own name or in the
 
name of its nominees, with or without the addition of words
 
indicating that such securities are held In a fiduciary capacity,

and may hold any securities in bearer form; but the books and
 
records of the Fiduciary shall at all times reflect that all such
 
investments are for the benefit of the Association.
 

ARTICLE 7: RECORDS
 

The Fiduciary shall keep accurate 
and detailed accounts of all
 
Investments, receipts and disbursements and other transactions of
 
the Association, and all accounts, books and records relating

thereto shall be open to inspection by any person designated by

the Association or the ESOP Steering Committee and (so long -s

the Obligations of the Borrower 
to the Lender under the Lcan
 
Agreement have not been satisfied) by the Lender at all
 
reasonable times. The Fiduciary shall maintain such records,

make such computations and perform such ministerial acts as
 
required under the Plan and as the Association, the ESOP Steering


the 
 to
Committee or Lender may from time time reasonably request.
 

ARTICLE 8: REPORTS
 

Within a reasonable period of time after each Anniversary Date of
 
the Plan, or following the removal or resignation of the
 
Fiduciary, and as 
of any other date specified by the Association,

the Fiduciary shall file a 
report with the Association (or before
 
its formation, with the ESOP Steering Committee). This report

shall show all purchases, sales, receipts, disbursements aned
 
other transactions effected by the Fiduciary during the year 
or

period for which the report is filed, and shall contain an exact
 
description, the cost 
as shown on the Fiduciary's books, and the
 
fair market value as of the end of such period, of every asset
 
held on behalf of the Plan and the 
amount and nature of each
 
liability of the Plan.
 

ARTICLE 9: DISTRIBUTIONS
 

As directed by the ESOP Steering Committee or its successor ESOP
 
Governing Committees of the Association, the Fiduciary shall make
 
distributions from individual Plan Accounts, 
in cash only, at
such times and in such amounts as participants and beneficiaries
 
are entitled thereto under 
the Plan. Any undistributed portion

of a Participant's Capital Accumulation under the Plan shall be
 



retained as Plan Assets.
 

ARTICLE 10: SIGNATURES
 

All communications required hereunder from the Association 
or the

ESOP Steering Committee to the Fiduciary shall be in writing

signed by an officer of the Association or a member of the

Committee, authorized to sign on Its behalf. The ESOP Steering

Committee, or the Association and 
its ESOP Governing Committees,

shall authorize 
one or more of its members to sign on its behalf
all communications required hereunder. 
 The Company or the
 
Association shall at all 
times keep the Fiduciary advised of the
 
names and specimen signatures of all the individuals authorized
 
to sign communications on behalf of the ESOP Steering Committee
 
or the Association. The Fiduciary shall be 
fully protected in

relying on any such communication and shall 
not be required to

verify the accuracy or validity thereof unless 
it has reasonable
 
grounds to doubt the authenticity of any signature. If, after
request, the Fiduciary does 
not receive instructions from the

Association or the ESOP Sto.ering Committee 
on any matter in which

instructions are required hereunder, the Fiduciary shall 
act or
 
refrain from acting as it may determine.
 

ARTICLE 11: EXPENSES
 

The reasonable expenses incurred by 
the Fiduciary in the
 
performance of 
its duties, and all other proper administrative
 
costs of the Plan and Association, shall be charged to and paid

out of the Plan Assets. However, if the Plan Assets are
insufficient to cover such expenses, the Company shall pay all 
or
 
any portion of such expenses. 
 The members of the ESOP Steering

Committee and any successor 
ESOP Governing Committee shall not be

entitled to compensation for services to 
the Association
 
hereunder. The Fiduciary shall be entitled to 
such reasonable
 
compensation for its services 
as 
shall be agreed to between the

Association (and before its formation, the Company) and the
 
Fiduciary.
 

ARTICLE 12: LIABILITY OF FIDUCIARY
 

The Fiduciary shall assume the responsibility and liability for
the prudence of investments under Articles 3, 4 and 5, except

when made under the direction of 
the ESOP Steering Committee or

the ESOP Governing Committees. The Association shall 
indemnify

each member of the ESOP Governing Committee 
to the extent
 
permitted by law, against any personal liability or expense,
except for liability or expense incurred by 
reason of his own
willful misconduct. The Fiduciary shall 
not be required to pay

interest on] any portion of the Plan Assets which Is held
 
uninvested.
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ARTICLE 13: 
 AMENDMENT AND TERMINATION
 

The Association, and the Company (prior to 
the formation of the
Association), shall have the 
right at any time, by an instrument
in writing, duly executed and delivered to the Fiduciary, to
modify, alter or 
amend this Agreement, in whole or in part. In
no event, however, shall the duties, 
powers or liabilities of the
Fiduciary hereunder be 
changed without its prior written consent.
 

ARTICLE 14: NON-REVERSION
 

Subject to 
the provisions of Article 12 above and provisions the
Plan relating to the disposition of Pla. Assets, the rights of
the Participants to the Plan Assets, once vested under the Plan,
shall be irrevocable and at 
no time shall any part of the Plan
Assets revert to the Company 
or be used ior, or be diverted to,
purposes other than 
for the exclusive benefit of 
Participants

(and their Beneficiaries). However, 
the ESOP Steering Committee
 or the Association may, by notice 
in writing to the Fiduciary,
direct that all 
or part of the Plan Assets be transferred 

successor fiduciary; and thereupon the 

to a
 
Plan Assets, or any part
thereof, shall be paid 
over, transferred or assigned to said
 successor fiduciary; provided, however, 
that no part of the Plan
Assets may be 
used to pay contributions of the Company under any
other plan maintained for 
the benefit of its Employees.
 

ARTICLE 15: RESIGNATION OR REMOVAL OF FIDUCIARY
 

The Fiduciary may resign at any time upon thirty (30) 
days
written notice to 
the ESOP Steering Committee and, after it is
formed, the Association. The Fiduciary may be removed at any
time by the ESOP Steering Committee or Association upon written
notice to the Fiduciary. The successor 
fiduciary shall have 
the
 same powers and duties as are conferred upon the Fiduciary
 
hereunder.
 

ARTICLE 16: CONFLICT OF INTEREST
 

This Agreement acknowledges that all parties 
to the Share
Acquisition Loan for 
the benefit of Employees are aware that the
National Investment Bank of 
Egypt will be acting in many
capacities, including Temporary Borrower 
on behalf of Employees,
founding shareholder of the Company on behalf of 
Employees,

pledgor of shares as collateral, escrow agent 
for the Lender,

loan administrator for 
the Lender, and Fiduciary of plan assets
for the Employees, and agree to hold 
the National Investment Bank
harmless against any future claim that these varying roles
 
constitute a 
conflict of interest.
 

ARTICLE 17: ACCEPTANCE
 

The Fiduciary hereby agrees to 
hold and administer Plan Assets,
and all additions and accretions thereto, subject 
to all the
terms and conditions of 
the Plan and this Agreement. In the
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event that any provision of this Agreement shall be held illegal
 
or invalid for any reason, the illegality or invalidity thereof
 
shall not affect the remaining provisions of this Agreement, but
 
shall be fully severable, and the Agreement shall be construed
 
and enforced as if the illegal or invalid provision had never
 
been inserted herein.
 

ARTICLE 18: GOVERNING LAW AND LITIGATION
 

This ESOP Fiduciary Agreement shall be construed and enforced in
 
accordance with the litigation and governing laws of the Arab
 
Republic of Egypt. Any litigation wh'ch may arise from the
 
execution of this ESOP Fiduciary Agreei.ent is within the
 
jurisdication of the General Assembly of the Council of State of
 
Egypt.
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IN WITNESS WHEREOF, the Company and the Fiduciary have
 

caused this ESOP Fiduciary Agreement to be executed this
 

day of _ , 19 . 

FOR THE FOUNDERS' COMMITTEE OF THE ALEXANDRIA TIRE COMPANY
 

S.A.E.:
 
By :
 
Name:
 
Date:
 

FOR THE NATIONAL INVESTMENT BANK OF EGYPT (FIDUCIARY FOR THE
 
EMPLOYEES OF THE ALEXANDRIA TI*::E COMPANY S.A.E. AND THE TRANSPORT
 
AND ENGINE.ERING COMPANY S.A.E.):
 

By :
 
Name:
 
Date:
 

r;t
 



PART 11-9 

CHARTER OF THE ATC EMPLOYEE
 
SHAREHOLDERS' ASSOCIATION
 



CHARTER OF THE
 
ALEXANDRIA TIRE COMPANY
 

EMPLOYEE SHAREHOLDERS' ASSOCIATION
 

1. Introduction. We[enter names of founding members], are all Egyptian employees of theAlexandria Tire Company (the "Company") or the Transport and Engineering Company, bothof which are engaged in the manufacture of vehicular tires. We voluntarily associate our­selves to form an employee shareholders' association, for the purpose of acquiring throughpersonal accounts in an employee share ownership plan beneficial interests in shares of com­mon stock in the Alexandria Tire Company, thereby enabling members of the Association toparticipate personally as shareholde:s of the Company, and otherwise assisting membersand their families to accumulate income-producing propert during their working careers to
meet their personal retiremen' and family needs. 

2. Name. The name of the Association is the Alexandria Tire Company Employee
Shareholders' Association. 

3. Purposes. The pirposes of this Association are (a) to .rovide and obtain for its mem­
bers access to productive credit to accum lIa t, equity capital and earn property incomes fortheir future economic security; (b) to prform o," make available any, other services needed tooperate an employee share ownership plan; and (c) to exercise al' of its powers on a volun­
tary association basis. 

4. 	 Powers. The Association has the power to: 

(a) 	Shares of Company Stock. Acquire, hold legal title to and transfer shares of common
stock in the Alexandria Tire Company according to a plan adopted by the Associa­tion and to distribute cash dividends to members according to their Company share 
accounts. 

(b) 	 Dividends. Receive and distribute dividends and other income on assets of the Asso­
ciatiorn to supplement members' incomes from other sources, to establish a fund to serve as a market to repurchase equity intereU)'f its mLembers, or to repay loans used to
purchase shares on belalf of its members. 

(c) Borrow Aonci'y. Borrow money, without limitation, anI give a lien or pledge on any of
its property as security for any')borrowing. 

(d) 	Advances. Make -ash advances to members. 

(e) 	 Act as Agent. Act as an agent or representative of an.one participating in the Associ­
ation's activities. 

(f) On Real and Personal Property. Buy or lease any real or personal property that is 
needed or uiseful in the operation of the Association. 

(g) 	Instruments and Obligations. Draw, make, accept, indorse, guarantee, and issue pro­
missory notes, bills of exchange, drafts, warrants, certificates, and all other kinds of
obligations, including negotiable or transferable in truments, for any purpose forwhich this Association was created, and give a lien en any of its property as security
for these obligations. 



(h) 	 Other Powers. Exercise -allother powers, privileges, and rights granted to ordinary
corporations and employee beneficial associations by the laws of the Arab Republicof Egypt and all other powers and rights that are needed to carry out the purposes
for which this Association was formed, unless those powers and rights are inconsis­
tent with the laws under which this Association is incorporated. 

(i) No Restrictionon Powers. Tile enumeration of powers in this Section is not a limit or
restriction on any general powers given to the Association by law. 

5. Place of Business. Thle Association's principal place of business is in the City of 

6. Duration. The Association shall exist for an indefinite duration. 

7. Directors. This Association will have directors. Tile first elected Board of
Directors will consist of directors elected for one year; - -_ elected for 
two years; and __ _ elected for three years. Thereafter, all directors will be elect­ed for three years. The names md addresses of the incorporating directors, who will serveuntil the first annual meeting of members or until their succe. sors are elected and qualified 
are:
 

Name Address 

8. Membership and Voting. This Association will not hav. capital stock, but will admitapplicants to membership based on uniform condition3 set out in its bylaws. Membership
will be restricted to persons employed by either the Alexandria Tire Company or by theTransport and Engineering Company. This Association will L-e operated for the mutual bene­
fit of its members. 

Each member will have one vote on each Association matter submitted to a vote at anym eting of members. On matters of Alexandria Tire Company which are subject to vote of itsslVreholders, members will vote on all Company shares held (i their behalf by the Associa­
tion on a one-share, one vote basis. 

Property rights and interests of each member in the Assocation will be unequal and will
be determined by an allocation of Company shares acquire I on behalf of each employergroup, in the proporti:n that each member's compenstion in that employer group bears tothe total compensation of all other members in the same empl .yer group. Upon dissolution,
however, the equity interests of members will be determined provided in the bylaws. 

IN WITNESS WHEREOF, we have set our hands this ..... day of 

, 19 

................
............
.. I ..... _.................
 

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

DO..
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ALEXANDRIA TIRE COMPANY S.A.E.
 

EMPLOYEE SHARE OWNERSHIP PLAN
 

Article 1. 
 Nature of Plan.
 
The 
 Alexandria Tire Company Employee Shareholders' Associa­tion "The Association" 
was formed
Ownership 	 to Implement
Plan (the "Plan"). on 	Employee Share
The Plan is based on the idea that
access to productive credit laigely determines who will
pate in the future ownership, partici­

productive 	 profits and basic
enterprises. 	 decisions 

Employees 	 The purpose of this Plan is 

of
 
of Alexandria Tire Company S.A.E. 	

to enable

of Transport and Engineering Company S.A.E. 

(the "Company") and

in the growth, ("TRENCO")
prosperity, projected dividend incomes 	and gover­

to share
 
nance of 
the Company, 
 and to
tunity 	 provide Participants with an
to gain access 	 oppor­to productive credit 
to accumulate 
equity
capital for their future economic security.
 

Once eligible, each Participant
will 
have 	 as a
a personal account in 
member the Association,


the Plan, reflecting 
Company
Shares and other assets acquired through the Plan, which will not
require 
 any deductions from compensation payments personal
or investment of personal savings on 

risk


the part of any Participant.
 
The primary purpose of the Plan is to enable a broad base of


Participants to acquire share o;:'nership
as shareholders in the Company. 
interests and participate


Consequently, Assets of the Plan
will be invested primarily in Company Shares.
 
The Plan is also designed to be available as a technique of


corporate finance to the Company. 
Accordingly, it may be used to
accomplish the following objectives:
 
(a) To meet general financing requirerients of the Company,including capital growth and transfers in the ownership of
Company Shares;
 
(b) To provide Participants with beneficial ownership of Company
Shares, 	substantially in proportion to 
their relative
Covered Compensation, without requiring any cash outlay, any
reduction in pay or other benefits, or
other rights on the part of 

the surrender of any

the Participants; and
 

(c) To receive loans 
(or other extensions of credit)
the acquisition 	 to financeof Company Shares,by Employer Contributionis to 
with such loans to be repaidthe Fiduciary and dividends received
on such Company Shares.
 

Company on the 

This Plan, adopted by the board of directors of the
day of 
 19
for future Employees of the C 	 will be effective
nitii-yafter--fi) 
 the Company has in
 



its employ at least 200 full-time Employees, (ii) 
this
Association, has its charter approved by the Ministry of Social
Affairs as a qualified employees association under the Executive
Regulations of Law 159 for 1981 and of 
Law 32 for 1964, and
(iii) this Plan has been ratified and incorporated in the bylaws
of the Association by the ESOP Governing Committee representing
Employees of the Company, which was
" 19 done on the day of
.
 It will be effective for Employees of TRENCO when
(i) the TREN-CO board of directors adheres 
to this Plan and
such adherence is ratified by the FSOP Governing Coimnittee 
(ii)


representing TRENCO Employees, which was 
done on
19 the day of
and the 
 , day of 
 _, 19_, respectively.
 

All Plan Assets acquiredShares, as a result of dividends on CompanyEmployer contributions, other income and other additions
to 
 the ESOP will be administered, 
 distributed,
otherwise governed forfeited andby the provisions of thisFiduciary agreement. Plan and the relatedThe Plan is administered by the
under the direction Fiduciary

Governing of the ESOP Steering Committee
Committees) for the exclusive benefit of 

(and ESOP
 
Participants
(and their Beneficiaries).
 

Article 2. 
 Definitions.
 

In this Plan, whenever the context so 
indicates, the singular or
plural number and the masculine, feminine or
each be deemed to include the other, the terms 
neuter gender shall
 

"him" shall refer to r "he", "his", and
"articipant 
and the capitalized terms
shall have the followi,., meanings:
 

Account ............... 
One of 
two accounts maintained to

record 
the interest of 
a Participant in
the Plan, including a Company Share
Account and an Other Investments Account.
 

Acquisition Loan 
...... A loan 
(or other extension of credit)

used by the Association to finance the
acquisition of Company Shares 
("Leve­raged Shares") and repayable wholly from
future cash dividends on such Shares,committed or guaranteed Employer cashcontributions, 
 voluntary Employer or Em­ployee Contributions 
 or earnings,
Employee 
 Contributions, on
 

or earnj.ngs 
 on
Plan Assets. See Articles 5(b) and 7.
 
Allocation 
............ 
 See Article 3 and 7. 
Allocation Date ....... The 
 last day of 
the fiscal year of the 

Company.
Approved Absence ....... 
 A leave of Absence (without pay) granted

to an Er.ployoe by an Employer under its 



established leave policy.
Association 
 See Article 3.
........... 

The Alexandria 
Tire Company Employee
Shareholders' 


Association,
entity established a legal

by the Employees 
or by
the Company and approved by the Ministry
of Social Affairs 
as
association for 

an employees' 

implementing the purpose of 
Fiduciary. t e ESOP through a

Beneficiary 	 See Articles 5 and 17.
........... 
The person 
(or persons) entitled to
receive any benefitsthe 	 underevent of a 	 the Plan inParticipant's 
Break in Service Articles 10,12 and 14. 

death. See 
...... A period of time cominencing with the dateon which 
an 
Employee terminates Service
and ending on the date heService. 	 resumesCapital Accumulation 	 See Article 11.
.. A Participants 


vested 
(nonforfeitable)

interest in his Accounts under the Plan.
Each Participaint's 
Capital Accumulation
shall be determined in accordance with
the provisions of Section 7 and 10 and
distributed 
as provided in Sections 12,
and 14.
Company 
............... 

Alexandria Tire Company S.A.E., 
an
Egyptian joint-stock

under Law No. 43 

company organized
of 1974, 
as amended by
Law No. 32 of 1977 and its executive
regulations, 

agreement 

under a joint venture
betweenEngineering the TransportCompIIny 	 andS.A.E., an Egyptianpublic sectorPirelli joillit-stockCoordinailento company;Pneumatici thean Italian joint-stock 	 S.p.A.,
company; 
and other
Company Share 	 investors.
 

......... 
 A Share of capital stock issued by theCompany, which shares
stock (or are voting commonpreferred Stock convertible 

Company Shares Account 	
into voting colhlnlon] stock.)

An Account of 
a Participant 
Which
reflects his interest Jn Companyheld in 	 Sharesthe Pla. See Articles
Comvensation 	 5(b) and 7 (a)(i).
.......... 
The total cas, co(oIpelsatio a Participantreceives fro~rrYear, 	 thr" Companyincludinig for 	each Planajary, wages, bonuses,

Comi ssi 0 rn -] overtime Pay but not
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exceeding L.E 
 _ ; but excluding
all deferred compensations and contrib­utions to this Plan or 
any other deferred
 
compensation plan.
 

Contributed Share 
..... A Share of capital stock issued by either

the Company or TRENCO, which is
contributed 
to the Plan by that Employer
on behalf of its own Employees.

Article 7(a)(3). 

See
 

Credited Service 
...... 
 The elapsed period of 
an Employee's

Service. 
 See Article 11.
Disability 
............ 
The total and permanent inability of 
an
Employee to perform the usual duties of
his employment with his Employer, deter­mined by a licensed physician approved by
the Association. 
See Article 11.


Distribution 
........ 
See Articles 12, 
13, 14, and 15.
 
Eligibility 
........... 
See Article 3.
 
Employee 
.............. 
Any person employed by the Company or
 

TRENCO. 
See Article 1.
 
Employer 
............ 
 The Company or TRENCO which adopts the
Plan for 
the benefit of its Employees.
 
Employer
Contributions 
......... 
 Payments in cash or 
Contributed
 

Shares made 
to the Association by an
Employer for 
the benefit of its
Employees. 
 See Articles 4, 7 (a)(3),

and 17.
 

Employee
Contributions 
......... 
Voluntary cash payments made by an
 
Employee to the Association to
increase the Plan Assets in his ESOP
Accounts. 
 See Articles 
7 (a) and 17.
 

ESOP ............... 

The Employee Share Ownership Plan
 

ESOP Governing

Committee 
........... 
 The permarnent committee of the


Association which represents Employees
of an Employer for the purposeinstructions of givingto the Fiduciary on behalfof the ESOP Accounts of its Employees.See Articles 3, 5, 6(c) and 17. 

ESOP Steering
 



Committee 
.............. The temporary Committee appointed by 
 the
Founders Conunittee of the Company for thepurpose of implementing the Plan and
giving structions to the Fiduciary beforethe Company becomes operational andthe ESOP Governing Committee is formed.See Article 17.
Fair Market Value 
...... 
 The fair market value of 
Company Share,
as determined 
 by 
the Steering Committee
or 
the Associaticn for all 
purposes
under the Plan based upon 
a valuation by
an independent professional appraiser.See Articles 5 and 18.
Fiduciary 
.............. 
The Fiduciary (or Fiduciaries) designated
initially by the Company's Board of Dir­ectors and subsequently by the Association
(and any successor Fiduciary),
agrees whichto serve by executing the Fiducia­
ry Agreement.Fiduciary Agreement 
... The Agreement between the Company or 
the
Association and the Fiduciary (or any
successor Fiduciary) specifying the
duties of the Fiduciary in holding and
managing Plan Assets.
Forfeiture 
.......... 
 Any portion of 
a Participant's Accounts
which does not become part of his Capital
Accumulation and which is forfeited under


Article 10.
Hour of Service 
....... 
 Each hour of Service for which an Employee

is cerdited under the Plan.
Leveraged Shares 
...... Company Shares acquired by the Associa­
tion with the proceeds of 
an Acquisition
Loan. See Articles 5(b),
Liquidity Fund 

6 and 7(a)(1).
 
...... A sub-account within the Other Investments
 

Account designed

requirements to meet repurchase

on Company Sharesterminated held byParticipants See Articles 5and 17.
 
Other Investments
Account 
........ 
 ...... The Account which reflects each Partic.
pants' interest 
 under 
the Plan attrib­utable to Plan Assets other that Company
Shares. 
See Article 7.
articipant 
.......... 
 Any Employee 
or 
former Employee who has
met 
the applicable eligibility require-
Ments of Articles 3 and who has not yet
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received complete distribution of his
Capital Accumulation. 
 See Articles 3, 7,
8, 9, 10, 11, 12, 14, 15, 16, 17, and 18.

Particiption 
.......... 
 See Article 3.

Plan ................... 


The Alexandria Tire Company Employee
Share Ownership Plan, which includes this
Plan and the Association.

Plan Assets 
........... 
 The Company Shares and other assets held
by the Fiduciary 
or
for in the Associationthe benefit of Participants. SeeArticles 5(a) and 20.Plan Year .............. 
 The twelve-month period ending on eachAllocation Date and coinciding withfiscal year of 

each 
the Company.
 

AccountPledged Collateral
 ............... 

An escrow account maintained by the
Fiduciary 
on behalf of a lenderPlan toto hold Leveraged Shares 

the 
collateral as
 on 
such lender's Acquisition
Loan. 
See Articles 5(b) and 7(a)(1).
Retirement 
............. 
 urmination of Service on 
or after

attainirng age 
60 or 
the retirement 
age
established by the Employer.
Service 
............... 
Employment with the Company or TRENCO.
Share Allotments 
..... The subdivision of Leveraged Shares

between Company and TRENCO Employee
groups in 
the Association prior to
their Allocation 
among Participant's
Accounts, as 
reflected in the Share
Acquisition Loan.
Share-Equivalents See Article 6.
 ..... 
 The accounting term describing CompanyShares for Allocation, Distribution 
voting purposes. 

and 
TRENCo 
................ 


Transport and 
Engineering Company S.A.E.,
a joint venture investor of the Company.
 
Vested Interest 
....... 
 The portion of 
a Participants Account
which may net 
become a Forfeiture. 
See
Article 14.
 
Voluntary
ContributionEmployee
Account .. An Account for handling voluntary Employee.contributions. 
See Articles 7 and 17.
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Article 3. 
 E].igibility and Participation.
 

(a) 	Eligibility to Participate 
- Subject to the provisions
of this Article 3, each Employee of the Company shall
automatically become a Participant in the Plan 
on the first date
he is credited with an 
Hour 	of Service following the effective
date 	of the Plan as 
specified in Article 1. 
An Employee of TRENCO
may also become a Participant from his first Hour of 
Service. The
plan 	becomes effective for TRENCO Employces.A former Participant
who is reemployed. by an Employer 
shall become a Participant as
the date of his ::eemployment. 	 of
A Participant whc is 
on an Ap­proved Absence shall continue as a Participant during the period
of his Appproved Absence.
 

(b) 	Exclusi.ons 
from Patticipation.
 

(1) 	There shall be excluded from participation in this Plan
those Employees who are either:
 

(A) 	Hired only for a period of temporary employment
commonly referred to 
as 
"summer employment," if it
is understood at the 
time 	of hire that such
employment shall not exceed a period of four
 
months; or
 

(B) 	Enrolled as a full-time student in school, or" on a
definite period of vacation or 
absence from school
with the intent of resuming r;nrollment as a 	full­time 	student after the conclusion of such period.
 

(C) A Participant is entitled to share in 
the Alloca­tion of Employer Contribztions and 
 Forfeitures
under Article 7 [or each Plan 	 year in which he isan eligible Employee on tle Allocation Date. AParticipant is also 	 entitled to share in the allo­cation ef Employer Contributions and Forfeitures
for the Plan Year of his Retirement, Disability or
death. A Participant is 
entitled to share in
dividends in any Plan Year on Company Shares orShare-Equivaients remaining in his Capital Ac­cumulations at the time such dividends are dec­
lared by the Company.
 

Article 4. 
 Empl2yerContributi)is. 

(a) 
Voluntary Contributions. 
 Discretionary Employer Contri­butions may be paid to the Assoc atiorl foramounts 	 each Plan Year in such(or under such formula) 
 s may be determined by the
Employer's Board of Directors.
 

(b) 	Employer Cont.ibutionls may be paid to
in cash, Company Shares, 	 the Association
 or Contributed Shares, as determined by
 



the Employer's Board of Directors. Mondatory Contribution in
cases where the Employer guarantees an Acquisition Loan for
Leveraged Shares allotted for its Employees under Article 7, the
Emp!oyer shall pay Employer Contributions to the Association in
cash in such amounts, and at such times, as
Association with cash sufficient to 
needed to provide the
 pay any currently maturing
debt obligations (including interest) under such guaranteed Ac­quisition Loan. 
 If the Employer is 
the lender with respect to an
Acquisition Loan, Employer contributions 
may be paid in the form
of foregiveness of indebtedness under the Acquisition Loan.
 

(c) 
In the event Employer Contributions
Association by reason of are paid to the
 
Contributions a mistake of fact, such Employer
may by returned to 
the Employer by tileFiduciary (upon direction of the ESOP Governing Committee) withinone year after the payment to the Association. 

(d) No Participant shall be required to make contributions
to the Plan.
 

Article 5. 
 Investment of Plan Assets
 
(a) In General 
-
Plan Assets will be invested by the Fid­uciary primarily in Company Shares or Contributed Shares. 
 In the
case of the Employees of the Company, Employer Contributions (and
other Plan Assets) 
may be used to acquire Company Shares from
Company shareholders (including former Participants or Bene­ficiaries) or 
from the Company or any of 
its shareholders. 
 In
the case of Employees of TRENCO, Employer Contributions 
may be
used to acquire TRENCO shares. The ESOP Fiduciary may also invest
Plan Assets in such othar prudent investments as 
the Fiduciary
deems to be desirable for meeting the objectives of the 
 Plan
iincluding savings accounts, certificates of deposit, high-grade
short-term securities, high-grade stocks and bonds,
prudent investments), or other
or
cash. All purchases 

Plan assets may be held temporarily inof Company Sharesbe made at Dr Contibuted Shares shallprices which do not exceed thesuch Shares as of the Fair Market Value ofAllocation Date preceding or coincidingwith the date cf such purchase, as determined in good faith by
tne Fiduciary in accordance wit, 
the provislOinsExcept for the funding of of Article 17.
a Liquidity Fund to meet projected
repurchases of Company Shares from te lmjnated
Fiduciary may invest and ho.id up to 
Participants, the
loo0 of 
the Plan Assets in
Company Shares.
 

(b) Ac_quisition Loans - ESOPAssociation may direct 
The Steering Committee orthe Fiduciary tHe

from time to incur Acquisitionto Loans 
(Leveraged 

time to finance the acqu iShares) for ithe Association or to repay a priorAcquist o 
Loan. 
 An installment obigiation incurred in
connection with the purchasespecific te m of Company Shares shall bes an Acquisitionterm, Loan.be rh treatingshall bear a reasonab~leshall nAn Acqisii- .J o n sll e forLoansalb agrate of interest and shall
not be payable on demand except in the event of a default. 
An
 



Acquisition Lcan may be :3ec')red by a pledge of the Leveraged
Shares so acquired (or acquired with the proceeds of
Acquisition Loan which is being financed.) 	
a prior


No other Plan Assets
may be pledged as collateral fu, an Acquisition Loan, and no
lender shall have recourse igainst Plan Assets other than any
Leveraged Shares remaining subject tc 
pledge.
 

(c) Employ.r Guaranteed Acquisition Loans- Any Pledge of
Leveraged Shares acquired with an Acquisition Loan which has been
guaranteed by the Employer must provide for the release of the
shares so pledged as 
payments on the Acquisition Loan are made by
that 	Fiduciary and such Leveraged Shares 
(or share-equivalants of
such 	shares) are 
allocated to Participants Company Share Accounts
under Article 7(b).
 

(d) Acquisition Loans with Employer Guarantees- Where there
is no Employer (or comparable) guaranty of loan repayment on an
Acquisition Loan,
 

(i) 	 thL! release of Leveraged Shares may be postponed
until the Acquisition Loan has been repaid in full,

if requ~ired by the lender, and
 

(ii) 	dividends on such Leveraged Shares must first be
used 	to meet s.i'eduled debt obligations (including
accrued interest) 
on such Acquisition Loan. 
 In
such a case, the release formula for Leveraged
Shares in Article 7(b)(2) shall apply and credits
f'r share-equivalents will be allocated to Parti­cipants' Company Share Accounts as 
if an actual
 
release occurred.
 

(e) 	Acquisitien Loan Payments 
- Payment of principal and­/or interest on any Acquisition Loan shall be made by the Fid­uciary (as directed by the Steering Committee or the Association)
only from Employer contributions and Employee Contributions paid
in cash to enable the Fiduciary to repay such Acquisition Loans,
from earning attributable to such Employer and Employee Contrib­utions and from any cash dilidends received by the Fiduciary on
the Leveraged Shares 
(whether allocated or unallocated) purchased
with the proceeds of such Acquisition Loan; 
and the payments made
with 	respect to an Acquisition Loan for 
a Pian year must not
exceed the 
sum of such Employer and Employee Contributions,
earnings and dividends for 
that Plan year 
(and 	prior Pian years),
less 	the amount of such payments for prior Plan Years.
Company is not the 	 If the
lender with respect to an Acquisition Loan,
the Company may elect 
to make payments on 
the Acquisition Loan
directly to the Lender and to treat such payments as Employer

Contributions.
 

(f) 	Dividends - Cash dividenlds oII Leveraged Shares inexcess of scheduled repayment on Acquisitioncredited to Participants Other Investmerlts 
Loans shall be 

Accounts based onprevious allocations of Share-EquivaleIts to such Particpants'Company Shares Accounts 
(or if no such allocations have yet 
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occurred with respect to unreleased Leveraged Shares, 
on the
basis of relative Compensation). 
 As directed by the ESOP Stee­ring Committe or its successor ESOP Governing Committees, such
dividends may be paid out 
in cash, put into
repayments a reserve for future
on the Acquisition Loan, 
invested for the benefit of
Participants Other Investments Accounts, or 
put into a special
reserve fund (a "Liquidity Fund" within the Other Investments
Accounts to meet future Share 
repurchase requirements as 
Partici­pants terminate their employment.
 

(g) 
Sales of Company Shares- Subject to the approval of the
board of directors of 
the Company, the Association may direct the
Fiduciary to sell Company Shares to 
any person (including the
Company), provided that any such sale must be at a price not
favorable to the Plan than Fair Market Value as of the date of
 
less
 

the sale. Notwithstanding the provisions of Article 5(e),
Steering Committee or the
the Association may direct the Fiduciary to
apply the proceeds from the sale of 
unallocated Leverage Shares
to repay the Acquisition Loan 
(incurred to finan ce the purchase
of such Leveraged Shares) in 
the event of
or the termination of the Plan or 
the sale of the Company


if the Association ceases 
to be
a qualified employees' association under Egyptian Law.
Fiduciary is If the
unable to make payments of Prinicipal and/or inte­rest on an Acquisition Loan when due, the Steering Committee or
the Association (with the approval of 
the Company's board of
directors) may direct the Fiduciary either to sell any Leveraged
Shares that have not yet been allocated to Participants' Company
Share Accounts or 
I:o 
obtain a new Acquistion Loan in 
an amount
sufficient to make such payments.
 

Article 6. 
 Share Allotments of Founding Leveraged Shares.
 
Shares allotments of the 421,000 Company Shares acquired as
Leveraged Shares with the initial Acquisition Loan from the
Ministry for International Cooperation, dated 
 ,19_f
to enable Employees to become founding shareholTers of
ny, shall be as 

the Compa­follows:
 

(a) Sixty percent (60%) 
or 
252,600 of the Leveraged Shares
shall be allotted and reserved for future allocations under
Article 7 of the plan for Employees of the Company.
 

(b) Forty percent (40%) 
or 168,400 of 
the Leveraged Shares
shall be allotted and reserved for future allocations under
section 7 of 
the Plan for Employees of TRENCO, 
as the domestic
mother company and principal sponsor of 
the joint venture which
established the Company.
 
If employees of TRENCO 
are erable 
to join the Plan, the 168,000
shares will be added to the other Leveraged Shares reserved for
Employees of the Company.
 

Article 7. 
 Allocations to 
Participants' Accounts
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(a) 
Types of Participant Accounts 
- A Company Shares Account,
and an Other Investments Account shall be maintained by the ESOP
fiduciary to reflect the interest of each participant under the
Plan.
 

(1) Company Share Account 
- The Company Shares Account main­tained for each participant will be credited annually with his
allocable number of Company Shares 
(including fractional shares)
purchased and paid for by the Plan or contributed in kind by the
Company to the Plan as 
an Employer Contribution, with any forfei­tures of Company Shares, and with any stock dividends on Company
Share allocated to his Company Shares Accounts.
 
