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EXECUTIVE SUMMARY

This report summarnizes the case studies carried out on seven newly-privatized Egyptian firms by
IBTCI at USAID/Egypt’s request The seven former Law 203 state compames were privatized using
three different methods two were sales to anchor nvestors, two were partially sold through stock
share flotation (IPOs), and three were worker-leveraged buyouts using employee shareholder
assoctations (ESAs) One anchor sale and the two IPOs nvolved 10% share sales to ESAs The
principal purpose of this report 1s to assess the effect of the differing methods of privatization both on
the efficiency and productivity of the firms privatized and on the economy 1n order to help determine
the nature of and direction for future approaches The study team examined post-privatization
changes 1n the compames and their markets using company mterviews, examimnations of financial
reports, and other documentation We were able to analyze how the firms operated before
privatization, how they have changed, and what prospects and challenges they now face Problem
areas 1 privatization, policy and mstitutional 1ssues, and needs for further study also surfaced

1 Principal Cross-Cutting Findings

e USAID/Egypt, through 1ts Bechtel contract, played a critical role m the privatizations that were
studied Bechtel had prepared information memorandums and other documentation for six of the
seven firms that were exammed ' The conclusion that must be drawn 1s that the mformation
provided by that contract was crtical 1n helping the GOE pnivatize these firms and that the
continued supply of such information 1s important

o There 1s evidence that the anchor route has labor/peace trade-offs It could not be otherwise given
state enterprise surplus labor and work ethic However, this study’s mode-specific findings
indicate that the perception of those risks 1s greater than the actual nisks of such turmoil The early
retirement scheme and properly structured mmnonity ESAs can greatly reduce the nisk of real
turmozl

e Most of the firms studied (five of the seven) were profitable prior to privatization, and the other
two had a good chance at profitability This degree of success m privatization may well elude
firms whose organizational and financial structures are m jeopardy

e All of the firms examined whether anchor, IPO, or ESA, were genuine privatizations They
involved, at mummum, a change to private legal status, increased procurement and marketing
flexibility, and higher quality Board of Director composition For all the firms market signals
became more important What does differ among the firms privatized by the same method 1s the
degree of private ownership and control

e Regarding the degree of change and improvement by method of privatization in the firms studied,
it is clear that the anchors exhibited the most and the quickest changes, the IPOs less, and the
ESAs varied from substantial change in one to little change in two Time as a factor in change
appears to be less important than the method of privatization used The above findings put a
premium on using the anchor route and on having a private controlling group (PCG) emerge as
rapidly as possible 1n the case of IPOs The case studies found that for two of three majority
ESAs there was little change, both suffer substantial orgamzational and management problems
and all operate n an environment of continuing legal and policy 1ssues

e Anchor sales may be more difficult than IPOs, but this study indicates that thewr superior
results warrant the extra effort involved Further, the Al Ahram Beverages case shows the value
of having investment bankers involved 1n such sales

! Thus detail was not known to the study team pnior to firm selection for the case studies
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o Given the importance of investment banks for anchor sales, present GOE mterest in the anchor
route, and the need for investment bank engagement fees should be activated as quickly as
possible

s  While firm-level improvements because of privatization are economically important, a more
important economic aspect of privatization may well be increased competition

e The recent GOE policy decision not to permut ESAs, mcluding munority ESAs, to sell their shares
to the public, while no doubt well intentioned, could prove extremely harmful to
labor/management relations or to firm-level savings It mtroduces firm dividend payment and
retamned earnings policy as an additional possible pomt of labor/management conflict One
approach to this problem might be to reverse the prohibition on unless sufficient cash can be set
aside to be used for cashing out employees on their stack accounts This would require the

approval of new tax measures, for example, the use of pre-tax corporate income for contributions
to the ESA (see Policy Issue #7)

e The 1ssue of liqudations does not fall under our Scope of Work, but there 1s no doubt that the
GOE should pursue such asset sales more vigorously than they have n the past A study should
be undertaken on how to structure liquidations so that current employees do not bear a
disproportionate burden from such socially desirable firm closures and recycling of its assets at
lower cost levels

2 Method-specific Findings
21 Anchor Sales

The anchor mvestment sales that we examined exhibited the most and quickest changes and delivered
everything that 1s generally promsed for them—both mvolved new technologies, investment, new
products, and new market access Despite the obvious advantages of anchor sales there remain
substantial obstacles to carrying them out These are 1n addition to valuation problems and the
perceived political risk of selling the “crown jewels ”

The rapid change that 1s related to anchor sales can lead to substantial labor force turmoil We found
substantial turmoul 1n the case of the former Nasr Boiler (B&W Egypt), yet almost none in Al Ahram
Beverages (ABC) We believe that the method of privatization 1s only one factor in this equation
Further, the percerved nisks of labor turmoil probably exceed the real ones Also, at the time of the
1994 anchor sales, mechanisms like state-assisted early retirement or the mmornty ESA had not been
established Sall, a systematic study of the means by which to lower labor turmoul or the perception
thereof 1s merited. Such a study would build on present cases, examine in greater detail the actual
labor conflicts that have occurred, study the usefulness of “cookie cutter” munority ESAs, and
determune approaches (and, if merited, action programs) for preparmng the labor force in firms about to
be privatized

The case of Nasr Boilers pomted out the problem of firm de-capitalization 1n the case of anchor sales
over the course of a lengthy privatization process Better due diligence and mechanisms such as
escrow accounts (already used) might be helpful in this regard However, attention needs to be paid
to protecting a firm’s assets and cash flow during an anchor sale process. A study 1s recommended
to look at such 1ssues as how to shorten the transition period and what incentives might prompt better
cooperation from existing management and labor during the transition

We believe that there are still systematic preferences for state-owned firms in public procurement,
and 1f not preferences, at least practices If there are such preferences or the perception thereof,
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anchor sales of many public firms will fetch lower bid prices (and overall economic efficiency 1s
inhibited) We recommend further study in this area

The cost and difficulty of investor market exit came up n one of our case studies Agam, this 1s an
area where problems, or at least the perception thereof, exist In either case, further study on how to
lower these possible costs (or to document their msignificance) would be useful The existence (or
the perception) of costly market exit problems tends to both inhibit entry and increase the risk
premmums demanded by mvestors who do so

The ABC case study illustrates the key, advantageous role that investment banks can play in the
buying and selling of firms Now that GOE officials seem to be re-examining therr position on the use
of nvestment banks, 1t would seem opportune to conduct a study to determine which types of
transactions lend themselves most to investment banking services and how to best use them

22 Imtial Public Offerings

Contrary to belief 1n some quarters, our two IPO case studies show that this method results in “real”
privatizations In spite of substantial remaining government ownership shares, the privatization of
one of the firms studied led to a flurry of market entry, the other 1s acting like a fully private firm

Still, in the absence of a PCG (as n the case of Nasr City Housing and Development), the government
in fact remamns the “anchor mvestor ” The problem of fostering the quicker emergence of PCGs mn
IPOs does secem to mert further study Such a study should cover the following

e  The sale of remaining Holding Company shares,

e The problems involved mn the conversion of remaming government shares to preferred stock,
providing Holding Companies with contmuing income but lessening government control,

e How to keep public mstrtutions as merely “portfolio” mvestors,

o The usefulness of “worker” (management, non-ESA) shares n helping to forge PCGs, and

o The usefulness of developing a pre-IPO busmess plan and, if useful, who should prepare 1t
(existing management?)

The Nasr City case shows that land assets can be greatly undervalued and naccurately reflected i the
[PO offering price, resulting in large “windfalls ” Perhaps the “land under valuation” problem results
from the Central Audit Authority (CAA) methods of assessing land value, in this case, the question
should be taken up with the CAA  Alternatively, land assets could be stripped from land development
compamies prior to their privatization and auctioned separately

23 Employee Shareholder Associations

In Egypt, ESAs are pernutted to own shares of a company on behalf of its employees The ESA
admumsters a legal and organizational framework called an Employee Stock Ownership Plan > An ESOP
1s a special type of employee benefit plan that permits its members to pay for company shares from the
dividends distributed on the shares owned by the ESA In the pnivatization of Egyptian state-owned
enterpnses, ESA members acquire certain share-equivalent or ‘stack’ nghts as Holding Company loans
are repaid for the sale of a mmority or majority ownership imnterest m the company ESA members
recetve an annual profit proportional to their “stacks™ and a cash value for their “stack™ accounts upon
retiring or withdrawing from the ESA ESA members vote their stack accounts on a one-person, one-
vote basis to nstruct the ESA on how to vote its company-owned shares

2 An ESOP 1 Egypt 1s significantly different from an ESOP as defined under laws n the United States where 1t was
first introduced 1n 1965
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231 Characteristics of ESA Owned Firms

e Government 1s still the major client

Limited market planning

Limited efficiency i managing working capital

Limited financial and admimstrative information systems

No retained earmngs policy

Company performance 1s not close to Bechtel’s original projections (much lower)
Majority ESA CEOs have not changed

Limited orgamzational development

232 ESA Governance

“Stacks” voted on a one-person, one-vote basis

Confusion of share and stack nghts and obligations

ESA members’ voting rights are generally respected
Increasing transparency and access to financial information

233 ESA Technical Issues

e Problems of repurchase hability
e ESA contracts prohibit paymg stack accounts m shares

The firms are becomng closed companies with two classes of workers Limited hining of new full-
time employees, with most new workers hired on contract (contract workers are not eligible to
become ESA members)

3 Recommendations and Suggestions for Further Study

It 1s recommended that a further study be undertaken to answer the questions outhned under
“Policy Issues” in order to address remaining technical issues before new majority ESA sales are
initiated.

31 Other Immediate Problems and Recommendations
M Companies need to press forward with organization changes
(2) Financial information systems are needed costing systems, new accounting systems, a

budgeting procedures manuals, and cash flow forecasts should be developed and computerized to
enable management to plan, control, and evaluate performance

(3) Corporate management’s lines of authorty and accountability should be reviewed Who is
ultimately responsible for management decisions? For example, in marketing, retention of earnings,
and upgrading financial information systems during the time the ESA Association occupies (a) a
minority position on the company Board of Directors or (b) a majority position on the company Board
of Directors but without the power to confirm or remove the Chairman of the Board, are management
decisions made by the ESA Association as the majority shareholder at the company General
Assembly, or the Holding Company through its appomnted directors to the company Board of
Drirectors?
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32 Possible Areas for Further Study’
321 Fmanaal

(1) Determine alternative methods to fund repurchase habulity to insure there 1s enough
cash 1n the ESA Association to pay out stack accounts at market value under existing tax laws that use
after-tax company dividends to fund the ESA Association

(2) Deternune 1f a certamn percentage of ESA-owned shares should be given out to ESA members who
are cashed out from their stack accounts (with a night of first refusal for the ESA Association clause in

the ESA bylaws) rather than paying a retiring member only 1n cash Should this option be considered
or not, and for what reasons?

(3) Clanfy the law permitting the ESA Association to pay out up to 10% of a long-term service
retiring employees’ stack account in ESA owned stock

(4) Determune 1f the ESA should be allowed to sell ESA company shares to third parties (not former
employees) on the stock exchange to mcrease ESA cash reserves agamnst the possibly that the ESA
Association will lower 1ts ownership percentage of ESA company shares

(5) Clanfy the law regarding the right of an ESA Association to sell ESA company shares after all
loans to the Holding Company have been paid

(6) Analyze and recommend what additional equitable tax advantages can be mtroduced to improve
the financial status of ESAs For example

(a) The use of pre-tax corporate contributions to the ESA Association to fund and pay ESA
loans acquired to purchase ESA company shares Analyze the possibility of taxing ESA
members at the individual income tax rate on their stack accounts when paid out 1n either cash
or stock to prevent this tax deferral from becoming an open tax subsidy

(b) Give a tax deduction on the nterest charged by banks for loans to ESA Associations if
they use these loans to purchase ESA company existing or newly 1ssued shares

(c) Provide entrepreneurial and mnvestment nformation and guidance to employees who
recerve cash for therr stack accounts on how they may wish to mvest therr funds

(d) Strengthen Association for Employee Participation m Ownership & Management
(ADALA) as the ESA representative organization in Egypt to provide traming and advice to
ESA Associations on corporate management, financial, and governance 1ssues

322 Governance

(1) Analyze and suggest recommendations on the value of one-share, one-vote vs one-person, one-
vote of share-equivalent stacks m ESA members accounts

(2) Analyze and make recommendations on different allocation formulas for ESA member stock or
stack allocations Review how new full-time employees can participate Review the problem of part-
time employees not participating in the ESA and 1ts effect on the majority ESA company What 1s the

? Given the relative msigmficance of ESAs m the overall pnivatization program (2 2% of privatization proceeds)
only hmited resources should be spent on the study of these issues unless the GOE proceeds with further
mmportant ESA privatizations
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effect of Egyptian labor laws that severely limit a company's ability to freely contract and dismiss
full-time employees?
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1 INTRODUCTION
11 The Primary Purpose of this Study

The Scope of Work for this study (see Appendix A) makes two important points related to the impact
of privatization on the overall economy (1) “If the privatization program has privatized only a distinct
munority of the economy no overall impact of privatization would be observed,” and (2) “there are a
variety of 1ssues and procedures, which are currently built into the privatization program which, could
or may 1mpact the overall economy ”

With regard to the first pont, 1t 1s true that to date the Egyptian pnivatization program has divested
only a small proportion of pubhic sector assets (even of Law 203 Company assets) In fact, however,
the impact of the program on the overall economy 1s far out of proportion to the assets divested

Recent IBTCI presentations to USAID and its partners and customers 1n the privatization effort have
indicated, and the current debate 1n the Egyptian press underscores, that the overall positive impact of
even a small amount of privatization has been significant The following are the major reasons

o The privatization program has imposed stncter financial discipline on all Law 203 firms and has
mhibited them from undertaking new ventures which could crowd out new private sector
mvestment, 1t has removed firms from sectoral mmstry control and lessened political influence
on decision-making i privatized firms

e There have been a mynad of “windfalls,” the most important of which has been the revitalization
of the Egyptian capital market and the creation of its handmaiden, a new financial services
industry

e The threat (or promise) of privatization may be an important factor m the improved performance
of the remaining state-owned companies

¢ The success of most early privatizations has created a positive “policy feedback™ loop among
Egyptian decision-makers—their approach to future privatization 1s no longer tentative They
have taken ownership and pride in what has been accomplished, and will m future require less
donor “nudging” 1n the privatization area (although perhaps different types of support)

The second point n the Scope of Work, the possible effects of privatization on future economic
growth and structure depending on how privatization 1s implemented, may prove critical to the
program’s long-term success The privatization methods employed may have important consequences
in this regard These methods have the potential, for example, to lead to greater or less competition n
the future depending on such factors as new market structures created and the possible formation of
new political interest groups As the Scope of Work points out, privatization per se 1s not good unless
its improves the efficiency and productivity of the firms privatized (and, we hasten to add here, of
other firms m the economy) The economic argument for privatization rests on the premise that
‘ownership matters, that mdividual firms owned by few (and accountable to the owners) will
perform better than firm owned by all 1 e, the state (and accountable to political actors) However,
what 1f the privatization methods employed lead to ownership without management control, 1e,
without greater accountability to the owners? In that case, benefits derived from privatization might
be lessened, m that firm-level efficiencies and increased productivity expected from pnivatization
mught not be forthcoming

USAID has long recognized the possibility of divergence of ownership and control, as mdicated 1n the
USAID Sectoral Policy Reform (SPR) policy matnices (see prior IBTCI Semi-Annual Evaluation
Reports) The SPR matrices have defined privatization as “transfer of majority ownership and
control ” In practice, meeting the SPR conditionally has meant the transfer of the compamies from
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operation under Law 203 to their operation under Law 159 Still, given the methods of privatization
that have been used in Egypt, it 1s quite possible that a company could have been reorganized under
Law 159 with effective management control still remaming with the Government

This study will describe and explain the methods that have been used by the Egyptian government to
privatize state-owned enterprnises (1) anchor mvestor sales, (2) the sale of at least 51% of a
company’s equity on the stock exchange via Initial Public Offerings (IPOs), and (3) the majonty sale
of equity to company employees by means of sale to Employee Shareholder Associations (ESAs)
Each method can affect the ability of the new private sector owners to influence and control
management Egyptian laws relating to corporate governance may also affect the capabilities of the
new owners to mfluence management decisions and the production process Fmally, Egyptian labor
laws and other norms may limit the ability of the new owners to make needed changes to increase
productivity Such laws or norms may affect all prnivate sector firms, but will be dealt with here only
as they affect newly privatized firms

The primary purpose of this study 1s thus to examine the facts underlying Egypt’s current methods of
privatization mn order to better direct future privatization efforts It examines the effect of new private
sector ownership on management and assesses the impact of the privatization method employed on
efficiency and productivity It does so principally by means of examining changes 1 the operations
and governance of seven newly private firms, at least two of which fall mto each category of
privatization method studied This report describes what the firms were like before privatization, what
they are like now, and the prospects and challenges that they face During the course of the study, we
found that what happens to the competitive environment outside of a newly privatized firm maybe as
important to the economy as what happens within the firm

12 Principal Issues
121 The Sources of Economic Benefit from Privatization

Economically, the benefits of privatization accrue both inside and outside a particular firm At the
firm level, economies are achieved by better use of factors of production Benefits can result from the
more effective utilization of specific factors of production, the better combination of these factors m a
given production process, or the apphcation of these factors of production to a lgher (more valuable)
use Also important at the firm level is 1ts ability to incorporate knowledge and technological
innovation, which may be generated externally, into i1ts productive processes Fmally, some firms are
technological innovators, these firms make 1t possible to employ accessible factors of production on a
higher frontier In privatization, 1t 1s especially important to look at the under-utilized assets that a
state firm may have under 1ts control For example, the liquidation of an unprofitable state firm could
be of 4grea’c economic benefit by freemg assets and labor under 1its control for employment 1n other
areas

Especially important mn the case of privatization are the markets m which the state firm 1s operating
Generally, these markets tend to be charactenized by monopolistic elements They tend to be
protected by import restrictions or high taniffs, and there are usually restrictions to the entry of private

4 For example a capital good sold by a hiquidated firm say a tractor will be quickly put mto use It wall still
requure drivers, mechamcs etc Thus such 1ssues as employment gaimned or lost to the economy are often moot
They are really not social 1ssues as often charactenized but rather political economy issues  Usually
employment 1s not lost mn such mstances but 1s shifted from the hquidated state firm to the private sector firm
buying the capital equpment. Questions such as if and how the former employees of the hquidated firm should
be compensated for job loss are then essentially political m nature There may necessarily be cases in which
entire plants need to be scrapped or closed 1 which case employment might not merely shift but may be
extingmshed In these cases, however the previously underutiized labor would be freed to seek employment
elsewhere

IBTCI/Egypt Final Report



Special Study for the Privatization Program in Egypt Pnvatization Case Study 9

competitors Indeed, the very presence of a state firm i a given market can serve to restrict entry, as
potential competitors fear that the state may exercise its regulatory powers to favor its firms In these
instances, the privatization of a state firm can send important signals to possible market entrants

Entry may actually result mn greater competition and resulting increases in output from a given set of
factors or more efficient factor deployment Even where there 1s not actual market entry, market
“contestability” (or the threat of possible entry) may alter a privatized firm’s behavior 1n a monopoly-
tvpe setting, causing 1t to increase output or lower costs 1n order to maintain market share

122 Ownership and Control

Even if a firm 1s “privatized,” defined here as majority private ownership and legal reorganization as a
private sector entity, 1t 1s still possible for government to maintam effective control of the firm This
can result from a number of factors, including public dispersion of privately owned shares with
concurrent government control of a majority of those shares In these circumstances, it 1s possible for
management to act i ways that does not maximize shareholder value In a competitive market, profit
maximization occurs at the lowest point 1n a firm’s average cost curve, which 1s also the pomnt of most
efficient factor utilization

Owner-management accountability problems may exist These problems are by no means exclusive
to newly privatized firms m which the government mamtams substantial ownership and control
However, m such firms flexibility, and hence efficiency, may be more limited than 1n other firms with
accountability problems In such instances, the newly privatized firm may reap only partial benefits
from privatization For example, the firm may gamn freedom from government procurement
regulations that formerly imnlibited its flexibility in sourcing and marketing, however, changes that are
more fundamental may be more difficult to achieve Corporate governance and accountability
differences among firms privatized under the different methods may prove very sigmficant and
mnfluence the degree of private ownership and control which, m turn, may have significant efficiency
imphications Qur case studies probe for these differences

123 Privatization at the Crossroads

The pace of the GOE’s privatization slowed during the course of 1997 Through the end of
September, Law 203 Companies were bemng sold at the rate of 12 per month, shghtly below the
average 1 3 compames per month sold over the 1994-1996 pertod At this rate, the sale of the
remaining 260 Law 203 Companies will require 18 years This 1s at a time when the pace of
privatization should be accelerating given the basic experience that has been ganed One reason for
the slowdown 1s well documented m IBTCI's Quarterly Review for third quarter 1997 It 1s due
partially to the fact that the remaining compames to be sold have both more debt and greater amounts
of excess labor than those previously privatized The GOE emphasis has therefore shifted towards
early retirement programs and debt restructuring The IPO route 1s currently less attractive because
Egypt’s newly revitalized capital market has turned bearish this year In a bear market, the public no
longer has the same appetite for mitial equity flotation Many people have expenienced first-hand the
difficulty of selling equities when the price 1s down mn a thinly traded market Indeed, several
privatization IPOs have not been fully subscribed

The partial exhaustion of the IPO route affects the pace of the privatization program because 1t has
been the prmcipal privatization method employed by the GOE since 1996  After an mitial flurry of 10
ESA prnivatizations m 1994, there have been none since, and only five anchor sales over the same
pertod One of these was a sale to an IPO in which the government maintamns a stake, another a hotel,
and a third started out as a mmornty IPO The reasons for the policy-maker’s preference for the IPO
route 1s clearly spelled out in IBTCI’s Quarterly Review for third quarter 1997, which states “Anchor
sales are more difficult, more time consuming, and less likely to cause sertous public criticism than
floating IPOs on the stock market” (p 46) The reason that no more ESAs have been pursued 1s also
straightforward ESAs were the preferred privatization vehicle early i the program because anchor
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sales of those companies were not seen as feastble for any number of reasons, asset sale (Lhquidation)
was not viewed as politically desirable, and the IPO mechamsm had not yet been tried

Now that the IPO mechanism looks less feasible, the GOE 1s agam looking at anchors and ESAs as
options Published press reports indicate that new anchor sales are now very much a part of the
Government’s agenda Public criticism of IPOs centers on their lack of development impacts relative
to anchor sales m terms of attracting new investment, technology, and domestic/international market
access International donors have been approached about financing investment bank engagement
fees> Also, some firms probably would not make good candidates for anchor sales, hiquidation 1s
still politically undesirable, and new ESAs are agam very much on the agenda as a possible
privatization method

Now that the privatization program 1s at a crossroads, this a good time to mtiate a review of Egypt’s
experience to date with the three privatization methods it has used We hope that this mmitial review
will help sharpen subsequent, broader mquiries and direct future GOE privatization approaches The
assessment of the differing impacts of privatization methods on the efficiency and productivity of the
firms privatized and on the economy 1s important to the program’s future growth The foregoing are
key objectives of Egypt’s privatization program Widespread ownership and participation 1n the fruits
of privatization are also objectives of Egypt’s privatization program and will be examined to the
degree feasible

13 Methodological Considerations and Procedures
131 Selection of Companies

The ntial Scope of Work for this study calls for the employment of a modified case study approach
While certamn changes were made with regard to team composition, especially m dealing with the
complexity of ESA 1ssues, the basic approach was maintamed While the modified case study
approach can encounter general constramts facing the companies being examined, sigmficant issues
also can be systematically overlooked if companies are chosen for the wrong reasons In these cases,
general inferences cannot be drawn on certain 1ssues

Key to drawing mferences from the case study approach 1s the selection of the compames to be
examined Many factors entered into the company selection, but a “judgment” or “chunk” sample
was mevitable Knowledgeable people both inside and outside the government were asked for
suggestions An examination of the statistical information contamed 1n previous IBTCI reports (for
example, on the percentage of continumg government ownership) also was considered, as was share
price behavior m the case of publicly traded compames Lessons can be learned from these
companies On the other hand, systemic problems might be more easily identified with “problem”
companies Finally, some very practical considerations of data availability played a decisive role i
some selections

Other methodological problems with the case study approach concern small sample size® and
“overdrawn” conclustons based on specific cases Nevertheless, there 1s richness n the case study

> USAID s present privatization project has a component (the beta component) that would perrmt the payment
of such fees Earher the GOE was not mnterested in activating that component of the approved and active
USAID project Given the GOE s present mterest m pursing the investment bank route, 1t 1s not clear to the
authors why this potentially very important component has not been activated

® These types of problems are very smmmular to those encountered in Welfare Consequences of Selling Public
Enterprises, An Empirical Analysis Galal, Ahmed, et al, A World Bank Book, Oxford Umversity Press,
1994 The foregoing work must be considered the methodological standard for empinical research 1n the
divestiture area 'While much more elaborate than the present study, 1t faced a sumuilar ‘ counterfactual” problem,
1e what would have happened had privatization not taken place? And, of similar importance, what other
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approach that cannot be matched by other, more distant methodologies We were able to obtain the
opmions of top firm decision-makers, cross check them with the views of others inside (and outside)
the companies, and compare the information gathered against financial statements

1311 Anchor Investor Sales

The universe of anchor investor sales 1s a small one As of September 30, 1997, only eight companies
had been privatized 1n this manner three each m 1994 and 1996, and two 1n 1997 To get a better
picture of changes 1n performance due to privatization, earlier sales were considered preferable for
mnclusion Another important factor i the case selection of the anchor sale companies 1s that the
companies chosen are now fully private  Company desire to be included 1n the study was therefore an
important key to the value of the information likely to be available Coca-Cola, an early sale, was
excluded early on n the selection process because of the likelthood that a high profile labor dispute
would impede data avallability The team mn consultation with USAID decided to interview three
compantes 1n order to select two for more in-depth work Because one of the mitially selected
companies did not return the team’s frequent telephone calls, two companies were finally selected Al
Ahram Beverages (ABC) and Babcock & Wilcox Egypt (B&W Egypt, formerly Nasr Boilers) B&W
Egypt was considered desirable because the anchor mvestor in the 1994 sale was a foreign multi-
national ABC, a 1996 privatization, 1s controlled by a US corporation owned principally by
Egyptian Americans

1 312 Share Flotations (Initial Pubhc Offerings)

This umverse of IPO privatizations 1s considerably larger, as of September 30, 1997, 27 privatized
companies fell mnto that category Selecting only two and drawing conclusive inferences, especially
on questions related to control and corporate governance, was more difficult ° Again consulting with
USAID, three companies were chosen for initial interviews from which we intended to choose two for
more 1n-depth study, as n the case of anchor sales, the third company “self-selected” out of the study
by a lack of responsiveness

According to law, the Central Audit Authority must audit the financial statements of companies 1n
which more than 25% government ownership 1s retamed In order not to overlook that particular
governance 1ssue, it was decided to “force” into the interviews an IPO where the GOE ownership was
less than 25% (the Arab Company for Radio Transistors and Electronics, Telemisr) Telemusr was
also a somewhat smaller company and not one on everyone’s “success” list The other firm mn this
category, Nasr City Housing and Development (Madinet Nasr), was chosen because of its reputation
as a very successful IPO and its lighly appreciated share price since privatization

1 31 3 Employee Shareholder Associations (ESAs)

Ten ESA prnivatizations were undertaken 1 1994, before the IPO privatization mechamism had been
tested, those compamies were not thought to represent value for anchor nvestors All were
subsidianies of the Holding Company for Public Works and Land Reclamation, and most were
engaged 1n land reclamation (desert land development) activities ESAs contmue to owe the GOE for
the 95% of equity they hold mn the companies (individual employees own the remaining 5%) While
the HC for Public Works and Land Reclamation was merged, the GOE’s HC for Agncultural

factors affecting the performance of an enterpnise ¢ g market, competition, and other exogenous factors might
have even more mmportance to the welfare of an enterprise than ownership and control alone Galal et al
focused heavily on utilities and other natural monopolies  Thus, imtally we viewed the methodologies of
those studies which focused heavily on the measurement of consumer surplus as not being that relevant to the
Law 203 Companies However the case studies revealed that the markets in which the newly privatized
companies were operating proved to have more monopolistic elements than we first had assumed

7 In fact, we recommend this area for further study See Section 5 of this report
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Development continues to collect the ESA debt payments The Chatrman of that Holding Company
suggested two companies for inclusion in the study, with USAID official concurrence Wadi Kom
Ombo Land Reclamation and REGWA  The first 1s a large company that, prior to privatization
during the 1992-1994 period, had growing profits and decreasing revenues, the second showed high
profit growth during the same penod Upper Egypt Dredging Company, a small and more marginal
firm, was also suggested for mclusion as time permitted

132 Interview Content and Extent

Principal concerns ansmg from the scope of work were (1) changes in enterprise productivity as a
result of privatization, and (2) 1ssues of corporate governance and control, especially inordinate
government influence which might adversely affect the economic benefits of privatization To try to
cover these points m the case studies and mterviews, a questionnaire was developed for joint use m
anchor sales and IPOs This questionnaire was amplified to cover the more complicated governance
wssues presented by ESA orgamzations Both questionnaires are contamned n Appendix C  They
generally served as more of a guide for the interviewers than a questionnaire per se  Especially when
given limited time with busy CEOs, 1t 1s more important to hsten for their views than to cover all the
pomts listed Still, the questionnaires proved valuable to highlight points of possible omission, also,
when important questtons were not addressed n the interviews with company principals, they helped
to focus mterviews with lower-level company officrals

133 Analysis of Financial Statements

There was substantial variation among newly privatized companies’ financial statements The quality
and availability of financial statements varied from excellent for the ESAs to spotty for the recent
IPOs

For all the ESA firms, a substantial amount of “before” and “after” financial information was
available due to several factors (1) the ESA transactions were all carned out 1n 1994, (2) the Holding
Company as principal creditor had substantially complete financial records on the compames, and (3)
substantial pre-privatization financial work had been done on these firms by the USAID Bechtel
effort Because of the ample information available, a substantial financial analysis was possible, most
of this work 1s included 1n Appendix D

For the anchor sales, excellent, detailed financial statements were available for ABC, because of both
the Bechtel work done on the firm and particularly the quality and detail of the financial statements
required for the London GDR offering Unfortunately, ABC did not have audited and approved
detailed accounts available for 1997 because of the postponement of the General Assembly meeting
Consequently, the 1997 analysis was based on prehminary financial statements For B&W Egypt,
confidential financial statements dating back to 1994 and furmished by the management were
extremely useful in analyzing 1ts situation The team was not able to locate the financial statements
for 1ts predecessor firm’s last year of public ownership, however, they were available for prior years

For the IPO firms, the team benefited greatly from the financial work done by the Hermes Company
(a brokerage firm) on Nasr City Housing and Development’s recent financial statements No Bechtel
pre-privatization work was done for this firm, also, no detailed audited final 1997 financial statements
were available, only newspaper published summaries For Telemuisr, the team had substantial Bechtel
early work, but only “off the cuff * informal aggregate results (from pencil records) were available for
1997

Given the variation 1 amount and quality of data available, no inferences beyond those presented
should be drawn from financial information presented 1n the case studies An exception could be the
ESA financial information presented in Appendix D

IBTCI/Egypt Final Report

o st —



Special Study for the Privatization Program in Egypt Privatization Case Study 13

2 PRIVATIZATION METHODS USED IN EGYPT

Although many privatization methods have been tried over the course of the Egyptian privatization
program, this report addresses only the three major methods used For example, the term IPO refers
only to majority IPOs, sale of at least 51% percent of a firm’s ownership to the public with a
concurrent change m its legal basis of governance (e g, passage to Law 159 governance) However,
minority IPOs (the sale of less than half of a state firm’s shares to the public) also exist  In addition,
privatizations have not been hmited to Law 203 Companies, as shown by sales of enterprises
belonging to the Governorates, liquidations, asset sales, and the sale of joint venture company shares