(2) 
Other Investments Account 
- The Other Investments
Account maintained for each Participant will be credited
annually with his allocable share of 
Employer Contributions that
are not in the form of Company Shares, with any voluntary
Employee Contributions in cash, with any Forfeitures from Other
Investments Accounts, with any cash dividends (other than
currently distributed dividends) on Company Shares
Equivalents allocated to his Company Share Account, and any net
 

or Share­
income (or loss) of the Plan. 
 Such Acccount will be debited for
the Participant-' share of any cash payment made by the Fiduciary
for the acquisition of Company Shares or 
for the payment of any
Principal and/or interest on an Acquisition Loan.
 
The 
 (b)Formuli for Allocation Among Part
 ic i ants' Acounts.
The Governing Committee of the Company shall maintain Partici­pants' Accounts for Company Employees and 
the Governing Comnittee
of TRENCO will maintain Participants, Accounts for TRENCO Emplo­yees based on different data for the 
two employer groups.
Allocations to Participants Accounts The
 
Employer group will be made as 

for each Plan year for each
 
follows:
 

(1)Employer Contributions 
on Inallocated Forfeitures and Cash DividendsCopajy Share s - Employer Contribution undercle 4(a), Forfeitures Arti­under Article 11(b) andunallocated Company Shares for each Plan Year will be allocated
 
cash dividends on 

entitled under Article 3(c) 


as of the Allocation Date among the Accounts of Participants 
so
in the ratio that the Compensation of
each Participant bears to the total Compensation of all such
Participants.
 

(2 )Leverage Shared-
 Any Leveraged Shares acquired by the
Plan for each of the two Employers shall 
initially be credited
to a "Loan Suspense Account" for that
lents representing Employer and Share-Equiva­such shares wil .Share Accounts be a. located to theof Participants Companyonly as Payrientstion Loan are made by the Fiduciary. on the Acquisi-
Shares to be released The number of Leveragedor credited from the Loan Suspense Account
for allocation to Participants' Company Shares Accountlan Year shall be determined by the Governing Committee for that
mployer group (as of each Allocation Data) 


for each 

as follows:
 
The number of Financed Shares held in 
the Loan Suspense 

f)1 
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Account immediately before the 
release for the current Plan
Year shall be multiplied by a fraction. 
The numerator of
the fraction shall be the amount of Principal and/or inte­rest paid on the Acquisition Loan for 
that Plan Year. The
denominator of the fraction shall be the 
sum of the numera­tor plus the total payments of Principal and interest on 
the
Acquisition Loan projected to be paid for all future Plan
Years. 
For this purpose, the interest 
to be paid in future
years is to be computed by using the interest rate in effect
as 
of the current Allocation Rate.
 

In each Plan Year in which Plan Assets are applied to make
payments on an Acquisition Loan, the Leveraged Shares released
from the Loan Suspense Account in accordance with the provisions
of this Article 7(b) shall be allocated among the Company Shares
Accounts of Participants in the manner determined by the
Governing Committee based upon the source of funds (Employer
Contributions, Employee Contributions, earnings attributable to
such Employer Contributions or 
Employee Contributions, and cash
dividends) used to make payments on 
the Acquisition Loan.
cash dividends on If
Leveraged Shares allocated to a Participant's
Company Share Account are used for payments on
Loan, Share-Equivalents of such Leveraged Shares 
an Acquisition
 

(representing
that portion of such payments) released or 
credited for release
from the Loan Suspense Account shall be allocated to that
Participant's Company Shares Account.
 

(3) Voluntary Employee Contribution- Each Participant's
Other Investments Account will be credited directly with any
voluntary Employee Contributions made by that Participant during
any Plan Year.
 

(4) A Net Income (or Loss) Of The Plan- The net 
income (or
loss) of the Plan for each Plan Year will be determined as
Allocation Rate. of the
Prior to the Allocation of Employer Contrib­utions and Forfeitures and of Employee Contributions for
Year, each Participant's share of 
the Plan
 

any net incomebe allocated to (or loss) willhis Other Investments Account in the ratio thatthe total balances of both his Accounts on the preceding Alloca­tion Rate (reduced by any distribution
during the Plan Year) bears 

of Capital Accumulation
 
to the sum of such Account balances
for all Participants as of that date. 
 The net income (or loss)
of the Plan includes the 
icrease (or decrease) in the fair
market value of Plan Assets 
(other than) Company Shares),
income, dividends and other income 

interest
 
and gains (or losses) attrib­utable to 
Plan Assets (other than dividends 
on Company Shares)
since the Preceding Allocation Rate, reduced by any expenses
charged to 
the Plan Assets for that Plan) Year.
of the The determinationnet income (or loss) of the Pjall shall not take into
account any interest paid by the Plan under an Acquisition Loan.
( 5 )Dividends on Co Pa_ Shares. Any cash dividends received
 

on Company Shares allocated to Participats, Company Share Ac­counts will be allocated to 
the respective Other Investments
Accounts of such Participants in the ratio that tle member of
 

12
 



Share-Equivalents of each Participants bears to total Share-
Equivalents allocated to all such Participants on the preceding
Allocation Date. 
 Any cash dividends received on unallocated
Company Shares (including any Leveraged Shares credited to 
the
Loan Suspense Account) shall be allocated among the Participants'
Other Investments Accounts in the ratio that Compensation of each
Participant bears to 
the total Compensation of all such Partici­pants. 
Any stock dividends received on 
Company Shares shall be
credited to the Accounts (including the Loan Sutspense Account) to
which such Company Shares were allocated. 
 Any cash dividends
which are currently distributed to Participants (or their Benefi­ciaries) under Article 14 shall not be credited to their Other
Investments Accounts.
 

(6)Accounting for Allocations 
- The Association shall
establish accounting procedures for the purpose of making the
Allocations to Participants' Accounts provided for in this
Article 1. The Association shall maintain adequate records of
the aggregate cost basis of Company Shares allocated to each
Participant's Company Shares Account. 
The Association shall also
keep separate records of Leveraged Shares and of Employer
Contribution and Employee Contributions (and any earning thereon)
made for the purpose of enabling the Plan to repay any
Acquisition Loan. 
From time to time, the Association may modify
the accounting procedures for the purpose of achieving equitable
and nondiscriminatory allocations among the Accounts of
Participants in accordance with the general concepts of the
 
Plan.
 

Article 8. 
 Voting Company Shares.
 

All Company Shares held by the Association shall be voted by
the Fiduciary in accordance with instructions from the ESOP
Steering Committee and ESOP Governing Committee of each Employer.
If the ESOP Steering Cominitte 
or the ESOP Governing Committee
shall fail or refuse to 
give the ESOP Fiduciary timely in­structions, the Fiduciary shall 
not exercise its power to vote
such Company Shares.
 

Before the first hundred (200) Employees are hired 
by the
Company the ESOP Steering Committee will direct the Fiduciary on
the manner of voting Company Shares.
 

Prior to 
the first allocation of Share-Equivalents to Partici­pants' Accounts, each Company's ESOP Governing Committee shall
solicit instrctions on all matters subject 
to a shareholder vote
from each Participant. The Participants may vote all Company
Shares acquired with the Acquisition
ted Loan which have been allot­to their Employer group under Article 6, with the total votesub-divided among Participants according to the ratio that each
Participant's Compensation bears 
to
IParticipants the total Compensation of all
in that Employer group. 
The ESOP Governing Commit­tee of the Employer shall direct the ESOP Fiduciary to vote
accordingly.
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After the first credited release of 
and Allocation of Share
Equivalents to Participants' Accounts, voting by Participants will
be on a one-share, one-vote basis, linked to allocations 	of Share-
Equivalents among Participants' Accounts. 
 Unallocated Company
Shares will be voted by Participants in 
the same proportion as
the Participants' allocated Company Shares.
 

Article 9. 
Disclosures to Participants.
 
ta) Summary Plan Description 
- Each Participant shall be given
a summary of the Plan which is written in a language which shall
enable Employees to understand their rights under the Plan.
summary plan description shall be updated at least once every

Such
 
five years.
 
(b) Summary Annual Report-
 Within nine 
(9) months after each
Allocation Date, each Participant shall be given the summary
annual report of the Plan (based on 
information limited to
Participants grouped by each participating Employer), providing
him with a summary of the activities of 
the Plan during the Plan
Year and the financial status at the close of the year compared
to the previous year.
 

Annual Statement 
-
(c) Following each Allocation Date, 	each
Participant shall be given a statement reflecting the following
information:
 

(1) 	The balances (if any) in each of his Accounts as of 
the
beginning of 
the Plan Year.
 
(2) The amount of Employer Contributions, Employee
Contributions and Forfeitures, dividends and net income
(or loss) allocated to his Accounts for the Plan Year.
 
(3) The adjustments to his Accounts 
to reflect his share of
dividends, if any, on 
Company Shares and any net
(or loss) of the Plan for the Plan Year. 

income
 

(4) The new balances in each of his Accounts as of that
Allocation Date, including the number of Company Sharesallocated to his Company Shares Account and the Fair
Market Value of such shares as of the Allocation Date.
 
(5) 
His years of Credited Service and his vested percen­tage in his Account balances 
(under Article 10) 
as
that Allocation Date.	 

of
 

(d) 
Additional Disclosure. 
The ESOP Governing Committee shallmake available for examination by arly Participant copies 	of the
Association Bylaws (including the Plan), 
the Fiduciary Agreement,
the Association deed of incorporation, the latest annual 	report
and financial statement of 
the Planl 
and an)y other reports req­lired to be available to Participants by any ministry or 
agency
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of the Arab Republic of Egypt. 
 Upon written request of any
Participant, the ESOP Governing Committec shall furnish copies of
such documents, and may make a reasonable charge to 
cover the
 cost of furnishing such copies.
 

WHAT PARTICIPANTS WILL RECEIVE
 

Article 10. 
 Vesting and Forfeitures
 

(a) Vesting
 

(1) A Participant's interest in his Accounts shall become
100% vested and nonforfeitable without regard to his Credited
Service if he 
(A) is employed by the Company of by TRENCO on or
after his 60th birthday, (B) incurs 
a Disability while employed
by the Company or TRENCO or 
(C) dies while employed by the Company
or TRENCO.
 

(2) Except as otherwise provided in Article 10(a) 
(1), the
interest of each Participant in his Accounts 
(except those
resulting from voluntary Employee Contributions which 
are 100%
vested) shall become vested and nonforfeitable in accordance with
the following schedule:
 

Credited Service Nonforfeitable
 
Percentage
Under Section 12 


of Accounts
 

Less than Three Year 

0%

Three Years 

Four Years 30%
 
Five Years 40%
 
Six Years 50%
 
Seven Years 60%
 
Eight Years 70%
 
Nine Years 80%
 
Ten Years or More 
 90%


100%
 

(b) Forfeitures 
- Any portion of
Participant's Account which is 
the final balances in a
 not vested (and does 
not become
part of his Capital Accumulation) will become 
a forfeiture as
the Allocation Date of the Plan Year iliwhich he 

of
 
consecutive-year Break in Service. 

incurs a five-

Forfeitures shall 
first be
charged against a Participant's Other Investments Account, with
any balanced charged against his Company Shares Account (at Fair
Market Value). 
 Leveraged Shares shall be forfeited only after
other Company Shares have been forfeited.
be reallocated to All forfeitures will
the Accounts of
provided in Artile (6), 

the remaining Participants, as
as of the Allocation Date of
Year in which a five-consecutive-year the Plan
 
Break in Service occurs.
 

(c)VestingUponReem 
 Z - If a Participant who is not 
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100% vested receives a distribution of his Capital Accumulation
prior to the occurrence of a five-consecutive-years Break in
Service and he is reemployed prior to 
the occurrence of such a
Break in Service, the portion of his Accounts which was not
vested shall be maintained separately until be becomes 100%
vested. 
His vested and nonforfeitable percentage in such
separate Accounts upon his subsequent termination of service
shall be equal to:
 

X - Y 
100% - Y 

For the purpose of applying this formula, X is the vested
percentage at the time of the subsequent termination, and Y is
vested percentage at the time of the prior termination.
 

Article 11. 
 Credited Service and Break in Service.
 
(a) Credited Service 
- An Employee's Credited Service shallbe the number of 
Plan Years, beginning after
in which he is credited with at 
least 1000 Hours of Service.
 
(b) Break in Service - A one-year Break in Service shall
occur in 
a Plan Year in which an 
Employee is not credited with
more than 500 Hours of Service by reason of his termination of
Service. 
A five-consecutive-year Break in Service shall be five
consecutive one-year Breaks in Service.
 

For purposes of determining the period of
Break in Service, the period of 
a Participant's


a maternity/paternity leave not
exceeding one year shall not be treated 
as a Break in Service.
 

(c)Reemployment 
- If 
a former Employee is reemployed after a
one-year Break in Service, the following special rules shall
apply in determining his Credited Service:
 

(1) New Accounts will be established 
to reflect his interest
in the Plan attributable to Service after the Break in
Service. 
After he completes on a year of Credited
Service following his reemployment, his Credited Ser­vice with respect to the 
new Accounts will include his
Credited Service accumulated prior 
to the Break in
 
Service.
 

(2) If he is reemplcyed after the 
occurrence of 
a five­consecutive-year Break in Service, Credited Service
after the Break in Service will not increase
his vested interest in his accounts attributable to
Service prior to the Break in Service.
 
(3) In the case of a Participant who is 
reemployed after a
five-consecutive-year Break in Service and who has not
attained a vested interest in his Accounts Service
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prior to the Break in Service shall not be included in
 
determining his Credited Service.
 

(d) If an Employee is 
granted an Approved Absence, his

Service is not terminated by the Approved Absence and
the period of the Approved Absence will be included in

his Credited Service. Failure to return to work by the
end of an Approved Absence will terminate Credited
 
Service as 
of the end of the Approved Absence.
 

Article 12. 
 When Capital Accumulation Will be Distributed.
 

(a) E.xcept as otherwise provide in Article 13, 
a
Participant's Capital Accumulation will be distributed following
his termination of Service, but only at 
the time and in the
manner determined by the ESOP Governing Comunittee.
 

(b) In the event of a Participant's Retirement, Disability or
death, distribution of his Capital Accumulation shall commence no
later than the Allocation Date of 
the Plan Year following the
Plan Year in which his Retirement, Disability or death occurs.
a Participant's Service terminates for any other reason, 
If
 

distribution of his Capital Accumulation shall commence no 
later
than the Allocation Date of 
the sixth Plan Year following the
Plan Year in which his Service terminates; for distributions on
such terminations, if 
a Participant's Capital Accumulation
includes Leveraged Shares, such shares shall 
not be deemed to be
part of his Capital Accumulation until the Allocation Date of the
Plan Year in which the Acquisition Loan has been fully repaid.
 

The following alternative modes of distribution may be
selected by the ESOP Governing Comm ittee (after considering the
available liquid assets of 
the Plan):
 

(1) Distribution of a Participant's Capital Accunulation in
 
a single lump sum; or 

(2) Distribution of a Participant's Capital Accumulation in
substantially equal, annual 
installments 
over a period not
exceeding five years 
(provided that 
the period over which
installments may be distributed may be extended for Capital
Accumulations exceeding L.E. 
 ;or
 

(3) Any combination of the foregoing.
 

(c) Distribution of 
a Participant's Capital Accumulation
shall commence not later than 60 days after the Allocation Date
coinciding with or 
next following his 60th birthday (or his
termination of Service, if 
later). 
 If the amount of a
Participant's Capital Accumiulation cannot 
be determined (by the
ESOP Governing Counittee) by tle date on1 which a distribution isIto commence, or if the ParticipanIt calnot be located,
distribution of his Capital Accumulation shall commence within 60
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days after the date on which the ESOP Governing Committee locates

the Participant.
 

(d) If any part of a Participant's Capital Accumulation is
retained in the Plan after his Service ends, his Accounts will
continue to be treated as described in Article 1.
except as otherwise provided in Article 3(b), 
However,
 

such Accounts
shall not be credited with any additional Employer Contributions,
Forfeitures, and dividends on unallocated Leveraged Shares.
 

Article 13. 
 In-Service Distributions
 

(a) Cash Dividends -
Theie is no Company (or comparable)
guaranty to support repayment of an Acquisition Loan, cash dividends on
Leveraged Shares whether allocated or 
unallocated, shall first
be used to meet current or accrued repayment obligations on
Acquisition Loan which financed such shares. See Articles 5(e)
 
the
 

and 5 (f).
 

As determined by the ESOP Governing Committee, any
cash dividends payable on Company Shares allocated as Share-
Equivalents to the Company Shares Accounts of Participants, may
after required debt service Obligations are made and in accorda­nce with article 5 (f), 
be paid currently (or within 90 days
after the end of the Plan Year in which dividends are paid to the
I Plan) in cash by the Fiduciary to such Participants (or their
Beneficiaries) on a nondiscriminatory basis.
 

With respect to cash dividends payable on 
Leveraged Shares
which remain unallocated, the ESOP Governing Counittee may also
direct the Fiduciary to make payments in cash to Participants
based on their relative Compensation 
(see Article 7(b)(1), with
the balance added to Participants' Other Investments Accounts.
 

(b)Withdrawals-
 Except as provided in this Article 13,
Participant is not entitled to a
 any payment, withdrawal or distri­bution under the Plan during his Service.
 

Upon written application by a Participant, the ESOP Governing
Committee may, if sufficient cash is available in Participants'
Other Investments Accounts, direct 
the Fiduciary to make a par­tial cash distribution to him while he remains an Employee and an
active Participant in 
the Plan. Such distribution shall be
limited to a Participant who demonstrates 
(to the satisfaction of
the ESOP Governing Committee) 
a need for personal funds due to a
financial hardship. 
Any hardship distribution shall be limited
to 50% 
of the Participant's then vested intetest under Article 10
and shall be treated as 
an advance against the Capital Accumula­tion to be distributed following termination of his Service.
 
\rticle 14. 
 How Capital Accumulation Will be Distributed.
 

(a) The Fiduciary will make di.-tn 
 htUtions from the Plan only
is directed by the ESOP Governing CoImunittee. The distribution of
a Participant's Capital Accumulation will be made entirely 
 in
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cash, unless both the Company and the Association agree
otherwise. No Participant has the right to demand a distribution
 
in Company Shares.
 

(b) Distribution of a Participant's Capital Accumlation
will be made to the Participant if living, and if not, 
to his
Beneficiary. 
In the event of a Participant's death, his
Beneficiary shall be his surviving spouse, or,if none, his
estate. A Participant (with the consent of his spouse, if 
any)
may designate a different Beneficiary or Beneficiaries from time
to time by filing a written designation with the Fiduciary. 
A
deceased Participant's entire Capital Accumulation shall be
distributed to his Beneficiary within five years after his death,
except to the extent that distribution previously has commenced
in accordance with Article 13(b).
 
Article 15. 
 Rights, Options and Restrictions on Company Shares.
 
In the event 
the Company and the Association both agree to
distribution of a
all or part of a Participant's Capital Accumula­tion in Company Shares, such distribution shall be made under the
following conditions:
 

(a) Any Company Shares distributed by the Plan shall be
subject to a "right of first refusal." The right of 
first ref­usal shall provide that, prior to any subsequent transfer, the
shares must first be offered for purchase in writing to the
Company, and then 
to the Association, 
at the then Fair Market
Value. 
A bona fide written offer from an independent prospective
buyer shall be deemed to be the Fair Market Value for this
purpose. 
 The Company and the ESOP Governing Committee (on behalf
of the Plan) shall have 
a total of 14 days to exercise the right
of first refusal on the same 
terms offered by a prospective
buyer. The Company may require that 
a Participant entitled to
distribution of Company Shares exccute an 
a
 

appropriate stock
transfer agreement (evidencing the right of first refusal) prior
to receiving a certificate for Company Shares.
 

(b) The Company shall provide a "put option" to any Partici­pant (or Belceficiary) who receives a distribcition of 
Company
Shares. 
The put option shall permit the participant (or Benefi­ciary) to sell such Company Shares to the Companyduring two option periods, at the 
at any time 

then Fair Market Value. The
first option period shall be for 
 least 60 days beginning on
the date of distribution. 
at 

The second option period shall be forat least 60 days beginning after the 
new dLotermination of Fair
Market Value (and notice to 
the Participanc thereof) in the
following Plan Year. 
 The Company may allow
Committee to purchase shares of Company 
the ESOP Governing


Shares tendered to the
Company under a put option.
 

The payment for any Company Shares sold under a put option
shall be made within 30 days if 
the shares are distributed as
part of 
an installment distributio. 
 the shares are distrib­uted in a lump sum distribution, 
If 

payment s,,,ll commuence within 
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days and may be made in a lump sum or in substantially equal,
annual installments 
over a period not exceeding five years, with
adequate security provided and interest payable at 
a reasonable
rate on an unpaid installment balance (as determined by the
Company on the ESOP Governing Committee).
 

(c) Company Shares held or distributed by the Fiduciary may
include such legend restrictions 
on trariferability
may reasonably require in order to assure 
as the Company


compliance with appli­cable Egyptian securities laws. 
 Except as otherwise provided in
this Section 15, Company Shares held or
no 

Fiduciary may be subject to a put, call 

distributed by the
 
sell or other option, or buy­or similar arrangement. 
The provisions of this Section 15
shall continue to be applicable to Company Shares
Association and the ESOP cease to 

even if the
 
exist.
 

Article 16. 
 No Assigment of Benefits.
 
A Participant's Capital Accumulation may not be anticipated,
assigned (either at 
law or in equity), alienat-I or
attachment, garnishment, levy, execution or 

subject to
 
other legal or equi­table process, except where specifically required by laws gover­ning assets of employee associations.
 

Article 17. 
 Administration
 

(a) Temporary ESOP Steering Committee 
-
tion is formed, Before the Associa­as a legal entity approved by the Ministry of
Social Affairs, the Founders Committee of the Company, with the
k pproval of 
the Ministry of International Cooperation, appointed
a broadly representative temporary
initiate this ESOP. 
ESOP Steering Commitee to
The ESOP Steering Committee was charged with
the duties of designing 2Ije 
ESOP, directing the Fiduciary on
management of the Leveraged Shares which were acquired for the

the
 
benefit of Employees, and voting such shares until the Associa­
tion was formed.
 

(b) ESOP Governing Committee-
 Under the general policy
direction of the Board of Directors of this Association, the Plan
will be administered by two ESOP Governing Committees, the first,
a six-person body representing the Employees of the Company and
the second, a four-person body representing the Employees of
TRENCO. 
These 10 persons, half cf whom are appointed by manage­ment and the other half are elected by the Employees in each of
the respective Employer groups, also serve 
 the Board of Direc­tors of the Association. 
as 


While each member of the ESOP Governing
Committee serves in a fiduciary capacity, the Association may
contract with an outside Fiduciary to hold 
trust 
assts on behalf
of all members of the Association and
Fiduciary, subject to ,erve as a directed
to separate instruct-ijosa received from the two
ESOP Governing Coiinittees with respect 
to Investment, distrib­ution and voting matters affecting the segregated Participants'
Accounts for the group of 
Employees each sch committee repre­sents. 
 The selection and replaceieht of members of the ESOP
Overning Committee are governed by Part I of these Bylaws,
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dealing with the governance of the Association.
 
(c) ESOP Governing Committee Action 
- Committee action will
be by vote of a majority of the members at 
a meeting or in
writing without a meeting. A Committee member who is a Partici­pant shall not vote on any question relating specifically to
himself.
 

The Committee members shall be authorized to execute any
certificate or other written direction on behalf of the Commit­tee. 
 The Committee shall keep a record of its proceedings and of
all dates, records and documents pertaining to the administration
of the Plan.
 

(d) Powers and Duties of the ESOP Governing Committee
Committee shall have all powers necessary to enable it 
- The
 

to adminii­ster 	the Plan and the ESOP Fiduciary Agreement in accordance with
their provisions, including without limitation the following:
 
(1) resolving all questions relating to the eligibility 
of
Employees to become Participants;
 

(2 determining the appropriate allocations to Participants'

Accounts pursuant to Article 7.
 

(3) determining tile 
amount of benefits payable to 
a Partici­pant 	(or Beneficiary), 
and the time and manner in which such
benefits are to be paid;
 
(4) 	authorizing and directing all disbursements of Plan
Assets by the Fiduciary;
 

(5) 	engaging any administrative, legal, accounting, cleri­cal or 
other services that it may deem appropriate;
 
(6) 
 construing and interpreting the Plan and the Fiduciary
Agreement and adopting rules for administration of
Plan 	that are the
consistent with the terms of 
these ESOP
 

Bylaws.
 

(7) 
compiling and maintaining all records it determines to
be necessary, appropriate or 
convenient in connection
with the administration of the Plan;
 
(8) 	reviewing the performance of the Fiduciary with 
res­pect to the Fiduciary's administrative duties, respon­sibilities and obligations under the Plan and ESOP


Fiduciary Agreement;
 

(9) 	selecting an indepentent appraiser and detremining the
Fair Market Value of Company Shares as
it 	 of such dates as
determines to be necessary or appropriate; 
and
 
(10) 
 executing agreements and other documents 
on behalf of


the Plan.
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The Committee shall be responsible for directing the Fid­uciary as 
to the investment of Plan Assets. 
 The Committee may
delegate to the Fiduciary the responsibility for investing in
Plan Assets other than Company Shares. The Committee shall
establish a funding policy and method for directing the Fiduciary
to acquire Company Shares (and for otherwise investing the Plan
Assets) in a manner that is consistent with the objectives of the
Plan.
 

The Committee shall perform its duties ander the Plan and
the ESOP Fiduciary Agreement solely in the interests of the
Participants (and their Beneficiaries). 
 Any discretion granted
to the Committee under any of the provisions of the Plan or the
ESOP Fiduciary Agreement shall be exercised only in accordance
with rules and policies established by the Commitee which shall
be applicable on a nondiscriminatory basis.
 
(e) Expenses - All reasonable expenses of administering the
Plan and Plan Assets shall be chacged to and paid out of the Plan
Assets. 
 The Company may, however, pay all or 
any portion of such
expenses directly, and payment of expenses by the Company shall
not be deemed to be Employer Contributions.
 

(f) Information to be Submitted to the Committee
le the Comnittee - To enab­to perform its functions, the Company-shall
supply full and timely information to the Committee on all mat­ters as the Committee may require, and shall maintain such other
records as 
the Committee may determine are necessary or approp­riate in order to determine the benefits due or which may become
due 
to Participants (or Beneficiaries) under the Plan.
 
(g) Delegation of FiduciaryResponsibility
from time to - The Committeetime may allocate to one or more of its members
and/or may delegate to any other persons or 
organizations any of
its rights, powers, duties anCi 
responsibilities with respect to
the operation and administration of
to be so delegated under the Plan: 

the Plan that are permitted

provided, however, that respo­nsibility for investment of the Plan Assets may not be allocated
or delegated other than 
as provided


allocation or 
in Section 17 (d). Any such
delegation shall be made in writing, shall be
reviewed periodically by the Coimnitte 
 and shall be terminable
upon such notice as 
the Comunittee in 
its discretion deems reaso­nable and proper under the circumstances.
 

(h) Bondigj_ Insurance and Indemniti 
- The Associationshall secure 
fidelity bcnding for the fiduciaries of the Plan.
 
The Association (in it.s 
discretion) or
directed by tile the Fiduciary (as
Committee) may obta.in 
a policy or policies of
insurance for the Committec 
(and other fiduciaries of
to cover liability or the Plan)
loss occurring by reason of
omission of the act or
a fiduciary. If such insurance is purchasedPlan Assets, the withpo~icy must permit recourseagainst the fiduciary in the case of a 

by the insurer 
breach of a fiduciary 
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obligation by such fiduciary. 
The Company shall indemnify each
 
member of the Committee (to the extent permitted by law) against

any personal liability or expense resulting from his service 
on
 
the Committee, except such liability or 
expense as may result
 
from his own willful misconduct.
 

(i) Notices, Statements and Reports - The Committee shall

assist the Company, as requested, in complying with governmental

reporting and disclosure requirements. The Committee shall be
 
the designated agent of the Plan for the service of legal pro­
cess.
 



Article 18. Claims Procedure.
 

A Participant (or Beneficiary) who does not receive a dis­
tribution of benefits to which he believes he is entitled may

present a claim to the Committee. The claim for benefits must be

in writing and addressed to the Committee. If the claim for
benefits is denied, the Committee shall notify the Participant

(or Beneficiary) in writing within 90 days after the Committee
initially received the benefit claim. 
Any notice of a denial of
benefits shall advise the Participant (or Beneficiary) of the
basis for the denial, any additional material or information
 necessary for the Participant (or Beneficiary) to perfect his
claim and the steps which the Participant (or Beneficiary) must
take to have his claim for benefits reviewed.
 

Each Participant (or Beneficiary) whose claim for benefits
has been denied may file a written request for a review of his
claim by the Board of 
Directors and the Association. The request
for review must be filled by the Participant (or Beneficiary)
within 60 days after he receives the written notice denying his
claim. The decision of the Association will be made within 60
days after receipt of 
a request for review and shall be communi­cated in writing to the claimant. Such written notice shall set
forth the basis for the Association's decision. 
If there are

special circumstances (such as the needs 
to hold a hearing) which
require an extension of time for completing the review, the
Association's decision shall be rendered not later than 120 days

after receipt of a request for review.
 

Article 19. Limitation on Participants' Rights.
 

A participant's Capital Accumulation will be based on his
vested interest in his Accounts and will be paid only from the
Plan Assets. The Association, the ESOP Governing Committee, the
Company, TRENCO or the Fiduciary shall not have any duty or
liability to furnish the Plan with any funds, securities on other
assets, except as expressly provided in the Plan.
 

The adoption and maintenance of the Plan shall not be deemed
to constitute a contract of employment or otherwise between the
Company or TRENCO and any Employee, or to be a consideration for,

or an inducement or condition of, 
any employment. Nothing con­tained in this Plan shall be deemed to give 
an Employee the right
to be retained in the Service of the Company or 
to interfere with
the right of the Company to discharge, with or without cause, any

Employee at any time.
 

Article 20. Future of the Plan.
 

The Association reserves the right to amend or 
terminate the Plan
(in whole or in part) and the Fiduciary Agreement at any time, by
action of its board of directors. Neither amendment 
nor termina­tion of the Plan shall retroactively reduce the vested rights of
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Participants or permit any part of the Plan Assets to be diverted
 
to or used for any purposes other than for the exclusive benefit
 
of the Participants (and their Beneficiaries).
 

If the Plan is terminated (or partially terminated), participa­
tion of Participants affected by the ternination will end.

Accounts of Employees affected by the termination will become

The
 

nonforteitable as of the date of termination. 
 A complete discon­
tinuance of Employer Contributions, dividends on Company Shares,

and voluntary Employee contributions shall be deemed to be 
a
termination of the Plan for this purpose. 
 After te-mination of
the Plan, the Plan will be maintained until the Capital. Accumula­
tions of all Participants have been distributed. Capital Ac­cumulations may be distributed 
 following termination of the Plan
 or distributions may be deferred as provided in Section 12, 
as

the Company shall determine.
 

In the event of the merger or consolidation of this Plan with
another Plan, or the transfer of Plan Assets 
(or liabilities) to
another plan, the Account Balances of each Participant immediate­ly after such merger, consolidation or transfer must be at 
last
 
as great as 
immediately before such merger, consolidation or

transfer (as if the Plan had then terminated).
 

Article 21. Governing Law.
 

The provisions of this Plan shall be construed, administered and

enforced in accordance with the laws of the Arab Republic of
 
Egypt.
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Article 22. 
 Execution.
 

To record the adoption of this Plan, the Association, has caused
its appropriate officers to affix its association name and sead
hereto this 
 day of 
 19.
 

ALEXANDRIA TIPL COMPANY
 
EMPLOYEE SHAREHOLDERS'
 
ASSOCIATION
 

BY
 
President
 

(SEAL)
 

BY
 
Secretary
 

To record its concurrence with this Plan, The Company has caused
its appropriate officers to affix its corporate name and seal
hereon this _ _ day of 0119. 

ALEXANPRIA TIRE COMPANY S.A.E. 

By 

(SEAL) 
By 

President 

Secretary 

To record its concurrence with this Plan, the TRENCO has caused
its appropriate officers to affix its corporate name and seal
hereto this 
 day of 
 , 19.
 

TRANSPORT AND ENGINEERING
 
COMPANY S.A.E.
 

By
 
(SEAL) President
 

By
 
Secretary
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PART a-11 

ESOP SPECIFIC !,ROVISIONS OF THE
 
ATC JOINT VENTURE AGREEMENT
 
AND STATUTE OF INCORPORATION
 



PART II-12
 

THE ATC ESOP TEMPORARY
 
STEERING COMMITTEE
 



PART M-1
 

STRATEGY FOR
 
EMPLOYEE COMMUNICATIONS
 



PART M-2 

THE ATC ESOP EMPLOYEES' HANDBOOK
 



PART M-3
 

ESA CHAIRMAN'S LETTER
 
TO THE PARTICIPANTS
 



PART 111-4
 

ATC CORE VALUES
 



DRAM', July 8, 1988 

"WHAT ALEXANDRIA NATIONAL TIRE COMPANY MEANS TO ME: 
OUR CORE VALUES" 

* We believe in tile dignity and worth of every person, and that every person is our most 
important asset: 

- each customer
 
- each supplier
 
- each worker-owner
 

* We believe in providing our customers the best products and the best service possible ­
- the highest value for a fair price. 

* We believe that every person who works in our company should have tile opportunity
to earn as much as they want to through %%,hat they produce, and to be happy in their 
work. 

* We believe that private property ovnership is fundamental to justice in every business
and every society, but only to the extent that property is accessible to all. 

* We believe that ownership participation means to share responsibilities and risks, as
well as the full rewards for our individual and team performance. 

• We believe that a leader is one Who earns respect daily an . wh(c inspires tile people heleads by consistently acting on the highest hunian values. A leader constantly strives to
raise the self-worth, dignity and well-being of each person with whom he interacts. 

v We believe that each person has ttie opportunity to become such a leader and to realize
his or her own fullest human potential by working together and thinking together about 
how to improve our company and ourselves. 

a We believe that people should be rewarded on the basis of their performance and
commitment to our company's core values,\not\on the basis (of charity. 

e We believe that income security cannot be gua ran teed th mnih wages alone, but that 
our jobs are most secure when we work, ';row, improvu, invest and risk together inMhare, 
our own common futIre, while c01stalhtIV inVU.1t inr new vs to reduce waste, conflictW.Va 
and negative thinking. 

• We believe that time is a precious commodity and that eac" monent of life is an oppor­
tunity to improve ourselves, our company and the world we leave behind for future 
generations. 



PART M-5
 

ATC CODE OF ETHICS
 



PART IV-1 

OVERVIEW: 
BASIC DIFFERENCES OF THE 

GENERIC AND THE ATC CASE 



STAGE 1: 
STOCK CORPORATIONFORMS ESOP 

STAGE 3: 

COMPANY PAYS OUT PROFITSFOR REPAYING BUYOUT LCAN,BONUSES, AND DIVIDENDS 

AS NEW EMPLOYEE BENEFITS 

Boar ap rove 

Board 

ES P.l ii 
approvesESrepayment 

* 

Company makes annual contribution 
and dividends to ESOP for loan 

(tax deductible). 

Q~ESOP pays annual principal and 
t eminterest due on loan. 

ESOP 
ESO 

A10/0U 
.*II 

I \\SharesApproves purchase by 
se s e 

ESOP 

t 
0 0 

0 

I*l 

4 11111110(0) 

released for annualallocations. 

Released shares allocated and 
held in ESOP accounts of 
participants (non-taxable). 
Distribution of monthly and 
annual cash bonuses anddividends, if available. 

STAGE 2:EXISTING STOCK PURCHASED 
WITH LOAN TO ESOP 

STAGE 4: 
DISTRIBUTION OF VESTED 

SHARES UPON RETIREMENTOR TERMINATION 

-

EO 

0 

4"O(Doo 

' 

) 

,ls [)' 

2 ,LCOOUllt. 

00 

Bank loans money to ESOP at 
reduced interest rates. 

I Trust signs note to bank. 
Corporation guarantees tolmake contribution to ESOF 

o e a la sto repay loans.
Q ESOP pays seller for shares. 

(T) Sellertransfers shares to ESOP.(9 Shrspege(Dclatrlo 

held insuspense account. 

0 ESOP accounts sat up for 
each employee. 

8 Credit purchase requires no cash 
or guaranty by employees. 

() Seller avoids capital gains 

taxes by buying new shares. 

E 

(cQ 

A 

O 

E. 

Distribution of cash and ESOPshares (taxable). 

Sale of distributed shares at 

appraised fair market value. 



Alt THE ADVANTAGES OFA SALE 

TO AN ESOP 


FOR THE WORKER: 

* ELE.VATES THE DIGNITY AND STATUS OF EACH WORKER TO 
THAE OF AN OWNER. 

- DIVERSIFIES WORKERS' INCOME BEYOND WAGES ALONE TO 
INCLUDE PROFIT SHARING BONUSES,STOCK ACCUMULATIONS, 


LtVIDEND INCOME AND THE PARTICIPATORY RIGHTS OF A 

SHAREHOLDER IN THE COMPANY. 


- NO TAXES ON THE EQUITY ACCUMULATIONS UNTIL SHARES 
ARE DISTRIBUTED FROM THE ESOP TRUST, GENERALLY UPON 
RETIREMENT. 


- 0 0 THE ADVANTAGES OF A SALE 


TO AN ESOP 


FOR THE WORKER (continued): 

- PROVIDES WORKERS AS A GROUP WITH ACCESS TO 
PRODUCTIVE CREDIT FOR "LEVERAGED" PURCHASES OF UP TO 
100% OF ALL SHARES OF THEIR COMPANY'S EQUITY, SECURED 
AND REPAYABLE OUT OF FUTURE PROFITS. 

JOB SECURITY CUSHIONED DURING BAD YEARS BY 
FLEXIBLE OWNERSHIP INCENTIVES LINKED TO PRODUCTIVITY 
AND PROFITS. 

GREATER HARMONY AND COOPERATION BETWEEN

MANAGEMENT AND NONMANAGEMENT WORKERS. 

U THE ADVANTAGES OF A SALE 
TO AN ESOP 

FOR THE SELLER: 

- LEAVES CONTROL OF COMPANY IN FRIENDLY HANDS. 

* REWARDS LOYAL WORKERS WHO CONTRIBUTED TOBUSINESS SUCCESS. 

CREATES AN IN-HOUSE MARKET FOR TOTAL OR PARTIAL 

EQUITY SALES. 

- TAX-EXEMPT CAPITAL GAINS - TAX INCENTIVES PERMIT A 
TAX-FREE INVESTMENT ROLLOVER FOR OWNERS WHO SELL 
THEIR SHARES OF STOCK TO AN ESOP AND USE THE PROCEEDS
TO INVEST IN OTHER SECURITIES.* 

* 	SUBJECT TO FAVORABLE OPINION OF
 
SELLER's TAX ADVISORS AND COUNSEL
 

THE ADVANTAGES OFAS, EoAEP 


TO AN ESOP 

FOR THE COMPANY: 

- DISCOUNTED INTEREST RATES - LENDERS CAN REDUCE 
CREDIT COSTS ON LOANS TO EOPS WHICH RFSULT IN LOWER 
INTEREST RATES FOR CAPITAL GROWTH AND EQUITY 
TRANSFERS. 

* EASIER DEBT SERVICE - LOWER INTEREST PLUS THE FULL 
DEDUCTIBILITY OF LOAN PRINCIPAL AND INTEREST RE-
PAYMENTS MAKES DET SERVICE EASIER. 

POSITIVE CASH FLOW - BOTH TAX SAVINGS AND REDUCED 
INTEREST COSTS PRODUCE ADDED CASH FOR THE COMPANY. 

z THE ADVA'TAGES OF A SALE
 
TO AN ESOP
 

FOR THE LENDER: 

, 	 LENDERS (BANKS, INSURANCE COMPANIES AND MUTUALFUNDS) CAN CHARGE LOWER INTEREST COSTS ON LOANS TO 
ESOPS AND GAIN ADDED SECURITY FROM THE ABILITY OF THE 
ESOP TO SERVICE ITS ENTIRE DEBT, PRINCIPAL AND INTEREST, 

ON PRE-TAXCORPORATE DOLLARS.
 

* MORE HARMONIOUS LABOR-MANAGEMENT RELATIONS 
FURTHER ENHANCES SECURITY OF DEBT REPAYMENT. 

THEADVANTGESOFASALE 

TO AN ESOP 

FOR THE GOVERNMENT: 

REDUCED POUTICAL PRESSURES FOR SUBSIDIES, PUBLIC 
SECTOR PAYROLLS AND FISCAL DEFICITS. 

•EXPANDED PRIVATE SECTOR PRODUCTIVITY AND ABROADER BASE OF TAXATION FROM RISING PROPERTY AND 
JO INCOMES AMONG WORKERS.
 

. A BROADER CLITICAL CONSTITUENCY AGAINST RE-DISTRIBUTIVE TAXATION AND OVER-REGULATION OF 
BUSINESS. 



PART IV-2 

GENERIC BOARD RESOLUTION
 
APPROVING THE ESOP TRANSACTION
 



PART IV-3 

GENERIC SALE OF STOCK AGREEMENT 



--- 

SALE O1"STOCK AGIRIEMIENT 

This Agreement, entered into this __ day of 19 ,__, by and between 
(hereinafter called "Seller"), and National Investment Bank, as FiduciaryFor the Alexandria Tire Company Employee Share Ownership Plan, hereinafter called "Buyer"). 

VitLwQctb: 

Whereas, Buyer is the Fiduciary of the Alexandria Tire Company Employce Share Ownership
Plan (hereinafter called "Plan") onder a Fiduciary Agreement dated
entered into with Alexandria Tire Comipany, an Egyptian shareholding company organized un­der Law No. 43 of 1974, as amended by Law No. 32 of 1977 and its executive regulations, (herein­
after called "Company"); and 

Whereas, Seller is the owner of_ ... 
 (1) shares of capital stock of Company; and 

Whereas, Buyer wishes to plrchase from Seller, and Seller wishes to sell to Buyer,(#) shares of capital stock of Company to be held for the benefit of the employes of the Company
who are participants in the Plan; 

Now, Therefore, in consideration of the covenants and the agreements hereinafter set forth,
Seller and Buyer hereby agree as follows: 

1. Sale of Common Stock. Subject to the terms and conditions of this Agreement, Seller doeshereby sell and deliver to Buyer, and Buyer does hereby purchase from Seller, _ 
 _
shares of capital stock of Company (hereinafter called "Stock"). 

2. PurchasePrice. The total purchase price w'hiclh Buyer shall I" -to Seller for the Stock shall be
Egyptian Pounds (B_ ), based upon a price of LE___ per

share. 

3. Payment of PurchasePtice. The purchase price shall be paid by Buyer to Seller in the amountof Egyptian Pounds (LB ) in cash at the time of this Agreement, withthe balance of Egyptian Pounds (LB ) due under a credit arrangement, asevidenced by a promissory note executed by Buyer in the form and containing the terms of thepromissory note attached hereto as Exhibit /\ (the "Note"). The Note shall be secured by a guar­antee agreement executed b' the Company, as eveideced ,)Vthlguarantee agreement attachedhereto as Exhibit B (the "Gua rantee Agreement'). 'TheNote ,Thal;be for the principal amount of 
LE and shall be paVable in 00 equal, ann 'alpayments ofEgyptian Pounds (LB ..... ) on the ... day of of each of the yearsthrough _ _ . Such payments shall rep-osent amortization of principal and ii terest, withinterest computed on the principal amount outstanding at the rate of percent (.%)per annum forn the date of this Agreement. Buyer may not prel ay any amount due hereunder
without first obtaining the written consent of Seller. 

4. Representationsanil lVarranlil' of S/h'r. Seller, to induce Biyer to conclude the transaction
contempiated hereunder, hereby makes the following represent itions and warranties, each ofwhich shall constitute and be deternined a condition of this Agre,. ment: 



A. 	 Seller is the owner of the Stock being transferred hereunder and has tile right to sell or
otherwi3e dispose of such Stock; and

B. There are no other agreements or instruments which impair or preclude Seller's right to 
consummate the sale and transfer contemplated hereunder, nor will consummation ofthe transaction result in the breach of, or constitute a default under, any agreement orinstrument to which Seller is a party or by which Seller is bound. 

5. 	 Representationsand aranhiesof Buyer. Buyer, to induce Seller to conclude the transaction
contemplated hereunder, hereby makes the following representations and warranties, each of
which shall constitute and be determined a condition of this Agreement: 

A. 	 Buyer serves as the Trustee of the Plan pursuant to a Fiduciary Agreement entered into
by Company and Buyer under the laws of the Arab Republic of Egypt;B. 	Buyer has full power, and is duly authorized by law and the Fiduciary Agreement, to
incur debt obligations and to otherwise obligate itself to pay monies for the purpose of 
acquiring capital stock of Company;

C. 	 The obligations of Buyer to Seller for the pavynnts of piincipal and interest provided forin Paragraph 3 have been guaranteed by Company under the terms of a Guaranty
Agreement entered into between company and Seller herewith on this date; and

D. 	 The consummation of the transaction con templatcd by this Agreement will not result inthe breach of, or constitute a default under, any agreement or instrumentt to which Buyer
is a party or by which Buyer is bound. 

6. Liability of Buyer. Seller understands and agrees that the execution by Buyer of this Agree­ment is done in Buyer's capacity as Fiduciary of the Plan, and that the obligations and liabilities ofBuyer in connection therewith are 	limited to the assets which Buyer holds as Fiduciary of tiePlan. The liability of Buyer (and of the Plan) for the payments specified in Paragraph 3 shallfurther be limited to the periodic cash contributions received by Buyer from Company for thepurpose of satisfying the obligations to Seller hereunder; to any earnings attributable to such
contributions; and to any cash dividends received by Buyer on the Stock purchased from Selerhereunder. Buyer shall not be liable to Seller under this Agreement except to the extent of Buyer'sfailure to make the payments specified in Paragraph 3 at the times said payments are due. If theBuyer shall fail to make the payments due under this Agreement, the Seller hereby waives itsrights of recourse against the Buyer and agrees to pursue its rights and remedies against the 
Company as specified in said Guaranty Agreement. 

7. Valuation. Seller and Buyer agree that the purchase price specified in Paragraph 2 representsnot more than the fair market value of the Stock to be transferred hereunder, as determined ingood faith by the Buyer pursuant to a valuation report prepared by an independent appraiser. Inthe event that there shall be a final determination by an Egyptian court or other competent publicauthority that said purchase price exceeds "fair market value", Seller hereby agrees thatpurchase price shall be adjusted, by Seller's refund 
the 

to Buyer, by transfer of additional shares ofcapital stock of Company by Seller to Buyer or by reduction in the balance of the installment 
payments due to Seller. 

8. Ancndnei~s and Etntire Agreetiel. This inst rui men t con tains the en tire agreement betweenthe parties hereto with respect to the tranusaCtion continpla ted I ereby, and may be changed or
modified only by an instiii men t diilV executed by botll parlties he'eto. 
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9. Partiesin Interest. This Agreement shall inure to the benefit of, and be binding upon, the
parties narned herein and their respective successors and assigns. Nothing in this Agreement,
expressed or implied, is intended to confer upon any other person any rights or remedies under, 
or by reason of, this Agreement. 

10. Governing Lazw. This Agreement shall I construed and governed in accordance with the 
laws of the Arab Republic of Egypt. 

il. Section and 01her Hleadinsgs. The section and other headings contained in this Agreement 
are for reference purposes only and shall not affect the interpretation of meaning of this 
Agreement. 

In Witness Whereof, the parties hereto have executed this Agreement on the day and year first 
above written. 

Seller: Buyer 

By.
 
Name 
 Name 

For the National Investment Bank, 
as Fiduciary for the 
Employee Share Ownership Plan of 
Alexandria Tire Company 
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PART IV-4
 

GENERIC LOAN DOCUMENT
 



PART IV-5
 

GENERIC PROMISSORY NOTE
 



PROMISSORY NOTE
 

LE 

Date 

For value received, National Investment Bank, as Fiduciary for the Alexandria TireCompany Employee Share Ownership Pl'an (the "Maker"), does hereby promise to pay to the
order of (the "Payee") at the current address of the Seller referredto in the Sale of Stock Agreement and the Guaranty Agreement described below, the surn of

Egyptian Pounds (LE ___) with interest at tile rate of _ _ percent perannum, in ten equal annual installmelts of IE , the first of which shall be payable
on the ___ day of _, 19 .... and the remaining installments on the same day ineach succeeding year. All payments are to be made at the last current address of the Payee unlesswritten notice of a change of address is given to the Maker at least 14 days prior to a scheduled 
payment. 

This Note is the Note referred to in a ceriain Sale of Stock Agreement dated as of 
_ 19 ___., between the Maker and the Payee hereof, and in a certain Guaranty

Agreement dated ...... 1985, between the Alexandria Tire Company (the
"Guarantor") and the Payee hereof, and incorporates by reference all terms and conditions of said 
Sale of Stock Agreement and said Guaranty Agreement. 

In witness whereof, the National Investment Bank, as Fiduciary for the Alexandria Tire
Company Employee Share Ownership Plan, and the duly authorized officers of the Alexandria 
Tire Company, hereby execute this Note. 

National Investment Bank, Alexandria Tire Company, 
Fiduciary for the Alexandria as GUARANTOR: 
Tire Company Employee 
Share Ownership Plan 
as MAKER: 

By By 
Name President 

By 

Secretary 
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PART IV-6
 

GENERIC GUARANTY DOCUMENT
 



GUARANTY AGIRE1;EM ENT 

This Agreement, entered into this ___ day of _, 19_, by and betweenAlexandria Tire Company, an Egyptian shareholding company organized under Law No. 43 of1974, as amended by Law No. 32 of 1977 and its executive regulations, (hereinafter called 
"Company") and _ (hereinafter called "Seller"). 

Witisseth:
 

Whereas, Company ha.- provided a ineans for its employees to acquire stock ownership
interests in the Company through the Alexandria Tire Company Eimployee Share Ownership
Plan(hereinafter called "Plan"); and 

Whereas, the National Investment Bank, as liluciadr\ of the 'Ian, in tends to ptll chas certain
shares of capital stock of Ccmpany from SI her inder ,-ale of,Sttwsk At('reinev ,Ithil-,date; and 

Whereas, Coma1ny desires to irtcit, Seller to e\tetld credit to the PIlan in the anm1nt of 
F.yptianIPot n1ds (I_ ) for the ptoseIl ,e(1el)abliIII; the Plan topurchase and pay for such stock of Company on an list, lmeit basis; and 

Whereas, Seller is ready' and willing to extend such credit to the I'Iln, provied that Company
will execute and deliver this Agreement: 

Now, Therefore, in Con1sideration of the covenants and the agreements hereinafter set forth,
Company and Seller hereby agree as follows: 

1. Guaranty. 
(a) Subject to the terms and conditions of this Ag.'eement and the aforementioned Sale of

Stock Agreement entered into herewith on this date between Seller and the Fiduciary of
the Plan, Seller will extend credit to the P'lan inthe anount of
Egyptian Pourds (LE as evidenced by a promissory note executed by the 
Board of Trustees (the "Note"). 

(b) To provide security to Seller for thI,ilistalInltei paymetts (0'principal and interest due 
to Sell e,under such Note, CoilIany hereby uncorditinally giuarantees to Seller that
the obligations of the Plan to Seller tiidT said Note shall be paid ilfull when due. 

(c) Notwithstanding the above, coiltributiions by Company lo the Plia need not be made in 
amounts which would result insaid contributions be ig in excess of any limitations 
imposed by Egyptian laws. 

2.Events nj IDeJ,ul. '[he occl rreiice of any of the f'ollowing e 2n tsshall be deemned Events of
 
Default hereunder:
 

(a)Non-paymnent by the Plan of any installnelt paymeinIt
ilt 1to Seller inder the terms of
 
the Note.
 

(b)Failure by the 'lai perform any t
to Cl'i,COVC'1iait Or dii;reeirieillt con tainiied inlthe Note 
and the Sale of Stock Agreemet, which default isnot ilred within thirtv (30)days of
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written notice by Seller to the Plan and to Company of its occurrence. 
(c) 	 Failure by Company to perform any term, covenant or agreement contained herein,

which default is not cured within thirty (30) days of written notice by Seller to Company 
of its occurrence. 

3. Remedies. Upon the eccurrence of any Event of lDefault, Seller shall have the right to declare
immediately due and payable (by Company) all or any indebtedness secured hereby, including
the future installment payments due to Seller under the Note. Seller shall have all other rights,
privileges, powers and remedies afforded to Seller by the or otherwise possessed by Seller under
the laws of the Arab Republic of Egypt; the rights, privileges, powers and remedies of Seller shall
 
be cumulative; and no single or partial exercise of any of them shall preclude the further or other
 
exercise of the same or any other of them.
 

4. Terminatiom. This Agreement will terminate upon tile payment of all indebtedness of tile 
Plan to Seller under the Note. 

5. Miscellaneous. 
(a) 	 No delay or failure of Seller in exercising any right, power or privilege hereunder shall 

affect such right, power or privilege; nor shall an) single or partial exercise thereof or 
any abandonment or discontinuance of steps to enforce such a right, power Or privilege
preclude any further exercise thereof or of any' other right, power or privilege of Seller.
The right and remedies of Seller herti nder are cumulative and not exclusive. Any
waiver, permit, consent or approval of my kind by Seller (f any breach or default here­
under, or any such waiver of aiy prvisiiis or conditioms hereof, must be in writing
and shall be effective oni, to the extent set forth in such writing. 

(b) 	 No amendment or termination of tihe Ila n, or the Fiduciary Agreement under the Plan,
shall diminish, modif', or otl.rwise affect the obligations of Company to Seller 
hereunder. 

(c) 	 Company will reimburse Seller Imr all costs, expenses and reasonable fees of attorneys
expended or incurred by Seller in enforcing this Agreenwiit or in collecting any sum 
which becomes due to Seller under the Note. 

(d) 	This Agreement shall be construed in a(cordnice with the laws of the Arab Republic of 
Egypt. 

In Witness Whereof, the parties hereto have executed this Agreement on the day and year first 
above written. 

Seller: Company: 

- By ___ 

Name 	 For the Alex.1ndria Tire Company 
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PART IV-7
 

GENERIC PLEDGE DOCUMENT
 



PART IV-8
 

GENERIC FIDUCIARY DOCUMENT
 



PART IV-9
 

GENERIC ESA BYLAWS AND ESOP 



PART V-1
 

ESOP ANNUAL CHECKLIST
 



PART V-2 

ACCOUNTING AND
 
ADMINISTRATION MANUAL
 

(WITH ADMINISTRATION FORMS)
 



EXCERPTS FROM
 
EEI/ESOP ADMINISTRATION FORMS MANUAL
 

FOR
 
ALEXANDRIA NATIONAL TIRE COMPANY
 

PURPOSE: To advise participants or their beneficiaries
 
who tiave elected to receive a stock distribution, of
 
"rig'it of first refusal" and "put option."
 

WHEN SENT: As soon as possible after receiving request
 

for stock distribution (Encl. 3).
 

ENCLOSURES:
 

Encl. 4 Form for participant to elect whether
 
to exercise "put option."
 

Encl. 5 Stock Transfer Agreement, including

"right of first refusal" legend to be
 
added to stock certificates distributed
 
by ESOP Plan Fiduciary.
 

.Encl..i Exhibit A to Encl. 5. Form providing
 
notice to company of intent to sell or
 
transfer of company stock under "right
 
of first refusal."
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ALEXANDRIA NATIONAL TIRE COMPANY
 
Employee Share Ownership Plan
 

Board of Governors
 

[Date]
 

Dear [Name of ESOP Participant]:
 

On [Date of Letter B], we advised you regarding your interest in,

and rights to, shares of Company Stock under the ESOP. Accordingly,
 
we are pleased to inform you that legal title 
to those shares has been
 
transferred to you and that stock certificates issued in your 
name are
 
now available. Upon execution and return of the enclosed Share
 
Transfer Agreement, you will receive 
a stock certificate for [whole

number of shares (not including fractional share)] shares of common
 
stock of Alexandria National Tire Company and a check for 
$[value of

fractional share] representing the value of the fractional share.
 

The stock to be distributed to you will be subject to a "right of

first refusal," which requires that prior 
to any sale or transfer of
 
your shares you must first offer to sell 
the shares to the Company,

and then, if refused by the Company, to the Plan at the price which
 
the prospective buyer is willing to pay. 
 The provisions applicable to
 
the right of first refusal are contained in the enclosed Share
 
Transfer Agreement.
 

Please also be 
aware of your right under the ESOP's "put option"

to sell all of your shares to the Company (or the Plan if it wishes)

at any time during the 60-day period beginning on this date. The
 
price will be $[full value of vested shares] representing the value of

all your shares as of [Anniversary Date], as determined in accordance
 
with the provisions of the ESOP. The sales price will be paid to you

in a lump sum [or: in equal annual installments over [number] years,

together with interest at [percent]% per annum on the unpaid principal
 
balance].
 

In the event you do not sell your stock during the next 60 days,

you will be offered another opportunity to sell your stock following

the next annual determination of its fair market value. 
At that time
 
the Company will grant you an additional option for a 60-day period to

sell all of your shares to the Company or to the Plan. The price

which the Company or 
the Plan will offer to pay will depend upon the
 
fair market value of your shares at that time. 
 As you know, the
 
market price of stock varies over time, 
so the amount which the
 
Company or the Plan will pay may be greater or 
less than the amount
 
shown above.
 

You should decide and notify the ESOP Board of Governors promptly

as to whether you wish to sell all of 
the stock now at this price, or
 
to keep the stock. If 
you elect to keep the stock, please remember
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that your right to require repurchase by the Company or the Plan will
 
expire in six months.
 

Please indicate your choice on the attached letter and return the
 
letter to the Plan as soon as possible. The ESOP Board of Governors
 
will then take prompt action to carry out your wishes.
 

With best wishes,
 

Board of Governors
 
Employee Share Ownership Plan
 
Alexandria National Tire Company
 

By
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To: 	Board of Governors, Employee Share Ownership Plan
 
Alexandria National Tire Company
 

Gentlemen:
 

I have your letter of [Date of Letter C] and I wish to:
 

exercise my option to sell to Alexandria National Tire
 
Company or to the ESOP, the shares of Company Stock to
 
which I am entitled, at the option price referred to in
 
your letter. I hereby tender such shares for sale.
 
Please send me a check representing the proceeds of the
 
sale.
 

not exercise my option to sell any of the Company shares
 
distributed to me. Enclosed is the executed Share
 
Transfer Agreement applicable to such shares. Please
 
send me a stock certificate representing these Company
 
shares.
 

Signed:
 

Date 	 Participant/Beneficiary
 

Print Name
 

Address
 

Social Security Number
 



Encl. 5 

SHARE TRANSFER AGREEMENT
 

AGREEMENT, entered into this - day of
 

19--, by and between the undersigned, hereinafter referred to
 

as "Shareholder" and Alexandria National Tire Company,
 

hereinafter referred to as "Company".
 

W I TN E S S E T :
 

WHEREAS, Shareholder has terminated his participation under
 

the Company's Employee Share Ownership Plan ("ESOP") and is
 

entitled to receive [total number of shares 
(including
 

fractional share)] 
shares of the stock of the Company as a
 

distribution under the ESOP; and
 

WHEREAS, Section [Section # in ESOP on "right of first
 

refusal"] of the ESOP provides that shares of Company Share
 

distributed to a Participant from the ESOP shall be subject 
to a
 

right of first refusal in favor of the Company and the ESOP;
 

NOW, THEREFORE, it is hereby agreed as follows:
 

1. Void Transfer. Shareholder shall not sell, transfer,
 

assign, hypothecate or otherwise alienate any of his shares of
 

Company Stock or any right or interest therein until he first
 

offers said shares to the Company and then to
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the ESOP in the manner hereinafter set forth. Any sale or
 

transfer, or purported sale or transfer, of Company Stock shall
 

be null and void unless the terms, conditions, and provisions of
 

this Agreement are strictly observed and followed.
 

2. Notice of Intent to Transfer. If the Shareholder
 

desires to sell, transfer, assign, hypothecate or otherwise
 

alienate any of h.is shares of Company Stock, he shall first give
 

written notice to the Secretary of the Company and the ESOP
 

Board of Governors of his intention to do 
so in the form of
 

notice attached hereto as Exhibit A. Such notice shall
 

designate the proposed purchaser or transferee, the number of
 

shares to be sold or transferred, the price per share, and the
 

terms upon which the offeror intends to make such sale or
 

transfer. Such notice shall constitute an offer to sell all or
 

any part of said shares at said price and on said terms to the
 

Company or the ESOP as hereinafter provided. In the event that
 

the proposed transfer constitutes a gift or similar transfer,
 

the price per share shall be the current fair market value of
 

Company Stock, as determined by the ESOP Fiduciary, for purposes
 

of administration and operation of the ESOP.
 

3. Purchase by Company. Within fourteen (14) days after
 

the Company is notified by the Shareholder as provided in
 

Section 2 above, if the Company desires to purchase or acquire
 

all or part of said shares of Company Stock, the Company shall
 

mail or deliver to Shareholder a written notice
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of the Company's intent to purchase or acquire a specified
 

number of shares at 
the price and upon the terms stated in the
 

notice to the Company.
 

4. Purchase by ESOP. Within fourteen (14) days after
 

receipt by the Company of said notice, if the Board of Governors
 

desires to have the ESOP purchase or acquire all or any part of
 

said shares of Company Share which the Company does not elect to
 

purchase, the Board of G. ,ernors shall mail 
or deliver t,
 

Shareholder a written notice that the ESOP will purchase or
 

acquire a specified number of such shares at the price and upon
 

the terms stated in said notice to the Company.
 

5. Release of Transfer Restriction. If wit!'in fourteen
 

(14) days after receipt by the Company of the notice provided in
 

Section 2 of this Agreement, both the Company and the ESOP fail
 

to exercise the right of first refusal regarding any Company
 

Share in connection with such notice, such Company Share shall
 

be released from restriction upon transfer; provided, however,
 

that said shares shall be released solely for the purpose of the
 

proposed sale or transfer to the proposed purchaser or
 

transferee specified in the notice to the Company at the price
 

per share and on the terms specified in said notice. After said
 

sale or transfer or after the expiration of thirty (30) days
 

after the giving of notice to the Company as provided in Section
 

2 above, whichever occurs sooner, said shares shall again become
 

and shall remain subject to the restrictions upon transfer.
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6. Share Certificate Legend. The company shall endorse
 

upon the face of each stock certificate for Company Stock issued
 

to Shareholder the following legend:
 

"The sha-ces of stock evidenced by this certificate are
 
subject to a Share Transfer Agreement available for
 
inspection at the offices of Alexandria National Tire
 
Company entitling Alexandria National Tire Company and the
 
Alexandria National Tire Company Employee Share Ownership

Plan to repurchase these shares under conditions set forth
 
therein and restricting sale or transfer of these shares."
 

"These shares have not beea registered under applicable

Egyptian securities laws. In the absence of an effective
 
registration statement under 
such laws, these shares may
 
not be offered, sold, transferred, or otherwise disposed

of, except to the issuer or the Alexandria National Tire
 
Company Employee Share Ownership Plan, without first
 
obtaining an opinion of counsel, satisfactory to the
 
issuer, that such disposition may be made without
 
registration of the shares under such applicable laws."
 

7. Bindinag Effect. All the terms, conditions and
 

provisions of this Agreement restricting the sale or transfer
 

of shares of the Company shall apply to and bind the heirs,
 

successors and assigns of each of the owners or holders of
 

any of said shakes.
 

IN WITNESS WHEREOF, the parties have executed this
 

Agreement on the day and year first above written.
 

Shareho er (Signature)
 

ALEXANDRIA NATIONAL TIRE COMPANY
 

By
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EXHIBIT A
 

To: Secretary of Alexandria National Tire Company
 

Notice of Intention to Sell or Transfer
 
Shares of Alexandria National Tire Company
 

Gentlemen:
 

Pursuant to the Share Transfer Agreement dated
 
, 19 
 , between me and Ale.- idria National Tire


Company, I intend to sell or 
transfer shcres of Alexandria
 
Naticnal Tire Company stock as described below:
 

Proposed Purchaser
 
or Transferee
 

Number of 
shares
 

Price per share
 

Terms of sale: State whether [1] for cash, [2] for a down
 
payment with installment payments over a period of time, with
 
rate of interest, if any, or [31 some other arrangement. Please
 
give full details.
 

Alexandria National Tire Company and its Employee Share
 
Ownership Plan are hereby offered said shares, 
or any lesser
 
number at the price per share and on 
the terms stated above.
 
This offer shall remain in effect for fourteen days from the
 
receipt by you of this notice.
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Acceptance of this offer shall be by written notice to me
 
from the Company or the ESOP Board of Governors, as to the
 
number of shares to be purchased. The written notice should be
 
addressed as follows:
 

Name (printed)
 

Street Address
 

City State Zip Code
 

Very truly yours,
 

Shareholder (Signature)
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VALUATION ISSUES RELATED TO THE

FORMATION OF THE ALEXANDRIA TIRE COMPANY
 

EXECUTIVE SUMMARY
 

This report is designed to be a briefing on ESOP valuation techniques as they mightaffect the Alexandria Tire Company (ATC - ajoint venture of TRENCO of Egypt,Pirelli Tire of Italy and eleven other investors) and other Employee StockOwnership Plan ("ESOP") privatization ventures in Egypt. It is being preparedspecifically for Egyptian officials, the management of the new venture, USAIDpersonnel and other individuals involved in the Alexandria Imire Company as well 
as future ventures of this kind. 

The report is not a comprehensive overview of the business valuation discipline or even a complete overview of that discipline as it relates to ESOPs. It is simply abrief discussion designed to serve the purpose mentioned in the previous para­
graph. 

Following the introduction, Section II discusses why stock is valued for ESOPtransactions. Subsequently, various valuation-related issues are covered: 

First, we will go over the various definitions of value that might be used for ESOPvaluations in any particular country - including cost, liquidation value, fair marketvalue, etc.. Then we will discuss the various factors that must be considered invaluing a closely-held company, such as the world and national economies, as wellas the financial condition of the company being valued. The report will then discussvarious methods of determining the fair market value of a closely-held company(under the assumption that fair market value is the proper definition of value thatshould be used), the various methods of valuation that should be considered,including market value, comparable approach, capitalization of income, book
value, etc. 

After discussing the general methods of valuing a closely-held company, we thendiscuss the effects that the marketability or lack of marketability has on value. Thisis followed by a review of the effects that "control" has on value. [By control wemean the degree of managerial control that might be exercised by the particular
block of stock being valued.] 

Finally, we end the report with a discussion of various special considerations that are made when valuing ESOP shares as opposed to non-ESOP shares. 
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1. Introduction 

A. The Venture 

The venture is a new private sector company to be known as the
Alexandria Tire Company. The Venture (the "Venture" or
"Company") consists of the construction and operation of an all-steel
radial truck tire manufacturing plan at a site at the Ameryea Indus­
trial Complex near Alexandria, Egypt. The project, which will create 
750 new private sector jobs, will be implemented under ._,gypt's Pri­
vate Sector Encouragement Act of 1974 (Law 43). 

B. Sources of initial capital 

Project costs, estimated at £'E345 million or over $150 million, will 
create a facility capable of producing 350,000 truck tires annually for
the domestic Egyptian market, roughly 30% of the total market de­
mand now being satisfied mainly by foreign imports. Of the total
capitalization costs, 60% will be in the form of debt financing
(£E207 million) and 40% will be in equity financing (£CE138 million). 

C. Time to complete 

The tire plant will be completed in approximately three years. 

D. ESOP Funding 

An Employee Shareholders' Association (ESA) is being formed, with 
an Employee Share Ownership Plan (ESOP) as its by-laws, to acquire
30.5% or 421,000 shares of the founding 1,380,000 common stock of
the Venture. Of these 421,000 shares, 252,600 shares are to be di­
vided among the 750 newly-hired employees and 168,400 shares 
among the 3,500 employees of TRENCO, the "mother company" of
the Venture. Initially, these shares will be acquired on behalf of the
employees by the National Investment Bank of Egypt, using
£E42.1 mnillion in funds borrowed from the Special Account of the
Ministry of International Cooperation and secured by the pledge of
the newly issued shares. When the ESA is formed, it will assume lia­
bility on the loan and legal title to the shares. Unlike most leveraged
ESOP transactions, the Company will not guarantee tho ESA loan,
which will be repaid from projected future dividends of the Company. 

E. ESOP valuation consideration 

In order to implement this ESOP, it is the desire of all parties to the
ESOP portion of the transaction, that the valuation issues regarding
the stock to be owned by the ESOP should be outlined, explained and 
discussed with those parties. 
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Why value the stock for an ESOP? 

Description of the outline. 

The following is an outline of the valuation issues that need to be dis­
cussed with the parties associated with the ESOP portion of the 
transaction. 

Initial purchase-[This does not apply to the Alexandria Tire Company
transaction] 

The stock that the ESOP initially purchases for itself from outside
parties must be valued. The reason for this is to determine whether 
the ESOP is receiving fair exchange for the price that it is paying for 
the stock, on the part of the ESOP participants. 

From the standpoint of the ESOP participants, the price can be too 
high, but not too low. If the price is too high, then the ESOP has not
received the benefits of a fair exchange. Ifthe price is at or less than 
fairmarket value, then the consideration is deemed to be adequate. 

Subsequent transactions in Company stock 

There will be a need to regulary value the stock owned by the ESOP 
after the initial stock is purchased by the ESOP from an outside party. 

As each employee terminates his employment with the Company, his
stock will be purchased back from him by the ESOP or the Company.
The stock should be valued at least annually in order to determine
the price that these terminating employees are to be paid for their 
stock. Also, each employee should be informed at least annually of
the value of his stock account. In this way the employee is advised of
the benefit that he is receiving by being an "owner" of the enterprise. 

Release of shares from escrow 

Typically, the corporation guarantees the loan which is made to the
ESOP for the purchase of its stock. The stock of the ESOP is used as 
collateral for the loan. In that case, a valuation is needed in order to
determine the value of shares that are to be released from escrow to
the individual participants' accounts. Within the United States this 
release and valuation is typically done annually. 