As the Egyptian privatization process deepens, 1t 1s to be expected that the sale of jomnt venture
compantes and the privatization of what are now called Economic Authorities will increase  Some of
the latter may indeed be passed to Law 203 governance at some pomnt In this report, however,
“privatization” refers to the passage of at least 51% ownership and a shift of legal control

IBTCI’s Quarterly Review for the period July-September 1997 mdicates that 25 majority IPOs, 10
ESAs, and 8 anchor sales have occurred since 1991 They constitute only a portion of the total
privatizations The relative value of these sales 1s illustrated in the table below

GOE Asset Sales to the Private Sector (1992-Sept 30, 1997)

Table (1)
Method Value (LE million) Percent of Total
Majority IPOs 2,879 260
Anchor Investors 1,382 125
ESAs (majority) 245 22
Other 6,572 593
Total 11,078 100 0

Anchor Investor Sales

An anchor mvestor sale 1s defined as a privatization 1n which effective control passes to an individual
or group of private mvestors Although the group may not own a majority of the shares, it must
exercise effective control  An anchor mvestor situation may be coupled with an TPO, as n the case of
ABC where a mnonity IPO had taken place prior to the sale of a majority of the shares to an mvestor
group ABC’s anchor investor retains only 12 5% of the shares It 1s also possible for a majority IPO
to pass under the effective control of a private investor group This may m fact be happening at Nasr
City for Housing and Development, which was also mvestigated for this report For the moment,
however, the anchor mvestor category is restricted to companies mitially sold to a group of private
mvestors The key element 1s the exercise of effective management control by a group or individual

To date only eight anchor sales have taken place three each m 1994 and 1996, and two m 1997 Of
these, El Nasr for Utilities was bought mn 1996 by a majority IPO, and the question of effective private
management 1s still open

22 Share Flotations (Initial Pubhic Offerings)

Fifteen majority IPOs were completed 1n 1996, the IPO thus became the method of choice for the
GOE During 1997, this method should have picked up steam However, the lack of an Egyptian
“bull” equity market has hampered this approach in the latter part of 1997 The IPO category mncludes
no 100% privatizations as the GOE normally retains at least 25% company ownership and 1s usually
the largest single investor In addition, public mstitutions such as banks and msurance companies
often own additional portions It 1s generally believed that this indirect public sector investment 1s of a
“portfolio” nature and that the GOE does not attempt to exercise control through these minorty
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stakes Generallv, these IPOs have included the sale of shares (usually 10%) at a 20% discount, and
on credit, to a minonty ESA  Early on, 1n addition to the ESA shares (or m place thereof) a restricted
allocation to “workers” was allowed, however, as these shares were paid at the full IPO value but
their purchase restricted to employees, they were usually bought by management

23 Employee Shareholders’ Associations

Fifteen ESA privatizations have been completed to date, 10 in 1994 1n the same HC for Engineering
Industries and 5 more in 1997 All of these sales follow the same formula Five percent of the shares
were sold to the workers (generally management,® but i some cases rank and file employees did
purchase some of these shares) The remaining 95% were sold to ESAs The ESA sales were
financed by long-term (usually 10-year), below-market interest rate loans These loans from the GOE
Holding Company were to be serviced and retired by the company’s profits Most of these firms were
stripped of major, nonessential assets prior to sale in order to make the ESA purchase transaction
financially feasible That 1s, the employer would be able to pay for the reduced-valued compames
using only dividend payments Land was usually sold or retamned by the holding company, other
assets were leased back at a 5% per annum lease fee if the ESA company wished to purchase them
(e g, office buildings)

The critical documents governing ESA operations are the sales agreements While these firms are
worker owned, during the time of the debt amortization (and perhaps thereafter) restrictions are placed
on that ownership The principal restriction 1s that Holding Company officials control management
untl the debt 1s paid

While there has been considerable controversy about ESAs, therr total sales value was only LE245
million, a mere 2 2% of the total value of GOE assets sold The principal concern 1s that as IPO
privatizations become less attractive, the GOE may agan turn to the ESA model The general
economic efficiency of large-scale worker ownership 1s still called ito question, even (and perhaps
especiallv) if these firms were to become effectively worker-controlled

® In most successful ESOPs m the US management 1s allowed to purchase shares at a special discount
Incentives for management to ‘add more effort’ are key to most successful ESOPs There 1s nothing wrong
with providing management incentives if reasonable
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3 THE RESULTS OF PRIVATIZATION IN THE ENTERPRISES EXAMINED
31 Anchor Investor Sales

311 Babcock & Wilcox Egypt, SAE

3111 The Company and its Privatization

Babcock & Wilcox Egypt, S AE (B&W Egypt) 1s an Egyptian Joint Stock Company incorporated on
January 12, 1995 under Law 230 of 1989 and Law 95 of 1992 It 1s a private company whose shares
are not listed with the Egyptian Capital Markets Authority > On September 27, 1994, B&W Egypt
bought assets, properties, rights, and claims from El Nasr Boilers and Pressure Vessels Manufacturing
Company, an Egyptian state-owned company that had been operating under Law 203 of 1991

El Nasr Boilers 1s one of eight Law 203 Compames privatized to date using the anchor mvestor
method It was one of first three GOE anchor mvestment privatizations, the others bemng local
bottling companies for Coca-Cola and Pepst Cola The transaction 1s one of only three m Egypt’s
privatization program m which a majority stake has been sold to a foreign nvestor, Babcock &
Wilcox International Investments Co Inc (B&W) of Barberton, Ono B&W 1s owned by
McDermott International, Inc At present, B&W owns 61% of B&W Egypt shares °

Essentially, B&W Egypt bought El Nasr Boilers as a gomg concern, stripped only of its debt
obligations, for LE5S5 4 mullion (US$16,339,172) Unlike the two other early anchor sales mentioned
above, El Nasr Boilers was not a profitable company in the years immecdhately prior to privatization

3112 Markets and Revenues
El Kuretmat

Kev in B&W’s decision to acquire El Nasr Boilers was that its purchase was mn essence a condition
for the award of the US$160 million contract for the construction and manufacture of the large El
Kureimat electricity generation facility for the state-owned Egyptian Electricity Authority (EEA)
The acquisition of El Nasr Boilers was a “package deal” because the company was the only Egyptian
firm that could meet the potential local manufacturing requirements of the El Kureimat project B&W
Egypt subcontracted with B&W Intermational to fabricate needed components, including pressure
parts Delivering on a contract entered mto by Nasr Boilers for the same project, B&W Egypt also
made condensers, storage tanks, and feedwater heaters for Hanjung Heavy Industries

Since privatization, major EEA powerplants have been B&W Egypt’s principal sources of revenue
Work on the Kureimat facility was completed 1n fiscal year (FY) 1997 and was followed by the 2 x
320 megawatt (MW) Sid1 Knir project (to be completed in FY 1998) and the Ayoun Moussa project
(also 2 x 320 MW and expected to be completed during FY 1999) All of these contracts contained
local sourcing requirements and B&W Egypt was the only local company with the required
manufacturing capability Other, lesser sources of B&W Egypt revenue include firetube industrial

 The sources of this company profile are interviews with 1ts management and a review of 1ts reports Because
B&W Egypt is a privately held company 1ts audited financial statements are not public information IBTCI
Egypt 1s grateful for the collaboration given our team by Mr Peyton S Baker B&W Egypt s Managing
Director

10 Imitially the Commercial International Bank (CIB) Egypt S AE owned 10% of the company s shares on
which B&W International had a “put/call option B&W exercised that option duning 1its Fiscal Year 1997 The
authors have been not been able to determune where CIB s share onginated, whether the option had an
expiration date or how 1t was priced However B&W International s exercise of the option must nonetheless
be viewed as a vote of confidence 1n the future of B& W Egypt
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boilers and service business, including maintenance for firetube boilers B&W Egypt also made a
significant sale of boiler-related services to Saudi Arabia

3113 The Changed Incentive Framework

Three major changes since B& W Egypt’s establishment have fundamentally altered the prospects for
the company

The Tariff Structure

An annual demand for some 80 smaller industnal boilers exists m addition to the demand for major
utility boilers Prior to 1995, the company had about 75% of this small boiler market, exports had
approximately 20%, and small “mom and pop” enterprises covered the remaming 5% As part of the
GOE’s ongoing economic reform program, the tanff structure was changed 1n 1995 Previously, the
external taniff on capital goods (boilers) was 50% and the tanff on raw matenals (principally certified
steel) was 35% Under the current reform, the external tariff on capital goods was reduced to 5%
while the tariff on raw materials remained unchanged "' As a result of this change mn tanffs, m 1995
B&W Egypt’s market share fell by almost half to only 40%, while the share of imports increased to
55%, and small companies retained their 5% market share

Change in Egyptian External Tariffs on Capital Goods
and Raw Mater1als (in %)

Table (2)
Class of Imports Pre-reform Post-reform
Capital Goods 55 5
Raw Matenals 35 35
B&W Egypt Estimates of Market Share for
Industrial Boilers (in %)
Table (3)
Source Pre-1995 1995
B&W Egypt 75 40
Small Enterprises 5 5
Imports 20 55

To deal with the tanff issue, the company has taken a prehminary look at using Egyptian
manufactured steel, which 1s quite price competitive However, for safety reasons the type of steel
used 1n boilers must meet very high strength and consistency standards B&W Egypt managers do not
believe that Egyptian steel can meet these exacting standards

Utility Bouer Procurement

' 1t 1s beyond the scope of thus report to make judgments on the efficacy of the specific tanff measure reform
that was undertaken or whether or not the effective rate of protection withmn the Egyptian economy 1ncreased or
decreased with that measure Still that 1ssue ments further exammation, if not within the context of the
privatization program then within the context of evaluation of the whole economic reform process
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Recently, the EEA shifted its acquisition of new generation capacity to the build, own, operate, and
transfer (BOOT) system Under BOOT there are no local content requirements Thus, finished (or
nearly fimished) boilers can be manufactured abroad from world-priced raw matenals, imported mnto
Egypt as capital goods, and eventually added to the EEA gnd Because international donors have in
part financed EEA’s major utility boiler contracts, raw matenals for therr manufacture came 1n duty
free It 1s not clear whether non-donor-financed EEA projects will enjoy the same duty-free privileges
or if duty-free status will apply to future EEA BOOT capacity acquisitions

Other

B&W Egypt claims that 1t has lost the preferential treatment Nasr Boilers used to receive from EEA
regarding spare part procurement contracts It also alleges that EEA prefers to source from European
manufacturers, at least n part because EEA officials benefit from the European observation trips that
accompany these purchases '> This speculation aside, and 1n spite of the fact that Law 9 (the Publc
Procurement Law) grants a 15% price advantage 1n public tenders to Egyptian firms (ke B&W
Egypt), the fact remams that no such contracts have been forthcoming since privatization

3114 Changes Within the Firm
Investment, Technology, Financing, and Market Access

The B&W Egypt privatization has most of the advantages (see Section 1 2 1, Sources of Economic
Benefit from Privatization) usually claimed for the foreign anchor mvestor Furst, the company made
some US$5 0 mullion of new capital mvestment in machinery and US$2 0 million 1n new inventory
Second, 1t has brought in expatnate management and technical expertise (five permanent employees
and three professionals who make regular visits) Third, its parent companies have made available
USS$11 8 million of external financing ** The beneficial aspects of market access (for exports) are less
clear, however, B&W International has a network of representatives, agents, and licensees as well as
jomnt venture companies in China, Indonesia, India, Mexico, and Turkey 1n addition to Egypt This
network has no doubt benefited the company 1n terms of efficiency and cost m the sourcing of nputs
and 1s a potential asset for export activities Like most other anchor and IPO companies mvolved 1n
thus study, B&W Egypt has computerized many imformation functions, mcluding its accounting

Labor

Like most other Egyptian public sector compantes and government entities, El Nasr Boilers had
excess labor When El Nasr Boilers was sold 1t employed 1,156 people, B&W Egypt now has 960
employees Some 300 workers were displaced, most through the company’s early retirement scheme
However, the company has also hired some 100 new employees, including engineers, welders, and
purchasing and sales support personnel At pnivatization, there were 95 employees 1 accounting,
many of these personnel have been made redundant with the mstallation of the automated accounting
system Management believes there 1s room for further reduction For example, the company employs
some 90 people engaged 1n the transportation of employees, supphes, and products The company
would prefer to pay employees to defray commuting costs and contract out, or otherwise provide for

'2 The authors have unsuccessfully attempted to follow up on this i1ssue which 1s outside of the scope of this
study

13 The company recetved a loan from the Bank of Nova Scotia of US$11,830 000 Of that, it paad US$1 0
mullion during the fiscal year ending on March 31, 1997 Up to April 1997, this loan was secured by a bank
guarantee provided by Babcock & Wilcox International Investment Co It was subsequently secured by cash
depostts provided by the B&W parent company, McDermott Inteational Inc
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needed transportation services (The Managing Director of the company said that he was 1n the
business of making boilers, not running a transportation company )

Since the company’s privatization, labor relations have been a problem despite an average salary
increase of 65% The company has experienced vandalism and six strikes The 1ssues 1n these labor
disputes have been related pnmarily to (1) employee work assignments and discipline, (2) employee
earlv retirement schemes, and (3) attempts by the company to tie compensation to performance rather
than to semority

The company has no mmonty Employee Stockholder Association Egyptian law mandates that
profitable companies pay their employees a 10% per annum profit share, as neither El Nasr Boilers
nor B&W Egypt posted profits until this last fiscal year, the company has not had to defray this
expense

Other

The company’s plant runs two-and-one-half shifts and 1s stated to operate at 75% of installed
capacity There 1s ample room 1n its principal manufacturing structure for the istallation of new
machmery to increase capacity Further, there 1s room at the plant site for limited new construction '
Output 1s thus demand-constramed

Photographs taken at the time of B&W’s takeover of the facilities indicate that substantial cleanup of
the plant’s grounds has taken place However, the property and bwildings, including the mam
administrative building, can best be described as spartan  Aside from the mstallation of new
manufacturing equipment, hittle appears to have changed since the takeover

By early 1994, El Nasr Boilers” impending sale was an open secret to company management
Marketing activities ceased early m the year and most production 1n July 1994 The sale took place
late September 1994, and the new owners took possession on January 30, 1995 This long interlude
permitted significant deterioration of the firm as a going concem The new owners did not find a
single piece of usable mventory, which reportedly had been hiquidated at significant discounts to
actual value—they did, however, find a sigmificant amount of unusable mventory, which they are still
seeking to utilize or otherwise dispose of The authors have heard (but can not substantiate) that this
type of transition problem 1s common 1n anchor privatizations Further study seems merited on what
measures mght be taken to mimimize the problems and losses of the transition peniod for both buyer
and seller 1 the anchor sale

Our analysis of the company’s financial statements, discussed below, indicates that substantial
increases 1n efficiency have been achieved

3115 Corporate Governance

B&W Egypt 1s a private, jomnt venture company organized under Law 230 of 1989, nerther listed on
the stock exchange nor publicly traded The company s subscribed and paid-up capital 1s US$10
million divided into 32,000 shares with a par value of US$250 00 B&W International owns 61% of
the shares and mdividual Egyptian owners, the remaiming 39%  The current capital structure of the
company 1s therefore not conducive to 1ts being easily publicly traded mm the future Two of the
largest minority shareholders each own 5%, another 3 75%, and two others 2 5% each, mndividual

'Y Recently the new ownership was able to defimtively register the plant site property deed after three years of
sustamed effort It found that the property 1t owns was larger than previously anticipated but that a considerable
prece of 1ts land 1s occupied by a techmcal vocational school operated by the Mimstry of Education Nasr
Boulers had leased the land on which the school stands to the Mimistry 1n perpetuity at a nommal, now symbolic,
rent