In the Alexandria Tire Company transaction, the shares are held as
collateral at par value, and no shares will be released by the financing
institution until the entire amount of the loan is paid off. Instea,of'share-equivalents" will be allocated to employee accounts as the loan
is paid off. As far as the employees are concerned there will be no 
difference. 

','0
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III. Definition of value 

A. General definition (fair market value). 

When there is an active market for the stock of a company, there isno need to determine a value. One need only look to the quotes inthe financial page of the newspaper. When there is no active market,
however, it becomes necessary to go through a more difficult exercise 
as will be explained below. 

Normally, the value to be determined for an ESOP is the fair mnarketvalue. If the enterpsrie to be valued is a going concern, the fairmarket value is typically the relevant value of the enterprise. Fairmarket value is sometimes referred to as a going concern value. This
definition is usually as follows: 

[tjhe price at which an asset would change hands between awilling buyer and a willing seller when the former is not un­der any compulsion to buy and the latter is not under any
compulsion to sell, and both parties are able, as well as will­ing, to trade antd are 2well informed about the asset and the
market for such asset.2 

This is the definition rendered by the U.S. Department of Labor in adraft of proposed rculations having to do with ESOP valuations of 
closely-held companies. 

B. Other types of value. 

Before one discusses the benefits of using fair market value for theESOP valuations, it is desirable to know what the alternatives are andwhat economic and political connotations they may have. The typesof value discussed below are not going concern values. That is, theydo not take into account the future earning capacity of the enterprise. 

1. Cost 

This can be defined as the sum total of the expenditures in­
curred to put the company in operation. 

1Here we define going concern as an operating husiness that expectsIt is an operating business as 
to conduct business for the foreseeable future.opposed to an investment holding company.manufacturing of goods and/or It therefore carries out some sale and/orwerviccs rather than simply investing in real estate or the stock of other companies. 

2Proposed U.S. Department of Labor Regulation S 2 510.3-1,(bX2Xi). 

3 Here closely-held is defined as stock that is not traded on a recognized public market. This market could be eitheran exchange or an over-the-counter market. 
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a. What costs include 

Normally, the costs do not include operating expenses
(losses), but only capital and other start-up expendi­
tures including the initial working capital. 

b. Cost value 

The cost definition of value is often politically expedi­
ent when, during the privatization process, an enter­
prise is sold to a foreign investor. It is desirable for the 
government to recover at least the costs related to the 
initial funding of the enterprise as long as those initial 
costs were reasonable. 

Book Value. 

The book value is basically the cost of the assets currently
owned by the enterprise reduced by an allowance for the de­
preciation or amortization of those assets and reduced by the 
liabilities of the enterprise. 

a. How book value is computed 

The book value is typically the shareholders' equity of
the enterprise, as determined by the auditing accoun­
tants. This can be found on the balance sheet. 

b. Book value as an indication of value 

The book value, or shareholders' equity, as it is some­
times referred to, is sometimes used as a very basic in­
dication of value. 

c. Shortcomings of book value as an indication. 

Often, because of accounting conventions practiced by
various enterprises, book value can be very deceptive in 
a valuation sense. It is possible, for example, for land 
that is held by the enterprise at cost to have a fair 
market value which is many times that initial cost, or 
which is less than the cost. 
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3. Liquidation Value 

This is the fair market value of the individual assets of the en­
terprise, less its liabilities. Normally, the fair market value of
the assets allows for the assets to be exposed to the market
(whatever market might exist for them) for a "reasonable" pe­
riod of time. A lower value is sometimes attributed to the as­
sets if it is assumed that those assets must be sold in a much 
shorter period of time as a distress sale. In this situation, we
will assume that there is no distress sale, but that the assets
will be exposed to the market for a reasonable period of time. 

a. This method is often politically expedient. 

When the government is attempting to market an en­
terprise to a foreign investor, it is desirable that the 
price received by the government should be at least as 
much as the liquidation value. 

b. How does this value compare to other values? 

This value may be more or less than the cost or book 
value, depending upon nature of the assets of the 
enterprise. 

4. Other types of value 

There are other types of value, but they are not relevant to this 
discussion. 

C. Should fair market value be used as the "value"? 

Before one considers which type of value is appropriate for any given
situation, one must consider the purpose for determining the value.
More specifically, which parties to the transaction will benefit from a
high price and which ones will benefit from a low price? 

1. Who benefits? 

Who benefits from a high or low price in the initial ESOP 
transaction? 

The initial ESOP transaction, as mentioned above, typically
involves the purchase of shares by the ESOP from an outside 
party. 

a. A high price would benefit the outside party. 

If that outside party is the government, which repre­
sents the people of the country as a whole, then a 
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higher price might encourage the government to enter 
into the privatization transaction. 

If, on the other hand, the outside party is a foreign in­
vestor, then the transaction must be more closely scru­
tinized by the ESOP for its fairness to the em­
ployee/participants. 

b. Who would benefit from a lower price? 

Clearly, the ESOP and its individual participants would
benefit from a low price. The lower the price that the
ESOP pays for its stock relative to its realizable value,
the better off it and the individual participants are. 

Who benefits from a high or low price in the subsequent ESOP 
transactions? 

Here, we will assume that the subsequent transactions are
purchases of stock by the ESOP or the Company from termi­
nating employe/participants. 

a. Terminating employees 

The terminating employee, being the sellers in this 
transaction, benefit from a high price. 

b. The Company and remaining shareholders 

The Company and its remaining shareholders or theESOP and its remaining participants benefit from a 
lower value. A high value paid to a number of partici­
pants terminating in the space of a very short period of
time could put a strain on the finances of the Company. 

Which type of value is fair? 

This question is a political as well as an economic one. Every
party to the transaction naturally wants at least what is fair to
itself. In this specific situation, we are concerned with what is
fair to the employee/participants of the ESOP. 

a. The government is not selliicg a public enterprise. 

Since the government is not selling an existing
enterprise in the ATC transaction, we need not be
concerned with balancing fairness in the initial
purchase transaction. Clearly, it is desirable that the
ESOP receive as many shares for its contribution to
capital as is possible. If the government were selling a
public enterprise, then the benefits that would accrue 
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to the population at large, (through the receipt of the
sales proceeds by the government) would have to 
balanced against the fair price to be paid by the 
employee/participants through the ESOP. 

b. What about the subscquent termination transactions? 

Here, we are pitting employee against employee. The
seller is a terminating employee and the buyer is either 
the Company in which the employees own shares 
through the ESOP, or the ESOP itself. 

A higher price benefits the terminating employees,
while a lower price benefits the existing employees. In
this situation, we must make a prudent effort to be fair 
to both parties. 

4. Fairnessin different terms 

So far, we have discussed fairness in terms of who would bene­
fit from a high price as opposed to who would benefit from a 
low price. In a sense, Lhis begs the question of what type of
value should be used. It is possible for fair market value, cost,
book value or liquidation value to yield the highest price or 
the lowest price. 

Perhaps fairness should be addressed in terms of accuracy
and/or consistency rather than high or low prices.4 

a. Accuracy 

When we discuss the methods of valuation below, it will 
become apparent that accuracy is a very relative term 
in the valuation of closely-held companies. 

Still, if a thorough study is conducted resulting in awell-conceived valuation, there should be a feeling
among the concerned parties that the value determined 
is as fair as it can be. 

It is certainly easier to be determine cost and book 
value than it is fair market value or even liquidation
value. Fair market value, however, is more accurate in
that it takes into account the going concern value of the 
enterprise. 

If there is no market for the stock of the Company as a
going concern, then a liquidation approach might be 

4 In addition to fairness we must also addrcss the ability of the Company or the ESOP to pay for the stock of tcrmi­nating employees. 
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more appropriate. If, however, there is a going concern
value, then it would not be appropriate, in a sense, to 
use other than the fair market value as an indication of 
value. 

In this sense, the fair market value yields a more accu­
rate and, hence, fair value. 

b. Consistency 

Cost and book value will typically yield a more consis­tent annual valuation. That is, the price is likely to de­
viate less using these two methods than when the liqui­
dation approach or fair market value is used. It should,
however, be mentioned that this is not always the case 
(although it usually is). 

Where the fair market value is derived from ratios of
publicly-traded comparable companies (a method that
will be explained below), the value can deviate very
radically from year to year. Highly fluctuating values 
may be a drawback when fair market value is used. 

Let us take an example where using a value that is not
the fair market va-lue might create some valuation diffi­
culties. Let us say that some or all of the stock of the 
Company is purchased by an outside party, pursuant to an acquisition, at fair market value and that fair mar­
ket value price is significantly more than the price that
terminating employees had been paid. In the United 
States, this created some legal problems for the man­
agement of the company because a group of retired
employees sued the company to recover an amount that 
would allow them the higher price.6 

5. Conclusion 

Should fair market value1b used? I believe that fair market
value should usually be used for ESOP valuations of going
concerns. There are cases, however, that may demand that some other type of value be determined. This must be de­
cided, however, on a case by case basis. 

5It could also bc significantly lcss.
 
6CharlesS.Foltz et at v. U.S. News & World ReporA Inc. 663 F. Supp. 1494; 1987.
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IV. Factors to be considered in a valuation analysis 

A. 7he top down approachto valuation 

Many factors affect the fair market value of the stock of a company.
Those factors arc typically broken down in the top down approach
format. We begin with the macro view - the world economy (this is
the top part of the top down approach) - and then end up with com­
pany-specific factors (this is the bottom part of the top down ap­
proach). There is no reason that the approach cannot be top up, but 
we will stick with the convention of security analysts and address the 
top down method. 

B. The economy 

The economy, in general, ultimately affects all business activity. It af­
fects various businesses in different ways to varying degrees. Some
businesses may benefit from a general economic slow-down while
others are devastated. Others may be barely affected depending 
upon the nature of the slow-down. 

1. World economy 

As the lines of communication draw the world's trading part­
ners closer together they begin to depend upon one another to 
a greater degree. If we are valuing a tire company, it is not 
enou;h to know what the tire market is like in that country or 
even in that region of the world. We must know what the tire
demand is in Japan and Brazil. We must also know the avail­
ability and prices of the materials that are used to make the 
tires as well as labor costs. 

A world-wide recession would significantly lower the overall
demand for tires. On the other hand it is likely that materials 
used to make tires would cost less. 

2. Regional economy 

Certain regions of the world have different economic charac­
teristics such as ease of shipping, different types of communi­
cations capabilities and differing patterns of demand for vari­
ous goods and services. These factors must be taken into ac­
count with rcgard to the activities of the Company. 

Since most of the tires produced by the Company would be
used in Egypt, the world and regional economy will affect the
operations of the Company only indirectly. 

As the world and regional economy affect the demand for tires
in Egypt, the operations of the Company will be affected. 
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D. The company itself 

Naturally, there are factors affecting the operations of the Enterprise
that are Company-specific. 

1. General 

Many factors that appear to be Company-specific actually
overlap with economic factors, such as the general demand
and supply for the aCompany's products. This section of
valuation report concentrates on the Company-specific
portion of those factors. 

2. Market for the Company's products and Competition 

The only Company specific nature of this factor would have to
do with competition for truck tire sales in the same market 
place that the Company intetids to operate. It appears, based 
on the market study that was completed pursuant to this ven­
ture, that there is a sufficiently large market to accommodate
the Company and other units of TRENCO, as well as foreign
suppliers.8 

3. Supply sources 

What is the availability of labor and materials and what are
their costs relative to existing and potential competitors? This
is the question that must be answered in this discussion. Here,
it appears that sufficient supplies and labor are available at 
competitive costs. 

4. Management 

Ultimately, the quality of manage-ment is the most important
factor in determining the success of a venture. As long as themarket exists for the Company's products, the supplies are 
available at reasonable prices, and there is no political crisis,
the success of the Company rests with its individual managers.
We assume that the quality of management is high and that
Pirelli personnel will be working with management personnel
to help assure their success. Pirelli's substantial investment is 
a good guarantee that they will supply meaningful help in this 
area. 

A strong management team will naturally enhance the earning
capacity of the Company and reduce the general risk level as­
sociated with ownership in that Company. 

8Feasibili Study ofA New Radial All Stee! Truck "l re Facto in Egpt, Septcmbcr 1987), .30.that Egyp ian production of truck tires would lag demand by 35,000 It was cstimatcd n 192 and 457,600 i, 199 with the ncw Vcn­ture inoperation. 
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5. Financial condition 

An enterprise must have initial capital for both capital expen­ditures and working capital in order to carry on a business. In
addition, investment capital and working capital must be
available on an on-going basis to maintain liquidity .ind prof­
itability. 

a. Initial capitalization 

Considering the qualifications of the personnel in­
volved with the preparation of the business plan, the
initial capital needs that have been projected should be 
met. 

b. On-going working capital needs 

We must carefully examine the projections and redo
the projections of operations as the plant nears comple­
tion in order to monitor the working capital needs of
the Compary. A shortage of capital will, of course, in­
crease the r!sk level of the business. 

c. The currency situation 

Since most of the materials and labor are available do­
mestically, and most of the tires will be likely to be con­
sumed domestically, the currency situation should af­
fect domestic shareholders only indirectly. If this is not 
the case, we should discuss it. 

d. Other sources of capital 

The feasibility study covers this point. 

V. General valation methods 

A. Why are there different methods? 

The question is often asked of those who value closely-held compa­
nies: Why doesn't one valuation method apply to all closely-held
businesses? In this way, investors could apply the same factors thataffect the value of a business to come up with close to the same value.
Unfortunately, many investors have different views as to what addsvalue to a business enterprise. It is for this reason that there are 
many methods for valuation. 
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1. What is the difference between a valuation definition and a 
valuation method? 

The type of value dictates which valuation methods can be 
used. Here, we will assume that the type of value is the fair 
market value as defined above. 

2. What is appropriate? 

In determining the fair market value of the stock of a closely­
held business, we do not have a public market that gives us a 
daily indication of the price at which a willing buyer and will­
ing sel!er would exchange shares. The most appropriatevalua­
tion method should be an indicator of what valuation method 
investors would be most likely to use if they were considering
buying or selling the stock. This method can vary, depending 
upon the facts and circumstances of the case. 

B. Going concern versus liquidation 

As mentioned above, I believe that the type of value to be applied
here should be the fair market value, which is the going concern 
value. 

1. Who would buy the stock from shareholders? 

As indicated above, part of the implicit presumption in the 
definition of fair market value is that there exists, somewhere, 
a willing buyer for the stock. 

After all, how practical is the exercise to determine at what 
price a willing buyer and willing seller would be able to trade a 
share of stock if there is, in fact, no willing buyer? 

The answer to this question is that an investment asset has 
value even if there is no market for it. At this point, we can 
define term investment as: 

[!]he current commitment of funds for a period of 
time in order to derive a future flow of funds that 
will compensate the investing unit for the time 
that the funds are committed, for the expected
rate of inflation, and also for the uncertainty in­
volved in the future flow of funds. 

A market for the investment is not a prerequisite here. The 
potential sales proceeds, if any, to be received at some yet un­
determined time in the future is simply a portion of the funds 
that are expected to be derived by the investing unit. 

9 Frank K. Reilly, Investment Analysis and PortfoiioManagement (New York: The Dryden Press, 1985), p. 4. 
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For our purposes, we can conclude here that an investment 
can have a going concern value if it expects that it might be 
able to pay dividends or some other form of funds in the fu­
ture. The fact that there is no market for the investment itself
does not negate the fact that there is a going-concern value. 
The lack of a market for the investment does, however, nega­
tively affect the value as will be explained below when mar­
ketability is discussed. 

What if the liquidation value is higher than the going concern 
value? 

This can only happen if there are non-economic considera­
tions which would continue the operation of the Company for
political or psychological reasons. Here we must address the 
intent of the parties involved with the company being valued. 
If, for example, it is the stated intent of the government and 
the management of the Company that the Company will con­
tinue to be a going concern for at least the next twenty years,
then we may be forced to ignore the higher liquidation value 
or render it very little weight. 

If, on the other hand, the Company has been losing money
consistently and appears to be close to bankruptcy, then a liq­
uidation value must be given significant weight. 

Also, we must consider the possibility of a market for the stock
of the Company at or near liquidation value. In the United 
States and now in some parts of Western Europe, many buy­
outs of publicly-traded companies are launched because the 
publicly-traded price is less than or little more than the esti­
mated liquidation value. Here, however, the liquidation value 
usually refers to the value of the individual operating sub­
sidiaries rather than tangible operating assets. Nonetheless, it 
is feasible that there might be a market for the stock at or near
liquidation value. To the extent that such a market might ex­
ist, liquidation value must be given more weight in the valua­
tion process. 

Market value method 

If there has been a recent trade of the stock of a company, be­
tween unrelated parties conducted at arm's length, then that
trading price either dictates the value or, at least is a very in­
fluential factor in determining the value. 

Going concern methods of valuation 
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The terms above that are italicized have been legally defined
in the United States through court precedence. In order to
give a particular transaction significant weight in determining
the value of the stock all of these conditions must be met.
How recent the transaction must be, what circumstances must 
exist to assure that the parties to the transaction were inde­
pendent and what circumstances must exist to make the trans­
action arm's length is very subjective and must be based on the
facts and circumstances of the case. 

The market value method is normally the best indication of
value. In this case, it is unlikely that such transactions will oc­
cur. It is thus unlikely that we will be in a position to apply this 
method in future valuations unless outside transactions do 
take place. 

2. Market determined methods 

In some industries in some parts of the world or the region,
specific methods are normally accepted as valuation methods for 
closely-held companies in a given industry. 

For example, accounting firms in the United States typically
trade for an amount close to the firm's most recent gross rev­
enue. Restaurants typically trade for a price equal to three to 
six times the average monthly revenue. 

We will do additional research in the subject, but we do not
believe that there is any prescribed method of valuing tire
companies in any region of the world. 

The place to look for an industry approach to valuation would 
typically be an industry association. 

3. Comparable approach 

One way to determine the value of a closely-held business is to 
compare the business to publicly-traded businesses in the same 
industry. This comparison can be based on a multiple of
earnings, book value or some other ratio that might be appro­
priate, considering the facts and circumstances of the case.
This method is normally the second most preferred valuation 
method (second to the market val'ie method). 

The use of this method in valuing the stock of a closely-held 
company does, however, have its shortcomings. The most im­
portant shortcoming is comparability. In this case, there is no
significant domestic public security market where shares of
tire companies are traded. More often than not, publicly­
traded companies are much larger, better capitalized, more
diversified and have better market positions than their closely­
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held counterparts. The second most imoortant factor is the 
iacK o marKetaoiity o me snares o1 the closely-held compa­
nies. This second factor is dealt with below. 

We can, however, give some weight to the prices of other pub­
licly-traded companies if they have an active market for their
stock. To the extent that they may tell us how tire manufac­
turers are valued relative to companies in other industries, we
will give some consideration to such comparables. 

4. Discounted future cash flow or earnings 

We defined the term investment above in terms of a flow of
funds. The value of that investment is defined as: 

[t]he present value of the expecte returns from 
the asset during the holding period. 

These returns are the funds that are mentioned in the defini­
tion of investment. There are basically two factors that must be 
determined in order to value a company using the discounted 
future earnings or cash flow approach - the future cash flow
(or income) and the rate at which those flows will be dis­
counted (the discountrate). 

The discounted cash flow method of valuation is most often
used for acquisitions by operating corporations, and for start­
up and development stage companies. 

a. The projection of cash flows (or income)" 

The ProjectFeasibilityStudy (the "feasibility study") pro­
jects the future income for the Company."2 We do,
therefore, have a projection of the future cash flow and 
income. The base case projection forecasts that the in­
ternal rate of return on the initial investment of 
£E345 million would be approximately 16.9%.13 

In theory, the cash flow is projected until the company
ceases to produce cash flow. Normally, however, pro­
jections for business valuation purposes will be for five 
to ten years. There will be an additional cash flow in
the last year of the projection that will represent the 

10Ibid. p. 273.
 
11There has been some disagreement among analysts as 
 to whether cash flow or net income should be used for thisvaluation computation. I believe that it dcpends on the situation. In this outline, I will use the term cash flow or
income where I feel that either term might be more appropriate.
 
12FeasibilityStudy ofA New RadialAll Steel Truck Tyre Factory in EAjDt, (September, 1987), p. 179 (Table 3).
 
13lbid. p. 185 (Table 6). 

http:16.9%.13
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terminal value. This terminal value will approximate ei­
ther the market value at the end of the projection pe­
riod or an estimate of the net present value of the re­
maining unprojected income as of the last year of the
projection. In theory, these two values should be the 
same. 

b. 	 The discount rate (sometimes referred to as the expected 
return) 

The discount rate is the compounded annual rate of re­
turn that a prudent investor would normally expect to 
receive on his investment, considering the risk associ­
ated with that investment. 

We can say that if an investor should normally expect
an investment return of more than the 16.9% internal 
rate of return projected by the feasibility study, then the 
Company iscurrently worth less than the £E345 million
investment. On the other hand, if the expected return 
is less than the 16.9% internal rate, then the Company
is worth more then the initial investment of 
£E345 million. 

How is this discount rate derived? 

(1) 	 Discount rates where there is a public securities 
market. 

The discount rate is a function of current inter­
est rates, inflation, and risk. These are all fac­
tors that can, and often do, change in a nonlin­
ear manner. When one values a company in a 
country where there is a ready public market for 
securities, it is sometimes possible to derive an 
expected return from a study of the returns on 
publicly-traded securities within that country. 4 

(2) 	 Discount rates where there is no active public
securities market. 

When it is difficult to tap a source that might in­
dicate what invcstors might expect from an in­
vestment in a given risk category, deriving a dis­
count rate can be troublesome. 

14For cxamle, in the United States the most often quoted source is: Roger Ibbotson, Stocks, Bonds. Bills and 
Inflation 1988 Yearbook, ([bbotson Associates Capital Managcment Re ,arch Center: Chicago, 1988), p. 25. 
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The problem is twofold. First, we have no statis­
tics that show what investors prefer. More sig­
nificantly, however, particularly in this situation,
it is not certain how relevant the expectations of 
outside investors are. 

In order to determine how relevant the return 
opinions of outside investors are, it is necessary
to consider whether there is a potential market 
for the stock of the Company outside the ESOP. 
To the extent that there is a potential market, 
we must address the return expectations of the 
potential buyers in that market. If there is no
market or there is no reliable source of expected 
return figures expected by market participants,
then we are forced to look elsewhere for ex­
pected return figures. 

Normally, we would look to various macro-eco­
nomic statistics such as return on capital, return 
on labor, and general economic and industry
growth rates. In situations such as these, it is 
sometimes necessary to get very creative.15 

Whatever statistics are used to derive the dis­
count rate, it must be kept in mind that the rate 
so derived must exceed the risk-free cost of capi­
tal enough to account for the risk assumed by
the ESOP participants. 16 The risk-free cost of 
capital includes the interest rate (unadjusted for 
inflation) plus a premium for the cost of infla­
tion. In the case of a leveraged ESOP, the ex­
pected return must also exceed the horrowing 
costs of the ESOP. 

5. Capitalization of income 

This valuation method is typically used for operating compa­
nies that ha/e been in business for at least five years. It is usu­
ally used only when the market value or comparable approach
cannot be used. To compute the value using this method, it is 
necessary to have two factors - the earningcapacity and the cap­
italizationrate. 

151 am continually searching for informative literature on the subject of discount (expected return) rates in various 
parts of the world. The best discussion vc have to date been able to find is: Dennis Anderson, Economic Growthand the Returns o Investment, (The World Bank: Washington, D.C., 1987). Particularly helpful was a table (Table 2,p. 62) that lists average rates of return from various sample countries - including Egypt. 
16,.... lly under a leveraged buyout workers assume no personal risk. After they have accumulated their equity,

!r, the workers would have something to lose. 

('
 

http:creative.15
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This is the indicated average future earning power 17 
Ignoring cyclical swings in net income caused by the
cyclical nature of the industry or the economy, in gen­
eral, and ignoring extraordinary gains and losses, what 
is the future capacity of the company to produce net in­
come? This ignores future growth of the earning
capacity. 8 

Typically, the Company's historic earning record might
give some insight as to what this earning capacity figure
should be. The applicable figure for reference could be 
the most recent year's earnings, a simple mean average
of the last few years or some type of weighted average.
It is also possible, however, that the historic earnings 
may yield very little insight into the future earning ca­
pacity. If this is the case, then a projected earning ca­
pacity figure would have to b-, given significantly more 
weight than historic earnings. This situation might oc­
cur if the business of the Company were to change sig­
nificantly or it made a large acquisition of another 
company. 

In any case, the earning capacity figure must be one 
that is representative of the future ability of the Com­
pany to earn profits. 

b. CapitalizationRate 

This rate is typically manifested in the form of a per­
cent figure. The earning capacity is divided by the capi­
talization rate in order to determine the value of the 
Company. 

The capitalization rate is related to the discount rate by
the expected growth rate of earnings. Unlike the dis­
counted future cash flow approach, the capitalization of 
income approach makes no explicit assumption about a
terminal value separate from the anticipated cash dis­
tributions from the company being valued. The value
determined by dividing the earning capacity by the
capitalization rate is the net present value of the cash 
flows and terminal value. 

17Benjamin Graham David L. Dodd and Sidncy Cotte, Securities Analysis, Principlesand Technique, (New York:McGraw-Hill Book (ompany, 1962), p. 28. 
18The growth of income will be. taken into account by the capitalization rate as explained below. 
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Mathematically, therefore, one subtracts the expected
average earnings growth rate from the discount rate in 
order to arrive at the capitalization rate. 

The capitalization of income method is sometimes referred to 
as the investment method. This is because it results in the in­
trinsic valuation of the enterprise, purely based on expected re­
turns rather than any market-based data. 

Technically, the capitalization of income method and the dis­
counted future income (or cash flow) method are both invest­
ment approaches. Theoretically, they should yield the same
value. The earning capacity should be based on the expected
future earnings of the company being valued. In the last year
of the projections used for the Jisccunted future income (or
cash flow) method, the final year s income should be capitalized
by a capitalization rate that is equal to the discount rate less
the expected average earnings growth rate (to yield a terminal
value). The values derived from each method should be the 
same if the assumptions were the same. 

The capitalization of income method, however, is preferred
when thcre are historic earnings that yield some insight intothe current earning capacity. The discounted future income 
or cash flow method is usually necessary when such insight is 
not available. 

D. Liquidation or asset-based methods 

The liquidation approach was covered above. The book value and
cost definitions of value were also mentioned. There is another valu­
ation method, however, that should be mentioned here. It is typically
referred to as the formula approach. 

This approach is a combination of an asset-based approach and an in­come-based approach. More specifically, it is a combination of theadjusted' 9 book value and the capitalization of income method. The
theory here is that the fair m .rket value of the underlying assets ofthe Company (net of liabilities) represents a limit on the risk of the
investment. That is, if the operations of the Company are forced tobe discontinued because of operating losses, the assets can be sold,
leased or otherwise utilized on a passive basis, allowing the investors 
to recover, at least, some of their investment. 

19The adjusted here means that all assetsopposed to including them 
will be increased (or reduced) to their individual fair market value asat cost less depreciation. This method also excludes intangible assets unless those assetshave some market for their sale or rental. 

,,,x
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I will not get into a technical discussion of how th: value is computed
using this method, but Jt is worth mentioning that this method does 
exist. It should be considered in our final analysis. 

Reconciliation of methods 

In the case of the Alexandria Tire Company, it is likely that we must 
use the discounted futurf, income method until the plant has been in 
operation for several yeai s. 

The capitalization of income method will be the most likely method to 
be used thereafter. 

Generally, it is possible to use more than one method and take some 
type of weighted average. This, of course, depends on the facts and 
circumstances of the company being valued. 

Why consider marketability? 

It is certainly logical that an investor, when purchasing the stock of a
corporation, should be willing to pay a per share premium to have a
 
ready public (or even non-public) market for his stock.
 

There was some discussion above regarding the fact that if the stock 
of a company does not have a ready market, it should be worth less,
all other factors being equal. The open question was what adjustment
to the value otherwise determined would be necessary to reflect this
 
marketability effect.
 

Is there a market? 

This can sometimes be very difficult to determine. Often one does 
not know whether there is a market until one puts the stock up for 
sale and solicits offers. 

What is the market? 

When we think of a market for stock, we typically think of a public
market centered in one of the world's larger financial centers such as 
Tokyo, London, New York or Hong Kong. There are also regional
public markets and other, more private markets. 

1. National market system 

It is possible that there may be some type of domestic or re­
gional public market. There are several stock markets in the 
Middle East that might offer some type of market for the stock 
of an Egyptian company aside from the large money centers. 
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We must consider the probability that the stock of the Com­
pany could eventually be offered in a domestic or regional
stock market. How much value the existence of such a market 
might add will depend upon the facts and circumstances of the 
case. 

2. Domestic acquisitions 

If there were an active domestic or regional acquisition mar­
ket, it might be possible to say that some type of active market 
may exist. Clearly, such a market would not be as favorable as 
a public market, but it would be better than no market at all. 

The existence of such a market depends upon the number of
potential participants and government regulations and laws
regarding acquisitions, mergers and securities transactions. 

In the case at hand, it appears that the number of participants
is so small, that no local acquisition market for the stock of the 
Company would he likely to exist for the foreseeable future. 

3. International acquisitions 

Even if there were no domestic or regional acquisition market 
for the stock of the Company, there might be an international 
market. 

It might be possible, for example, that Pirelli may have an in­
terest in acquiring a larger share in the enterprise in the 
future. 

This, to a great extent, would depend on the state of the do­
mestic economy and government laws and regulations re­
garding acquisitions, mergers and securities. 

In this case, such a market would be too speculative to give it 
significant weight to at this time. 

D. Investment method 

In theory, if we take an investment method approach, we are not con­
sidering the existence of a market for the stock. Actually, this de­
pends upon the source of our discount rate and/or capitalization rate. 

As mentioned above, these rates are sometimes derived from statis­
tics of publicly-traded securities. When this is true, the value deter­
mined using these rates must be reduced to account for the reduced 
marketability of the stock of the company being valued. 

If, however, the rate is derived from domestic investment return 
rates, then no such adjustment is necessary. 
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E. What effect does the marketability situation have on value? 

First, it should be pointed out that, in this case, there should be no
need for a negative adjustment for lack of marketability. 

This is because it is likely that the discount rate applied to theprojected income (or cash flow) will be divided from domestic returns 
on invested capital and labor rather than a study of publicly-traded
securities. 

Should any such adjustment be necessary in the future (for example, adifferent method would be used to value the Company), the choice of 
a discount would be very subjective and would have to be considered 
at the time. 

In the United States, marketability discounts have typically ranged
between 10% and 70%, averaging about 30-35%. 

The general structure of the ESOP, however, does create some mar­ket for the employee/participants of the plan. This will be discussed
below when the ESOP effects on value are considered. 

VII. Control as a Valuation Factor 

A. Examining control premiums in general. 

Sometimes another adjustment to value is necessary. This takes into 
account the fact that some blocks of stock represent an interest which
exercises management control [or other types of control] over the 
company being valued, while other blocks of stock do not allow the 
owner to exercise such control. 

If publicly-traded securities are used in a comparable approach or as 
a basis for deriving the discount or capitalization rate, then an ad­justment may or may not be necessary. Publicly-traded shares typi­
cally represent a minority (or non-controlling) interest in the issuer.
If publicly-traded securities are used to value a non-controlling inter­
est in a company, then there should be little control adjustment nec­
essary because we are comparing minority interests with minority in­terests. If, on the other hand, we are valuing the whole company,
then some control premium may be appropriate. 

B. Control premiums as they might apply to the Company. 

The ESOP would own a minority interest. We will have to examine
further what elements of control it will be most likely to possess,
based upon legal documents and applicable law, before we can de­
termine whether the ESOP participants may be able to exercise some
effective control (even though they represent a minority interest). 
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We arc not yet sure about which source we will use to derive our dis­
count and capitalization rates. We will have to examine the case 
more closely to ascertain which factors will be used to derive the 
rates. Such choices may affect the applicability of a control premium 
or minority discount. 

VIII. Special ESOP considerations for company-guaranteed leveraged ESOPs 

The ESOP transaction that is currently being structured creates some rather
unique factors that must be considered with regard to the valuation of Com­
pany stock. This section will address the most important of these factors. 

It is important to remind the reader that the Alexandria Tire Company transaction
will not involve a guarantee by the Company, as is typical in a leveraged ESOP
transaction. The following discussion regarding the effects of such a guarantee on
the valuation of the company being valued would, therefore, not be applicable to
the Alexandria Tire Company transaction. 

A. A general explanition of the transaction. 

The effects of this transaction that impact directly on the value of the 
Company are two - cash flow and liquidity. The cash flow is adversely
affected by additional debt service and the liquidity is reduced by the 
additional debt itself. 

This discussion is based upon existing literature on the subject,
discussions with other appraisers who also have experience in ESOP 
valuations, and my own theories of how ESOP valuation should be
affected by the ESOP transaction itself. The regulatory authorities
that deal with ESOPs in the United States, including the Department
of the Treasury and the Department of Labor, have yet to offer much 
guidance in this area. What help has come from the Department of 
Labor's draft proposed regulations has offered very little guidance in 
some of the key valuation issues. To the extent that such proposed
regulations and existing U.S. Internal Revenue Service regulations
yield some guidance, they will be cited accordingly. 

B. Accounting for ESOl1 debt. 

The Accounting Standards Division of the American Institute of 
Certified Public Accountants requires a company-{uaranteed ESOP 
loan to be shown on the balance sheet as a liability.' 

The offset,:ing posting is a reduction in the equity of the Company.
For appraisal purposes, we believe that the AICPA was correct in 
recognizing the reality of this transaction. Normally, the ESOP trust 

20ASEC-Statcment of Position No. 76-3. Accowiting Practices for Certain Emplo),ee Stock Owership Plans. 
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will not be able to service this debt without contributions from the
Company. The debt is normally a liability of the guaranteeing
corporation. The Alexandria Tire Company is not going to guarantee
the debt. The discussion, below, relates to a situation where the
employer does guarantee the debt. In a sense, however, the 
Company is somewhat committed to making the necessary dividend 
payments to the ESOP that would allow it to pay the debt. If this 
were not the case, then the transaction would not be prudent. In that 
respect, the following explanation does have some significant
relevance in this situation. 

When a company borrows cash for expansion or for working capital, a
liability is created on the balance sheet. The loan proceeds, however,
that are deposited in the company's bank account and later spent on 
company business become an offsetting asset. The book value of the
Company is, therefore, not immediately affected by this normal
borrowing transaction. The ESOP transaction, as mentioned above,
creates no such offsettin' asset as is recognized by the AICPA innumber six above. The ook value of the Company, therefore, is
immediately reduced by the amount of the ESOP loan. 

If the method of valuation is book value, it is clear that there would
be a direct reduction in the value of the Company caused by the
creation of the ESOlP debt. If the valuation of the Company is based 
upon an income approach, then the total debt service of the ESOP
would reduce the net income and cash flow considerably, thus leading
to a reduced value of the Company. 

Other financial effects of the ESOP. 

1. Risk Level 

In addition to the reduction in book value and earnings/cash
flow, there is another negative effect created by the ESOP 
transaction. The addition of debt and the debt service creates 
an additional risk factor. In investment theory, additional
debt service, even if it is expected that the debt proceeds will 
be effectively utilized, adds an element of risk to an 
investment. In valuation theory, this additional debt is 
normally reflected in a lower earnings/cash flow/dividend
multiple, a higher capitalization rate, or a lower hook value 
multiple. In any case, the creation of this debt results in an 
additional reduction in the value of the Company. 

2. Productivity effect 

In addition to the increased risk associated with significant
debt, there is a productivity effect. The drain in cash flow used 
to service the ESOP debt represents cash that otherwise would
have been used to expand the business or pay dividends. To
the extent that the cash would have been invested in the 
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business at a particular return on equity, there would have 
been some growth. For example, if we assume a 30% return 
on equity applied to the ESOP after-tax debt cost, the 
amounts so invested would yield a value of almost $326 million 
at the time of the last loan payment. Discounted at a discount 
rate of 30%, this would yield a value of $1.7 million. 

If we thus apply a capitalization rate of 30% (assuming no
growth in earnings), this transaction would reduce the value of 
the Company by$1.7 million. Since this amount is speculative,
the full $1.7 million should not reduce the value dollar for 
dollar. In addition to the direct reduction in equity growth,
there is the reduced ibility to increase working capital and 
operations, particular.' with regard to inventory and 
employees to meet potentially more efficient competition. 

3. Dividend capacity 

The reduced ability to pay dividends should not be overlooked 
either. Ultimately, the value of any investment is measured by
the present value of its cash flow. If the cash flow is deferred 
for the period of the ESOP loan, this would have a significant
effect on the value similar to the effect of the lost growth in 
equity (except that an external or financial market rate would 
be applied instead of the Company's return on equity). 

D. The Argument for Ignoring the ESOP Transaction. 

We feel that we should discuss the fact that there is an extreme 
argument that would allow the appraiser to ignore the ESOP
transaction in valuing the ESOP stock. This argument contends that
the value of the Company itself should be the basis for determining
the value of the ESOP shares. How an investor finances his purchase
of shares should not be relevant to determining the value of the 
shares that represent the investment. 

A parallel can be drawn to a real estate purchase and valuation. The
real estate appraiser for a bank, for example, will appraise the real 
estate itself, ignoring debt service and debt burden when submitting a
value. How the purchaser finances his real cstate purchase is not
considered relevant to the actual value of the land and its 
improvements. 

What we find wrong with this argument is the improper parallel
drawn. To find a proper paiallel, we would value the entity owning
the real estate rather than the real estate itself. It is true (for the 
most part) that the financing does not normally directly affect the 
value of the real property. It is also true, however, that corporate
debt does not affect the value of the tangible assets of a corporation. 
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That debt does, however, affect the value of the corporation itself. Ifthe corporation were to purchase real estate, then the financing debt
would reduce the value of the corporation, even though it does not
reduce the value of the real estate itself. 

We thus reject this argument and, there fore, consider the ESOP
transaction's effect on the Company in its valuation. Now we must
determine what the effect of the FSOP will be. 

E. Adjustments to Income 

1. Interest expense of the ESOP loan. 

We believe that the interest associated with the ESOP debtshould reduce income. This interest expense will occur for a
long peiiod of tfi-e and will have a significant effect on the
earnings and cash flow of the Company. It does riot, however,
permanently 8'ffect the operating earning capacity of the 
Company. 

2. Principal paym.,t,; of the ESOP loan. 

The principal payments must be addressed separately.
Normally, principal payments on corporate debt do not reduce 
corporate income for either accounting or income tax purposes (U.S.). It appears to be a prevailing opinion among
other appraisers we have had discussions with that the 
principal payment might be considered to be an expense item,since it represents a contribution to an employee benefits plan.
In this case, however, the contributions are in the form of
dividends. Again, we may make the argument that there is some moral obligation that exists with regard to the payment
of this dividend. 

If the principal payments on the ESOP loan represent a
pension and/or profit sharing contribution that had been made 
up to the point of the creation of the ESOP, then these 
payments should reduce pre-tax earnings. If, however, there

ad been no previous pension and/or profit sharing plan, then,
we believe, the principal payments on the ESOP loan, if
deducted initially, should be added back to pre-tax income 
before the income is capitalized or a multiple is applied. In
this case, the contributions arc; in the form of dividends. Since
dividends represent profits, there is no need to add them back. 
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IX. Special considerations for non-company-gua anteed leveraged ESOPs 

How the lack of Company guarantee affects the value. 

Since the Company will not be guaranteeing the ESOP loan in thistransaction, the ESOP loan will not directly affect the value of the Company.
We believe, however, that we must consider the ability of the ESOP to makethe payments on the loan, as well as any affects that a default on such a loan 
may have on the operations of the Company (due, for example, to the 
political considerations of such a default). 

X. Marketability of the Shares. 

With regard to the shareholders, in general, as mentioned above, there is norecognized market for the shares of stock of the Company. With regard to
the employee/participants, however, there is a market. 

There is usually an obligation on the part of the ESOP and/or Company torepurchase shares of stock from employee/participants when they terminate 
their employment with the Company. 

To the extent that the Company has such obligation that is recognized by law
and to the extent that it has the financial resources to honor that liability, a
valid limited market exists for the stock held by the employee/participants. 

In this case, the existence of that limited n arket may slightly increase the
value of the shares from the value that they otherwise might have. 
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V-5: FUNDING OF ESOP REPURCHASE LIABILITIES
 

Through a leveraged ESOP, employees acquire shares of the company for which they work onthe basis of credit financing. At retirement, death or termination, the employees need to convertthese shares into cash. The majority of E.OP companies in the U.S., and probably almost allEgyptian ESOP companies, are not traded on the stock market. Therefore the ESOP needs to ac­cumulate sufficient cash reserves to buy back the shares of departing employees at their appraised
fair market value. This is the ESOP repurchase liability. 

Some companies ignore this repurchase liability, hoping that whenever employees retire therewill be sufficient dividend income in the ESOP to buy back their shares. If, however, these hopesare not realized, the very basis of the employees' confidence in the ESOP will be destroyed, or tile company will have to bail out the ESOP witlh cash contributions or loans. Worse yet, the compa­ny may be forced to be sold to outsiders to generate the cash needed to repurchase employee
shares. n the other hand, if the ESOP administrator plans ahead and accumulates funds to meetthe foreseen liabilities, repayment of the rep rchase obligations slmiiId not normally present a 
problem. 

Calculation of the repurchase obligation is done on the basis ot actuarial tables, like tlhose usedby insurance companies to determine the likelihood of persons dying at various ages. This iscombined with information regarding the age, salary and ESOP holdings of every employee, theturnover rate, the ESOP vesting schedule and payout provisions, the current and the projected fu­ture value oi company shares, and other relevant information. These data are keyed into a con­puter program which produces a projection of the ESOP repurchase liabilities. One such programis produced by "ESOP Services Inc." The ESOP administrator normally sei'ds the data to an ESOPconsulting firm for producing the repurchase projections. These projections should be updated
annually. 

The attached "International Sample Liquidity Study" shows 0ie kind of repurchase liabilityprojection which is generated. This sample study is for the general case; the specific case of theATC ESOP is simpler, since there are no company cash contributions to the ESOP and no diversi­
fication of a part of the employees' assets into shares of other companies is planned at present. 

The sampl2 report is followed Lty a "'Repurchase Liability Questionnaire." In a new companysuch as ATC, this questionnaire sh l111(1 be completed and proces:ed on the first year that shares are allocated to employees. For an ongoing company, the liabilit\ projection should be done as apart of the feasibility study to determine whether the ESOP will b. able to both repay its loan and 
meet its repurchase obligations. 
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Equity Expansion Intematonal 
ESOP Investment Bankers/Consultants 
Post Office Box 40849
 
Washington, D.C. 20076
 
(703] 243-5155
 

TRIP REPORT
 
FOR FIRST PHASE
 

OF THE EGYPT ESOP ASSIGNMENT
 

June 11-20, 1988
 

Within the framework of the annexed Scope of Work, the expert
 
team was to start activities leading to the establishment under
 
Egyptian law of an ESOP (Employee Stock Ownership Plan) to turn
 
employees into owners of 30.5% of the shares of ANTC (Alexandria

National Tire Company), a new joint venture to be established by
 
TRENCO (the only existing tire manufacturer in Egypt), Pirelli,
 
and other investors, through credit provided from the USAID
 
Special Account.
 

The assignment holds considerable interest since ANTC will be
 
the first ESOP in a developing country and has many features which
 
could allow it to serve as a model for future ESOPs in Egypt and
 
elsewhere.
 

2. ghedule of Activities.
 

June 11: 	 Team members Jalil Shoraka 
(team leader and financial
 
specialist -- The Aries Group), Norman Kurland (ESOP legal
 
expert -- Equity Expansion International), and ILil Asmon
 
(economist -- Equity Expansion International) departed from
 
Washington, D.C. and San Francisco respectively and met at
 
JFK airport.
 

June 12: 	 The team arrived at Cairo and was welcomed by the
 
OSAID/Cairo Private Enterprise Officer.
 

June 13: 	 After a strategy session with the PRE officer, the team
 
travelled with him and his assistant to Alexandria, where
 
they dined with the Chairman and the Financial Director of
 
TRENCO (Transport and Engineering Company).
 

June 14: 	 Visit through the TRENCO tire production plant. Meetings
 
and dinner with the TRENCO management team. Review of the
 
ANTC feasibility study.
 

June 15: 	 Another meeting and lunch with the TRENCO management team,
 
and return to CAIRO. Team strategy session.
 

June 16: 	 Meeting with Vice-Chairman and advisor of NIB (National
 
Investment Bank), the proposed fiduciary for the employees.
 
Meeting with Undersecretary and Director for Private
 

- ustieC0)ftoluctiviy -Property 
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Enterprise of MIC (Ministry of International Cooperation),
 
the source of financing.
 

June 17-18 (weekend): Preparation of a draft ESOP Loan Agreement and
 
draft of the objectives and composition of the ESOP Steering 
Committee. Review of documentation assembled. 

June 19: Meeting with the Legal Counsel of the Ministry of Economy. 
Mcetings with representatives of three law firms which had 
made bids to serve as local legal consultants for formation 
of the ESOP. 

June 20: Mr. Shoraka returns to U.S. Visit to the office of the 
9elmi and Hamza Law Office. Se-sion with TRENCO Chairman, 
inancial Officer, and Legal Council for selection of the 

iocal legal advisor for shaping ESOP legal structure to 
conform to Egyptian law. Debriefing meeting with 
USAID/Cairo Private Enterprise Office. 

June 21: Mr. Kurland returns to U.S. Mr. Asmon remains for 
engagement of the local counsel chosen and for follow-up 
meetings with NIB and MIC.
 

2. Persons Encountered.
 

Bruce Mazzie -- OSAID/Egypt PRE Officer
 
Amal Amin Ibrahim -- USAID/Egypt PRE Assistant Officer
 
M. Fathi El Feky TRENCO Chairman of the Board
 
Mohamed Mansour M. - TRENCO Financial Director
 
Saber M. Hadrami -- TRENCO Production Director
 
M. Fawzi Ahmed El Sayed -- TRENCO Commercial Director 
Mrs. Rashida -- TRENCO, Head of Quality Control 
Nabil Sabri -- TRENCO Engineering Director 
Saad Hossein -- TRENCO Administrative Director 
Ahmed Farrag -- TRENCO Legal Advisor 
Zafer El Bishry -- NIB Vice-Chairman 
Ismail Badrawi -- NIB Legal Counsel 
Ahmed Abd El Salam Zaki -- MIC Undersecretary 
Mrs. Seham Haridi -- MIC Director of Private Enterprise Program 
El-Say-d Omar -- Counselor of the State: Legal Advisor to the 

Miuister of Economy
 
Mahmoud M. Fahmii -- Legal Advisor; former Deputy Chairman
 

of the Investment Authority and Chairman of the
 
Capital Market Authority
 

Samir M. Hamza -- Attorney at Law, Helmi and Hamza
 
Dr. Aksam Amin Alkholy -- Attorney and Professor of Law
 
Dr. Kamal Abu El Magd -- Partner, Helmi and Hamza
 
Ruth Steinholtz Orsucci -- Attorney at Law, Helmi and Hamza
 

3. Present Status.
 

ANTC (Alexandria National Tire Company) is a radial tire
 
plant to be established near Alexandria at a cost of LE 345
 
million (US$ 150 million) and with 610 employees, later to be
 
increased to 750. The plant will manufacture 350,000 truck and
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bus tires, and will be the first of its kind in Egypt. The
 
feasibility study for the proposed plant shows high market
 
demand, strong cash and dividend flows, and an IRR of about
 
17%. The two key partners of the joint venture are TRENCO
 
(Transport and Engineering Company), the only manufacturer of
 
tires in Egypt (one of the few Egyptian public enterprises

which is turning a profit) and Pirelli Tire Company of Italy,
 
one of the world's leading tire manufacturers.
 

The steps leading to the establishment of ANTC are
 
proceeding apace under the dynamic leadership of Fathi El Feky,

the TRENCO chairman. Three technical agreements with Pirelli
 
(a machinery supply contract, a know-how and engineering
 
contract, a rovalty agreement with 10 years of continuing

technical ass' tince) are expected to be signed within weeks,
 
adding a techi.ulogy transfer component which creatly
 
strengthens the demonstration value of the venture. A Founders
 
Committee has been established and a Shareholders Agreement is
 
being finalized. The partners intend to deposit the
 
subscription capital by the end of June, and to register the
 
new company with the Investment Authority by the end of July.
 

The TRENCO Chairman and his management team show
 
understanding and enthusiasm for the introduction of employee

ownership. MIC has indicated its willingness to allocate LE
 
42.1 million (US$ 18.3 million) for purchasing 30.5% of the
 
shares on capital credit for the employees. This would make
 
the employees the largest block of shareowners. Due to the
 
high capital intensity of the plant, which would result in a
 
disproportionately high share of ownership if 30.5% of the
 
shares were allocated only to the approximately 700 future ANTC
 
employees (an average of about LE 60,000 or US$ 26,000 each),

it is proposed from many sides to allocate a part of the
 
employees' shares to employees of TRENCO (3,500 at present) and
 
the balance to other national ANTC shareholders. This would
 
make ANTC more advanced than any existing ESOP toward the
 
objective of building private property ownership through

widespread access to capital credit into large sectors of the
 
population.
 

4. Accomplishments of the Mission.
 

The following advances were achieved during the first phase

of the ESOP consulting:
 

(a) 	Excellent working relationships were established with the
 
TRENCO management, MIC, and NIB.
 

(b) 	The TRENCO Chairman indicated his decision to establish an
 
ESOP Steering Committee composed of 2-3 members of the
 
Founders Committee (the other investors), 1 representative
 
of MIC, 1 representative of NIB, and two representatives

of TRENCO employees: one of the four elected members on
 
the TRENCO board, and the leader of the ESOP syndicate

(labor union). TRENCO employees serve in this case as
 



Equity Expansion Intemaional 

Page 4 

proxies for ANTC employees, since the latter have not yet

been hired. it is expected that the involvement of tire
 
industry workers' representatives in the design of the
 
ESOP from the very beginning will. maximize employee

involvement in the plan and consequent sense of belonging

and motivation. (Employee participation is called for in
 
the Egyptian Constitution, but: giving workers shares, one
 
of the three options required in the Company Laws to
 
accomplish "employee participation", has never been tried;

the ANTC ESOP would be a first for testing this third
 
means and, if properly done, could remove some of Egyptian

labor's opposition to privatization.)
 

(c) 	The ESOP Steering Committee "scope of work" was Irafted.
 

(d) 	After intensive .terviewing of three highly qualified

candidates, Mahmoud M. Fahmi, a distinguished Egyptian

lawyer, was selected unanimously by the TRENCO Chairman
 
and the consultant team as the local legal advisor on the
 
consultancy. Mr. Fahmi was former Deputy Chairman of the
 
Investment Authority and Chairman of the Capital Market
 
Authority, has 35 years of public service, is one of the
 
drafters of Egypt's "open door" investment legislation,

and practices as a corporate and investment law expert.

He also served as Deputy President of the Council of State
 
until 1984.
 

(e) 	NIB indicated its readiness to serve as ESOP fiduciary and
 
loan administrator on behalf of the future employees of
 
ANTC (and possibly the employees of TRENCO and other
 
national ANTC shareholders), as long as NIB is not at risk
 
on the loan beyond payment for the shares with the
 
projected dividend cash flow.
 

(f) 	MIC indicated its willingness to lend LE 42.1 million (US$

18.3 million) to NIB on behalf of the future employees and
 
accept 30.5% of ANTC shares as collateral.
 

(g) 	A Loan Agreement between NIB and MIC was drafted.
 

(h) 	A Pledge Agreement for pledging 30.5% of ANTC shares as
 
loan collateral to MIC was drafted.
 

(i) 	Financial projections for loan repayment out of the
 
dividend cash flow were made. These projections show the
 
feasibility of loan repayment, at a 10% interest rate over
 
an 18-year period, with significant dividend distributions
 
to the employees as of the second year of operation, and
 
large cash reserves for share repurchases from retiring

employees.
 

5. Problems to be Surmounted.
 

(a) 	The main problem is the establishment of an appropriate
 
legal structure to represent the future ANTC employees as
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shareholders. This is a chicken-or-the-egg problem: ANTC 
must be established before employees are hired; employees 
must exist to form an ESOP; the ESOP must exist to borrow 
capital credit from MIC; the capital must be subscribed in 
order to establish ANTC. After consulting with various 
Egyptian legal authorities and examining various options, 
the consultant team recommended making NIB the temporary 
owner of the shares, under an agreement to turn ownership 
title over to the ESOP once the latter is legully 
established. The legal authorities consulted expressed 
the opinion that this could be done within the existing
Egyptian legal framework. Some people expressed serious 
concern, however, about whether the process could be 
completed by July 31st, eqpecially since July is a month 
of vacation for governme -nd other workers, with the 
national holiday Eid El . tr celebrated on July 21-28. 

(b) 	The commitment of some of the prospective national ANTC
 
partners seems less than certain. If some of them drop
 
out, it might be necessary to prevail upon MIC to increase
 
the loan from the USAID Special Fund for augmenting the
 
employees' share of the founding capital.
 

(c) 	The amount allocated in the consultancy contract for local
 
legal expertise (US$ 4,000) proved grossly inadequate,
 
since the lowest offer after a round of negotiations with
 
the offerors was $28,000. The problem resides in a
 
serious underestimate of the unit costs, which were set in
 
the consultancy contract at $100/day; whereas the offers
 
from 	local legal experts with the required stature ranged
 
from 	$150 to $190 per hour. After negotiations, one of
 
the offerors (fortunately, the one deemed most appropriate
 
for the task at hand) reduced his fee to $100/hour,

resulting in the above cost (for 280 hours) of $28,000.
 
An application to USAID/Cairo is being prepared to bridge

this 	gap. It should be underlined that the success or
 
failure of the entire effort hinges on this local legal
 
exeris. Without AID approval of the legal
 
consultancy, nothing will happen.
 

Provided the above problems can be solved, the
 
macro-picture is encouraging. There is real readiness and
 
enthusiasm for broadened ownership on the part of Egyptian

decision-makers (not least due to the efforts of the AID/Cairo

PRE officer). The Mission has received numerous requests for
 
capital credit for other ESOP ventures. The challenge is to
 
crystallize this goodwill into a prototype loan agreement and
 
establish the company. In pursuing this objective, the team 
intends to follow a "prime-mover strategy" -- gain access to 
key decision-makers Who can give their blessing to middle-level 
officials to bring all the pieces together. If the ANTC deal 
goes through, its catalytic value in Egypt and elsewhere is 
likely to be considerable. 
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TRIP REPORT
 

FOR SECOND PHASE
 

OF THE EGYPT ESOP ASSIGNMENT
 

July 8-23, 1988
 

I. Geneal
 

This is the second phase of the Egypt ESOP assigment. The
 
objectives of this assignment are:
 

(a) To establish under Egyptian law an operating Employee Stock
 
Ownership Plan (ESOP) for turning employees into owners of
 
30.5% of the shares of the Alexandria Tire Company (ATC), 
a
 
new joint venture of TRENCO (Transport and Engineering Co.),

Pirelli Tire of Italy, and other investors. With
 
state-of-the-art technology, 800 employees will produce

300,000 steel-belt radial tires annually for the Egyptian

truck and bus n rket. 
 To that end, a loan of 42.1 million
 
Egyptian Pounds ($18.3 million, at $1 
= LE 2.3) has been set
 
aside from the USAID Special Account.
 

(b) To generate generic ESOP documents which would facilitate
 
the creation of future ESOPs in Egypt and other developing

countries ("the cookie cutter").
 

The first phase of this assigment was carried out during

the period June 11-20, 1988, by Mr. Jalil Shoraka, Mr. Norman
 
Kurland, and Mr. Itil Asmon, CFP consultants (see the First

Phase Trip Report). The present (second) phase was carried out
 
by Mr. Norman Kurland, Mr. Itil Asmon, and Mr. Mahmoud Fahmy (a

distinguished Egyptian legal counsel), 
in close cooperation with
 
the parties concerned (mainly TRENCO, the Ministry of 
International Cooperation (MIC), the National Investment Bank 
(NIB) , and USAID/Cairo). 

The principal objective of the second phase was to draft
 
and prepare for MIC and NIB approval the Loan Agreement and the
 
Pledge Agreement. These are the two basic documents necessary

for moving the loan funds of LE 42.1 million from MIC to NIB, so

that NIB can invest on behalf of the employees in purchase of
 
30.5% of the shares of the Alexandria Tire Company. This
 
investment is necessary for completing the subscription of ATC
 
equity capital, so that the Statutes and the Joint Venture
 
Agreement can be signed and ATC can be established.
 

( Productiy .Pmprty lJustice 
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2. Scbdueof Activities.
 

July 8: 	 Mr. N. Kurland and Mr. 1. Asmon arrive at Cairo.
 

July 9: 	 Planning of Phase II Lctivities and discussion of ESOP
 
design issues.
 

July 10: A meeting at NIB with NIB, MIC, TRENCO, USAID, and
 
National Bank of Egypt (NBE) representatives, including
 
NIB Deputy Chairman, NIB Legal Counsel., and MIC legal
 
counsel. Drafts of Loan and Pledge Agreements were
 
discussed. Agreement in principle was obtained that
 
NIB will serve not only as a Fiduciary but also as a
 
Temporary Borrower. Various options for legal form of
 
ESOP under Egyptian law were discussed.
 

July 11: A meeting with Mr. Michael O'Farrell kAfrican- ,merican
 

Labor Center).
 
Meeting with Mr. Ah~ned el Amawi (President of the
 

Egyptian Trade Union Federation, head of the chemical
 

workers' syndicate representing the workers affected by
 

the project and a majoz leader in Egypt's ruling party)
 

and Mr. Moustafa Ibrahim (President of the General
 

Trade Union for Hotels and Tourism) to seek labor
 

involvement and supoort for project. Initial reactions
 

to ESOP concept were positive.
 
Meeting at NIB with NIB, MIC, USAID, and NBE
 

representatives to come to closure on some options
 
raised at the June 10 meeting. Preparation of a memo
 
to the JIB board of directors to obtain their agreement
 
for NIB to act as Temporary Borrower and Fiduciary.
 

July 12: A working session with the TRENCO management team for
 
incorporating the decisions obtained into a new version
 
of the Loan and Pledge Agreements.
 

July 13: Another working session with TRENCO management.
 
Review of the various options for establishment of the
 
ESOP under Egyptian law, based on an option paper
 
presented by Mr. Mahmoud Fahmy.
 

Working session with USAID on preparation of Mr.
 
Fahmy's contract.
 

July 14: A working session with TRENCO Financial Director.
 
Discussion of various options and mechanisms for
 
employee representation in the Employee Shareholders'
 
Association.
 

July 15: Preparation of another version of the Loan and Pledge
 
Agreements to take into account the comments received
 
from all parties concerned.
 

July 16: A meeting of the TRENCO management team, the
 
consultant team, and its Egyptian legal counsel for
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incorporating all previous inputs to the Loan and
 
Pledge Agreements into a version suitable for
 
presentation as TRENCO's proposal to NIB and MIC.
 

July 17: A line-by-line review of the draft Loan and Pledge

Agreement at NIB. 
 NIB and MIC feedback was received,

and NIB agreed to serve as Temporary Borrower on behalf
 
of future employees and ESOP Fiduciary.
 

The consultants also attended the 3-day Partnership in
 
Development Association seminars sponsored by the
 
Public Policy Analysis and the International
 
Development Group, where contacts were made with key

Egyptian decision-makers whose support is essential for
 
achieving the goals of the mission.
 

July 18: A key meeting at MIC -- A line-by-line review of the
 
revised agreements. Agreement obtained from MIC
 
representatives at the working level to provide the
 
loan under agreed-upon conditions. Preparation by MIC
 
representatives of a memorandum for approval by the
 
Minister of International Cooperation.
 

In the evening at the above-mentioned seminar, Mr.
 
Kurland gave a brief presentation and answered
 
questions on ESOP principles and their application in
 
Egypt. The session was chaired by the Minister of
 
International Cooperation.
 

July 19: Integration of MIC's comments into the Agreements and
 
preparation of final drafts. Meeting with TRENCO
 
management team, USAID, and NBE representatives to
 
review changes proposed by the team's legal counsel in
 
the new company's statutes of incorporation and Joint
 
Venture Agreement to accomodate to the ESOP features.
 

July 20-21: Further development of internal ESOP documents 
(the

ESOP by-laws, terms of reference of the temporary

Steering Committee).
 

July 22: Mr. Kurland departs for the U.S.A.
 

July 22-23: Mr. Asmon remains for producing clean drafts of the
 
ESOP Plan and Fiduciary Agreement.
 

III. PersonsEncountered.
 

Dr. Yousri Ali Moustafa -- Minister of Economy and Foreign Trade 
Dr. Abd El Aziz Hegazy -- Former Prime Minister 
Dr. Maurice Makramallah -- Minister of International Cooperation
Mr. Fouad Sultan -- Minister of Tourism and Civil Aviation 
Dr. Samir Toubar -- Head of Economic Committee of the National 

Democratic Party
 
Marshall Brown -- USAID/Egypt Country Director
 
James Watson -- USAID/Egypt Director of Office for
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Bruce Mazzie -- USAID/Egyr'-pt PRE Officer 
Amal Amin Ibrahim -- USAID/Egypt PRE Assistant Officer 
M. Fathy El 
Feky -- TRENCO Chairman of the Board 
Mohamed Mansour M. -- TRENCO Financial Director
 
Ahmed Farraz -- TRENCO Legal Advisor
 
Zafer El Bishry -- NIB Vice-Chairman
 
Ahmed Nasr El Din -- NIB Deputy Vice-Chairman
 
Ismail Badawi -- NIB Counsel
 
Ahmed Abd El Aziz 
-- NIB Legal Counsel
 
Ahmed Abd El Salam Zaki -- MI1C Undersecretary

Mrs. Seham Haridi 
-- MIC Director of Private Enterprise Program

Mamdouh Rady 
-- MIC Legal Counsel
 
Mrs. Ayah El 
Essawy -- NBE Director
 
Ahmed El Amawv -- President, Egyptian Trade Union Federation


and General Trade Union for Chemical Workers

Moustafa Ibrahim -- President, General Trade Union for Hotels
 

and Tourism
 
General Farouk Mahmoud Helal 
-- First Undersecretary, Ministry


of Local Government
 
Dr. 
Alef Agwa -- Chairman of Companies' Authority
Omar Mohanna -- Assistant General Manager, Misr Iran BankDr. Mohamed El Ayoun -- Professor of Economics, Assistant to
 

the Minister of Economics
 
Maher Khalil -- Director of 
Private Sector Feasibility Studies


Program, Investment and Free Zones Authority

Michael O'Farrell -- African-American Labor Center
 
Mr. Sakk.. -- Chairman of Misr Travel
 

[V. Present Status.
 

Future ownership follows access to capital credit.

distinguishing feature of the ESOP technology is 

The
 
access to
capital credit repayable and secured with future enterprise


profits. 
 In the United States and England a legal trust is used
 as the borrowing entity for the employees. Egyptian law does
not recognize such a trust. 
 Hence, 4n Egyptian legal substitute
 
-- an employee shareholders' association 
-- was invented by the
team's Egyptian counsel with the concurrence of all parties.
 

Because the project involves a rew company with no
employees and a plant that will take three years to construct,
the credit arrangement for acquiring and transferring shares to
employees will be in two phases: 
 First, the National Investment
Bank will serve as Temporary 3orrower and Initial Shareholder on
behalf of the employees in order to allow the new 
company to
incorporate and legally execute its joint venture contracts with
Pirelli Tire before they expire; this will allow construction of
the new tire plant to begin. The second phase of credit will
involve the assumption of the share acquisition loan by and
transfer of legal title to the shares to the new 
company's

employee shareholders' association (which will incorporate an

ESOP as its by-laws), once at least 200 of the eventual 800
 
employees are hired.
 

A
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As a result of this trip, the legal infrastructure for
acquisition of shares on behalf of 
the employees (the Loan
 

Agreement and Pledge Agreement) has been agreed upon by the

interested parties (TRENCO, MIC, NIB, NBE, and USAID) at the

working level. At present these Agreements are ready for
 
signing before the Minister of International Cooperation, the

NIB Board of Directors and the USAID Legal Counsel. 
 Whenever

these approvals are secured, the loan and share purchase can go

forward.
 

Likewise, the changes in the Alexandria Tire Company

Statutes and Joint Venture Agreement necessary to accommodate
 
share ownership by an Employee Shareholders' Association under
 an ESOP arrangement have been agreed upon by TRENCO and by NBE

(representing the other Egyptian founders). 
 Negotiations with

Pirelli are at the final stage. Signature of the above

documents will signify the establishment of the Alexandria Tire

Company, pending approval by the Investment Authority.
 

V. Accomplishments During the Second Phase of the Consultancy.
 

(a) The "chicken-or-egg" problem mentioned in the First Phase
 
Trip Report (the non-existence of a legally constituted
 
Employee Shareholders' Association which could assume the
MIC loan for acquiring shares for the employees) was solved
 
by NIB agreeing to act as a Temporary Borrower until such an

Association is formed, under an irrevocable obligation to

transfer title of the shares to the Association after its
 
estab2ishment and to hold the shares as collateral.
 

(b) To prevent excessive concentration of shares in the hands of
 
ATC employees, a proposal was defined to allot 40% 
of the
 
workers' shares to the employees of TRENCO, the "mother
 
company." A memorandum justifying this proposal was
 
prepared.
 

(c) The Loan Agreement and the Pledge Agreement have undergone
 
numerous redrafts to incorporate the inputs of all
 
interested parties, and final drafts were submitted to the
 
appropriate authorities for approval.
 

(d) The necessary changes in the ATC Statutes of 
Incorporation

and Joint Venture Agreement to accommodate employee share
 
ownership have been introduced and await approval by
 
Founders.
 

(e) A legal opinion, pointing out various means and strategies

for creating Employee Shareholders' Associations under
 
Egyptian law, has been produced.
 

(f) A second draft of 
the "Scope of Work" of the temporary ESOP
 
Steering Committee (which will represent the employees until
 
enough ATC employees have been hired to elect a permanent

Governing Committee at ATC and a separate one at TRENCO) has
 
been prepared.
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(g) First drafts of the Employee Share Ownership Plan (by-laws
 
of the Employee Stockholders' Association) and of the
 
Fiduciary Agreement between the Association and the
 
Fiduciary (NIB) have been prepared.
 

(h) Key decision-makers whose consent is essential for
 
establishing the ATC ESOP and future ESOPs in Egypt, notably

the Minister of Economy and the Minister of International
 
Cooperation, have been contacted.
 

(i) Most of the approvals necessary for obtaining USAID/Cairo
 
financing for the second phase of work by Mahmoud Fahmy, the
 
Egyptian legal counsel on the consultant team, have been
 
obtained and the matter is now in the USAID/Cairo Contract
 
Office.
 

VI. Planned Activities.
 

The third phase of the consultancy will focus on:
 

(a) Preparing the ESOP Plan (by-laws of the Employee
 
Shareholders' Association) with active participation by

workers' representatives on the Steering Committee;
 

(b) Preparing generic documents which could be used with minor
 
modifications for establishment of future ESOPs in Egypt;
 

(c) High-level meetings with the Ministry of Economy, the
 
Investment Authority and the Ministry of Social Affairs to
 
gain legal existence for the Employee Shareholders'
 
Association;
 

(d) Developing methodologies which are appropriate for Egyptian
 
conditions for future valuation of the ESOP shares and ror
 
estimating share repurchase obligations;
 

(e) Developing an ESOP Accounting and Administration Manual;
 

(f) Explaining the ESOP to the existing (TRENCO) employees and
 
initiating an employee communications program.
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Txiv (iLuvRT 

FOR THIRD PHASE
 

OF THE EGYPT ESOP ASSIGNMENT
 

August 11 - September 1 , 1988 

1. General.
 

This is the third phase of tihe Egypt ESOP assignment. The 
objectives of this assignment are: 

(a) 	 To establish under IEgypt Ja iLaw an _)perating Employee
Stock Ownership Plan (lESP) IOr tuLning employees into 
owners of 30.5% of the shres of the Alexandria Tire
 
Company (ATC), a new joint venture of TRENCO (Transport

and Engineering Co.), Pirelli Tire of Italy, and other
investors. With state-of-t he-art technology, 750
 
employees will produce 350,000 steel-belt radial tires
 
annually for the Egyptian truck and bus market. To that
 
end, a loan of 42.1 millian Egyptian Puonds ($18.3
 
million, at $1 = LE 2.3) has been set aside from the
 
USAID Special Account.
 

(b) 	To generate generic ESOP documents which would
 
facilitate the creation of future ESOPs ±n Egypt and
 
other developing countries ("the ccokie cutter"),
 

The first phase of this assignment was carried out
 
during the period June 11-20, 1908, by Mr. Norman Kurland,
 
Mr. Itil Asmon and Mr. Jalil Shoraka, CFP consultants. The
 
second phase was implemented during the period July 8-23,
 
1988, by Mr. Norman Kurland, Mr. Itil Asmon and Mr. Mahmoud
 
Fahmy (a distinguished Egyptian legal counsel), in close
 
cooperation with the parties concerned ---mainly TRENCO, the
 
Ministry of International Cooperation (f.°C), the National
 
Investment Bank (NIB) and USAID/Cairo (see the First Phase
 
and Second Phase Trip Reports). The third phase was
 
undertaken by Mr. Itil Asmon in cooperation with the above
 
parties, and with inputs of Hr. Norman Furland via telefax
 
from Washington, D.C.
 

The third phase can be described as a period of
 
consensus-building and of solidifying the support for ESOPs,

both in the GOE and within USAID/Cairo.
 

.0 Producvity.Property -Justice V 
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2. Macro-Events.
 

The following ESOP-related events occurred during the
 
present consultancy and set the context within which the
 
consultancy was carried out:
 

(a) 	On or about August 18, the Minister of International
 
Cooperation gave the "green light" to the ATC ESOP Loan
 
Agreement by approving the memorandum presented by the
 
Undersecretary for Cooperation with the U.S., and issued
 
instructions to draw up ASAP an Arabic version of the
 
Loan Agreement for his signature.
 