IBTCI/Egypt Fmal Report

o sty e [

e




Special Study for the Privatization Program 1mn Egypt Privatization Case Study 19

nvestors own the remaining 20 25% Many of the Egyptian shareholders have family ties and are
closely linked to the company, which has been B&W International’s representative and distributor
Egypt for many years

The corporate charter mandates that the company’s Board of Directors consist of eight members the
Egyptian stockholders elect four (including the Chairman of the Board) and B&W International elects
the other four (including the Managing Director) The Egyptian Directors do not have active
management roles Board resolutions must be passed by a majority vote, including at least one
member representing either B&W International or the Egyptian stockholders, for a resolution to be
binding This provision of the charter provides a degree of protection to miornty stockholder
mnterests According to the Management, this arrangement has not hindered company operations
Generally, only two Board meetings are held per year

3116 The Financial Picture

Summary financial statements for B&W Egypt, based on audited financial statements 1ssued by the
company, are presented on the following pages A companson of the results immediately following
privatization with those of the subsequent period offers interesting contrasts There are two
accounting periods the 19 months from September 27, 1994 until March 31,1997, and the 12 months
from April 1, 1996 to March 31, 1997 (now the company’s Fiscal Year 1997) Duning the first penod,
the company lost LE4 0 million, during the second, 1t showed a profit of LE1 7 million Revenue
increased from a monthly average of LE1 86 mullion to LE2 07 mulion However General &
Administrative (G&A) expenses stayed about the same (despite a 65% ncrease 1n the average wage),
this resulted mn a decrease in G&A expenses from 16 7% of revenues to 12 5%, and a concurrent
increase 1n gross margin from 16 4% to 33 3% The rate of return on equity went from -14 9% to
+7 4% While the latter 1s an important turnaround, the rate of return was still considerably less than
the return that could have been earned from GOE short-term treasury bills i the period - hardly a
satisfactory result While there may still exist some margin for cutting costs, the key to continued
growth and increased profitability for B&W Egypt 1s larger sales and a higher plant capacity
utilization

3117 Prospects and Challenges

A company like B&W can “hit home runs” on major projects like El Kureimat and other similar large
utility botler sales During 1996 and 1997, these large utility bouler sales accounted for some 63% of
the company’s overall revenues However, revenues from smaller efforts, such as those coming from
industrial boiler sales, spare parts, and maintenance services, are important, they totaled LE129
mullion during the first 19 months of operation (approximately LE8 2 million on an annuahized basis)
and LE9 2 million during FY 1996/97 These smaller revenues help the company defray fixed costs
(including labor) that currently averages between LE6-7 muillion per year, and are thus essential for the
company’s long-term stability Problems such as the changed tanff structure and percerved nequities
in EEA spare parts purchases strike at this smaller-effort revenue area and could pose a serious long-
term threat to company stability If the “lack of level playing field” problems cannot be resolved, then
the company has several other options for survival
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Financial Data for Nasr Boilers, 1987-1993
Table (4)
Income Statement (LE million)
1987 1988 1989 1890 1891 1992 1983
Sales 95 116 147 199 259 222 288
Gross Profit 23 33 43 61 75 67
Operating Profit 12 18 22 31 34 02
Net Profit 08 06 06 07 02 (71 04
Balance Sheet (LE million)
1987 1988 1989 1980 1981 1992 1983
Paid-in Capital 53 53 53 53 59 60 60
Total Assets 176 250 332 441 500 495 509
Total Debt 120 188 265 372 425 48 2 415
Net Worth 44 50 56 57 63 01 (4 5)
Reserves 03 03 03 03 03 03 18
Fixed Assets 54 80 118 128 150 147 151
Current Assets 114 149 181 269 287 297 229
Long Term Loans 19 45 80 102 134 141 131
Current Liabilities 101 14 4 185 270 291 341 284
Working Capital 132 051 056 (0 01) (0 34) (4 34) (5 46)
Ratio Analysis
1987 1988 1088 1890 1881 1982 19093
Return on Sales 8 34% 4 87% 4 07% 366% 077% -3183% 134%
Return on Net Worth 1778% 1130% 1067% 1281% 318% -699%  -848%
Return on Total Assets 4 49% 2 26% 1 80% 166% 040% -1425% 076%
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Financial Data for Babcock & Wilcox Egypt S A E , 1994-1997
Table (5)
Income Statement (LE mullion)

from 27/9/96 from 1/4/96
to 31/3/96 to 31/3/97

P1 P2
Sales 354 248
Gross Profit 58 83
Operating Profit
Net Profit (4 0) 17
Balance Sheet (LE million)

P1 P2
Paid-in Capital 270 270
Total Assets 230 230
Total Debt - -
Net Worth 230 247
Reserves - -
Fixed Assets 399 46 2
Current Assets 43 4 229
Long Term Loans - -
Current Liabilities 618 445
Working Capital (18 40) (21 60)
Ratio Analysis

P1 P2
Return on Sales -11 30% 6 85%
Return on Net Worth -17 39% 6 88%
Return on Total Assets -17 39% 7 39%

Boot Actinities At present, EEA 1s looking to mncrease generation capactty through a BOOT similar in
scale to the Stdi Krir Project Even given the lack of a local content requirement, B&W’s parent
company may be able to source elsewhere and subcontract elements to B&W Egypt In this case, the
B&W advantage of 15% 1n public procurement (from which 1t has never benefited) would not come
into play, but the parent company’s ability to source both 1nside and outside of Egypt mught come nto
play favorably Duty-free treatment of raw matenals for these efforts will be an important
consideration

Exports The company with its new, lower cost structure may be able to compete 1n the export
market It 1s actively pursumg this avenue, but the outcome of 1ts search for markets 1s not clear
Further, given the new tanff regime, the success of export efforts will depend on the company’s
ability to acquire 1ts raw materials and other imported mputs at world market prices~the company 1s
not m a free zone Sourcing at world market prices will depend on whether or not (1) Egypt s duty
drawback and (2) temporary entry regimes can be made to work for the firm The application of these
systems has proven difficult enough for pure export companies in Egypt For a company that will
depend on similar raw materials for both its domestic and export sales, the apphication of these
regimes will present special problems for both the company and the authorities

In sprte of the efficiencies achieved by privatization, B&W Egypt will fail after 1999 if the company
does not succeed 1n one or more of the following
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e “Leveling the playng field” n terms of tanffs and/or EEA procurement,
o Securing duty-free treatment in EEA BOOT capacity acquisitions and
¢ Making the temporary admissions or duty drawback regimes work for possible exports

A possible alternative to the third point could be the granting of free zone status to the B&W Egypt
plant

If neither B&W Egypt nor the GOE cannot find a solution to one or more of the above, then the firm
will face a new challenge that of market exit and company liquudation  Reportedly, market exit m
Egypt can be a long, comphcated, and costly process B&W Egypt management believes that its
investment has a hquidation value in the range of LES0-60 mullion, an amount smmlar to its
mvestment The company’s land 1s worth approximately LE40 mulhion, while the equipment and
factory are worth an additional LE20 milhon B&W Egypt’s obligations to 1ts current employees and
the cost and time of the management effort required to exit are not clear Company management
expressed concern about its apparent obligations 1 perpetuity to its employees The authors of this
study consulted a knowledgeable public sector lawyer who stated that the legal impediments to firms

wishing to exit the Egyptian marketplace are minimal, however, pnivate sector executives indicated
that non-bankruptcy market exit 1s a long, drawn-out, and costly proposition

The questions of the cost and effort of market exit are important for two reasons (1) generally, as
regards Egypt’s ability attract increased foreign direct mvestment, and (2) more specifically, regarding
the feasibility of future anchor mvestor privatizations mvolving both foreign and domestic investors

To the degree that the percetved risk of market exit 1s lugher than 1t actually 1s, investors will require a
higher risk premium to enter the market, and less foreign mvestment will take place If the actual
costs of market exit are high, that 1s also a cause for concern and could lead to the same result In our
view, the 1ssue of market exit deserves further study, erther to dispel unwarranted concerns or to find
ways 1n which to lower the actual exit costs

312 Al Abvam Beverages, SAE
3121 The Company and Its Privatization

Al Ahram Beverage Company, S A E, (ABC) 1s an Egyptian jont stock company operating under
Law 159 of 1981 and Law 95 of 1992 A public company founded m 1922, its shares are bisted with
the Egyptian Capital Markets Authonity and traded on the Cairo Stock Exchange ABC 1s the sole
Egyptian producer of both alcoholic and non-alcoholic beer (under the Stella label) with a market
share of 90% and 95%, respectively The company also bottles and sells soft drinks The company’s
sales break down as follows alcoholic beer, 75%, soft drinks, 16%, and non-alcoholic beer, 9% ABC
has production facilities in Giza, Alexandna, and Sharkia The Giza plant has an annual production
capacity of 225,000 hectoliters (hl) of alcoholic beer, the Alexandna facility’s capacity 1s 150,000 hl
per annum, and the Sharkia plant has an annual capacity of 300,000 hi of alcohohc beer, or 600,000 of
non-alcoholic beer, and18 million cases of soft drinks

On June 23, 1996, the Holding Company for Housing, Tourism and Cinema (HTC) announced its
mtention to divest all of its shares in ABC On July 1, 1996, ABC transferred title to its lands and
buildings 1n Giza and Alexandna to the Holding Company, on July 2, HTC sold 15% of the
company’s 4 5 million 1ssued shares in an IPO at LE67 per share HTC simultaneously allocated
450 000 shares (10%) to ts ESA  Misr Insurance Company and the Bank of Alexandria, both state
entities, were each allocated 5% of the shares, and 5% was sold to other mvestors After the
announcement, a number of consortia submutted bids for rest of HTC’s stake at prices up to LE75 per
share On November 13, 1996, HTC and the Luxor Group (a New York partnership headed by Mr
Ahmed Zayat, an Egyptian-American) entered mto a sales agreement for 3,373,520 (74 97%) of
ABC’s shares at an offering price of LE68 50 per share, or LE 231,086,120 (US$68,000,000) Luxor
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paid a US$750,000 deposit on the shares There 1s a Usufruct Agreement under which the company
has a nght to occupy the Giza and Alexandna sites, in retumn for a nominal annual fee, until February
2002 The Luxor Group also has a contingent lability of LE20 mullion to the Holding Company,
which can be called if Luxor does not carry out its planned investment program

With the underwriting assistance of HSBC Investment Banking, the equivalent of 70% of ABC’s
shares were successfully offered as General Depository Receipts (GDRs) on the London Stock
Exchange on February 24, 1997 The Luxor Group retamed the equivalent of 325,020 shares (7 22%)
in GDRs (in addition to the 5% of the shares that it owned which were not offered) The GDR
equrvalent of 2,823,500 of ABC shares (62 74%) was sold for approximately LE297,173,375 (about
US$87 5 million), or LE105 25 per share This amount was enough to pay the balance owed to HTC
as well as the fees and commussions for the GDR

Table 6 breaks down the rather complex ABC stock and GDR offerings since July 2, 1996, and lists a
schedule of GDR commuissions and fees and the distribution of the market capitalization of ABC at
LE100 per share (the lowest share price at which ABC has traded since the execution of the GDR) A
graphic representation of changes i company’s share price follows As of November 24, 1997,
ABC’s share price stood at LE208

The GDR transaction also provides for an ESOP and a Managing Director Option Plan (MDOP) The
ESOP (not to be confused with the company’s ESA) provides for employee stock options of 260,000
addrtional shares that can exercised over the next six years according to a complex formula based
upon company’s €arnings Increases

The MDOP allows for the exercise of options on additional 360,000 shares for the Managing
Directors (Messrs Ahmed and Shenff Zayat) if performance targets are met in a similar fashion to the
ESOP
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ABC Share Offerings/Holdings

Table (6)
% of Total | Price (LE) | Value (LE)
Total, 1ssued of 75,000 4,500,000
First offering, July 2, 1996
To Musr Insurance Co 225,000 500 67 00 15,075,000
To Bank of Alexandria 225,000 500 67 00 15,075,000
To ESA 450,000 10 00 5360 | 24,120,000
To others 226,480 503 67 00 15,174,160
(reduced to 225,780 by Feb 2 sale
Subtotal 69,444,160
Anchor sale to Luxor Group LLC
Nov 13, 1996 3,373,520 74 97 68 50 | 231,086,120
Feb 2, 1997 700 002 86 10 60,270
Subtotal 3,374,220 75 00 231,146,390
Total paid for shares to GOE 668 | 300,590,550
GDR offering, Feb 24, 1997 (1 GDR =
2 shares)
Total shares i transaction 3,148,520 70 00
Sold to others 2,823,500 62 74 10525 | 297,173,375
Retained by Luxor LLC (GDR) 325,020 722

Fees & sales commission for GDR,
excluding certain expenses

Mgmt commussion (US$0 205) 3,148,520 139 4,382,582
Underwrniting comnusston (US$0 205) 3,148,520 139 4,382,582
Selling commussion (US$0 613) 3,148,520 416 13,104,990
Total 695 | 21,870,155

Value of new market capitalization @

LE100/share
Others in GDR 2,823,500 627 1000 | 283,350,000
Misr Insurance Co 225,000 50 1000 22,500,000
Bank of Alexandna 225,000 50 1000 | 22,500,000
ESA 450,000 100 100 0 45,000,000
Others mn IPO 226,480 50 1000 | 22,648,000
Luxor LLC (GDR) 325 020 72 1000 ] 32,502,000
Luxor LLC (IPO) 225,700 50 1000 | 22,750,000
Total 4,500,000 1000 1000 | 450,000,000

Neither of these incentive schemes are “cream puffs”, they will not be met easily and will require
consecutive 12% annual increases over the pre-tax earmings per share of June 30, 1995

It 1s mteresting to note that even at the low share price of LE100 all parties (with the exception of the
non-Luxor Group GDR owners) are better off as a result of the GDR transaction they expenienced a
temporary lowering of the share price Especially notable 1s the increase 1n the value of the ESA’s
shares at LE100 per share, ABC’s 3,100 workers saw their average ESA stake mncrease from LE7,781
to LE14,516 At LE208 per share (the November 24, 1997 closing price), the average ESA stake was
valued at LE30,194 Figure 1 shows the share price trend of ABC since August 1996
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Al Ahram Beverages’ Share Price, August 1996-December 1997 in LE)

Figure (1)
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3122 Markets and Revenues

ABC has a domestic monopoly 1n Egypt’s production of alcoholic beer, the source of 75% of 1ts sales
Egypt currently imposes very high tanffs on alcoholic beer 300% for beer sold m tourst outlets and
1,200% for beer sold elsewhere It should also be noted that a 100% excise tax collected on
domestically-produced beer narrows the price difference to the consumer Tanffs on beer substitutes
(other alcoholic beverages) are also very ugh Domestically produced spirits and wines are of very
poor quality

ABC faces stiff competition for its non-alcoholic beverages (except for non-alcoholic beer), not only
from the recently privatized Pepst and Coca-Cola bottlers, but also from both smaller firms which
package and sell juices and the numerous fresh juice outlets

While an examination of the company’s sales over the past several years shows a consistent increase
i sales (see following condensed financial statements), these sales increases have resulted mamly
from higher prices rather than lmgher volume sales The company’s spokesperson characterizes the
firm s overall operations as being “supply constramned ’

While ABC currentlv has a monopoly in beer production in Egypt, there is no legal provision limiting
entrv bv other enterprises mnto this field The company’s privatization has, i fact, been accompanied
bv a foreshadowing of competition into the Egyptian beer market, as of this writing, two new firms
have been granted licenses to open and operate breweries 1 Egypt, although only one 1s moving
ahead with construction That new company, with techmical assistance from Lowenbrau, 1s
constructing a brewery mn Hurgada, a resort city on the Red Sea where the company hopes to make
mroads on Stella’s current monopoly of the lucrative tourist market  Although Stella will not face
competition until next year at the earliest, ABC’s management fears that dailly rumors about new
market entries 1s adversely affecting the company s actions and behavior The new ABC i1s a
company m a hurry to achieve one of 1ts primary business plan objectives mamtam domination of the
domestic beer market
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3123 Changes Within the Firm