.8, 1: agned
Memorandum of Understal!('ir aove rnc the Use of th-
Special Account, eairmcoiilii,! I,: 100 million in Speci dl 
Account funds crc. itU'-,1 OP (This 

(b) On August MIC anrd 1< cij -inamendment to the 

for J , projects. news 
appeared on August 20 '1.L ii.jor fiont-page article in 
"Akhbar El Yom", a ]ca(1( ( iio n(,.spaper). 

(c) The Min'Aster of Economy expressed his support for ESOPs
 
and hisA readiness to approve Ministerial Decrees which
 
may be necessary for creating the legal basis for ESOPs
 
in Egypt. Other high-ranking Egyptian officials have
 
also expressed to USAID their determination to establish
 
ESOPs in Egypt.
 

(d) The USAID officials involved have solidified their
 
support for the ESOP effort and expressed their will to 
establish several ESOP pilot p-ojects besides ATC in 
order to generate in Lgylpt a multifaceted experience 
with ESOPs. 

(e) 	GOFI (the General Organ:,ahiton for Industries) made an 
official request to USA] bro technical assistnce in 
examining its portffolic. oi .,itate-owned enterprises for 
selecting the appr te for 	 tomost ri(LA. ones privatization
their employees throuci l'OPs. 

All of these events arel'uilding-blocks in the process
of the institutionalization of expanded 2apital ownership 
through ESOPs in Egypt. 

3. Schedule 	of Activities.
 

Aug. 	11: Mr. Itil Asmor arrives at Cairo.
 

Aug. 12-15: 	 Establishing tl( i:.cal Fi arliework for the 
introduction 01 USOPs to Egypt; writing the 
Statement of Objectives and Risk Analysis;
meetings with USAID legal counsel Mark Ward and 
TRENCO Chairman Fathy El Feky. 

Aug. 17-21: 	 Alexandria - Work with TRENCO (to which the 
consultant wotil d like to express his thanks for 
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the company's generous hospitality, including 
the use of TRENCO Guest Apartment) on the 
following subjects: 

--	 composition inUd procedures of the temporary 
ATC-ESOP H>e'ri]nq0 Committee; 

clarificatinn (wi.th the TRENCO legal counsel) 
of the applicability to and effects on ESOP2 
of various provisions of t. Company Law No. 
159, nt tKe Investment Law No. 43, and their 
Executive Regulations; 

--	 review of the TPENCO bonus system and study 
of an appropriate bonus system for ATC; 

--	 establishment of a spreadsheet program to 
calculate E1,.UP benefits and loan repayments 
on TRENCO's imnicro--computer 

Aug. 22-28: Cairo - The 1ol]ow i U activities were 
unde r taken: 

-- contacts with the USAID Egyptian legal 
counsel; 

-- meetings with TRENCO chairman; 

-- meeting with IIC undersecretary; 

-- identification of an Egyptian consulting firm 
which would be a suitable recipient for the 
transfer of ESOP know-how to the Egyptian 
private sector consultants; 

-- correction of the Logical Framework. 

Aug. 29: Meeting withi K:; .n Turner, USAID/Cairo Legal 
Counsel. 

-- A key meeti n oi the USID officers concerned 
with the ESOI entt prisn (Industry and 
Support Director and Deputy Director, Head of 
the Office V Firance and Investment, Chief 
Economic Sp cin t, and Legal Counsels). 
This meetipg hnW cemented the commitment of 
the responsi-lp- USAID officials for the ESOP. 
The meeting proposed the initiation of at 
least two other ESOPs in addition to ATC 
(preferah],' iN e::isting enterprises, to gain 
impact mwrc IpJ ck.ly) . t also proposed an 
independnt r , u,of the ATC feasibility 
study 1'.: ci iting firm. 
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Aug. 	 30 -
Sep. 1: 	 Updating the Loan and Pledge Agreements
 

according to corrections telefaxed by Norman
 
Kurland from Washington, to integrate the
 
comments made by Ms. Karen Turner in her telex
 
from 	Rabat;
 

-- Updating the Fiduciary Agreement.
 

Sep. 5-6: 	 Consultations with MIC, Bank Misr-Iran and USIPO
 
(U.S. Investment Promotion Office) for
 
preliminary identification of other ESOP
 
candidate companies. 

Sep. 7-10: 	 Preparation of the .first version of the 
"Alexandr ia Ti. Company ESOP Manual" (to be 
updated as new C,:.r nts ar(: produced). 

Sep. 11: 	 Flight back t,U nVFrancisco; writing of Trip 

Report. 

4. Outputs of the Ci~ hnsi .
 

Specifically, the thir: phase of the Egypt ESOP
 
consultancy assigment producn i.e following outputs:
 

(a) 	 An Objective True and a u',cal Franework for the 
establishment of. broalere ownership in Egypt (both in 
the ATC pilot ptOjdict. ,nd i other Egypt:ian 
enterprises); 

(b) 	 A Statement of Objuctivr z.H Risk \nalysis paper; 

(c) 	A Preliminary Social S' Lnihl : Anal/sis; 

(d) 	 Annex A of the Loan Agreement (composition and
 
procedures of the ATC HSOP Steering Committee);
 

(e) 	 Annex B of the Loan Agreem,nt- (description of the ATC
 
project);
 

(f) 	Updated versions of the Loan and Pledge Agreements
 
integrating the comment! V the USAID Legal Counsel;
 

(g) 	An updated version of the ATC ESOP Viduciary Agreement;
 

(h) 	Financial projections for the ATC ESOP;
 

(i) 	Identification of a potentially suihable Egyptian

consulting firm for acquiring and spreading the ESOP
 
financial technology;
 

(j) A draft ATC ESOP Manual, to be updated as new documents
 
are produced.
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5. Other ESOP-Related Events.
 

During the period of the consultancy, several other
 
processes necessary for the establishment of the ATC ESOP and
 
future ESOPs were set in motion:
 

(a) 	USAID/Cairo is drafting the scope of work for 
engaging
 
an auditing firm to provide an independent review of the
 
ATC feasibility study prepared by TRENCO and Pirelli.
 

(b) 	Mr. Mahmoud Fahmy (the Egyptian legal counsel of the
 
consultant team), who had taken ill during a critical
 
period in the legal formulation of the ESOP, has
 
recovered and is prepali n a detailed answer to the 
questions raised by Dir. W in Atti (the USAID Egyptian
legal counsel) regar Iiny tt planniLd use of employee
associations as ESOP ..c i.s. It is planned to inovolve 
Mr. Ali Hassan, Leya IwnsutWe M.inistry of Social. 
Affairs (which isi r "nvv. l [for cegulating private
associations) in t l [ c s:as soon as possible.
Apparently a h., buein earlylegal I has created in 
September 1988 for Li inciple of Egyptianan 
association holding tij & to fEul-va;lue shares, throuah 
the Ministrv's approval ol buch act:ion by the 
Association of Consuut-inq Engileer:. 

(c) 	 Mr. Hussein Dabbous, hamoi Governo: of El Fayoum arid of 
Beheira (with ministerol rank), and a long-time ESOP 
advocate, who is presently ini the private sector as 
chairman of Consulting Group for Development (an
Egyptian consulting firm), has volunteered his services 
for strengthening the GOE commitment to privatization

through ESOPs. To this end he has met 
the Minister of
 
Industry, Minister of Lconormiy and Hinister of 
Reconstruction; a meeting with the Minister of 
Agriculture (who is also Deputy Prfiime Minister and 
General Secretary of the National Democratic Party) is 
scheduled.
 

(d) 	The General Organization tor Industry (GOPI) has
 
requested technical assi stance from 
 USAID in reviewing
its portfolio of state-owned companies to determine the 
most appropriate ones fIor privatization to their 
employees through ESOP.;. The process is envisioned in 
four 	sta hes:
 

--	 Establishment of selection criteria; 

--	 Screening of the GOP" portfolio; 

--	 Selection of the five most suitable enterprises; 

--	 Performing company profiles on the two best
 
candidates.
 

TD, 
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6. Subsequent Steps.
 

The following steps are necessary in the future for
near 

the establishment of ATC and other ESOPs in Egypt.
 

(a) 	Resolution by the legal counlsc]s of the Ministry of
 
Social Affairs, USAID and the consultant team, of the
 
issues involved in creation of. employee shareholders'
 
associations;
 

(b) 	Termination of the independent review of 
the ATC
 
feasibility study, with positive recommendations;
 

(c) 	Approval by the Ministry of International Cooperation

and by USAID of the ATC ESOP Loan and Pledge Agreements.
 

When the above steps arc completed, or at least close
 
enough to completion for an ATC ESOP Steering Committee to be
 
nominated, it would be appropriate for the expatriate

consultants to undertake the following phase of the
 
consultancy, the major (Iemmntks of which are: 

(a) 	Refinement of the dratt. LS1O 	 bylaws of the ATC Employee
Shareholders Association, with inputs from the ATC ESOP
 
Seering Committee;
 

(b) 	Establishment of procedures for sha:e valuation and for
 
calculation of repurchase obligations;
 

(c) 	Creation of an ESOP employee communications program at
 
TRENCO.
 

The critical assumption ior successful completion of the

consultancy is, of course, tht- the TREN.'O/Pirelli joint
venture deal will hang togetisc ]Jen eno gh for steps (a),
(b), and (c) above to he e ,ccmien. 

7. LPrsonsn. m _. 

MIC: 	 Mr. Ahmed Abd El Saloni"ki, Undersecretary
 
Mrs. Seham Harid], R-an.,gu.r of US,\,IN projects
 

ATC: 	 Mr. Fat Dy El Feky, (ITiairm,

Mr. Mansour Mohamei, li nancial Director 
Mr. Ahmed Farrag, LoCa.l Counsel 
Mr. Sa'ad Hossein, Administrativ. Director 
Mr. Ismail Kabaary, Electronic D ta Systems Manager 

USAID: 	 Mr. Bruce Mazzie, Project Director
 
Mrs. Aral Amin Ibrahim, Deputy Project Director
 
Mr. James Watson, Head, 
Office of Finance and Investment 
Mr. Gregory Huger, hiroteru , Indt'stry and SupportMr. George Flores, 'Iput l. pirectnr, Industry an- Support 
Mr. Paul O'Farrell , li( I l;conorn a Specialist-
Ms. Karen Turner, Inq! o{,"nsel 
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Dr. Na'iim Attia, Legal Counsel
 
Mr. Mark Ward, Legal Counsel
 

Ministry of the Interior: Cr.]. Mamdouh E1 Badri, Undersecretary
 

Consulting Group for Develcpmcrn : Mr. Hussein Dabbous, Chairman
 

U.S. Investment Promotion Office: Dr. fahamed El-Saharakti, Director 

Mr. Ashraf Ansari, promotor of a potential ESOP firm 
(a manufacture of veterinary products)
 

Mr. Mahmoud Fahmy, the consultant team's Egyptian legal counsel
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ESOP Investment Bankers/Consultants 
Post Office Box 40849 
Washington, D.C. 20X16 
[703] 243-5155 

TRIP REPORT 

FOR THE FOURTH PHASE 

OF THE EGYPT ESOP ASSIGNMENT 

OCT. 21 - NOV. 7, 1988
 

1. 	 General.
 
This is the fourth pnase of 
the Egypt ESOP assignment. The
 

objectives of this assignment are: 

(a) 	 To establish an Employee Shareholders' Association (ESA) for
 
turning employees into owners of 
30.5% of the shares of the
 
Alexandria Tire Company (ATC) , a new joint venture of TRENCO 
(Transport and Engineering Co. ), Pirelli 
fire of Italy, and
 
other investors. With state-of-the-art technology, 750
 
employees will produce 
350,000 steel-belted radial truck and
 
bus tires annually. To that effect, loan of
a LE 42.1
 
million ($ 18.3 million) is being provided out of the 
Ministry of International Cooperation (HIC) Special Account
funds, which originate from U.S. assistance. 

(b) 	To produce generic documents which would facilitate the
creation of ESAs in 	 otherfuture Egypt and developing
contries ("the cookie cutter"). 

The first three phases of the consultancy took place from
June 12 to Sep. 11, 1.988, by CFP consultants working in closecooperation with TRENCO minmagement, HIC, tie National Investment
Bank 	 (NIB) and USAID/ Caiv:o. The present phase was carried
by CFP consultants Mr. No.:man Kurland (legal expert), Mr. Itil

out 

Asmon (economist), Mr. Barry Goodman (valuation specialist) and
Mr. Mahmoud Fahmy (a distinguished Egyptian legal counsel), in
collaboration with the same part icc. 

The principal objectives of the fourth phase were: 

(a) 	 to prepare the docuijientation necessary 'or approval of the
loan by the USAID/Cairo Executive Committee; and 

(b) 	 to terminate the docUwentatj()i necessary for establishment
of the ATC Employee Sharelloldels' Association and produce
the generic models for future ESAs. 

Productivity . Property. Justice 
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2. Schedule of Activities. 

Oct. 22: 
 Mr. Kurland and Mr. Goodman arrive at Cairo.
 

Oct. 23: 	 Mr. Asmon arrives. Planning of work program with Mr.
 
Bruce Mazzei of USAID.
 

Oct. 24: 
 Team meets [s. Karen Tu:ner, USAID Legal Counsel. 
Asmon and Goodman meet Hr. Osama Khalifa (public
accountant) and Mr. Omar Mohanna (Misr Iran Bank 
Director).
 

Oct. 25: 	 Asmon and Goodman meet Messrs. Hazem Hassan, Mohamed
 
Yehye, Halim Amin Samy and Mohamed Salem of Peat,

Marwick, Hassan & Co. 
(Public Accountants). Team meets

Mr. Fathy 	 El Feky and ir. Mohamed Mansour of TRENCO. 

Oct. 26: 	 Team members meet ry. Abd El Salam Zaki (HIC 
Undersecretary), Messrs. Fathy El Zeky, Mohamed Mansour
and Ahmed. Farrag of TRENCO, [is. Karen Turner of USAID,
and Mr. Donald Clapi n (U;AID valuation consultant).
Barry Goodman meets Hr. Jolni Briggs of Arthur Andersen
Shawki & Co. [i . Norman Kur1land meets Mr. Omar Mohanna. 

Oct. 27: 	 Mr. Goodman reurns to U5SA. Kurland and Asmnon meet
Messrs. Gregory Huger and George Flares of USAID to 
prepare presenLtation of project to USAID Executive 
Comittee. Asma)n meets Hr. James Watson, head of 
USAID/Cairo Office Financeof and Investment. 

Oct. 28-29: Strategy meeting with Bruce Mazzei. Updating of
Loan, Plcge and Fiduciary Agreements to integrate Ms.
Turner's comments. Drafting of ESA Deed of 
Incorporation.
 

Oct. 30: Asmon meets Mr. Paul O'Farrell, USAID/Cairo Chief 
Economist. Team (Kurland, Fahmy and Asmon), together
with Messrs. El Feky and Farrag of TRENCO, meet Ms.
Turner to discuss Loan, Pledge and Fiduciary Agreements. 

Oct. 31: 	 Kurland and Asmon edit Loan, Pledge and Fiduciary
Agreements. AbyMon meets 
Deputy Director.
 

Nov. 1: 	 Editing of Loap. Pledge 

Nov. 2: 	 Kurland, Asmon and Fahmy
Fathy El Feky to discuss 
on the Loan, Pledge and 

Nov. 3: 	 Continuation of meeting 

Mr. Fritz Weden, USAID/Cairo 

and Fiduciary Agreements. 

meet Mis. Karen Turner and Mr. 
Ms. Turner ' s further comments 

Fiduciary Agreements. 

;itlh Ms. Turner. 

Nov. 4: 	 Ms. Turner meets Norman Kurland to finalize her 
comments on the Loan , Pledge and Fiduciary 	Agreements. 
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Nov. 5-7: 	Asmon edits Loan, Pledge and Fiduciary Agreements to
 
integrate Ms. Turner's additional comments. Kurland
 
prepares an updated version of the ESOP Plan. Fahmy
 
and Asmon prepare the draft amendments to the Executive
 
Regulations of Laws 159 and 32 which are nocessary for
 
establishment of the Employee Shareholders'
 
Asswi'ation.
 

Nov. 8: 	 Mr. Kurland departs from Egypt.
 

3. 	 Accomplishments of the Mission.
 

The main focus of the fourth phase of the consultancy was to
 
secure approval of the USAID/Cairo Executive Committee for the LE
 
42.1 	million loan to be made from the Special Account managed by
the Ministry of International Cooperation (MIC) to the National 
Investment Bank (1IB) for investi no iin 30.51; of the founding 
shares of the Alexandria Tire Co. (ATC) on behalf of the 
employees. This necessitated con.,-;iderable work with the full 
collaboration of the USAIK/Cairo I,e al Ccunsel to remove any 
legal impediments to USAID ajl)rov.. 

The above objective %as fully achieved. On its meeting of 
Nov. 8, 1988, the USID/Cairo Ex:-ecutive Coimlittee has approved
the loan with three minor recuiiremezts precedent, one of which 
has been met in tle meantime and the others are expected to be 
met in the near fut-uri:. 

Specifically, the outputs of the fourth phase were: 

(a) 	The Loan, Pledge and Fiduiary Agreements were prepared to 
USAID's satisfaction (excepting certain final touches by
the USAID/Cairo Legal Couisel) , and submitted to MIC for 
translation to Arabic.
 

satisfaction one 	 0ts(b) 	 In of of tl,( require, e precedent, a 

memorandum was submit-ted to USAID/Cairo clarifying the tax 
situation of the Empl:)yee Shareholders' Association (ESA) to 
be formed.
 

(c) 	The amendments to th:Execut ive Regulat:ons of the Company

Law No. 159 of 1981 and of the Private ',ssociations Law No.
 
32 of 1964 which are necessary for the .egal establishment
 
of the ESA have been d1rafted and forwarced by the Minister
 
of International Cooperation to the Hin.;.ster of Economy arid
 
the Minister of Social !\ffavrs respectively, with
 
accompanying letters rewilesting their approval. The
 
Egyptian Legal Counselc tle consul.tant team is following
 
up the matter with the 	 cinist~res
conce;ned for preparation

of the necessary Miristeria]. Decrees.
 

(d) 	A draft Deed of Incorporation of the ESA, along w.,,ith a draft
 
ESOP Plan (whicl ill become pai.t of thc ESA bylaws), have
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been prepared and submitted to TRENCO (Transport and
 

Engineering Co., the main promoter of the Alexandria Tire
 
Co.) 	and to USAID for their review.
 

(e) The ESOP valuation consultant, Mr. Barry Goodman, has 
achieved a consensus with prominent Egyptian appraisers 
about the methodology ',o be followed in valuating company 

shares for employee ow'nership purposes, and is preparing his 

icport in the U.S.
 

Dased on the ATC Loan, Pledge and Fiduciary Agreements as
(f) 

approved by the USAID/Cairo legal counsel, Mr. Norman
 
Kurland is preparing in the U.S. the generic documents for
 

future ESOPs in Egypt.
 

4. Parallel Events Advancing Employee Ownership. 

Outside the work of the consultant team, the following 
events have occurred during October-November 1988 to further
 
employee ownersnir- in Egypt:
 

.(a) 	 The Investment Authority has approved in principle the 
creation of the Alexandria 'ire Co. under Investment Law No. 
43 of 1974. This removed the last major obstacle to the 
establishment of ATC, and paved the way for a meeting of the 
ATC Founders' Coimnittee scheduled for mid-December for 
signature of the ATC Joint Venture Agreement and Articles of 
Incorporation.
 

(b) The Minister of Industry, in a speech on Nov. 21 to the
 
American Chamber of Conmerce in Egypt, expressed his strong 
support for employee ownership, repeatedly highlighting the 
ATC project.
 

(c) Several companies have approached MIC and USAID to request 
Special Account loans for employee buy-ins following the ATC
 
mode.. One company, presently owned and managed by the 
public sector, is be.ng given priority :onsideration for 
100% employee owlership. 

(d) USAID/Cairo, acting upon a request by the General 
Organization for Industries (GOFI), has approved a PIO/T for 
consulting services through the Center for Privatization to 
review GOFI's portfolio of about 117 public sector 
companies, establish appropriate criteria, and indicate 
five companies to be considered for emp Loyee ownership. 

5. Overall Status of Com)ltioii of tile Scope of Work. 

The present fourth phase coi is]1 des the f .ield work of the ATC 
ESOP consultancy under Pi co. 2613-0102-3-15016 of 4/24/88. 
Compared wi th tle 18 i tern; detai led il the Scope of Work 
(Attachment A), the foho.,iriq have been comnpleted: 
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III: 	 Hold interview.; withL cx(eciit iv(!-; aInd compi'y adv isors (done) 

*2: 	 Conduct preliminary meetings to receive inputs from all
 
interested parties (done);
 

#'3: 	 Assist in the formation of the ESA board of directors
 
(reglamentation for the ESOP Temporary Steering Committee
 
drafted and agreed to by TRENCO);
 

#4: 	 Assist in negotiations with lenders (done);
 

#5: Recommend an approach for the valuation of ESOP shares
 
(first draft prepared);
 

#6: 	 Analyze relevant dat:a and assist management to develop an

ownership participat:ion plan (draft ESOP Plan prepared);
 

*7: 	 Develop specifications for design of the ESOP (draft

submitted);
 

08: 	 Draft all documents necessary to implement the ESOP 
(ATC

ESA Deed of Incorporal-ion and ESOP Plan prepared and
 
submitted to TRENCO;
 

#9: 	 Draft all documents necessary for ESOP share acquisition

(Loan, Pledge and F~duciary Agreements prepared);
 

#1.: 	Prepare a computerized analysis of ESOP financial
 
projections and of iiquidity 
needs for stock repurchase
 
(done);
 

*13: 	Take steps to comply with any laws or regulations (started,

will 	continue until the ATC ESA is 
legally established);
 

6. 	 Additional Outputs to be Comoleted under the Present PIO/T.
 

The following items are in preparation and will be delivered 
under the present PIO/T:
 

*5: 	 A methodology for the valuiation of ESO ) shares (final

version, with projections of the future value of ATC shares
 
based on the ATC fecsibility study);
 

#7: 	 ESOP design specifi(:ations (final versi.on);
 

*8: 	 Generic version of 'he ESOP Plan;
 

*9: 	 Generic versions of Lhe Loan, Pledge a.'d Fiduciary 
Agreements for acqu-,sition o[ E71SOP sha:es; 

410: 	ESOP Time and Sequerce Table, Accounti.g arid Allocation 
Manual, Administration Checklist and Forms Manual (first
draft, to be worked on wltI1 
the ESOP Steering Committee);
 

5 	 i 

http:versi.on
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417: 	A cash productivity bonus program (first draft, to be worked
 
on with the ESOP Steering Committee);
 

7. 	 Items Delivered Outside the Scope of Work.
 

In accordance with the requests of USAID/Cairo, the

consultant team has delivered the 
following items which were not
 
contemplated in the Scon(: of Work:
 

(a) 
A Risk Analysis Document, which identified the critical
 
assumptions and helped assure USAID of 
the viability of the
 
ATC ESOP transaction and formulate the requirements

precedent;
 

(b) 
Rationale tur the selection of beneficiaries of the ATC ESOP
 
transaction;
 

(c) 
A social soundness analysis of the ATC ESOP transaction;
 

(d) 	Conception of a "fail-safe" mechanism which would provide,

in the worst-case scenario that the ESA is not formed 
or

that 	it defaults on the loan, for sale of the pledged shares 
to the private sector with maximal distribution; 

(e) 	 A summary of the evaeluation of the ATC feasibility study

carried out by Artht-: Ainde i-en Shawki. 
F Co.; 

(f) 	 Preparation of the "'tC Loan, Pledge and Fiduciary Agreements
to an unusual degree of perfection (the texts went through
 
some fifteen drafts).
 

Another key output which exceeded the requirements of theScope of Work was 
to go beyond the legal documents necessary for

the ATC transaction, by drafting amendments to 
the Executive

Regulations of Laws 159 and 32 which will allow the establishment

of employee shareholders' associations 
in all enterprises which
 
come 	 under the Company Law. 

8. 	 Remaining Work whicl Requires Contract Extension. 

Two important types of outputs specificd in the Scope ofWork could nou be completed uiti.i the ESOP loan is approved, the
Joint Venture Agreement is signed and the ccnditions for
participation of the TREN,,O employees are d(termined by the ATC 
Founders' Committee:
 

(a) 	Outputs which needed feedback: from the ESOP Temporary
Steering Committee; and 

(b) 	 The employee participation program, whih obviously could
not be designed without the collaboration of at least TRENCO
employees (since ATC employees have not yet been hired). 

63
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In addition, the Loan, ple[dge and Fiduciary AcIreements are
 

likely to require additional work to incorporate 
the comments of
 

MIC and NIB on the current versions which are 
being translated to
 

Arabic for their review.
 

feedbackfinalized withoutThe outputs which could not be 

from 	the ESOP Temporary Steering Committee 
are:
 

the ESOP;
*3: Assistance in adoption of 


regulations

418: 	 Finalization of the ESOP Plan and preparation 

of 


concerning the operation of the ESA;
 

#10: 	Finalization of the ESOP Accounting and Allocation 
Manual
 

and forms;
 

ESOP 	cash productivity bonus program.
017: 	Preparation of an 


Outputs which need collaboration at least with TRENCO
 

employees are:
 

and train personnel involved in ESOP administration;#12: 	Advise 

414: 	Help in preparing and implementing the employee
 

unicatiolls program (this includes the preparation of
 com 

employee handbooks, explaining the employee representation
 

process, and participating in executive and employee
 

meetings);
 

#15: 	Perform computerized ESOP allocations and ESOP statements
 

for each participant;
 

Work 	with management in arranging audio-visual materials for
*16: 

a continuing ESOP communications system;
 

Provide industrial relations consultation for improving
*18: 
communications between supervisors and other employees and
 

increasing productivity (to the extent possible at the
 

present time).
 

9. 	 The Balance. 

The present status of trie ATC ESOP consultancy can be summed as
 

follows:
 

All the outputs wiich could be provided by the consultants
(a) 

before the signing of the Loan Agreement and the ATC Joint 

Venture Agreement have been performec. or will be delivered 
lot mc re effort than foreseenin the near future (although a 

had to be expended for- obtaining USAID's approval frr the 
ATC ESA loan) 

7
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(b) 	 The macro-picture is extremely encouraging. G(E and USAID 
commitment to employee ownership is evident both in public 
statements, in expressed willingness to make the required
amendments to the Executive Regulations, in the constitution 
of a LE 100 million *SOP loan fund, i-±the numerous 
applications by various private and public sector companies
 
for participation in the program, and in the approval of 
a
 
consultancy to GOFI for determining the public-sector

companies most appropriate for employee ownership;
 

(c) 	An extension of the present consultancy will be necessary 
for completing those steps which could not be implemented
before approval of the Loan Agreement and of the Joint 
Venture Agreement, namely finalization of the ESOP documents 
which need inputs from the ESOP Temporary Steering Committee 
and establishment of an employee communications program. 

8
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Attachment A 

EMPLOYEE STOCK OWNEE5M1IP PLAN ('SOlP) 
DESIGN AND 1I PLLIENTATION 

I. PURPOSE OF CONSULTANCY 

This consultancy is required to design a framework (terms of
 
reference) for the ESOP and all of the necessary documents, 
agreements, and contracts required to transfe the ESOP 
technology to Egypt and implement it. The ma erial produced 
will; (1) in its "generic" form, provide a technical attachment 
to the Partnership in Productivity (Privatization) Project


--......I -) e i ' - I 

Paper and (2) in its specific 
- -

torn, provide al SOP for the
th 

TRENCO/Pirelli joint venture. The technology will need to be 
adapted to Egyptian laws, regulations, and business environment. 

II. BACKGROUND 

The Employee Stock Ownership Plan (ESOP) financial technology 
has been introduced by USAID Egypt to the TIZENJC/itolli joint 
venture, a project which i-S to manufacture radial tr uck tires 
in Egypt. A loan to financ"2 the pu rchase of equity (shares) in 
the new company from the Secial AccounLt has .een approved by 
the Ministry of Internatior-,l Cooperation, otlier a.ppropriate 
Ministries, and by USAII). A second 'SOP privati2at iol 
opportunity is now developing for a (lairy operation joint 
venture (between the Gore C'oiripaLny of Texas) a ,d the flew 
Salhaiya Agricultural 11 .t f? isPICvelonliont. Pro(Jc TI cmlcept also 
being discussed with other enterp i sf'; as a mclian i sin to expand 
ownership participation. 

II. OBJECTIVES OF ESOI' 

1. To purchase equity interests ald assets in the operations 
for the benefit of its employees through an Ermplovee Stock 
Ownership Plan (ESOP). 

2. To enable all employees to earn shares of companry stock and 
thus participate in owners[ ip and growth of tIke company, 
without reducing their ear. i-ngs and savings. 

3. To spread the understal,]ing of oW ifershiiip participation 
among the employees, in order to increase i rd vi dual arid group 
productivity, and to improve employ(p y ioti t , oI, prof i t and 
cost consciousness, arid lori--term comiinItnIerit o the enterprise. 

4. To attract arid retain ;'loyews ith bene its ]inked to 
productivity.
 

5. To create all optional "ir-iou:;e market fcrr: (a) redeeming 
outstanding shares of colmjpany sLock from retiring pmployees at 

arid (b) fi-an'i ig growthan appraised fair market value, 
stock issuances.through new 

A- I 
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III. SCOPE OF WORK
 

TO achieve the objectives (specific material for TI'EJCO and
 

generic material for the project), the contractor will provide
 

the following services:
 

1. Hold interview meetings with executives End company
 

advisors to explain the technology, mechanics, and design
 

options of the ESOP. 

2. Conduct preliminary meetings to receive :iputs from groups
 

of employees, board members, executives, lenders, and other
 

affected parties.
 

3. Assist in the ownership transfer, in the formation of the
 

board of directors and in all steps necessary for the adoption
 

of the ESOP.
 

4. Assist in negotiations with lenders Lo achievo the ESOP's
 

stock acquisition program.
 

5. Work with an independent lppraiser to render an assessment
 
of the fairness of the price of the initial acquisition of the
 

shares by tile ESOP and the v ], e of the leve.ayed company stock
 
to be allocated to the ESOP .Accounuts of the e mpl oy-cs for the 
first year of ESOP operation and to recommend an app'roach for
 
updating this valuation for future transactions, including new
 
equity issues, involving the ESOP.
 

6. Analyze financial, personnel, and other input data and
 
assist manangement to develop a comprehensive, long-range
 
ownership participation program.
 

7. Develop specifications for the design of the ESUP, 
including eligibility, vesting, contribution levels, voting 
powers, allocations, and distribution rights, in order to 
satisfy financing requirements, personnel policies and other 
corporate objectives. 

8. With legal counsel, prepare* for review, drafts of all 
documents necessary to estiblish and implemerL the E.mployee 
Stock Ownership Plan. 

9. With legal counusel, prepare for review d;:afts of all 
documents necessary to im;lemun t the acquisition of company 
stock by the ESOP. This will inclumde any do,-umen ts relating to 
the debt financing oQ the initial achuisition, including any
 
loan agreements, guarantCe agreements, pledg" agreements and
 
promissory notes. 

10. Provide a Time and Sequence Tahle, an ESUP Accounting and 
Allocation Manual, an ESOP A]ministrat ion Checklist and Forms 
Manual, relating to annual operation and administrative 
requirements of the ESOP.
 

A-.' 
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11. Prepare for management a computerized analysis of:
 

(a) 	ESOP financial projections to illustrate the impact of
 
the ESOP on ccmpany earnings, cash flow, and
 
stockholders equity.
 

(b) 	The cash liquidity needs of the ESOP for planning the
 
repurchase of stock from retiring employees.
 

12. Advise and conduct traiing sessions for personnel involved 
in ESOP administration. 

13. Take steps necessary for complying with all requirements of
 
any laws or regulations.
 

14. Explain the technology, mechanics, arnd imlications of the
 
ESOP ownership sharing proyr amns [(" .imployees and otL erwise
 
assist in the preparation aid carryin'g out of Lhe ( P's
 
employee communications program. 'liis will include thre
 
preparation of employee handbooks ,xplain ing t:he I.sp,

designing and explaining th, emiployee representation process,

and participation in execut ve ind employee metings when the
 
ESOP is first implemented.
 

(It is our opinion that translatiny the message and
 
philosophy of the ESOP into language that workers can
 
appreciate is more impoftant to success thin many of the
 
ESOP's other technical componerts).
 

15. Perform computerized ESOP, annual allocati ons arid inrdividual
 
ESOP statements for each participant, and prepare all required
 
reports to participanits for the first year of ES'JP operation.
 

16. Work with management in arranging for or reviewinrg special 
audio-visual, graphics, artwork, etc. for a continuin g ESOP 
communications system. 

.17. Design a monthly and anrnual cash prouocctivity bonus program
linked to after-debt service cash flow, as a viriable 
supplement to the cash incopes of employees. 

18. Provide industrial relations consultation Vor helping to
 
improve two-way communications between supervisory and other
 
employees; to overcome labor-managemiet problems; to increase
 
labor and capital productivity; or to design i proved ownership 
oriented incentive systems. 

A-SI
 



V. 	 REPORT DELIVERABLES AND SCHEDULE 

will be u ;ed in their generic f oim as all
These deliverables 
attachment to toe Partrershi) in Developi, ent (Jrivatization) 

Paper and in a speci:ic torm tor the implem:enation ofProject 

the ESOP for the TRENCO/Pirelli joint venture.
 

IE'EK
 

31. Appraisal/valuation systni 


for enterprise price assessments.
 

2. Design of an approach (system) 1
 

for upgrading valuations annually.
 

3. Design for an Ownership Participation 7
 

Pr ogr am.
 

4. Specifications 	 for ESOP designs 9 

including criteria, standard-;, and
 

checklist.
 

5. Schedule of events leadiog to and 1.0
 

following transfers of owner :hip.
 

Contracts and agreements: 
(a) ESOP Buyer and 	 reil 11 
(b) Seller and l'ru:;t laillgui ( 11) 	 12 
(c) ESOP anid Lender 	 13 
(d) ESOP and Trust 	 Manager 14 

7. ESOP Accounting and Allocation Manual. 	 17 

8. ESOP financial projections (andel computer 10
 
based system as mentioned in 11 (a) of Scope).
 

9. Cash liquidity system for projecting 18
 

retirement and employee turn.)ver needs.
 

10. Employee ESOP 	Manual. 21U
 

ii. Monthly and annual cash ?,onus program. 	 22 

12. Complete document for attachmei t to the 26
 
Project Paper.
 

V. TECiINICAL DIRECTION 

Performance will be subject to the technical direction of Bruce 
L. Mazzie of the USAID Industry and Support Directorate, Office 

Nf Finance and Investment. 

A-) 
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LOGICAL FRAMEWORK FOR ESTABLISHMENT OF AN ESOP 
AT THE ALEXANDRIA TIRE COMPANY 


SUMMARY OF OBJECTIVES 
 VERIFIABLE INDICATORS 


A. CONTRACTUAL GOAL-LEVEL OBJECTIVES:
 

1. ATC and TRENCO 

employees- current 

income and retire-

ment capital in-

areased 


1.1 ATC employees- dividend income equals at 
least 100% 

of salaries starting by 10th year of operation 


1.2 ATC employees- retirement capital payout averages

at least LE 30,000 each 


1.3 TRENCO employees- income from ATC dividends equals
at 
least LE 800/yr starting by 10th year of operation 


1.4 TRENCO employees- retirement capital payout from 

ATC shares averages at least LE 4,800 each 


B. EX-CONTRACT GOAL-LEVEL OBJECTIVES:*
 

2. ATC productivity 

and profitability 

improved 


3. Additional ESOPs 

initiated in Egypt 


and other countries 


2. High product quality and 
low wastage (due to in-

creased employee motivation) result in exceeding the 

financial targets of the feasibility study starting in 

1993. 


3.1 At 
least 20 ESOPs in implementation or advanced 

design stages in Egypt by 1993 


3.2 ESOPs in implementation or advanced design stages

in at least 5 other developing countries by 1993 


9/6/88
 

LEVEL 1: GOAL
 

PAGE 1
 

DATA SOURCES 
 IMPORTANT ASSUMPTIONS
 

1. ATC Employee 1.1 The financial targets
 
Shareholders-
 of the ATC feasibility

Association 
 study are aahieved, per­
records 
 mitting loan reimburse­

ment on schedule and em­

ployee dividend payments
 

1.2 ATC board follows a
 
policy of maximum dividend
 
payout (expansion mainly
 
financed through borrowings
 
rather than retained earn­
ings)
 

2. 	ATC records 2. TRENCO management and
 
Pirelli technical assist­
ance are committed to the
 

concept of employee pro­blem-solving teams (creat­
ivity circles)
 

3. Egypt Equity 3.1 GOE continues to sup-

Expansion Center port employee ownership
 

records and approves the legal

measures necessary
 
to encourage ESOPs
 

3.2 Other Middle Eastern
 
and other LDC governments
 
follow Egypt's lead
 

* Goals implied by, but not a part of, the present consulting contract
 



LOGICAL FRAMEWORK FOR ESTABLISHMENT OF AN ESOP AT THE ALEXANDRIA TIRE COMPANY 

LEVEL 2: PURPOSE 

PAGE I 
SUMMARY OF OBJECTIVES VERIFIABLE INDICATORS DATA SOURCES IMPORTANT ASSUMPTIONS 

A. CONTRACTUAL PURPOSE-LEVEL OBJECTIVES: 

1. NIB reaeives MIC 1. HIC loan of LE 42.1 H to 
NIB for investing in 30.5% of 
 1. MIC/NIB 1.1 MIC approves theloan and invests 
in ATC founding shares approved by 9/88 
ATC
 

reeords 
 loan to NIB
30.5% of ATC shares 

1.2 No other GOE entity
on behalf of employees 

objets to the NIB loan
 

2. ATC legally 2.1 
 ATC joint venture agreement and statutes signed 
 2.1 ATC
established, with 2.1 Joint Venture partners
by all investors in 9/88 and 
approved by Investment reeords
ESOP represented on Authority by or before 
(esp. Pirelli) adhere to the
12/88 
 Joint Venture Agreement and 

its board 
2.2 ESOP steering aommittee formed by 8/88 (with labor re-

Statutes; Investment Auth­
presentatives) and instruats 


ority approves the agreement

the 3 NIB direators who tem-
 without signifiaant ahanges


porarily vote the 
ESOP shares
 

2.2 TRENCO and the other
 
founders agree to labor re­
presentation on the ESOP
 
temporary Steering Co-mittee
 

3. ATC Employee 3. 
 ATC ESOP bylaws approved by MIC and the Ministry for

Shareholders- 3. ATC ESOP 3. The neaessary approvals
Soaial Affairs by 2/89 
 reeords
Assoaiation by MIC and Ministry of
 

Soaial Affairs are ob­legally established 

tared 

Vane
 



LOGICAL FRAMEWORK FOR ESTABLISHMENT OF AN ESOP AT THE ALEXANDRIA TIRE COMPANY
 

SUMMARY OF OBJECTIVES 


4. ESOP Steering 

Committee function-

ing with employee + 

management + union 


involvement
 

VERIFIABLE INDICATORS 


4. ESOF 
Steering Committee (composed of TRENCO management,

employee and union representatives, MIC and NIB) meets 
at 

least once a month starting 9/88 to discuss and approve 

the ESOP bylaws. 


B. EX-CONTRACT PURPOSE-LEVEL OBJECTIVES:
 

5. Legal frame-

work is established 


for creating other 


ESOPs
 

6. A system of 

employee problem-

solving teams 

(creativity circles) 


established at ATC 


5. The Executive Regulations of the Company Law and the 

Model Statutes are amended by 6/89 
to recognize and 

regulate employee shareholders- assoclations
 

6.1 A Creativity Circles Committee (internal to 
ATC) is 

established by 6/91 and a facilitator is 
nominated 


6.2 At least one employee problem-solving team is 

established for each division of 
the ATC produation
 
process
 

6.2 Cirale members and leaders, facilitator committee,

and ATC management are trained 
in applying the new
 
system
 

LEVEL 2: PURPOSE
 
PAGE 2
 

DATA SOURCES 
 IMPORTANT ASSUMPTIONS
 

4. Minutes of 4.1 Employee and union
 
Steering com- representatives are in­
mittee meetings included in the Steering
 

Committee
 

4.2 Committee meetings
 
attain the required quorum
 

5. The Official 5. The Council of State
 
(;azette 


6. Minutes of 

Creativity 

Circles Com-

mittee meetings 


approves the amendments
 

6. ATC management and
 
Pirelli teahnical assist­
ance actively support
 
employee problem-solving
 



LOGICAL FR.AMEWORK FOR ESTABLISHMENT OF AN ESOP AT THE ALEXANDRIA TIRE COMPANY
 

LEVEL 2: PURPOSE
 
PAGE 3
 

SUMMARY OF OBJECTIVES 
 VERIFIABLE INDICATORS 
 DATA SOURCES IMPORTANT ASSUMPTIONS
 

7. Egyptian ESOP 
 7.1 One or more Egyptian legal firms, asset valuators and 7. Redords of 
 7. The principle of
oonsulting and industrial relations experts are 
engaged by 1990 in 
 the Egypt *harging transaction fees
investment banking self-generated ESOP aonsulting services 

capacity is estab-	

Equity Expan- for the establishment and
 
sion Center financing of ESOPs is
lished 
 7.2 One or more Egyptian banks are involved by 1990 in 
 aaepted


self-generated ESOP investment banking activities
 

7.3 Transaction fees are charged on future ESOP deals 
to
 
finanae the costs of consulting and investment banking
 
services
 



LOGICAL FRAMEWORK FOR ESTABLISHMENT OF AN ESOP AT THE ALEXANDRIA TIRE COMPANY 

SUMMARY OF OBJECTIVES VERIFIABLE INDICATORS 


A. CONTRACTUAL OUTPUT-LEVEL OBJECTIVES:
 

I. Loan, Pledge and 

Fiduaiary Agreement 

for ATC ESOP loan 

prepared 


2. A share valuation 

methodology, inalud-

ing proaedures for 

updating, is estab-

lished and applied
 
to ATC 


3. ESOP design 

speaifiaations and 

employee partiaipa-

tion program drafted 

and embodied in ATC 

ESOP bylaws
 

4. ESOP time and 

sequenae sehedules 

prepared 


1. All neaessary doaumentation for the ATC ESOP trans-

aation prepared, with participation of all interested 

parties, by 9/88 


2.1 The U.S. methodology for valuating shares of non-

publicly traded .ompanies adapted to Egyptian acaounting 

praatiaes by 9/88 and applied to a hypothetinaal
 
future ATC balance sheet
 

2.2 The valuation procedures aodified in a valuation
 
manual by 9/88
 

3.1 Design specifications for Egyptian ESOPs drafted 


3.2 ATC ESOP bylaws, inaluding the proeedures for 

employee participation, formulated by 9/88 with the 

aative partioipation of the ESOP Steering Committee
 

4. A "performanae network" showing the sequenaing of 

all events planned in the present logiaal framework is 

established by 9/88 


DATA SOURCES 


1. TRENCO 


files 


2. TRENCO 

files 


3. TRENCO 

files 


4. Center for 

Privatization 

aonsultants'
 
report
 

LEVEL 3: OUTPUTS
 
PAGE I
 

IMPORTANT ASSUMPTIONS
 

1. Aotive involvement of
 
TRENCO, MIC and NIB in for­
mulation of the legal doeu­
ments
 

2. (No important assump­
tions)
 

3. Steering Committee is
 
aetively involved in for­
mulation of the ESOP
 
bylaws
 

4. (No important assump­
tions)
 



SUMMARY OF OBJECTIVES 


5. ESOP aaaounting 

and alloaation 


manual, inaluding 


administrative forms,
 
prepared
 

6. ESOP finanaial 

projeations and 

aomputer model 

prepared 


7. A methodology for 

projeating ESCP 

repurshase obliga-


tions established 


8. ESOP employee 

manual (with Arabia 

translation) aomposed 


9. Generia versions 


of all ATC ESOP doau-


ments prepared
 

10. ATC employee 


bonus program 


designed 


LOGICAL FRAMEWORK FOR ESTABLISHMENT OF AN ESOP AT THE ALEXANDRIA TIRE COMPANY 

VERIFIABLE INDICATORS 


5. An ESOP aaaounting and alloaation manual, suffiaiently 

speaifi1 to be direatly usable by the ATC ESOP, with all 

neaessary forms, prepared by 9/88
 

6.1 A finansial projeation model for the ATC ESOP, 

showing loan repayments and dividend distributions, 

prepared by 8/88 


6.2 The model is inserted into the &omputer sprcad-

sheets of the ATC feasibility study by 8/88 to permit 

its timely updating
 

7. A methodology for projeating ESOP repurahase oh-

ligacions (inaluding emplyee turnover 4oeffiaients and 

aatuarial faators) is drafted, applied 
to TRENCO's ex-

isting work forae, and formalized in a manual 


8. The operation of the ATC ESOP, inaluding employecs' 

rights and obligations, is written in a !anguage whiah 

&an be understood by TRENCO and ATC employees (inalud-

ing diagrams) and translated into Arabia
 

9. Generia versions of all ATC ESOP aomposed by 9/88 

and annexed to the privatization projeat paper 


10. Bonus program designed to fit with goals of employee 

share ownership plan and of the employee problem-solving 

teams, drawing on TRENCO experienae 


DATA SOURCES 


5. USAID + 

TRENCO files 


6. Report of 

aonsuitants + 

TRENCO files 


7. Report of 

aonsultants + 

TRENCO files 


8. TRENCO 

files 


9. Report of 


eonsultants 


10. ATC 


management + 


TRENCO files
 

LEVEL 3: OUTPUTS
 
PAGE 2
 

IMPORTANT ASSUMPTIONS
 

5. (No important assump­
tions)
 

6. The spreadsheets of the
 
ATC feasibility study are
 
for multi-annual developed
 
into a model ATC finanaial
 
planning, whiah is utilized
 

and updated
 

7. The neaessary employee
 
aatuarial and other ao­
effiaients are available
 

for TRENCO
 

8. TRENCO employees provide
 
feedbaok to writing of the
 
manual
 

9. (No important assump­
tions)
 

10. Employees and union
 
agree to the bonus saheme
 



LOGICAL FRAMEWORK FOR ESTABLISHMENT OF AN ESOP AT THE ALEXANDRIA TIRE COMPANY
 

SUMMARY OF OBJECTIVES 
 VERIFIABLE INDICATORS 


B. EX-CONTRACT OUTPUT-LEVEL OBJECTIVES:
 

11. Changes in 
Egyptian legislation 

which facilitate 


ESOPs are drafted 


12. System of em-

ployee prolem-

solving teams 


designed 


13. Egyptian Equity 

Expansion Center 

established for tech-


nical assistance
 
to and promotion of
 
employee ownership
 

14. Egyptian ESOP 

consultants trained 

on the job 


15. Key Egyptians 

make a study tour 

to U.S. model ESOPs 


11. Draft amendments are made to the Executive Regula-

tions of the Company Law, the Model Statutes and other 

relevant legal documents, to provide an adequte legal 

framework for ESOPs 


12. Creaticity circles program is designed as soon as 

manufacturing operations start 


13. USAID funding approved for FY 89 and Center establish-

by 1/89, with expatriate and Egyptian professionals 

(legal, financial and employee communications specialists) 


14.1 
 The Egypt Equity Expansion Center establishes by

12/89 subeontracts with Egyptian legal firm(s), valuator(s)

and industrial relation expert(s) 


14.2 The Egyptian Equity Expansion Center initiates
 
by 12/89 at least 3 leveraged ESOPs in which Egyptian

bank(s) undertake investment banking functions
 

15. A delegation of at least 20 Egyptians, including GOE 

decision-makers (MIC, Min. of Economy, Investment 

Authority, etc.), union leaders, and chairmen of companies 

which are ESOP candidates, make by 12/88 a two-week visit
 
to U.S. model ESOPs
 

DATA SOURCES 


11. Egyptian 


Equity Ex-

pansion Center 


and USAID files
 

12. Reports of 

consultants + 

ATC files 


13. USAID re-

cords 


14. Records of 

the Egypt 

Equity Expans-


ion Center 


15. USAID re-

cords 


LEVEL 3: OUTPUTS
 

PAGE 
 3
 

IMPORTANT ASSUMPTIONS
 

11. The key GOE decision­
makers consent to the pro­
posed changes
 

12. ATC management and
 
Pirelli technical assis­
tanoe are interested in
 
establishing employee
 

probiem-solving teams
 

13. The necessary funding
 
is approved by USAID/WASH
 
and USAID/Cairo
 

14. The Egypt Equity ex­
pansion center has suffici­
ent budget to engage con­

sultants
 

15. Financing for the
 
study tour is approved by
 
USAID
 



SUMMARY OF OBJECTIVES 


16. Egyptian, re-

gional and inter-


national ESOP aon-

ferenaes held 


17. An ESOP im-

plementation manual 

is written for USAID/ 


Washington
 

LOGICAL FRAMEWORK FOR ESTABLISHMENT OF AN ESOP AT THE ALEXANDRIA TIRE COMPANY 

VERIFIABLE INDICATORS 
 DATA SOURCES 


the participation or key decision-makers from Middle Eastern,
 

16.1 At least 3 short zeminars arranged in Egypt in 1989 
to broadcast the ATC expeL!enae and promote other ESOPs 

16. USAID re-
aords 

16.2 A Middle Easern ESOP :oni-renae held in Egypt in 
1989 to promote ESOP in other Islamic countries 

16.3 A international ESOP aonferenae organized in 1989 with 

Asian, Latin A-meriaan and African aountries
 

17. A "How-to-do-it" manual for implementation of ESOPs 
 17. USAID/

in developing countries is composed by 12/1989, with inter-
 Washington

national participation 
 records 


LEVEL 3: OUTPUTS
 
PAGE 4
 

IMPORTANT ASSUMPTIONS
 

16. USAID approves
 
apportunely the budget for
 

seminars and aonferences
 

17. USAID/Washington is
 
ready to defray the costs
 
of writing the manual
 



LOGICAL FRAMEWORK FOR ESTABLISHMENT OF AN ESOP AT THE ALEXANDRIA TIRE COMPANY 

SUMMARY OF OBJECTIVES 
 VERIFIABLE INDICATORS 


A. CONTRACTUAL ACTIVITIES:
 
1. Meet ATC founders 

and TRENCO exeautives 


2. Dialogue with 

employees, board 

members, exe6utives, 

lenders, GOE, labor 

unions 


3. Assist in strua-

turing the deal for 

ESOP share acquisi-

tion 


4. Assist in estab-

lishing an ATC board 

of directors with 

ESOP representation 


1. A series of meetings with TRENCO direators, and with 

National Bank of Egypt as representative of the other 

founders, in 6/88 


.. A series of meetings in 7/88 to obtain the involvement, 

from the start, of: 

(a) Key GOE deoision-makers (Ministers of International 

Cooperatlcn, Industry and Economy, their legal aounsels, 

undersearetaries in aharge of investments, the Investment 


Authority)
 
(b) The finanaial intermediaries (in this ease, NIB deputy
 
ahairman and legal aounsels)
 

(a) Prospective members of th- ATC board of directors
 
(d) Employee representatives
 
(e) Union offiaials at the loaal and national levels
 

3. Write in 7/88 the neaessary finanaial doeuments (Loan 

Agreement, Pledge Agreement, Fiduaiary Agreement, eta.) 

with inputs from all of the interested parties (an itera-

tive proaess) 


4. Obtain in 7/88 the aonsent of ATC founders to asept 

employee representation on the ESOP Steering Comm-ittee, 

and to allow the Steering Committee to direat NIB in 

voting the ESOP shares 


DATA SOURCES 


1. Activity 

report of con-


sultant team 


2. Activity 


report of aon-

sultant team 


3. Texts of 

the Loan, 

Pledge and 

Fiduciary 


Agreements 


4. Text of 


ESOP bylaws 

and Fiduciary 

Agreement 


LEVEL 4: ACTIVITIES
 
PAGE 1 

IMPORTANT ASSUMPTIONS
 

1. The key persons involved
 
in establishing ATC are gen­
uinely aommited to install­

ing employee ownership
 

2. All of the parties in­
volved are supportive in
 
principle (or at least
 
tolerant of) employee
 
personal share ownership
 

3.1 Creative solutions can
 
be found to the legal pro­
blems whieh are certain to
 
oaur in the setting up of
 

new struatures
 

3.2 The key government and
 
banking deaision-makers are
 
ready to aaaept suah in­
novative procedures
 

4. ATC founders are willing
 
to give employee representa­
tives a voiae in voting the
 
shares held in trust for the
 

employees
 



LOGICAL FRAMEWORK FOR ESTABLISHMENT OF AN ESOP AT THE ALEXANDRIA TIRE COMPANY
 

SUMMARY OF OBJECTIVES 


5. Perform ESOP 

valuations and 

finanaial projeations 


6. Write ESOP 

documentation 


7. Carry out 

training sessions 

for ESOP adminis-

trators 


8. Explain the ESOP 

to employee repre-


sentatives 


VERIFIABLE INDICATORS 


5.1 Appraise ATC stook 

5.2 Establish methodology for future appraisals 

5.3 Perform *omputerized ESOP finanaial projeations 

5.4 Establish a methodology for calaulating ESOP repur-


ahase obligations
 
(These tasks should be aompleted in 9/88)
 

6.1 Develop ESOP speaifiaations 

6.2 Draft loan + share aaquisition agreements 

6.3 Draft Employee Shareholders' Assoaiation bylaws 

6.4 Compose a time and sequenae table for all ESOP 

aativities 

6.5 Write ESOP aacounting and alloaation manual, in-


aluding forms
 
6.6 Compose ESOP administrative ahecklist
 
6.7 Prepare ESOP employee handbooks
 
6.8 Design ESOP productivity bonus program
 
(These tasks should be aompleted in 9/88)
 

7. Hold in 9/88 a series of meetings with the persons who 

will be responsible for administrating the TRENCO ESOP, 

for thoroughly explaining the ESOP bylaws, aeaounting and 

allocation manual and administrative forms 


8. Hold in 9/88 a serifs of meetings with the eleated mem-

bers of the TRENCO board, and peferably with TRENCO first-

line supervisors (possibly also a meeting of TRENCO Chair-

man with the entire work force)
 

DATA SOURCES 


5. Aativity 

report of aon-


sultant team + 

TRENCO files 


5. Doauments 

produaed by 

consultant team 


7. Aativity 

report of con-

sultant team 


8. Activity 

report of &on-


sultant team
 

LEVEL 4: ACTIVITIES
 

PAGE 2
 

IMPORTANT ASSUMPTIONS
 

4. Suffiaient data is avai­
lable for doing trustworthy
 
valuations and finanaial
 
projeations
 

5. The parties aonaerned
 
have the time and interest
 
to partiaipate actively
 
through reiterative feed­
baak in the preparation
 
of the neaessary doauments
 

7. Relevant TRENCO ad­
ministaznrs *an be iden­
tified and have the time
 
and interest to partiai­
pate in the training
 
sessions
 

8. TRENCO management will
 
sahedule the meetings
 



SUMMARY OF OBJECTIVES 


9. Establish ESOP 

oommuniaations pro-

gram + develop ESOP 

materials in Arabia 


10. Design employee 

statements and re-

ports 


11. Debriefing 


seminars in USAID/ 

Cairo, USAID/ 


Washington, Center 


for Privatization,
 

eta. 

LOGICAL FRAMEWORK FOR ESTABLISHMENT OF AN ESOP AT THE ALEXANDRIA TIRE COMPANY 

VERIFIABLE INDICATORS 


9.1 Set by 9/88 a aalender for 
aontinus ESOP aomuniaa-

tions, starting with existing TRENCO employees 


9.2 Have the key documents (ESOP bylaws, aaeounting + 

allocation manual, forms, employee handbooks) translated 

to Arabia by 10/88 


10. Design by 10/88 Arabia forms (possibly printed on a 

background resembling a share certifiaate) for the 

personal employee statements and standard ESOP reports 


11. Seminars in USAID/Cairo, USAID/Washington, Center for 

Privatization, eta. 
(throughout the assignment) for ex-

plaining the aahievements of the aonsultanay and 
the 

necessary follow-up
 

B. EX-CONTRACT ACTIVITIES
 
12. Draft changes in 12. Draft 
the amendments to the existing legislation which 

legislation needed to are neaessary to create in Egypt an adequate legal frame-

promote ESOPs in 
 work for ESOPs 


Egypt 


DATA SOURCES 


9. Activity 

report of con-

sultant team 


and Arabia 


documents 


produaud 


10. Forms and 

standard re-

ports (TRENCO)
 

11. Attivity 


report of 

aonsulzant team
 

12. The draft 

amendments 


LEVEL 4: ACTIVITIES
 

PAGE 3
 

IMPORTANT ASSUMPTIONS
 

9. Consultants~ time and
 
budget resources suffice
 
for completing this act­
ivity, which necessarily
 
comes at the end of the
 
assignment
 

10. (No important
 
assumptions)
 

11. (No important
 
assumptions)
 

12. USAID/Cairo is will­
ing to support the aost
 
of local and international
 
legal expertise required
 



LOGICAL FRAMEWORK FOR ESTABLISHMENT OF AN ESOP AT THE ALEXANDRIA TIRE COMPANY 

SUMMARY OF OBJECTIVES 
 VERIFIABLE INDICATORS 


13. Selet and ao- 13.1 Select at the earliest possible stage a highly

ordinate Egyptian 
 qualified Egyptian corporate lawyer with extensive govern-

consultants 
 ment experience and credibility, to adapt the ESOP &on-
aepts 
to the Egyptian legal structure 


13.2 Cultivate throughout the assignmant relations with 

Egyptian laywers, financial advisors and investment bankers
 
and select those who are genuinely aommitted to employee

ownership for participation in later phases of the ESOP
 
program
 

14. Contact poten- 14. 
 Develop throughout the assignment relations with chief
tial ESOP companies 
 executive officers and other key officials of companies 

which are interested in "going ESOP", to assess 
their 

commitment and the companies- ESOP potential 


,5. Design a pro- 15. Insist throughout the assignment on 
the importance
gram for employee 
 of employee problem-solving teams (creativity circles)
problem-solving a necessaryas complement to the ESOP for increasing

productivity and profitability 


16. Proposals 16. Proposals drafted by 9/88 for:
drafted for:
 

(a) Egyptian Equity drfe o:files
(a) Egyptian center 
for ESOP promotion and technical 

Expansion Center 
 assistance;

(b) ESOP study tour (b) 
 Study tour for key Egyptians to model ESOPs in U.S.;
to U.S. (a) 
Egyptian, regional and international ESOP conferences
 
(a) ESOP aonferenaes
 

17. Start pre- 17.1 
 Write the generic versions of the ESOP documents
paration of an ESOP 
 so they can have the widest replicability
manual for USAID/WASH 


17.2 Be on the lookout for other potential contributors 

to a manual for implementation of ESOPs in developing 


countries
 

DATA SOURCES 


13. Activity 

report of aon-


sultant team 


14. Activity 

report of 

consultant
 

team
 

15. Activity 

report of 

consultant team 


16. USAID 


17. Activity 

report of con-

sultant team 


LEVEL 4: ACTIVITIES
 
PAGE 4
 

IMPORTANT ASSUMPTIONS
 

13. USAID budget permits
 
the contracting of suit­
ably qualified local con­
sultant(s), whose fee re­

quirements may exceed the
 
usual USAID limits
 

14. (No important
 
assumptions)
 

15. TRENCO management
 
and potential ATC manage­
ment are open to the con­
aept of employee problem­

solving teams
 

16. USAID/Cairo leader­

ship supports the idea of
orgaizing ESOP conferences
 

17. There erist ESOP­
like experiences in other
 
developing aountries from
 
which useful experiences
 
may be learned
 



LOGICAL FRAMEWORK FOR ESTABLISHMENT OF AN ESOP AT THE ALEXANDRIA TIRE COMPANY 

LEVEL 5: INPUTS
 
PAGE I
 

SUMMARY OF OBJECTIVES 
 VERIFIABLE INDICATORS 
 DATA SOURCES 
 IMPORTANT ASSUMPTIONS
 

A. CONTRACTURAL INPUTS:
 

1. International 
 1. Total level of effort of 96 work days
aonsultants"-	 1. The CFP 
 1. All eaonsultauts are
 
aontraat 
(as available when needed
 
amended) and willing to fulfill
 

the assignment
 
2. Egyptian 2. Deliverables as indioated in the Egyptian legal 
 2.
aonsultant(s) advisor's saope of work 

The loaal 2. The problems related
 
advisor's soope to 
the remuneration of a
 
of work 
 suitably qualified loaal
 

aonsultant are resolved
 

3. Other resouraes 3. Per diem, travel, support staff, 
translation and 
 3. The CFP 3. The budgeted resourees
of the Center for resourees as per the CFP aontraat 
 eontraat 
 are suffieient for the task
Privatization sontraat
 

4. USAID/CAIRO 4.1 Counterpart(s) for partiaipation in meetings and desk 
resouraes 	 4. The CFP 4. USAID/Cairo 6an provide
offiter support 
 aontraat the promised support, in
 
view of its other
 

4.2 Inter-urban transportation 

oonstraints
 

4.3 Some searetarial aasistanae
 

5. TRENCO resouraes 5.1 Maximal involvement of key TRENCO management personnel 
 5. Aativity 5. The key TRENCO manage­(ahairman, finanaial direator and legal counsel) 
 report of 
aon- ment personnel *an aontinue
 
sultant
5.2 	 this level of involvement
 

after the establishment of
 
Some transport faailities 	 team 


ATC, in view of their other
 
obligations
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PRELIMINARY
 
SOCIAL SOUNDNESS ANALYSIS
 



PRELIMINARY SOCIAL SOUNDNESS ANALYSIS 27/8/88 

OF THE INSTALLATION OF ESOPS IN EGYPT 

A. INTRODUCT ION 

USAID is currently engaged in the process of introducing to Egypt
employee share ownership in productive enterprises by the use of
 
employee-oriented credit. This is done through legal structures
 
inspired by the U.S. ESOPs (Employee Stock Ownership Plans) but 
adapted to the Egyptian legal and social realities. The pilot project

in this process is the allocation of LE 42.1 million in Special

Account credit to acquire for employees 30.5% of the shares of the new
 
Alexandria Tire Company (ATC). USAID and MIC (Ministry of
 
International Cooperation), by means of an amendment dated 8/18/88 to
 
the Memorandum of Understanding regarding uses of Special Account
 
funds, have earmarked LE 100 million to such employee-oriented credits
 
(and to contractor claims). Since that date, MIC has apparently

received over 100 inquiries from companies interested in obtaining

credit through the sale of shares to employees. At this point, it is
 
legitimate to consider what may be the social impact of the
 
introduction of employee ownership on a significant scale in Egypt.
 

B. EXPECTED SOCIAL IMPACT OF THE ECONOMIC EFFEC SF 
OF ESOPS
 

Significant employee ownership will substantially increase the
 
employees' income. In the case of ATC employees, their dividend
 
income at full production is projected to exceed their wage income; in
 
addition, they are expected to retire with an average of over LE
 
30,000 each from the sale of their allocated shares back to the ESOP. 

The U.S. experience indicates that significant employee ownership can
 
generate substant.4al increases in employment generation and
 
profitability. Research has shown that a company which installs an
 
ESOP is expected after 10 years to have 33% higher sales, and50% more
 
employees, than the same company without an ESOP. Other studies have
 
shown that companies with employee ownership in the U.S. and in Canada
 
are 50% and 92% respectively more profitable than their
 
non-employee-owned competitors.
 

The ownership of a block of shares by employees means that the block
 
of shares in question, and the corresponding profits, will not belong
 
to a smaller group of persons who are already sufficiently well off to
 
make industrial investments. Thus, in a private-sector enterprise,

employee ownership necessarily improves income distribution.
 

The higher employee income and better income distribution are likely
 
to increase market demand, especially for goods of popular consumption

which are mostly produced in Egypt. This will stimulate the rest of
 
the economy, creating more employment and consumption in the process.
 



These positive economic effects are bound to have favorable social
 
effects: more old-age security through capital ownership, more
 
disposable income for nutritional improvements, health, education,
 
etc. Popular satisfaction and adhesion to GOE leadership are likely
 
to increase.
 

6. EXPECTFD IMPACT ON WORK-PLACE RELATIONS
 

In ESOP companies, management and the work force have a common
 
interest as shareowners. U.S. experience has shown that this has a
 
markedly positive effect on industrial relations. Increased worker
 
satisfaction is evidenced by the decrease in strikes and absenteeism.
 

It must be stressed, however, that the success of an ESOP in given
a 

company depends on the commitment of the company's top management to
 
employee ownership. Management must be ready to invest considerable
 
efforts in explaining the system to the workers, and in taking their
 
feedback into consideration. Itmust also feel comfortable with the
 
presence of employee representatives on the company's board of
 
directors. This implies that management must have, from the very
 
beginning, a consultative rather than an authoritarian management

style. For the ESOPs to succeed, candidate ESOP companies should be
 
carefully screened to assure that their top management has the right
 
attitude.
 

C. CULTURAL APPROPRIATENESS OF ESOPS IN EGYPT
 

Enployee ownership seems to be very appropriate to the Egyptian
 
cultural setting. Numerous decision-makers have expressed to the
 
consultant team their feeling that employee ownership fits in very
 
well with Islamic ideas of economic justice. These ideas stress that
 
private ownership of property must be combined with wider distribution
 
of benefits (expressed, for example, in the religiously prescribed

Zakat contributions for the benefit of the poor), and that economic
 
relations must create social harmony.
 

Insofar as generalizations can be made, the Egyptian style of
 
decision-making is less confrontational than the U.S. style and places
 
more emphasis on consensus-building. In the U.S., even the highest
 
authorities are subject to continuous checks and balances (e.g.

through Congressional commissions). In the Arab context the
 
authorities have perhaps a more decisive power; but this is offset by

an implicit moral obligation of the authorities to take the opinion of
 
their subjects into consideration and togenerate the widest possible
 
consensus before the authoritative decision is announced. This
 
consensus-building style of leadership will be strengthened by the
 
community of econcmic interests between workers and management created
 
by employee ownership.
 



5. CONCLUSION 

Based on the above considerations and on Egyptian responses up to the
 present, widespread employee ownership is culturally appropriate in

Egypt and likely to generate only positive social effects, provided

that top company management has a genuine commitment to the principle

of employee ownership from the start. These expectations of a

positive impact must be confirmed by the installation of ESOPs in a
 
number of functioning Egyptian enterprises. 



ANNEX G 

SELECTION AND ROLE
 
OF EGYPTIAN ESOP LEGAL COUNSEL
 



ANNEX H 

LEGAL ALTERNATIVES
 
FOR ESTABLISHING ESOPS IN EGYPT
 



ANNEX I 

LEGAL OPINION REGARDING
 
THE EMPLOYEE ASSOCIATION
 

AS ESOP VEHICLE
 



ANNEX J 

ESOP ACCOUNTING
 
AND ADMINISTRATION
 



R. K. SCHAAF ASSOCIATES Consultants & Administrator! 
INCORPORATED ESOP- Profit Sharing -Pension 

July 6, 1988 23622 Calabasas Road, Suite 337 * Calabasos, CA 91302-154q 

818 /346-3371 * 800/826-9625 e Outside Califonia 800 / 772-7776 
FAX 818/346-021

Mr. Norman Kurland
 
EQUITY EXPANSION INTERNATIONAL
 
4318 North 31st Street
 
P 'incton, Virginia 22207
 

Dear Mr. Kurland:
 

Thank you again for your call yesterday. Pursuant to your request I am
 
enclosing one of our sample ailocations report and participation statement
 
packages we normally send to prospective clients.
 

These samples serve as an illustration of the basic formats we use for many

of our clients. Most clients' reports are modified to meet their par­
ticular needs and desires. We also typically list more than one company

stock account in the allocations report as needed to keep track of pre-1987

and post-1986, leveraged and non-leveraged and other stock classifications.
 
This is quite easy because we write our own computer programs.
 

Other than this package we do not have any marketing literature. Because
 
all our clients come to us by referral we find it more effective to con­
centrate on providing the best possible services.
 

Our annual plan administration services fee is approximately $1,250.00 plus

$21.00 per participant. For smaller plans we reduce the $1,250.00 basic
 
fee and for larger plans the $21.00 per participant fee. Before quoting a
 
fee to a potential client we like to be sure we know what kind of plan or
 
plans they have and what transactions are contemplated. We bill our
 
clients after the work for the year has been completed. We do not charge
 
any other fees during the year unless we are asked to complete some special

project which is not part of the normal plan maintenance requirements.
 

Unfortunately, I did not find the "Economist" article dealing with
 
E.S.O.P.'s in England. I believe it was an early June issue and must have
 
been discarded.
 

Please don't hesitate to call me if we can be of service to you or your

clients, or if we can provide you with any additional information.
 

Cord 1aly-ours,
 

Ra K,Schaaf
 

RKS/wh
 
enclosures
 

http:1,250.00
http:1,250.00


OR. K. SCHAAF ASSOCIATES Consultants & Administrator 
INCORPORATED ESOP-	 Profit Sharing - Pension 

23622 Calabasas Rood, Suite 337 e Calabasas, CA 91302-1549 
818 / 346-3371 0 800/826-9625 e Outside California 800 / 772-7776 

ANNUAL PLAN ADMINISTRATION SERVICES FAX 818/346-0215
 

(ESOP)
 

A. 	Annually provide the ,followingservices:
 

1. Analyze employer contributions and forfeitures of cash and/or company

stock, ascertain investment gains or losses, allocate each to par­
ticipants' accounts and value each participant's accounts. Verify

compliance with ERISA, TEFRA, DEFRA and REA rules. 
 Determine "Top

Heavy" status of the Plan.
 

2. Where a leveraged purchase of company stock or other use of the Trust is
 
involved, we determine the cost basis of stock purchases, prepare allo­
cations to participants' accounts to record payments of principal and
 
interest and the rights of participants to shares purchased.
 

3. 	Prepare an annual allocations report with complete year end accounting

of the Plan allocations and listings of all employees on our data files.
 