Although the firm has been privatized for only one year, 1t has undergone substantial changes during
that ttme The new ownership and management completed a fact-finding imtiative into the areas of
organization, sales, and production and found many problems that have been solved or are well on the
way to being remedied These changes are discussed below

Investment, Technology, Financing, and Market Access

The two principal long-term problems facing ABC are (1) the construction of new breweres to
replace the antiquated Giza and Alexandna facilities (which the company must turn over to the
government by February 2002), and (2) the need to quickly increase capacity to meet a rapidly
growing demand

The company’s business plan calls for the mvestment of LE239 million over the next four years in a
“greenficld” brewery Thus new plant 1s expected to have an mtial capacity of 500,000 hl per annum
with scope for a seamless expansion to 10 mullion hl This plant would replace the 375,000 hi
capacity of the Giza and Alexandna plants as well as provide room for expansion The mmtial capacity
of the new plant added to the 300,000 hl of the Sharkia plant (which doubles as non-alcoholic
capacity) would give the company an annual capacity of 800,000 hl, which compares to reported sales
of 360,000 hl 1n the year ending June 30, 1996

The company plans to finance the LE239 muillion mvestment with mternally-generated funds together
with short-term loans if required As of June 30, 1997, the company had LE92 8 mullion 1n cash,
LE37 2 nullion 1n reserves, and no long-term debt The plan therefore appears feasible

The Luxor Group brought in Danbrew techmcal expertise to (1) improve the quality and production
efficiency of the existing facilities with a three-person Production Management Support Team (whose
accomplishments are discussed below) and (2) carry out the “turnkey” construction of the new plant
in El Obour City (just east of Cairo) for the amount of DM36 million Danbrew 1s also assisting with
the marketing of Carlsberg beer, a brand which will be produced in the new greenfield plant and for
which ABC 1s presently the Egyptian distributor

Labor

ABC, like most GOE enterprises, had excess labor and labor mcentive/performance problems To
address these 1ssues, ABC’s new management undertook the following initiatives during the 100 days
following privatization

s created a restructured, incentive-based compensation plan with which the union agreed,

e obtamned total umon support for the elimination of corruption (especially black market sales,
discussed below),

e provided a new cafeteria for employees,

e revamped the health care system (in terms of both quality and affordability), and

o provided new uniforms

The question of excess labor 1s being met through better-defined responsibilities, the setting of
objectives and performance measures, retraining, voluntary employee buyouts, and attrition, the
business plan calls for the reduction of up to 100 employees annually over the next five years at an
annual cost of about LE2 milhon (1 € , LE20,000 per employee) It 1s not clear what will happen to
the employees 1n Alexandnia when that plant shuts, most of the employees working n the Giza
facility should be able to continue working m the new El Obour City plant
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However, the basic fact remaimns the same ABC employs over 3,000 people but could operate
efficiently with only 1,000 While employee cost represented only 33% of total costs as of June 30,
1997, new competitors will face neither the same degree of burden n this area that the current Labor
Law mmposes on ABC nor the “we pretend to work, you pretend to pay us” ethic that has, to a greater
or lesser degree, affected all nationalized Egyptian companies

There have been no reported labor problems at ABC since privatization, on the contrary, management
reports excellent labor union cooperation 1n trymg to deal with the company’s problems This author
concludes that the average employee stake of approximately LE30,000 i the minonity ESA goes a
long way to explan this cooperation and the lack of labor troubles encountered by ABC’s new
management

Other Changes

The Luxor Group has brought 1n a new management team m a reorganized structure Within the first
100 days of takeover, five new executives (includmg three non-Egyptians) were brought in, during the
subsequent 100 days, an additional seven semor executives were hired Some of the new positions
and investments 1 human resources were mn the areas of mvestor relations and media, human
resources, and plant, marketing, export, and sales management Additionally, new management
mformation systems were immtiated and 45 people have been added to the sales force Thus, a major
emphasis has been placed on sales and marketing as well as on the development of new systems

A major surprise encountered by the new owners at change of control was that significant amount of
Stella beer was bemng black-marketed with the help of some ABC employees (This practice was
apparently of quite long standing and was not unknown to some highly placed former ABC officials )
Deliveries of product were being made from the company’s loading docks to distributors or retail
establishments without the proceeds entering company’s coffers or being recorded as sales, also, the
100% excise tax was not collected on these 1llegal sales This practice deprived both the company of
sales and also the government of significant revenues This practice had been possible because of lax
inventory controls and poor control of plant access

The new owners also found other nstances of substantial company property “trickling” out of places
like storerooms and warehouses At higher levels in the company, questionable stewardship of
ABC’s resources was also discovered The new ownership responded by (1) notifying the authorties
(who filed crimnal charges against some employees), (2) enlisting the support of the union 1n an anti-
corruption campaign, (3) improving physical secunty at the facility by retraming 40 employees and
making changes 1n the security force, and (4) redesigning and implementing new systems controlling
inventory The cleaning up of corruption has had a quick and significant positive effect on the
company’s financial situation (see below)

A major mnnovation since the takeover was the mtroduction 1n September 1997 of a new brand, “Stella
Premuum ” The new beer 1s a fuller, darker beer (unlike Stella Local and Stella Export, which are
lagers) with a higher alcohol content Stella Premuum 1s intended to compete directly with imported
beer for the higher end of the market, 1t comes n the standard 330 ml bottle, rather than the 500 mi
bottles of Stella Local and Stella Export, and 1s priced lower than imports It 1s expected to be the
company’s highest profit margin line, targeting an estimated 5-6 million potential customers

According to an article in Business Monthly (September, 1997, p 16), it was said “you could find 24
different flavors 1n a case of Stella” A major effort was undertaken with Danberg techmcal support
to mmprove the beer s quality, even within the constramts of producing in the antiquated plants A
comprehensive survey of the Giza and Sharkia facilities found many flaws inconsistency of brews,
oxidation that resulted mn flat beer, and unwanted microbiological activity that resulted in a yeasty
flavor To remedy these problems, a 50-pomnt action plan was developed which highlighted adhering
to the Stella recipe and brewing procedures manual, repairing exposed pipes, performing bottle line
maintenance, mtroducing new hygienic standards, and purchasing selected new tanks
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While these measures have no doubt had a salutatory effect, production problems continue that will be
solved only by a new brewing facility Durng our team’s site visit to the Giza botthing line, which
lasted perhaps thirty munutes, the line had to be stopped repeatedly due to uneven bottle fills Several
bottles even exploded

On the sales, marketing and demand side, ABC has moved aggressively It has added new personnel
to 1ts sales force and 1s using 1ts legal teams to secure alcohol distribution permuts (to attempt to end
police and governorate-level hindrance of sales and distnbution) Additionally, the company 1s
reviewing its distribution and distributor systems, promoting brand awareness and loyalty through
promotion activities not mvolving public media advertising (prohibited by law) Fmally, the company
has mcreased 1ts fleet of trucks, permitting a larger flow of supply to the market

Substantial efforts have also been undertaken in the non-alcoholic beverage activities the re-
launching of the Royal Crown Cola (RC Cola) brand 1 Egypt and strenuous new efforts to mcrease
demand for and exports of the company’s non-alcoholic beer, which show promising results in the
regional market Further, the company reports a marked increase m sales of non-alcoholic beer n the
Egyptian market This product 1s not in head-to-head competition with other soft drinks

Conclusion

The Luxor Group’s privatization of ABC has most of the advantages usually claimed for the foreign
anchor investor substantial new mvestment has taken place, partly financed through the creative use
of foreign portfolio investment (the GDR offering), new technical knowledge was brought to bear, the
firm’s management and orgamization have undergone a complete overhaul, and marketing has
dramatically improved These changes were accomplished n the very short time frame of a year

3124 Corporate Governance

The company’s new nine-person Board of Directors mcludes three executive directors who have
major roles n the company’s management One director represents the ESA, one represents Misr
Insurance Company and the Bank of Alexandna, and one, acting 1 his individual capacity, represents
HTC, which still has an mterested in the not fully paid ESA shares  The other Board members
represent independent stockholders The Luxor Group LLC clearly controls the ABC Board by
controlling the GDR Depository and thus 75% of the shares

According to Egyptian law, the GDR Depository, which controls 70% of ABC’s shares, must vote
those shares 1n a block A possible future governance issue i1s whether the interests of non-Luxor
Group GDR holders are properly represented on the Board While a case could be made that they are
not, there 1s, 1n fact, a substantial community of mterests between the Luxor Group and the GDR
holders While the team could not and did not attempt to identify any ABC GDR holder, 1t 1s fair to
assume that any dissatisfaction with regard to representation 1s well compensated by the 98% nitial
vear return on investment (at the present ABC share price of LE208) and by a hquid market for those
shares

3125 The Financial Picture

The summary financial statements presented on the following page cover the fiscal year ending June
30 1997 The new owners did not assume control of the company until February 18, 1997 '* Thus it
1s too early to expect significant changes in the company to be reflected 1 the financial statements

15 Although the total privatization of ABC was announced during June of 1996 and the management changeover
did not occur until February 18, 1997, there were no reports of company neglect or decapitalization dunng the
mtertm This may be explamned 1n part by the ESA allocation
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For example, Stella Premium, a high margin item, had not even been introduced by the end of June
1997 Still, sales increased by 6 1% (although the company was 45,000 hl behind target at takeover
and 1s supply constrained) and after-tax profit and earmings per share by 30 3% Another key ratio not
shown in the summary financials 1s that the sales-to-inventory ratio mcreased from 2 89 m FY 96 to
345 m FY 97 Ths shift 1s substantial and reflects at least improved inventory management by year-
end, 1f not also the crackdown on black market beer Not shown by the summary financials 1s the fact
that pre-tax profits mcreased by only 20 9%, which may be indicative of some one-time-only gains
A companson of the 1996 and 1997 full financials shows that the expected dividend pay-out ratio
decreased from 81 7% mn 1996 to 50 1% m 1997 Ths 1s to be expected from a company mternally
financing a major new mvestment

Financial Data for Al Ahram Beverages, 1994-1997

Table (7)

Income Statement (LE million)

1994 1895 1996 1987
Sales 115 132 140 149
Gross Profit
Operating Profit
Net Profit 32 43 45 54
Balance Sheet (LE mullion)

1904 1865 1996 1897
Paid-in Capital 50 90 90 90
Total Assets 239 267 275 283
Total Debt 88 98 103 92
Net Worth 98 65 108 135
Reserves 48 15 18 37
Fixed Assets 70 88 90 76
Current Assets 162 161 168 144
Long Term Loans 0 0 0 0
Current Liabilittes 88 98 103 92
Working Capital 74 63 65 52
Ratio Analysis

1994 1995 1996 1997
Return on Sales 27 83% 32 58% 32 14% 36 24%
Retumn on Net Worth 033% 0 66% 042% 0 40%
Return on Total Assets 013% 0 16% 016% 0 19%

3126 Prospects and Challenges

The greatest challenge ABC faces 1s the market entry of at least two new competitors They will have
a lower cost structure than ABC, using less labor and newer technologies (at least until ABC gets 1ts
new plant on line) ABC’s major advantage will be 1ts established distribution system ABC waill also
benefit from the ban on beer advertising, which will make 1t more difficult for new entrants to
establish themselves with the consumer Another ABC advantage 1s its established channels for
acquiring barley a maimn mgredient in beer Not being able to compete 1in public media advertising
may lead to price competition, lowering margins for all competitors
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At the time of writing, the equity market was betting heavily on ABC, the share price of LE208 was
pricing ABC at 17 4 times trailing earnings Whatever the outcome of the battle, it was made possible
by ABC’s privatization Clear winners are consumers, who already have better products available and
will soon have an even greater variety of choices Additionally, consumers may benefit from lower
prices Other winners are Egypt’s workers ABC will most probably be reducing direct employment
over the next few years, to date this has not been so, with the company adding sales force and
activating distribution outlets However, ABC’s permanent employees, stakeholders in the mmority
ESA, stand to benefit greatly from its increased value, and the new Employee Stock Options Program
also has promuse More importantly, the number of jobs to be added by ABC’s new competitors will
no doubt be greater than the number retired by the company

32 Share Flotations (Initial Pubhc Offerings)
321 Nasr City Housing & Development
3211 The Company and Its Privatization

Nasr City Housing and Development Company (Madinet Nasr or Nasr City) 1s an Egyptian joimnt stock
company that was last reorgamzed as a Law 159 company m 1996 Nasr City, founded in 1959 as
public sector company, 1s a land development company based on the model of earlier private
compantes that developed neighboring Maadi and modern Heliopolis, founded 1n 1906 The company
was established to execute the Nasr City District Development Plan that extended the Cairo
metropolitan area eastward mto the desert Its principal business 1s to convert desert land nto urban
properties  Easily urbamized land adjacent to Cairo has historically been very scarce, and the
conversion of land from agricultural to urban uses 1s tightly restricted

The total area of the Nasr City district 1s 4,500 hectares The district 1s five kilometers from
downtown Carro and straddles the cornidor between downtown Cairo and the Cairo airport, a valuable
location The company has constructed some 14,000 housing units and developed numerous fully-
serviced (sewage, water, electricity and roads) plots for both the public and private sectors For the
public sector 1t has developed sites such as the Cairo Sports Stadum, the International Fair, the
International Conference Center, the 6™ of October War Museum, and various mimmstries and public
entities (e g, the Minstries of Planning, Finance, and Manpower and the Central Authorties for
Accounting and for Mobilization and Statistics) It has constructed branch markets and shops,
provided land for hospitals and health units, police and fire stations, gasoline stations, and post
offices, n short, the whole gamut of urban land uses At present, Nasr City property 1s almost fully
developed The company’s urbanization efforts are still principally centered on the Nasr City district
with future development extending eastwards mto the desert

The company was made a Law 203 Company 1n 1993, it shares transferred to the GOE Holding
Company for Building and Construction In May 1996, the HC sold 74 8% 1its shares through one of
Egvpt’s first IPOs of state-owned company shares through the stock exchange In the IPO, 2,997,530
of the company’s 4 million 1ssued and paid-in shares were sold The shares were allocated as follows

mvestment funds, 14 6%, “workers,” 10 5%, ESA, 10 0%, and the public, 39 7% The IPO price was
LE65 per share with the ESA allocated shares valued at LE52 (at the usual 20% discount) In 1997,
the company’s General Assembly approved a 11 stock dividend, mncreasing the number of
outstanding shares to 8 million

At the end of 1996, shortly afier its privatization, the company acquired 90% of the shares of El Nasr
Utilities and Erection Co (El Nasr Utilities) for LE36 million The balance of Nasr Utility shares
were sold to Nasr Utility’s ESA  El Nasr Utilities specializes m the construction and installation of
public water and sewerage works constructed the greater Caro and Alexandna sewage systems as
well as the greater Cairo waterworks
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3212 Markets and Revenues

According to the September 1997 financial analysis conducted by Hermes Financial, Nasr City owns
1 7 mullion sq m of land (excluding 3,351,600 sq m ) n its strategic reserve 1n New Nasr City (an
area 35 km away from downtown Catro which 1s expected to be developed over the next 25 years
The company currently sells developed land and apartments (except upper income housing which 1s
sold on a cash basis) on the basis of a 60% advance cash payment, with the balance paid n
mstallments over a period which vanes from five to ten years, the New Nasr City land and 1ts 1,719
housing and commercial units are currently available for sale or on the way to being so The company
also recently acquired 200 feddans (around 76,000 sq m ) of land in the New Cairo area close to the
ring road and adjacent to the new American Umiversity campus, this land should appreciate rapidly

While the company’s primary nterest 1s land development, 1t also has certain charactenistics of a
financial mstrtution  Approximately 15% of its “sales” consist of the collection ¢f installment
payments, related to accounts receivable, in excess of LE400 milhon Further, some 16% Nasr City’s
mcome 15 from time deposits, which m 1997 exceeded LE200 mullion Not only does the company
have attributes of a financial mstitution, 1t also has charactenistics of a holding company Not only
does 1t own most of Nasr Utilties, but a review of its 1997 mcome statements mdicates that
substantial revenues were dertved from its sale of LE70 mullion 1n shares 1n its former sister company,
Heliopolis Housing

3213 Changes Within the Firm
Investment, Technology, Financing, and Market Access

Members of the company’s management told us m separate conversations that the greatest benefit of
privatization was the ability to freely chose, according to market signals, the uses to which land under
development would be put This freedom to chose comes from being free of the political or public
policy dictates that used to influence the company’s business decisions The company can now
develop a given piece of property for commercial purposes, for example, rather than low-income
housmng Prior to privatization, company performance was judged by its fulfillment of National Plan
objectives and profitabihity Now, expected profitability drives decision-making On further probing,
1t became clear to the team that the profit making orientation had already come wnto being prior to
privatization  El Nasr’s reorgamzation under Law 203 had already freed the company from the
guidelines of the Plan and Mistenial dictates However, as discussed below, the circumstances
related to its privatization has tied management incentives much more closely to the company’s
profitability

The company has only been private for a short time The only significant change 1n technology,
processes, etc reported was m the automation of 1ts accounting and information systems

Labor

Nasr City estimates that at least 20% of its approximately 650 employees before privatization were
redundant Even within 1ts first year of privatization, some 10% of Nasr City’s employees have taken
advantage of 1ts early retirement program, with the costs to the company per employee varying
between LE15,000 and 20,000 Management said that 1t expected another 10% of its employees to
avail themselves of the early retirement option next year The company has budgeted LE2 5 mullion
for the early retirement program, which management characterized as a good investment Excess
employees were found mainly in the admimstrative areas The automation of the company s
accounting, for example, led to some 20 employees being redundant The redundant employees are
not necessanly the same as those retining The company has attacked this problem partially through
the reassignment of duties On the other hand, the company has had to fill key positions m the
computer and public relations fields and has also required more translators than previously employed
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Redundant employees were, 1n the man, not considered “retrainable” for those new functions The
company has not reported any labor problems

Other Changes

The major other changes that the company reported also had to do with company decision making
For example, the decision to acquire Nasr Utilities was made solely by the company’s Board of
Directors as a business decision, GOE approval was neither sought nor received

Perhaps the most important change that we noted had to do with the attitude and approach of
management, an almost entirely subjective observation on our part Management was acting and
talking like private sector management about the company’s problems and prospects At one point
our team’s interview, the company’s Chairman (who was not replaced during privatization) responded
to one of our probes in relation to labor force 1ssues with the retort “What do you think we are, a
public sector company?”

3214 Corporate Governance

A principal improvement reported by the company Chairman was that prior to becoming a Law 159
company, the workers were represented on the company Board, now, they are not The Chairman
stated that when the company was operatmg under Law 203, the company board had nine members,
of whom four were elected by the workers He, the Chairman, and four other directors were
appointed by the government The Chairman stated that in many mstances the worker representatives
were more united than were those of the government, and they were generally able to form coalitions
with one or more of the government’s representatives to form Board majorities  These majorities (in
the Chairman’s view) often favored the company’s workers as opposed to its owners (the citizens of
Egypt), especially 1n terms of the company’s profitability

At present, Nasr City’s Board of Directors 1s composed of 11 members Three represent the
government, which retains 25% of the company’s shares a member of the Faculty of Commerce of
Cairo University, a former Mmister of Housing, and the Chairman The remaining eight members
represent the following percentage of ownership

Foreign banks 11%
Mutual funds 10%
ESA 10%
Moroccan individual 11%
Saudi mdividual 5%
Egyptian individual 5%
Egyptian bank 11%
Egyptian insurance company 11%

Because of this effective Board representation of non-governmentally-controlled entities, the team
believes Nasr City 1s the exception among newly privatized IPO firms (rather than the rule), however,
this belief cannot be substantially documented although 1t appears that Nasr City has a greater
proportion of diverse blocks of totally private shareholders represented on its Board than 1s usually the
case among new IPOs The company’s Board meets monthly, which 1s frequent for a private
company

The Chairman states that he was elected by a majority of the stockholders at the company’s General
Assembly because he was viewed as the best person for the job, not merely because he was a
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government director '° In addition, 1t 1s worth noting that the ESA 1s represented by Nasr City’s Chief
Financial Officer (CFO), an employee who has been with the company for 31 years

In our mterview with the CFO, he noted that the ESA had a novel mechanism to accelerate the
payment of its debt to the government holding company The ESA borrows money on a short-term
basis just prior to the shares going ex-dividend It uses the loan proceeds to prepay its debt payment
and thus receives the dividend, once the dividend 1s received, the loan 1s retired

The CCA continues to audit Nasr City, as does its new post-privatization auditor, KPMG  The
Chairman stated that neither the CAA audits nor CAA’s role as the government’s audit agency
hinders the company’s operations

3215 The Finanaal Picture

It 1s not easy to understand Nasr City’s performance from 1ts financial statements,'” due to a variety of
factors m addition to those usually involved 1n analyzing a real estate development company The
company has on 1ts balance sheet an item called Other Payables, which for 1995-1996 totaled LE443
million, and for 1996-1997 LE476 mullion This balance sheet item includes a “Liabihties to
Customers Account” which represents completed projects, the costs of which have already been
accounted for 1n the P&L statement (they are, m effect, retained earnings) Moreover, as the Hermes
analysis of the company’s financial statements indicates, the company’s costs prior to privatization
were estimated as a percentage of sales (65% of sales, later reduced to 35% of sales) rather than
accounting for actual costs mcurred In this nstance, the difference between actual costs and
estimated costs 1s also recorded on the balance sheet as part of Other Payables and 1s also 1n effect
retamed earnings KPMG suggested showing these items as a one-time profit, but Hermes notes that
this might not be 1n the company’s interests due to tax implications These 1tems are in large part
responsible for the company’s build-up of its cash reserves

Another factor which makes 1t difficult to assess the company’s actual economic efficiency from 1ts
financial statements 1s that land 1s carried at its acquisition value The total value of land on Nasr
City’s 1996/97 balance sheet 1s shghtly over LE2 millon Yet, for example, the company’s Al Waha
project alone (140,000 sq m with LE5S0 mullion of mmvestment) 1s expected to yield LE350 mullion
over the next four years at current market prices, or about LE2,500 per sq m for urbamized land
This imphies a “locked 1n” value of over LE 2,100 per sq m, or some LE300 million for this prece of
land alone Al Waha represents less than 10% of the company’s total land (excluding New Nasr
City) Thus, a substantial portion of the company’s present and immediate future revenue stream
reflects past land appreciation rather than profits from current operations Moreover, the high values
per square meter reflect the extreme distortions that exist in the Egyptian land market due to rent
control'® and the tight restrictions on converting agncultural lands to other uses Table 7 presents
Madinet Nasr’s financial data from 1994-1997

16 While this statement 1s certamly true leaving 1t at that could lead to a mis-perception of the role of Taher El
Maghraby Nasr City s Chairman of the Board and Managing Director The fact of the matter 1s that Mr El
Maghraby owns significant shares in the company was a dynamic leader of the company before 1its
privatization, and 1s 1n fact the architect of 1ts privatization  The slate for the Board of Directors was hus slate
Nasr City s CFO reported to us that when 1t was clear that Nasr City was to be privatized, the company s
management aggressively pursued that privatization through the IPO route, prepanng itself, taking the lead on
the needed paperwork, etc The privatization of this company recalls Egypt s first pnivatization, that of the
Commercial Internattonal Bank, CIB In another environment, this privatization would best be charactenized as
a leveraged management buy-out

7 Whule the team had access to the summary 1997 financial statements, as of November 24 1997 they had not
yet received the approval of the Nasr City General Assembly

'8 Recently one of the team was offered a building i Zamalek right on the Nile mn Cairo s most valuable area,
for LE3 0 mulbon The price had recently increased by LES500,000 because one of the tenants had died, leaving
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As of September 1, 1997, Nasr City shares were trading at LE236 58/share, equivalent to LE473 16
per share at privatization prior to the 1 1 stock dividend Thus, from May 1996 to September 1, 1997,
non-ESA shares gained 728% mn value and ESA shares 910% The average ESA “stakeholder”
(assummg 650 employees and no debt repayment) owns shares now valued at LE291,175 less an
mitial debt of LE32,000, or a gamn of LE259,175 Figure 2 on the followmng page presents Madinet
Nasr’s share price history from August 1996 until 1997

Further, 1t will be remembered that “workers” were allocated 10 5% of the [PO It is probable that
most of these shares were bought by higher income workers (or management) It 1s little wonder,
then, that there 1s a high degree of management concern about shareholder value

The above gamns call into question both the imtial company valuations as well as the IPO allocation
formula It should be noted that Nasr City was the only privatized company that the team examined
for which no Bechtel (USAID) Information Memorandum was on file

Financial Data for Madinet Nasr Housmng, 1994-1997
Table (7)
Income Statement (LE rmullion)
1994 1985 1998 1997

Sales 225 949 151 4 160 8
Gross Profit
Operating Profit
Net Profit 181 365 522 115 0*
Balance Sheet (LE mullion)

1994 1985 1996 1997
Total Assets 4077 604 0 5729 808 9
Total Debt 3314 536 4 6017 7175
Net Worth 514 513 612 914
Reserves 314 312 376 406
Fixed Assets 407 39 54 57
Current Assets 286 4 594 8 650 8 760 2
Long Term Loans 83 81 78 75
Current Liabilities 3231 528 3 593 9 7100
Working Capital 367 665 569 502
Ratio Analysis

1994 1985 1996 1997
Return on Sales 8044% 3846% 3448% 7152%
Return on Net Worth 3521% 7115% 8529% 12582%
Return on Total Assets 4 44% 6 04% 911% 14 22%

* This item includes unusual items LE70 million Prior year's comparable
profit was LE 45 milion Please see text

no mmmediate famuly member hiving m one of the buillding s flats The salesperson’s calculation of the
building s value was a function of the age of the inhabitants of the flats as in ‘ two flats bave tenants over age
80 with no children ”
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Madinet Nasr Housing’s Share Price, August 1996-1997 (in LE)
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In analyzing the LE115 million 1997 profit shown by the company, it should be noted that the figure
meludes LE70 million of one-time mvestment mcome from the sale of Heliopolis Housing shares and
approximately LE19 8 mullion 1n interest income (a large increase over the prior year) Moreover, the
proposed 1997 dividend payments of LE81 4 million constitute a payout ratio of 70 9% of net profit
(180% of net profit if unusual items are excluded) These high dividend payout ratios help the
company’s ESA to retire its debt to the holding company rapidly

Indeed, the company s net profits of LE115 mullion 1 1997 are reduced to LE45 mullion if unusual
tems are excluded Comparing 1996 with 1997

Nasr City Housing Profits (in LE milhon)

Table (8)
1996 1997
Net Profit 522 1150
Less Unusual Items - 700
Less Interest Income 146 198
Results 376 252

Looked at n this manner, the company’s results are less favorable than at first glance Furthermore,
from an economic pomt of view, even these lower results m large part reflect ‘unlocked” land
appreciation, in the main their origin 1s not 1n present company operations

3216 Prospects and Challenges

It 1s clear that Nasr City’s earmngs will continue to increase substantially over the next five years as 1t
sells off newly urbamzed land with greater flexibility 1n 1ts development decisions than when it was a
public sector company It 1s less clear what the future will bring  The company will have to compete
with other private land developers However, the company’s large cash reserves and its almost debt-
free status clearly give it enormous advantages Furthermore, its present leadership has shown
remarkable financial astuteness The company’s leadership 1s actively exploring the acquisition of
other GOE housmg and land development compames slated for privatization Its stated asprrations
are to add other firms to 1ts Nasr Utilities acquistion and perhaps become a land development and

housing holding company

The company’s activities give even small investors a chance to share 1 the profits to be made from
the tremendous appreciation mn Cairo’s land values and do so with greater liquidity and smaller
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amounts of money than 1n real estate transactions The foregoing no doubt has led to the stellar
performance of the company’s share price

322 The Arab Company for Radio Transistors and Electronics
3221 The Company and Its Privatization

The Arab Company for Radio Transistors and Electronics (Telemisr) was privatized by means of an
IPO m September 1996 The Holding Company for Engineering Industries sold 76 4% of its 2
mullion shares as follows ESA, 200,000 shares, or 10%, investment funds, 24,000 shares, or 1 2%,
the public, 1,776,000 shores, or 65% The IPO allowed the company to reorgamze under Law 159 of
1981 The shares to the public were sold m two tranches, both at an offering price of LE30  As of
November 27, 1997, the company’s shares had a market price of LE37 80 (down from its 1997 hugh
of LE58 40), resulting in a market capitalization of LE75 6 mullion Telemusr 1s one of the smaller
former public sector companies trading on the Cairo Stock Exchange and does not have an active
following among securnty industry analysts

The company was established mn Ismailia mn 1962 and acquired the Meeco factory from Phillips
1966 Also 1in 1966, the Misr Transistor and Electrical Co, a separate company founded 1 1958,
became part of Telemusr by government decree A lamp factory in Ismailia previously owned by
Phullips became part of the company in January 1988 These formerly separate entities can still be
seen 1n the present day company, which now consists of the Ismaihia TV complex, the Giza TV
complex and admmstrative offices, and the Ismailia lamp factory The company also has sales and
service centers in Alexandna, Giza, Ismailia, and Tanta

While the company has the capacity to produce incandescent lamps, ballasts for fluorescent Lights, TV
antennas, and minor electric apphances, 1ts principal business 1s the assembly, marketing, and sale of
color TV sets It was one of the first Egyptian companies to assemble TV sets

Bechtel prepared an Information Memorandum on Telemisr for the GOE on October 25, 1994 Based
on the team’s site visits to Telemisr’s Giza facilities, not much has changed physically in the company
since that ttme The Bechtel document was very valuable to the team’s understanding of the
companv, as were mterviews with high-level company officials and an examination of recent financial
data

3222 Markets and Revenues

Telemisr’s primary product 1s color TV sets, which constituted 94% of its 1994 revenues In 1994,
the company discontinued assembling black and white TV sets and videos

The company produces TV sets primanly for the domestic market In 1990, 21% of the 105,597 TV
sets 1t sold were exported, the primary market being the former Soviet Umon and other Eastern block
countries After 1990, such exports dwindled As late as 1995, exports still accounted for 2 6% of
sales The company’s officials talked of these sales as being incidental, citing lack of price
competitiveness as the major reason for not exporting more

The company assembles TVs under both the NEC (Nippon Electric Company) and Gold Star (Korea)
brands It makes 14-, 16- 18-, 20-, 21-, 26-, and 29-inch models under the NEC brand, accounting
for about 75% of 1ts sales, and makes three Gold Star models, which account for the balance Current
production 1s 180,000 units per year

The Egyptian TV market 1s highly protected, tanffs on final products are 55% while tariffs on
components are only 20%, consequently, 90% of Egyptian TV sales are of domestically produced
sets
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In 1994 the company had about 30% market share 1n color TVs, making it the leading producer 1n that
year’s market of approximately 500,000 umts Telemusr’s principal competitors (according to Bechtel)
were

e Nasr Television and Electronics, a state-owned company (also owned by the Holding Company
for Engineering Industries) now slated for privatization, producing 14-, 16-, 20-, and 21-inch
televisions, 25% market share

o Phillips (Nasr Electronics and Engmeering), until this month a jomnt venture company,"
producing 18-, 20-, 26-, and 28-inch TVs, about 6%

» Benha, a public sector company affiliated with the Mimustry of Defense, 4%

e The International Electromics Company (Dr Ahmed Bahgat group), the agent for Goldstar
(Korea) m Egypt smce 1989 and Grundig since 1997, 14-, 20-, 21-, and 25-inch color TVs, 6%
market share m 1993

e The Arab Industrialization Authonty, a public sector economic authorty, 14-, 16-, and 20-inch
Samsung TVs, an estimated 4% of the market

e Arabi Company (Toshiba) and Baghdad (National), imported TVs, together accounted for some
10% of total market sales

There 15 also a company called Gold Star Egypt Electromics, a Law 230 jomnt stock company owned
by Goldstar Korea, Egyptian Expatniates, Nasr Television, and Telemusr Time did not permat us to
explore the operations of this company

In 1993, the Goldstar TV sets produced by Telemusr, Nasr, and the International Electronics Company
constituted 75% of the televisions sold in the market according to Bechtel According to Telemisr
management, retail prices of its principal product line (NEC) are higher than those of competitors
because of the premuum the public puts on its brand and 1ts after-sales services According to Bechtel,
“Retail prices on Telemusr television sets have remained rather stable over the last four years [1990-
1994] because the mmported raw matenal components have decreased m price” Qur analysis
indicates that the average Telemusr TV cost LE1,262 1n 1994 and LE1,194 1 1997, a decrease of only
57%

Given the number of producers and the structure of producer ownership 1n the TV market as well as
the apparent lack of price competition, 1t would be fair to charactenize the Egyptian TV market prior
to Telemisr’s privatization as an oligopoly According to our mterviews with Telemusr executives,
this situation 1s changing rapidly, at least four new firms assembling JVC, Sharp, Akai, Toshiba, and
Hyunda: have entered or are about to enter the TV assembly market mn Egypt The company’s
executive pomted out with pride that many of Telemisr’s best employees have left the company to
work for 1ts new competitors

3223 Changes Within the Firm
Investment, Technology, Financing, and Market Access

The company’s Managing Director indicated that being a private company had given Telemisr more
flexibility For example, the company 1s now able to offer credit to its distributors and dealers and
thus reduce inventories The company s two main plants have a combined annual production capacity

'® The GOE stake 1 the company 1s owned by the Holding Company for Engineering Industries Recently the
GOE tried to sell its 50 percent stake m this company to Phullips, which 1s also the country s principal
mcandescent lamp producer After lengthy negotiations and arbitration as to the value of the company, the
government accepted Phillips' evaluation of the company s worth and bought eut Phullips The government has
stated 1ts intention to sell the entire company
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of 192,000 TV sets Sales 1n the last year totaled 180,000 uruts, mdicating that 1t 1s operating close to
its mstalled capacity

Conversations with the production manager indicated that the company has on order two new,
computenized, automatic Universal insertion machines These would make possible a 50% mcrease in
its Giza nstalled TV assembly capacity, presently 96,000 units per year (unchanged sine 1994) With
the introduction of these machines (and related operations), the company’s mstalled capacity would
increase to 240,000 units a year This new capacity will permit the company to meet the recent
(1994-1997) annual growth rate m umit sales of about 6 8% It does not involve a change m
technology The company has adequate physical plant space at its Giza site to accommodate future
growth

Since 1ts privatization a year ago, there has been little noticeable change in Telemisr We asked the
Managing Director if there were plans for changes of product lines and/or new activities He stated
that the company was mvolved m a strategic planning exercise and was considering some new lines
When we asked 1f he could be more specific, he said that they were considering products for the
household We conclude that the company has no established business plan

The company has made sigmficant progress mn automating 1ts accounting and information functions,
mostly since privatization The Managing Director estimated that 70% of the company’s imformation
functions are now automated However, the company’s Financial Director reported 1997 preliminary
results to us from handwritten statements, he did not have a computer terminal 1n his office, nor were
any computer printouts observed in his working files

Labor

Telemusr has some 3,000 employees accordmmg to its Managing Director, who also voiced his opimon
that current production could be met by half the staff The 3,000 employee figure 1s almost the same
as reported by Bechtel in 1994 (2,957) The company has instituted an early retirement program In
1994, the company had 1,660 employees over age 40, thus, an early retirement scheme should help 1t
to reduce 1ts work force However, 26% of Telemisr’s employees were classified as
Technical/Scientific and only 33 9% as Production Workers While this should facilitate the
mtroduction of more capital-intensive production techmques 1n the future, the company does seem to
have a large staff of techmical and scientific personnel mn a hine of activity that 1s mcreasingly a
“commodity” type operation The foregomng will limit the company’s freedom to adjust its output
with 1ts present personnel Management did say that privatization had given 1t more flexibility with
the setting of incentive and compensation systems

Telemisr mhented a serious problem when 1t was assigned the former Phillips lamp factory n
Ismaiha That factory, which has about 400 employees or about 13% of the company’s workforce, 1s
a serously losing proposition (The plant should not be confused with the other Phullips factory that
produces most of the lamps sold 1n the country ) Simply put, the Ismaiha lamp factory should be
closed and 1ts 14,548 sq m land area and employees put to a higher use

The company has a 10% ESA The stakeholders in the ESA have seen their average per worker stake
mncrease in value from LE1,600 to LE2,520 (at a stock price of LE37 80) While thus 1s a 57 5%
increase n one vear, the amounts mvolved are far less than 1n many other companies The company
did not report any labor problems

Other

The company uses a more labor-intensive assembly process than do other NEC factories 1n the world
The Managing Director stated that mn the TV plants about 80% of the work 1s manual labor, compared
to 50% m a country such as Thailand Also, NEC’s Thai facility produces about 50% for the Thai
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market and the other 50% for export to erther Japan or other markets, whereas exports from the
Egyptian facilities are almost nonexistent The result 1s that Telemisr 1s a relatively high cost NEC
producer

The company, like many other state-owned enterprises mn the “engineering” sector, 1s over
dimensioned physically In Giza, the company owns some 62,900 sq m of bulldings Of this
constructed area, about 8,300 sq m 1s used for manufacturing and shops and 5,300 sq m for the
administration building Some 6,600 sq m are used as fimished goods storage, and 11,800 sq m are
used for stores and service centers (increasingly unneeded given TV rehability) An eight-story
building, dating from 1986 and measuning some 30,600 sq m , 1s mostly unused, it was apparently the
source of dispute with the state enterprise that built 1t  Bechtel called the building “under
construction” 1n 1994 Such under-utihization of physical plant 1s expensive to the economy Perhaps
the excess buildings n Giza give the company space for future expansion, however, as the space falls
within the company’s physical penmeter, the excess capacity cannot easily be sold off should the
need arnise

3224 Corporate Governance

Telemsr’s Board of Directors has undergone dramatic change in that the company 1s now a Law 159
Company and the workers (except for the ESA representative) are no longer on the Board Prior to
privatization the nine-member Board included a technician, a lathe operator, a pant operator, and a
building supervisor, all elected by the workers The gulf between the workers and the highly
educated, prominent government representatives was no doubt large

The new Board has three government appointees, mcluding a part-ime Chairman who was formerly
the company’s Managing Director Four shareholders were elected to the Board, three of whom own
6-7% each of the company’s shares One director represents a financial mstitution with a minor stake,
and one the ESA that owns 10%

The company has a new Managing Director, not formerly associated with the company There been
no other change among top management, nor 1n the firm’s organization

One of the reasons for selecting Telemisr was that the company 1s an IPO more than 75% privately
owned, therefore, according to law, the CAA 1s not required to audit the company When we asked
the Managing Director about this the reply was “Well, we asked them to stay anyway—they are not a
bother, and in fact are often helpful ” The legal distinction of less than 25% government ownership
and therefore not subject to CAA audit was not an 1ssue as far as Telemisr was concerned It 1s hard
to imagine a private company asking for the services of the government auditor

3225 The Financial Picture

The company’s financial summaries, presented on the following page, exhibit a pattern of steady, if
unspectacular, growth The 1997 figures are preliminary because the full company report for that year
1s not yet available, also, a less thorough financial analysis was carried out on Telemisr than on the
other companies studied The preliminary figures do not yet exhibit any effects of privatization, nor
were we able to analyze the reported improvement in mventory utilization The company’s sales
slowed somewhat during the 1994-97 period growing at an annual rate of only 4 9% compared to the
7 1% per annum sales growth that occurred m the 1991-1993 period  Still, net worth appears to be
mcreasmg A note of caution here without a detailed analysis, 1t 1s difficult to understand debt
composition as well as other item details  Suffice 1t to say that on the surface the company looks to be
growing moderately, even without any major mnovations m a considerable period
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Telemisr Financial Data, 1991-1997
Table (9)
Income Statement (LE mullion)
1091 1982 1893 1994 1895 1286 1857

Sales 1225 148 2 140 4 186 2 1711 1971 2150
Gross Profit 280 266 305

Operating Profit 186 181 213

Net Profit 02 18 10 74 109 119 132
Balance Sheet (LE million)

15491 1992 1893 1984 1995 1598 1997

Total Assets 1345 158 1 1703 2089 196 5 2617 2757
Total Debt 797 651 525 157 8 1452 2046 2066
Net Worth 16 8 192 207 238 281 322 3366
Reserves 03 02 10 183 178 222 266
Fixed Assets 226 224 228 223 234 256 147
Current Assets 1119 1357 147 5 186 5 173 1 236 1 2180
Long Term Loans 66 73 81 61 47 42 38
Current Liabilities 1039 124 3 1320 1517 1405 2004 2028
Working Capital N/A N/A N/A 348 326 356 162

Ratio Analysis
1991 1892 1993 1894 1985 1986 1997

Return on Sales 0 15% 121% 0 68% 398% 6 37% 6 09% 6 14%
Return on Net Worth 109% 9 32% 463% 3108% 3892% 3725% 3607%
Return on Total Assets 014% 113% 0 56% 3 55% 5 55% 4 59% 479%%

Note 1991-1993 figures are from the Bechtel Info Mem 1994-1996 are from the PEQ and 1997 are
prehminary unofficial figures from the company Given the discontinuity between 1991-1993 figures and
subsequent ones inter-penod comparsons should not be made

3226 Prospects and Challenges

The major challenge for Telemisr will come soon as four or five companies are entering the TV
assembly market They will be able to produce products very similar to the NEC brand with much
less capital nvestment (although their processes will probably be less labor-intensive) They will have
smaller work forces than Telemisr and not be saddled with the Ismailia lamps albatross On the other
hand, Telemisr might be able to use 1ts constructed physical plant for entry into markets other than TV
assembly In the TV assembly market, it will face more competition, and the heritage of its past as a
state-owned firm will probably mhibit its flexibility to reduce costs Telemuisr will not only have to
confront its cost structure, but also will need to change 1ts “corporate culture ” For example, on our
visit to its headquarters, we saw no printed materials on the company (1 ¢, brochures, etc) There
was not yet a stockholder relations or pubhic affairs function that we could identify When we asked
the Managing Director how the company was doing, especially since privatization, he rephied “It has
been very favorable, this year we fulfilled our plan at 104% as opposed to only 90% last year ” He
was referring to the Law 203 incentive criteria, which has profit as only one of its elements From a
CEQ of a pnivate firm, with a private sector corporate culture, one would have expected a reply m
terms of increased earnmings per share, mcreased sales, or perhaps a reference to progress m achieving
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Telemisr’s Share Price Since Privatization (in LE)
Figure (3)
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business plan benchmarks Telemusr’s corporate culture will not change easily Having the
government, m effect, being the “anchor mvestor” with 24% of the shares will make the transition
more difficult

The likely result of having four or five new, lower cost TV assembly plants will be to increase
mstalled capacity and overall employment m the market (though not probably in Telemisr TV)
Increased capacity 1n the market with a greater number of firms will most likely lead ceterus paribus
to greater price competition, a much-needed break for the Egyptian consumer It wall be harder for
firms m the market to follow each other’s pricing if there are, say, eight firms as opposed to four

Thus, perhaps the most important thing about Telemisr’s privatization may not be what happens m the
company itself, but rather the signal that the privatization of the firm with the largest market share
sent to potential market entrants The overall result will be greater consumer choice i terms of TV
brands, anticipated price competition, and increased overall labor demand 1n the TV assembly market
An nteresting sidelight 1s the effect that mncreased competition will have on Nasr Television,
Telemisr’s former sister state firm which 1s slated for privatization at an unscheduled date Nasr
Television 1s reportedly less efficient than Telemisr Will the prospect of greater competition 1n the
market make Nasr TV less destrable to a potential anchor mvestor or [IPO? The answer to both 1s
probably “yes ”

33 Employee Shareholders’ Associations
331 Wadi Kom Ombo for Land Reclamation®
3311 The Company and its Privatization

Wadi Kom Ombo was established in 1904 as a land reclamation company and nationalized i 1961
Among 1ts principal activities are land reclamation and construction of canals roads, pump stations,
wrngation, and drainage systems

2 The following data were obtained through extensive mierviews with corporate officers ESA board of
directors and ‘focal group” employee mterviews See the attached interview gudeline questionnaires and
financial statements reflecting before- and after-pnivatization efficiency performance levels and governance
155U€S
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In 1994, the firm was converted nto a private company An ESA purchased 95% of 1its shares for
LE50 9 million with LE43 mullion of nonessential assets (land and buildings) removed to lower the
selling price of the company The ESA made a down payment of LE2 2 milhion (from the employee
social development fund) with the balance to be paid through a purchase agreement with the Holding
Company payable over 10 equal annual mnstallments of LE7 2 million at an annual interest of 8%
The remaining 5% of the company’s shares were sold directly to individual employees to be paid over
five years at 8% interest per annum

The firm’s current major projects include mfrastructure construction for 41,300 feddans, land
reclamation of 34,000 feddans, 4 pumping and 4 1mgation stations mn Upper Egypt (Wad: El-Saada,
Sohag, Edfu, Marashdasch, West Assuit, Awlad Tok Sch), 24,850 feddans m the Western Delta
(Bustan Sch , W Nasr Canal), and 21,500 feddans 1n the Western Desert (Wadi Al Guidad Sch)

3312 Markets, Revenues, and Market Access

Earnings per share in 1995 were calculated at LE21 1, m 1996 LE21 6, and in 1997 LE21 78
Privatization has neither mncreased nor decreased the firm’s profitability Management believes
privatization increased the firm’s ability to seek and respond quickly, both to new markets m the
private sector and existing government open-bidded contracts m 1ts traditional product line of
irngation, dramage, land reclamation, and large pumpmg station construction and maimntenance The
firm has not diversified mto new product lines or services

Only five recently privatized Egyptian companies compete with Kom Ombo for the same contracts
While all of these firms have access to the same cost data and know-how, Kom Ombo has been able
to capture a greater percentage of government contracts m open bidding since the firm was privatized
Thus, government contracts for the foreseeable future will continue to be a relatively secure and
constant source of revenue for Kom Ombo New competitors are unhikely to enter the market since
this particular mdustry requires a high initial caprtal mvestment (company officers estimate LE400
million)

The IBTC/ESOP team made one site visit to Banger El Sokar in Lower Egypt (80 km from
Alexandria) to review the quality of the work performed by Kom Ombo

Banger El Sokar 1s a 21,600 feddan, LE80 mullion government contract land reclamation site begun
two years ago One-third of the reclaimed land will be turned over to the government and two-thirds
will be sold by Kom Ombo to private investors i lots of 20 feddans each for cash or financed over 3
years

Phase I (3,600 feddans) has been completed Phase I (7,000 feddans) and Phase III (10,000) are
under construction The one-third land area developed for the government will be subdivided into 5-
feddan lots for umversity graduates Within this 10,000-feddan area, two multiple housing
communities have been built Each community has 650 three-room homes with individual gardens,
areas 1 planned town sites with hospitals, schools, and urban mfrastructure (sewage, potable water,
streets, and electricity) The reclaimed land 1s ingated from a niver source through large canals fitted
with large pumping stations, networks of smaller canals, and drip water pipe systems

The wngation canals dramnage ditches, pumping station, and government-purchased housing village
appeared to be well constructed Reclaimed land, ready for cultivation, was in marked contrast to the
surrounding desert Work crews were observed busily building a new wngation canal with new
bulldozers and excavators
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3313 Investment, Technology, and Financing

Capital equipment includes 3 concrete mixing plants, 2 asphalt mixing plants, carpentry and iron and
steel shops, 198 trucks (platform, tank, service, etc) and 292 heavy earth-moving vehicles Ths
includes several new large earth-moving vehicles obtained with a LE45 2 milhon USAID long-term
loan (available to Egyptian private firms) Equipment has been upgraded, but technology 1s basically
the same as when state-owned and appears to be adequate

Operations

Management believes the firm can make decisions more rapidly compared to when the company was
state owned Employee ownership has increased the efficiency of lines of commumcation among
management, supervisors, and blue collar workers while effective day-to-day management control 1s
maintained (Currently the ESA has two members on the company’s Board Next year the ESA will
have a majority on the five-member Board of Directors) Workers mterviewed at the site visit were
motivated, well tramed, and enthusiastic about “their” company Based on the IBTCI/ESOP team’s
experience 1n other countries, mterviews with employees do indicate genuine interest in making the
company more productive

In spite of management’s optimusm, the IBTCI team nevertheless feels that the firm’s financial
operations and, as a result, management decisions, could be far more efficient if the firm's accounting
and financial department were computerized All the financial information requested (three years
after privatization), while detailed, was handwntten In companson the anchor sales and IPOs
reviewed 1n this study computerized their financial departments one year after privatization

Changes in Bulling Policies

Billing the government for completed work continues to be a cash flow problem To offset the added
financial costs, Kom Ombo adjusts 1ts bids for government contracts All of the firm's competitors do
the same to cover delayed payments The firm 1s still overly dependent on government contracts and
needs to diversify its services to include private clients

Changes in Fixed Assets

The firm purchased 1ts main offices in Cairo from the Government Under HC regulations, the HC
still owned the building and land and leased them back to the firm According to the ornginal
agreement, 5% of the asset value of the building paid as an annual rental fee was applied to the
purchase price

Labor

No statistics were available However, since 1994, 177 employees have retired from the company
They have not been replaced Management mdicated current production could be maintained with
further reductions and the company will continue to apply early retirement programs when possible

3314 Financial Indicators
The following financial data (see also Appendix D contamming complete financial analysis) and

interviews conducted with employees at the site visit give a reasonable indication of whether the ESA
company has become more or less profitable since 1t was pnivatized

Business revenues Revenues decreased by an average of LE17 5 mullion per annum at a 16% rate
after the ESA purchase compared to the three years prior to the ESA
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Cost of sales (COS) COS ratios to sales increased by 4% annually after the ESA purchase Profit
margms also decreased by an average of 32% COS decreased only 3% while revenues decreased
16% This data implies that the company has large fixed cost components m 1ts cost of sales or
inefficiencies managing labor and materals

Selling, G&A expenses Shows an average decrease of LE29 million per annum at a rate of 70%
This 1s caused by reallocating a portion of the firm's part-time production staff to COS

Interest expenses Decreased due to full repayment of long-term loans pror to the ESA purchase i
addition to having grace periods on new loans from USAID and the EEC In FY 1997, nterest
payments were LE3 8 million due to an overdraft of LE8 mullion

Depreciation expenses Decreased by an average of LE6 7 million per annum at a rate of 54% due to
changes in depreciation rates and estimates despite the fact new expensive equipment replaced older
equipment Thus, depreciation expenses indicate a decrease without adequate disclosure information

Net income Despite declimng revenues dechining, net mcome shows average mcreases of LE2 §
million per annum at a rate of 21% However, this 1s due to a reduction of depreciation expenses and
other reserves

Current assets Total current assets decreased 1% due to more efficient receivable collections, but the
company maintains higher cash balances compared to prior ESA fiscal periods, probably to meet
dividend payments

Fixed assets The company 1s acquiring an average of LE24 million worth of equipment per annum,
at a rate of 38% This indicates the company 1s building up 1ts asset base and replacing older
equipment with new equipment Other fixed assets also increased due to buying land and buildings
from the HC

Long-term recervables More active corporate policies to collect installments due on company
customers resulted in an average decrease of long-term recetvables by 58% per annum

Finanaal ratios Total asset productivity and equipment (turnover) decreased due to a decline n
revenues and an increase in purchased equipment The company shows more efficient practices 1n
collection and inventory management after ESA than prior to ESA

Current habilifies Decreased 1n total by an average of 2% per annum due to increased credit facilities
from suppliers to finance current assets and speed dividend payments to the ESA

Financial ratios Retumn on equity decreased by 76% due to declines in revenue Debt ratios show a
dechine due to repayment of part of its long-term loans prior to the ESA buyout Sales-to-working
capttal show a decline of 15% due to a dechine in revenues
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Balance Sheet for Wadi Kom QOmbo

Table (10)

Financial Analysis Before ESA After ESA
Wadi Kom Ombo Average p a Averagepa Increases Increases
Condensed Balance Sheet 1992-1994 1995 1997 LE %
in LE million
ASSETS
Current Assets
Cash 2065 3099 1034 50%
Trade Receivable 139 84 12333 16 51 -12%
Allowance of Doubtful Accounts -7 87 -7 59 028 -4%
Inventory 2564 2619 055 2%
Other Current Assets 29 80 3294 315 11%
Total Current Assets 208 05 205 86 219 -1%

82% 77%
Non-Current Assets
Fixed Assets
Equipment 64 29 88 40 2411 38%
Other Fixed Assets 16 00 37 49 2149 134%
Leased Fixed Assets
Less Accumulated Depreciation -49 98 74 49 24 51 49%
Sub Total 30 31 51 40 2110 70%
Fixed Assets Under Construction 501 560 058 12%
Total Fixed Assels 3532 57 01 2169 61%
Long Term Accounts Receivable 1032 437 585 -58%
Total Assets 253 70 267 24 1354 5%
Total Assets Turnover 045 035 010 -22%
Equipment Turnover 179 106 073 -41%
Fixed Assets Turnover 332 166 166 -50%
A/R Turnover 086 081 -0 04 5%
Inventory Turnover 438 359 079 18%
LIABILITIES
Current Liabilities
Overdraft 057 363 3086 533%
Trade Payables 10 48 59 99 49 51 472%
Other Payables 75 66 21 59 5407 71%
Total Current Liabilities 8672 8521 -1 51 2%
NET WORKING CAPITAL 121 34 120 68 068 -1%
Non Current Liabilities
Long Term Loans 56 63 50 05 657 -12%
Other Reserves 7374 77 94 420 6%
Total Non-Current Liabilities 130 36 127 99 237 2%
Total Liabihties 217 08 21320 388 2%
Stockholders Equity
Paid in Capital 560 560 000 0%
Reserves 3102 3259 157 5%
Retained Earnings 000 15 85 15 85
Total Stockholders Equity 36 62 54 04 17 42 48%
Total Liab & Stockholders Equity 25370 267 24 1354 5%
Investment in 95% interest
Retfurn On Equity 086 021 -0 65 76%
Current Ratio 168 146 -0 22 -13%
Debt/Equity Ratio 591 395 196 33%
Debt Ratio 716 422 294 -41%
Sales to WC 093 078 014 -15%
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Income Statement, Workforce Statistics & Financial Ratios for Wadi Kom Ombo

Table (11)
Fmancial Analysis Before ESA After ESA
Wadi Kom Ombo Average p a Averagepa Increases Increases
Condensed Income Statement 1992-1994 1995-1997 LE %
in LE mitlion
Revenues 11173 94 19 -17 54 -16%
Cost of Sales (COS) 63 84 61 71 213 -3%
Profit Margin (PM) 47 89 3248 -1541 -32%
Admin & Selling Expenses 4172 1270 -29 02 -70%
Interest Expense 474 289 -185 -39%
Depreciation Expenses 1236 569 -6 67 -54%
Total Expenses 58 83 2128 -37 54 -84%
Operating Income -10 94 1120 214 -202%
Other Revenues & Expenses 3178 1129 -20 49 -64%
Income Before Tax 2084 2248 165 8%
Income Tax 775 663 -112 -14%
Net Income After Tax 1309 15 86 277 21%
Profit Distribution (in LE '000)
Workers 887 97 456 33 -431 63 -49%
Board of Directors (Management) 27777 97 13 -180 63 -65%
Mgmt Allowance & Profit Sharing 30110 18713 -11397 -38%
COS/Revenue 057 065 008 14%
PM/Revenue 043 035 008 -19%
Admin Exp /Revenue 038 013 024 -64%
Interest Exp /Revenue 004 003 00 -28%
Net Income/Revenue 012 017 005 44%
WORKFORCE STATISTICS Before ESA After ESA
Average p a Averagep a Increases

1992-1994 1995-1997 LE %
Production Departments
Permanent Staff 917 852 -65 -7%
Temporary Staff - Contracts 359 334 -25 7%
Total Production Departments
Admunistrative Staff
Permanent Staff 200 186 -14 -7%
Temporary Staff - Contracts 15 14 -1 ~7%
Total Administrative Departments 215 200 -15 -7%
Company-wide workforce
Permanent Staff 1117 1038 -79 -7%
Temporary Staff - Contracts 374 348 -26 -7%
Total Number of Workers 1491 1385 -106 7%
Workers Compensaton
Average Worker/Wage p a 7594 7729 135 2%
Average Worker/Profit Share p a 602 967 364 61%
Average Worker/Pay p a 8196 8696 500 6%
FINANCIAL RATIOS
Fixed Assets Turnover 4 2 2 -51%
COS/Revenue 1 1 o} 14%
CM/Revenue 0 0 0 -18%
Revenue/Equity 3 2 -1 -44%
Net Income/Equity 0 0 0 -18%
Revenueftotal workforce (in LE 000) 75 68 -7 9%
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3315 Overall Effect of ESA
Following are some of the comments noted during the mterview process
¢ Equipment maimntenance 1s better than when state owned

e New quality checks have been adopted at site projects

o Employee enthustasm for their company 1s evident by comments such as several employees
wishing to “ thank President Mubarak for the opportunity to own their own company

e  One blue collar employee mentioned he will retire next year with LE40,000 The satisfaction of
the other employees who overheard the remark was noticeable Receiving cash benefits for one’s
ownership interest 1s the best way to communicate to other employees that ownership nghts are
(13 r ea b

e In the sample survey of 16 employees at the project site, the employees indicated “strong
agreement” with the following remarks

» 1 prefer working for the company now rather than when 1t was owned by the government
> 1 feel safer and more secure for my retirement years as an owner and ESA member

> Because of employee ownership, people here try to cooperate more

» Fellow workers are less absent from work because they own the company

Owning stock 1n the company is not, however, the only reason why employees feel commutted to
increasing corporate profits and efficiency Salaries have increased 10% since privatization and an
mcentive bonus plan was mtroduced by the company’s management before privatization and remains
in effect Five percent of a contract’s fee after a job 1s completed 1s divided, with 30% given to
administrative employees and the remaining 70% divided among employees who worked on a
spectfic project

3316 Corporate Governance

Regarding corporate governance, Kom Ombo’s management beleves that the ESA has opened new
lines of communications with employees The ESA has also helped strengthen management/union
relations  (The labor union, according to management and a umon leader, helped convince the
employees of the ESA Plan's benefits )

Regarding governance of the ESA Association, three areas of concern are discussed below

The Control Issue

Secret ballot voting 1s used to elect the following officers and delegates (on all other 1ssues discussed
at the ESA association general assembly, voting 1s open)

(a) In electing the ESA Association Board, due to the number of employees and their wide dispersion
at Kom Ombo work sites, a delegate for each group of 10 ESA members 1s chosen to attend the
ESA Association's general assembly

(b) In the elecion of ESA Association delegates to the ESA company Board, two ESA
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representatives are chosen as company Board directors  In Kom Ombo, these two individuals are
ESA Board directors ESA Bylaws, however, do permut the election of ESA company Board
directors who are not ESA Association Board directors,

(c) In the election of ESA Association delegates to the ESA company’s general assembly, two
delegates are chosen to represent the ESA Association’s members and vote ESA Association-
owned company shares Thev may or may not be the same as ESA Association Board members
At Kom Ombo, they are different individuals

One of the problems the firm faces 1s that the orgamzational structure of the company has changed
little compared to anchor or IPO privatizations Even if Kom Ombo’s new shareholders (who have
voting rights on unpaid as well as paird ESA owned shares) wished to replace the company’s CEQ
(which they do not), they are prohibited from domg so until the entire stock purchase loan has been
repaid to the Holding Company Should the employees have the nght to change management? The
pomt 1s debatable as the lender and seller are the same No other outside funds were available to
permut the employees to purchase the firm Top management accountability to the new shareholders
may be a disadvantage 1f compared to an anchor sale or IPO, however, the tradeoff 1s that employees
acquire ownership of the entire company

Access to Financial Information

(a) A separate external auditor different from the company’s auditor 1s chosen by the ESA
Association to msure a conflict of interest does not occur,

(b) Details of each member’s “stack™ accounts are given to ESA members,
(¢) A summary of the ESA company’s financial statements 1s read at the ESA’s general assembly,

(d) The Holding Company requires in all majority-owned ESAs that monthly financial overviews of
the company be discussed and given to ESA company Board directors (which includes the two
ESA Association directors) at their monthly meetings,

() The ESA Association delegates to the ESA company’s general assembly also receive copies of
the audited financial statements and all other financial information of the firm This information
1s reacily available to all ESA members,

(f) Employees who have access to the writing, documentation, and printing of the financial
statements also filter this information to other ESA members, and

(g) The ESA Board 1s attempting to educate ESA members to understand what financial statements
are and how to interpret them

Voting Rights

ESA membership rights of ESA company shares are reflected through share-equivalents (stacks) in
each employee’s ESA company share account and include

o To have one or two ESA members elected for one-year terms by the ESA general assembly as
delegates to the ESA company general assembly with proxy votes from the ESA Association
(as the legal owner of the shares) Delegates can be Board members or other ESA members,

e There are currently two ESA association members on the ESA company’s Board of Directors
When the HC loan 1s 50% paid, the ESA can appoint 3 members to the company’s Board,
when 75% of the loan 1s repaid, 4 members can be appointed, and when 100% of the loan 1s
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repaid, the ESA association elects all 5 directors

While 1t can be concluded that ESA company employee shareholders do have reasonably effective
governance through control, access to financial information, and voting rights of company stock, there
are still two major 1ssues

(1) Do employees understand the difference between company shares of stock and share-equivalents,
or “stacks”?

Several employees mterviewed at the project site answered that company shares are on a one-share,
one-vote basis, stacks are on a one-person, one-vote basts An employee does not have the night to
take ESA shares with him, but 1s paid m cash when he or she leaves the company Employees’
mterest revolved principally around the future value of their stack accounts and the amounts of cash
they will recerve — not whether they could take their ESA shares with the On the question of voting
nights, some felt voting on a one-share one-vote basis was more equitable

(2) Payment of Fair Market Value for Stack Share-Equrvalents should “fair market value™ rather than
“book” value of ESA company shares be used to cash out an employee’s share-equivalent vested
accounts at retirement?

At Kom Ombo ESA share-equivalents currently are not paid out at “fair market value ” The ESA
board cites the following reasons why

(a) Book value should be used since the cost of doing an equivalent “fair market value” would be
very expenstve for the ESA to undertake each year

(b) An employee may decide to leave the company for a higher paying job and resign from the ESA
If a “fair market value” for hus or her share-equivalents 1s used, this could drastically depreciate
the ESA’s liquid reserves to meet 1ts repurchase hability obligations

(c) ESA members will, however, be cashed out for their stack accounts at the market value of ESA
company shares after 5 years when shares purchased by employees directly from the Holding
Company are fully paid and become tradable

3317 Prospects and Challenges

(1) No effective changes have taken place in the orgamizational structure of the firm since its
privatization The company has not improved or computenzed its accounting system A new
costing system was developed, but 1t 1s still based on the Unified Accounting System, which the
firm, under Law 159 should not use The company needs to take actions to correct these
deficiencies

(2) The company should utilize its working capital and adopt cash flow forecast techmques to
manage cash resources more efficiently

(3) The company adopted financial policies to show decreases in expenses and other reserves to
increase profits This policy should not be continued
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332 General Company for Research and Ground Water”'
3321 The Company and Its Privatization

The firm, known as REGWA, specializes in water well dnlling and geological mapping In 1968, it
branched out to the Sudan with government contracts to dnll wells m small villages