4. 	Prepare an attractive Participation Statement which is individually com­
puted for each participant's accounts. It shows beginning balances, the
 
various transactions during the year, the ending balances in each
 
account, with the current vested percentage and vested value. We can
 
also list other benefits.
 

B. 	During the year we provide the following services:
 

1. Compute all distributions payable to terminated, retired or deceased
 
participants.
 

2. 	Prepare year end statements computing the taxability of terminated par­
ticipants' distributions which are needed by the Trustee. For indivi­
dual Trustees, we prepare the IRS forms 1099.
 

3. 	Consultation on Plan questions, proposed amendments and other matters
 

relating to qualified Plans.
 

C. 	We prepare all required reporting forms for the Plan, including:
 

1. All required Internal Reveitue Service forms and Department of Labor
 
reports.
 

2. All othar required reports to be distributed to participants and benefi­
ciaries.
 



YOUR FAVORITE CORPORATION
 

EMPLOYEE STOCK OWNERSHIP PLAN
 

ALLOCATIONS REPORT FOR Y/E 12-31-86
 



YOUR FAVORITE CORPORATION EMPLOYEE STOCK OWNERSHIP PLAN 
 PAGE NO. 1
ALLOCATIONS REPORT FOR Y/E 12-31-86 
 VALUE PER SHARE LAST YEAR 
= $7.50 THIS YEAR = $10.00 

NAME 	 PARTICIPANT OTHER 
INV. SHS. IN CO. STOCK COST YRS. SERV.
SOC.SEC.NO. CODE 
 DATA ACCOUNT STOCK ACCT. BASIS 	 ALLOC/COMP.
 
PERC. VEST.
 

ALLEN, ROBERT
 
123-45-6789 A 12-10-43 (DOB)

12-31-85 BALANCES 02-15-85 (DOH) $ 0.00 
 0.0000 $ 0.00
INTEREST - EXPENSES 01-01-86 (DOP) 	 0.00 0.0000 	 0.00
CO.STOCK TRANSACTION 
 -1,200.00 120.0000 1,200.00

V.I. DISTRIBUTIONS 
 - (DOT) 0.00 0.0000 	 0.00FORFEITURES 
 130.11 12.1633 85.14
CO. CONTRIBUTIONS $8,000.00 (COMP) 1,200.00 0.0000 	

2
 
0.00 18.15%
12-31-86 BALANCES 
 $ 130.11 132.163- 1,285.14 0.00%
TOTAL VALUE OF ACCOUNTS IS $1,451.74 VESTED VALUE OF ACCOUINTS IS $0.00
 

BERMAN, LYNN WAS 'JONES' 
- T3-15-85,H5-18-85
 
234-56-7890 A 09-15-39 (DOB)

12-31-85 BALANCES 12-15-83 (DOH) $ 1,567.98 134.7770 $ 
 943.44
INTEREST - EXPENSES 01-01-84 (DOP) 
 149.37 0.0000 
 0.00
CO.STOCK TRANSACTION 
 -1,500.00 150.0000 
 1,500.00
V.I. DISTRIBUTIONS 	 ­ - (DOT) 0.00 0.0000 	 0.00FORFEITURES 
 162.63 15.2041 106.43 3
CO. CONTRIBUTIONS $10,000.00 (COMP) 1,500.00 0.0000 
 0.00 18.15%
12-31-86 BALANCES 
 $ 1,879.98 299.9811 $ 2,549.87 10.00%
TOTAL VALUE OF ACCOUNTS IS $4,879.79 VESTED VALUE OF ACCOUNTS IS $487.98
 

COLLINS, DONALD 10% V.I. PAID Y/E 86
 
345-67-8901 T 09-21-39 (DOB)

12-31-85 BALANCES 11-10-82 (DOH) $ 1,798.37 141.3980 $ 
 989.79
INTEREST - EXPENSES 01-01-83 (DOP) 	 0.00 
 0.000C 	 0.00
CO.STOCK TRANSACTION 
 0.00 0.0000 	 0.00
V.I. DISTRIBUTIONS 02-15-S5 (DOT) -285.89 
 0.0000 	 0.00
FORFEITURES 
 -1,512.48 -141.3980 -989.79 
 3
CO. CONTRIBUTIONS $0.00 (COMP) 0.00 0.0000 0.00 0.00%
12-31-86 BALANCES 
 $ 0.00 0.0000 $ 0.00 0.00%
TOTAL VALUE OF ACCOUNTS IS 
 $0.00 VESTED VALUE OF ACCOUNTS IS $0.00
 

http:1,512.48
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http:4,879.79
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YOUR FAVORITE CORPORATION EMPLOYEE STOCK OWNERSHIP PLAN PAGE NO. 2

ALLOCATIONS REPORT FOR Y/E 12-31-86 VALUE PER SHARE LAST YEAR 
= $7.50 THIS YEAR = $10.00 

NAME 	 PARTICIPANT OTHER INV. SHS. IN CO. 
 STOCK COST YRS. SERV.
SOC.SEC.NO. CODE 	 DATA 
 ACCOUNT STOCK ACCT. 
 BASIS 	 ALLOC/COMP.
 
PERC. VEST.
 

LEE. ROGER
 
901-23-4567 
 A 11-29-35 (DOB)

12-31-85 BALANCES 08-09-82 (DOH) $ 4,957.15 369.8030 $ 2,588.62

INTEREST - EXPENSES 01-01-83 (DOP) 
 472.23 0.0000 
 0.00
CO.STOCK TRANSACTION 
 -3,750.00 375.0000 
 3,750.00

V.I. DISTRIBUTIONS 
 - - (DOT) 0.00 0.0000 	 0.00
FORFEITURES 
 406.58 38.0102 266.07 4
CO. CONTRIBUTIONS $25,000.00 (COMP) 
 3,750.00 0.0000 
 0.00 18.15%
12-31-86 BALANCES 
 $ 5,835.96 782.8132 $ 6,604.69 40.00%


TOTAL VALUE OF ACCOUNTS IS $13,664.09 
 VESTED VALUE OF ACCOUNTS IS $5,465.64
 

SMITH, BERNARD OFFICER & SHAREHOLDER ' REACHED NORMAL RETIREMENT AGE
 
012-34-5678 AK 07-15-19 (DOB)

12-31-85 BALANCES 01-05-76 (DOH) $ 8,119.98 714.0220 $ 
 4,998.15

INTEREST - EXPENSES 01-01-80 
(DOP) 773.52 0.0000 	 0.00

CO.STOCK TRANSACTION 
 -7,500.00 750.0000 7,500.00

V.I. DISTRIBUTIONS 	 - - (DOT) 0.00 0.0000 	 0.00
FORFEITURES 
 813.16 76.0204 532.15

CO. CONTRIBUTIONS $50,000.00 (COMP) 	

11
 
7,500.00 0.0000 	 0.00 18.15%
12-31-86 BALANCES 
 $ 9,706.66 1,540.0424 $ 13,030.30 100.00%


TOTAL VALUE OF ACCOUNTS IS $25,107.08 
 VESTED VALUE OF ACCOUNTS IS $25,107.08
 

TOTAL
 
12-31-85 BALANCES 
 (DOH) $ 16,443.48 1,360.0000 $ 9,520.00

INTEREST - EXPENSES 	 (DOP) 1,395.12 0.0000 
 0.00

CO.STOCK TRANSACTION 	 -13,950.00 1,395.0000 13,950.00

V.I. DISTRIBUTIONS 	 (DOT) 
 -285.89 0.0000 
 0.00

FORFEITURES 
 0.00 0.0000 	 0.00 0
CO. CONTRIBUTIONS $93,000.00 (COMP) 
 13,950.00 0.0000 	 0.00 15.00%
12-31-86 BALANCES 
 $ 17,552.71 2,755.0000 $ 23,470.00 0.00%


TOTAL VALUE OF ACCOUNTS IS $45,102.71 VESTED VALUE OF 
ACCOUkrS IS $31,060.70
 

TOTAL FORFEITURES ALLOCATED WERE $ 1,512.48 141.3980 $ 989.79 
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12-31-86 PARTICIPANT DATA FILE LISTING
 



YOUR FAVORITE CORPORATION EMPLOYEE STOCK OWNERSHIP PLAN
 
12-31-86 PARTICIPANT DATA FILE LISTING PAGE NO. 1
 

EMPLOYEE NAME PERC. AC.YRS. 
 COVERED
 
NO. SOC.SEC.NO. 
VEST. CD.SERV. DOB DOH DOP DOT COMPENSATION
 

ALLEN, ROBERT 
123-45-6789 0 A 2 12-10-43 02-15-85 01-01-86 8,000.00 

BERMAN, LYNN WAS 'JONES' * T3-15-85,H5-18-85 
234-56-7890 10 A 3 09-15-39 12-15-83 01-01-84 1C-000.00 

COLLINS, DONALD 
345-67-8901 0 T 

10% V.I. PAID Y/E 86 
3 09-21-39 11-10-82 01-01-83 02-15-86 0.00 

LEE, ROGER 
901-23-4567 40 A 4 11-29-35 08-09-82 01-01-83 25,000.00 

SMITH, BERNARD OFFICER & SHAREHOLDER REACHED NORMAL RETIREMENT AGE 
012-34-5678 100 AK 11 07-15-19 01-05-76 01-01-80 50,000.00 

TOTAL
 
0 0 
 93,000. 00
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YOUR FAVORITE CORPORATION 
EMPLOYEE STOCK OWNERSHIP PLAN
 
DATA REQUEST REPORT FOR Y/E 12-31-87 PAGE NO. 1
 

NAME LAST YEAR'S D.O.B. MISC.PART.INFORMATION 
COVERED HOURS OF SERVICE
SOC.SEC.NO. AC.PERC.YEARS D.O.H. 
 D.O.P. D.O.T. /COMPENSATION/ 0 -/501-/i000/ OTHER DATA &
CD.VEST.SERV. 
 / 500/ 999/ + / KEY EMPLOYEE INF.
 

ALLEN. ROBERT 12-10-43
 
123-45-6789 A 
 0% 2 02-15-85 01-01-86 $ / / 

BERMAN, LYNN 09-15-39 WAS 'JONES' * T3-15-85,H5-18-85

234-56-7890 A 10% 
 3 12-15-83 01-01-84 $ / /
 

COLLINS, DONALD 09-21-39 
 10% V.I. PAID Y/E 86
345-67-8901 T 0% 
 3 11-10-82 01-01-83 
 02-15-86 $ /
 

LEE, ROGER 11-29-35
 
901-23-4567 A 40% 
 4 08-09-82 01-01-83 $ / / / /
 

SMITH, BERNARD 07-15-19 OFFICER & SHAREHOLDER 
" REACHED NORMAL RETIREMENT AGE
012-34-5678 AK 100% 11 01-05-76 01-01-80 
 $ / / / / KEY EMPL. 

" LIST NEW PARTICIPANTS STARTING ON THE NEXT PAGE
 

http:SOC.SEC.NO


YOUR FAVORITE CORPORATION EMPLOYEE STOCK OWNERSHIP PLAN
 
DATA REQUEST REPORT FOR Y/E 12-31-87 PAGE 	NO. 2
 

LIST NEW PARTICIPANTS BELOW - PLEASE REVIEW COVER LETTER AND 
INDICATE VESTING YEARS OF SERVICE

COMPLETED THROUGH PRIOR YEAR END & KEY EMPLOYEE STATUS. 
 PLEASE CALL US IF YOU HAVE ANY QUESTIONS.
 

NAME LAST YEAR'S D.O.B. MISC.PART.INFORMATION COVERED HUJRS OF SERVICE

SOC.SEC.NO. YRS.OF SERV. 
D.O.H. 	 D.O.P. D.O.T. /COMPENSATION/ 0 -/501-/1000/ OTHER DATA &
 

/ 500/ 999/ + / KEY EMPLOYEE INF.
 

... .. -....... 	 .. .. ..
............ 

............ Y.QFS=/... ..-..-.. ..-..-........	 $ / / I
 

.. ............ . . ..
. .
 

.............. Y.OFS=/... 
 ..-..-.. ...............	 $
 

...-..- Y -.... / ..-..- .. ..-..-	 .... ..-.. $ /F S=/ 
 / / /
 

... .....................
 

........... Y-oFS=/.../..-..-.. ..-..-.. .......
 $ 	 / / / / 

................. 
 ........
 

........... Y OFS=/../ ..-..- .. 
 ..-..- *....-....$ / / 	 / / 

............... ....../............. ..... 
 .... $
 

....... .., 
 ......
.....
......-..... Y OFS=/../ ..-..- .. ..-..- ....-.... $ / / / / 

.............. Y.OFS=/......... ..-..-......... $ / / / 
.. 
 ...............
 

.Y.O S=/...I..-..-.. ..-..- ........ 	 / / /
 
• .o . . . . . ., . . . . . . . . .
 . . . .
 . .
 

....-..- .... Y .OF S=/ .. ..-.. 
 .. .. . .. -. .. .. ..-.. $
 

.........................
 

............ Y.OF S=/.../ ..-..-.. ..-..-........	 $ / / /
 

http:SOC.SEC.NO


,¢ ?'.P _Z 'v " ",, ' ___?, , " , .L J: . '-'-: ',. ... x .A - ', / 

YOUR FAVORITE CORPORATION
 

EMPLOYEE STOCK OWNERSI-IIP PLAN
 

PARTICIPATION STATEMENT
 

FOR BERNARD SMITH 
 FOR THE YEAR ENDING DECEMBER 31, 1986
 

OTHER INVESTMENTS COMPANY STOCK
 
ACCOUNT ACCOUNT
 

THE BALANCES IN YOUR ACCOUNTS AS OF 12-31-85 $ 8,119.98 714.0220 SHARES 
EARNINGS AND EXPENSES ALLOCATED TO YOUR ACCOUNTS 773.52 0.0000 
COMPANY STOCK PURCHASES ALLOCATED TO YOUR ACCOUNTS -7,500.00 750.0000 
VESTED INTEREST DISTRIBUTIONS PAID TO YOU 
 0.00 0.0000
 
FORFEITURES ALLOCATED TO YOUR ACCOUNTS 
 813.16 76.0204
 
THE COMPANY'S CONTRIBUTIONS FOR THE YEAR 7,500.00 0.0000
 -
-
-
------------ ~-- - -- - -

THE BALANCES IN YOUR ACCOUNTS AS OF 12-31-86 $ 9,706.66 1,540.0424 SHARES
 

EACH SHARE OF THE COMPANY'S COMMON STOCK ALLOCATED TO 
 YOUR ACCOUNT HAD A
 
VALUE OF $10.00 AS OF 12-31-86, AS COMPARED TO 
 $7.50 AS OF 12-31-85.
 

THE TOTAL VALUE OF YOUR EMPLOYEE STOCK OWNERSHIP PLAN ACCOUNTS WAS $25,107.08
 

YOUR VESTED PERCENTAGE AS OF 12-31-86 WAS 100.00%
 

THE VESTED VALUE OF YOUR PLAN ACCOUNTS AS OF 12-31-86 WAS $25,107.08
 

YOUR VESTED INTEREST IS SUBJECT TO 
 AUDIT UPON YOUR TERMINATION OF EMPLOYMENT.
 
THE PLAN COMMITTEE MAY DIRECT THE TRUSTEE TO USE ANY AMOUNTS IN YOUR OTHER
 
INVESTMENTS 
 ACCOUNT TO PURCHASE COMPANY STOCK. ANY STOCK PURCHASED WILL BE
 
REFLECTED IN YOUR COMPANY STOCK ACCOUNT.
 

*..iR 

~ ~IbWdiU-~ ~ 4 kU ___ .. __ __ES 
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ANNEX K 

VALUATION ISSUES RELATED
 
TO THE ESTABLISHMENT
 

OF ESOPS IN EGYPT
 



ANNEX L 

FUNDING OF
 
ESOP REPURCHASE LIABILITY
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Ronald J. Gilbert LI--- L J I PresidentSERVICES
 
INCORPORATED
 

July 6, 1988
 

Mr. Norman G. Kurland
 
President
 
Center for Economic and Social Justice
 
4318 North 31st Street
 
Arlington, VA 22207
 

Dear Norman,
 

As we discussed, I am enclosing some sample results from a
 
recent liquidity study we have performed for a 
client. We

provide these studies both aj part of a feasibility study for a
 
proposed ESOP, and for established ESOPs. The questionnaire that
 
I have enclosed is for proposed ESOFs, and differs only slightly

from the questionnaire for established ESOPs.
 

The sample I have 
 enclosed does not include the narrative
 
that our normal package containst and the report Is somewhat
 
abbreviated. However, it Is representative of the most recent
 
update of our program.
 

Our normal liquidity study fee Is $1000 for companies with
 
100 or fewer participants. There It. an Increased fee for
 
companies.with more then 100 participants. However, because of
 
my strong interest in and support of the work of 
 CESJ, I propose

that Wn, structure a special reduced fee arrangenent for your

international clients. 
 We would also provide you the first
 
liquidity run for up to 100 actual participants or an unlimited
 
number of projected participants, at no charge. (Our program has

the ability to create a census of projected future employees

using assumptions given to us by the company.)
 

Jefferson National Bank Building 9 Post Office Box 400 e Scottsville, Virginia 24590 
Greensboro 0 London * Los Angeles * New York
 

Richmond e Roanoke * San Francisco e Syracuse e Washington, D.C.
 
804-286-3130 FAX 804-2863815
 



Mr. Norman G. Kurland
 
July 6, 1988
 
Page Two
 

Not only does our program have the capability of
 
incorporating all of the 1986 Tax Act changes, but additional
 
changes or modifications that may well be required by the
 
differences you will probably be encountering in different
 
international ESOPs can readily be made. I am certain that we
 
would want to redesign our questionnaire for the same reasons,
 
vnd this also can readily be accomplished.
 

Please don't hesitate to call or FAX us if you need to
 
discuss thix matter in more detail while you are in Egypt. (FAX
 
number 804-266-3815)
 

Upon your return, please let me know when it would be
 
convenient for us to schedule a time to meet In Arlington to
 
discuss this, and the broader range of your international work,
 
in more detail.
 

Sl:!cerely,.
 

Ronald I, Gilbert ChFC
 
President
 

RJG:be
 
Enclosure
 
cc: Geoffrey Wall
 

Michael Coffey
 
Richard Rubenoff
 



INTERNATIONAL
 

Sample 

LIQUI DITY STUDY 



SUMNARY
 

RETIREMENTS
 

The first step in measuring repurchase liabilities is to
 
determine which participant will be eligible for retirement
 
during the next ten years. Based on plan provisions that provide
 
for normal retirement at age 65 and no provision for early
 
retirement, we have determined that six (6) participants will
 
retire during the ten-year study. (We have excluded those
 
participants who had a zero salary and ESOP account balance at
 
December 31, 1987.)
 

The total value of stock that is projected to be purchased
 
from retirees, based upon one run, is $398,080, or a total of
 
275,975.78 shares. (See Schedule 1)
 

TERMINATIONS AND DEATHS
 

Over the ten-year period of the study, the total number of
 
shares repurchased for terminations and deaths are 1,641,807 and
 
132,886. In dollars, repurchase of stock for t reason of
 
terminations is projected to be a total of $2,216,956. For
 
deaths, the projected repurchase will cost $186,496.
 

DIVERSIFICATIONS*
 

The repurchase due to diversification is $54,644, or 33,631
 
shares.
 

TOTAL
 

The total annual cost of the repurchase of stock due to
 
terminations, deaths, retirements and diversifications is shown
 
in the last column of Schedule 2. The aggregate cost for the
 
ten-year period of the study is projected at $2,799,004.
 

*Not applicable to the ATC ESOP at present
 

http:275,975.78


ASSUMPTIONS
 

year 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997
 

1. Allocated contributions to the ESOP:
 
Non-Drv Shares1 422960 422960 422960 422960 422960 422960 422960 422960 422960 0
 

ODv Shares* 424808 422902 401169 361750 301186 334354 358275 369936 325544 532189
 

Total 	Sharas 847768 845862 824129 784710 730146 757314 781235 792896 748504 532189
 
Cash 250000 275000 302500 332750 366025 402628 442890 487179 535897 589487
 

2. F W Value 2 0.75 0.82 0.91 1.00 1.10 1.21 1.33 1.46 1.61 1.77 
3. Dividends G.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
 

4. Payroll 6742442 7618959 8533235 9171890 10419079 11356797 12378908 13369221 14305066 15306421
 

5. Employees' salaries Increase 4 % annuallv.
 

Cash In the ESOP has a return of 8 % annually.
 

6. New employees: 56 % are between 18 and 21 years old and are paid between S 10,500 and S 19,500.
 
40 %are between 22 and 29 years old and are paid between $ 20,000 and $ 30,000.
 
4 % are between 30 and 40 years old and are paid between $ 30,000 and $ 45,000.
 

. Ittakes 0.5 year and age 18 to be 	a participant.
 

8. Vesting plans are:
 

Year 1 2 3 4 5 6 7 

1987: 0% 0% 20% 40% 60% 80% 100% 

9. Payment schedules: 	 Death payment Is a lump-sum In the year of occurrence.
 

Termination payment Is a lump-sum In the year following occurrence.
 
Retirement payment Is a lump-sum In the year of occurrence.
 

10. 	Retirement Is assumed to be at age 65.
 

11. 	 Termination of participants were estimated In accordance with the Sarason T-4 tables.
 
Deaths were estimated In accordance with the 1983 Individual A^nulty Mortality Tables.
 
A sample of these rates Is listed below:
 

Ago 20 25 30 35 40 45 50 55 60
 

Death 0.0622% 0.0759% 0.0917" 0.1341% 0.2399% 0.4057% 0.5994% 0.8338% 2.1317%
 

Termination 5.4384% 5.2917% 5.0672% 4.6984% 4.1878% 3.5372% 2.4773% 0.9394% 0.0901%
 

12. 	Diversification profiles are: 20 % of employees at age 55 diversify 25 % of vested account.
 
20 % of employees at age 60 dlversiy 50 % of vested account.
 

r3. 	There are Initially 258 employees and 312 participants In the plan at 12/31/87.
 

[1 	Leverage shares from suspense account.) 

[2FM Value = Fair Market Value.] .1 
'Shares subject to diversification requirements (not applicabl to ATC ESOP) 



SCHEDULE 1
 

PROJECTED REPURCHASE LIABILITY
 
FOR RETIREES
 
1988-1996
 

(BASED UPON ONE RUN']
 

xxxxxxxxxxxxxxxxx 

AssetsIn Account
 
Total
 

Birth FMV Shares Account
 
Year Employee Date Per Share Number Value Cash Value
 

1988 XXXXXXXXXXX 01/20 $0.75 46,506.56 $34,879.92 7,464.08 $42,344.00
 

1989 $0.82
 

1990 $0.91
 

1991 $1.00
 

1992 XXXXXXXXXXX 01/27 $1.10 12,087.67 13,296.44 3,001.60 $16,298.04
 

1993 $1.21
 

1994 $1.33
 

1995 XXXXXXXXXXX 03/30 $1.46 19,105.99 27,894.75 4,184.97 $32,079.72
 
XXXXXXXXXXX 02/30 17,288.48 25,241.18 3,806.77 $29,047.95
 

1996 XXXXXXXXXXX 10/31 $1.61 147,368.37 237,259.86 30,585.83 $267,845.69
 

1997 XXXXXXXXXX 10/32 $1.77 33,620.71 59,508.66 6,938.24 $66,446.90
 

(Results assume the employees work until retirement age and are not subject to termination or
 
death. Inaddition, the above persons are assumed not to elect to diversify their accounts.
 

FMV Fair Markel Value 

http:66,446.90
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DESCRIPTION OF SCHEDULE 2
 

I. NUMBER OF EMPLOYEES This section shows the average number of plan participants who:
 
- Leave the plan due to retirement, termination or det'h;
 
- Now participants In the plan; and the
 

- Total ending participrts at the year end.
 

II.NUMBER OF PEOPLE
 
DIVERSIFYING* 	 This section shows the average number of plan participants who decide to
 

diversify their accounts at age 55 and 60.
 

III. 	ASSETS INPLAN This section Illustrates the number of assets In the plan at year end. 
- "Non-div shares" are those shares that were purchased prior to January 

1, 1987 and are not subject to diversification. 

- Div shires* are those shares purchased after December 31, 1986 and are 
subject to diversification. 

[Note: 	 The assets shown In the section only Include those assets
 

allocated to participants and excludes forfeitures; distributed
 

shares and cash needed to repurchase distributed shares]
 

IV. FORFEITURES This section shows the number of assets Inthe ESOP forfeited due to
 
retirements, terminations, and deaths.
 

V. SHARES REPURCHASED This section Illustrates the number of shares that need to be redeemed by
 
the ESOP and/or Company as a result of a participant's departure from the
 
Plan or as a result from diversification requests.
 

VI. COST OF SHARES
 

REPURCHASED 	 This section shows the cost of redeeming the Company stock due to
 
retirement, termination, death, or diversification.
 

[AVERAGE COST TO THE ESOP 
AND TO THE COMPANY] This section Illustrates the funds needed by the ESOP and/or the Company to 

repurchase shares. 

- Ifdistributed shares are to be purchased by the Company, the ESOP cost 
will always be zero. [It Isassumed that the Company has sufficient 
funds to purchase the shares.] 

- If distributed shares are to be purchased by the ESOP,
 
The Company cost will always be zero If the ESOP has sufficient
 

funds to purchase the shares.
 
Otherwise, If the ESOP does not have sufficient funds to purchase
 
the funds, the Company must assist In purchasing shares and
 
therefore will have a cost greater than zero.
 

VII. Z OF RUNS THE COMPANY NEEDED TO ASSIST
 
IN THE REPURCHASE This section shows the percent of runs the Company used Its funds to
 

repurchase distributed shares.
 

The Company's census data has been processed over a ten-year rerlod utilizing the actuarial tables
 
and assumptions described In the Assumptions Page. Since these oles are based upon large populations,
 
the Information has been processed over a multiple of times. The top of Schedule 2 notes the number of
 
ten-year *runs' with the results on the page being an average of these runs and fractions may therefore
 
be shown.
 

'Nol applicable to ATC ESOP atpresent 



SCHEDULE 2
 

REPURCHASE LIABILITY
 

BASED UPON 75 RUNS
 

Year 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 

I.Number of employees 
Retirements 1.9 0.0 0.9 0.0 0.9 0.9 0.0 1.8 0.8 0.9 

Terminations 13.9 15.8 17.3 18.3 21.0 21.7 22.8 24.9 25.8 26.8 
Deaths 0.4 0.5 0.5 0.7 0.7 0.7 0.9 0.7 0.8 0.9 

Ne 38.3 51.8 49.9 51.5 51.2 53.6 56.0 54.9 54.5 61.4 

Total 280.0 315.5 346.6 379.1 407.8 438.1 470.5 498.0 525.1 557.9 

I1.Number of people 
diversifying* 0.0 0.0 0.0 0.2 0.7 1.1 0:6 1.7 3.3 4.5 

I11. Assets Inplan 
on-DIv Shares 1393175 1776254 2142590 2494837 2815829 3126122 341P276 3677494 3896604 3732934 

Dlv Shares* 1183114 1614145 2040219 2443231 2806014 3221905 3675212 4168012 4702173 5353717 

Tot Shares 2576289 3390400 4182809 4938068 5621843 6348028 7091489 7845506 8598777 9086651 
Cash 305605 557402 812498 1073012 1308757 1528858 1713245 1815130 1689748 1730247 

V. Forfeitures 
ion-Div Shares 41593 44906 43993 38943 35782 27883 24591 20621 19918 11600 

Div Shares 33092 43781 44360 39834 35096 26870 23589 19982 19398 20735 

Tot Shares 74685 88687 88354 78777 70879 54753 48181 40603 39315 32335 

Cash 14534 17512 22128 23272 24605 21742 20619 19160 19595 17496 

V.Shares repurchased 
Retirement 45852 0 0 0 11460 0 0 31834 121182 29713 

Termination 116735 36626 68377 100097 129548 175919 207048 244822 283701 278934 
Death 2588 3308 4962 5397 3336 14639 23800 17787 24564 26505 

Diversify 0 0 0 2389 0 0 2678 2292 6898 19374 

Total 165176 39934 73339 107883 150345 190559 233528 296737 436346 354527 

I.Cost of shares repurchased 

Retirement 34390 0 0 0 12584 0 0 46542 194861 52533 
Termination 87552 30217 62087 99897 142244 212511 275168 357931 456192 493157 

Death 1941 2729 4506 5387 10252 17684 31631 26006 39499 46861 

Diversify 0 0 0 2385 0 0 3560 3352 11093 34254 

Total 123883 32946 66592 107668 165080 230196 310359 433830 701645 626805 

[Average Cost to the ESOP and to the Company) 
ESOP Cost 123883 32946 66592 107668 165080 230196 310359 433830 701645 626805 
Co. Cost 0 0 0 0 0 0 0 0 0 0 

VII. 	% of runs the Company needed to assist Inthe repurchase
 
0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
 

'Shares subject to diversitication (not applicable to ATC ESOP) 
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Explanatory Notes
 

This client had stock purchased prior to 12-31-'.6 not subject to
the diversification 
 test, and stock purchased After 1-1-87 and
subject to the diversification 
 test. Thus the "non-dlv" and
 
"div" categories, I.e. nondiversible shares and The
diversible.
client made cash contributions to the ESOP plan 
at the initiation
of this study and anticipated making 
future cash contributions to
the ESOP. ESOP cash 
Is used to redeem shares, and the remaining

cash balances in 
the ESOP are afler all of these redemptions have
 
been made.
 

This particular client had more 
than ample cash reserves in the
 
ESOP to address all 
projected repurchase liabilities.
 

This example better illustrates the diversity of 
the program than
earlier studies we have done 
for clients with approximately 600
 
participants.
 

VAi
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SERVICES 

INCORPORATED 

REPURCHASE LIABILITY 

QUESTIONNAIRE
 

FOR
 

ESTABLISHED ESOPS
 

Company Name: _ 
Date: 



SECTION I: EMPLOYEE INFORMATION
 

1. 	 Projected Covered Payroll:
 

Year Ending Covered Payroll
 
$ 

2. 	Whataverageannualincr$sein alar*iexpctef
 

employees_
pre$entlyemployed?
 

3. Listthedemograpicsofn$mplyesacorintoage
 

salary ranges;andpercent$ofechgrup.[ote: hoo
 

2. 	 What average annual increase in salar is expected for
 
employees presently employed? 	 %______ 

3. 	 List the demographics of new employees according to age and
 
salary ranges; and percent of each group. [Note: Choose
 
the most characteristic groupings, i.e. omit employees whose
 
salary would fall outside the typical salary group range.)
 

Age Range 	 Salary Range Percent
 

From To Salary Salary Occurrence 
$ to $ % 
$ to $ % 
$ to $__ 

$ to $_% 

$ to $_% 

Total Per enF.................................. 100.0%
 

4. 	 On a scale of 1 (eg. very low rate of turnover, 0-2%)
 
to 11 (eg. very high rate of turnover, 20-25%),
 

what is the esimated annual rate of voluntary terminations
 
for employees covered under the Plan (excluding part-time
 
employees and those with less than one year of service)?
 

Scale:
 

5. 	 At age 55 and 60, employees have the option to diversify
 
their vested ESOP accounts by 25% and 50%, respectively.
 
What percent of employees at these ages are estimated to
 
elect the diversification option?
 

Account
 
Age Diversified Percent
 
55 25% %
 
60 50% %
 

1
 



SECTION II: PLAN DESCRIPTION
 

1. 	 What was the effective date of the ESOP Plan: / /
 

2. 	 Complete the following eligibility rules: 
a) Years of Service: years 
b) Age: years 
C) Entry Dates: /_/ , / / 

3. 	 What is the normal retirement age? years
 

4. 	 Vesting Schedules:
 
a) What is the vesting schedule presently used?
 

Year
 
. 2 3 4 5 6 7 8 9 10 11 12
 

b) 	 Effective Plan year beginning 1989, the vesting
 
schedule will have to be either (please check schedule
 
that will likely be adopted):
 

100% after year 5; or
 
20% after year 3, increasing 20% per year
 
thereafter.
 
Other, please describe:
 

5. 	 Payout information. Please check lump-sum or state the
 
number of installments.
 

Purpose of Leave Form of Payout
 
Retirement Lump; Number of Installments
 
Termination Lump; Number of Installments
 
Death Lump; Number of Installments
 

6. 	 The payout cf a terminated employee is to commence after
 
the : I -- t-y a
 

ist 2nd 3rd 4th I 5th year.
 

[Please check payout period desired.]
 

2
 

,
 



___ 

III. STOCK INFORMATION
 

1. 	 What was the latest appraised total fair market value for
 
the Company? $ Date / /
 
-Per share value: $
 
-Shares Outstanding:
 
-Name of Appraiser:
 

2. 	 What is the projected fair market value of the Company
 
stock?
 

Year Ending
 
Or, Annualperc $entincrease
 

(Note: rhepersharefair$_maretvlue houlbeully
 
diluted, unless $otherwisestated.]
 

________________$____________$ 

Or, Annual percent increase 	 ._
 

(Note: 	The per share fair market value should be fully­

diluted, unless otherwise stated.]
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IV. ESOP CONTRIBUTION AND ASSETS
 

1. 	 If your Company has an ESOP, please supply the following
 
information:
 
a) Schedule of principal and interest for duration of
 

loan;
 
b) Interest rate used for loan:
 
C) Number of shares purchased by loan:
 
d) Date of loan:
 
e) 	 Allocation of shares is based on the: General Rule;
 

Special Rule.
 

2. 	 Please project the Company's contribution to the ESOP,
 
including t e number of Company shares and/or cash.
 

Year Contribution Dividend
 
Ending Total Contribution Shares Cash Per Share
 

_ _ $ _ _ _ _ _ _:_ _ $ _ _ _ _ _ 

_ _ $ _ _ _ _ _ : _ _ _ $ _ _ _ _ _ 

_ _ $$ _ _ _ _ _ :$: _ _ _ $ _ _ _ _ _ 

_ _ $ _ _ _ _ _ : _ _ _ $ _ _ _ _ _ 

_ _ 	 $ _ _ _ _ _ _:_ _ $ _ _ _ _ _ 

$ _ _ _ _ _ : _ _ _ $ _ _ _ _ _ 

_ _ 	 $ _ _ _ _ _ _:_ _ $ _ _ _ _ _ 

3. 	 Please project the dividends paid per share, if any, above
 
in Question 2.
 

a) If dividends are to be paid, will cash dividends be
 
"passed-through" to employees? (Yes/No)
 

b) Will cash dividends be used to repay ESOP -ebt, if any?
 
_ (Yes/No)
 

4. 	 What is the expected return on cash in the ESOP? %
 

5. 	 Will distributed shares be purchased by the Company
 
or by the ESOP
 

If there are any questions, who may we contact?
 
Name:
 
Title:
 
Telephone:
 

4
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ANNEX M 

STRATEGY FOR
 
ANNUAL ESOP AUDITS
 

AND EVALUATIONS
 



ANNEX N
 

APPROVALS AND ENDORSEMENTS
 



ANNEX 0 

EGYPTIAN MEDIA COVERAGE
 

OF ESOPS
 



ANNEX A 

TASK ASSIGNMENT
 


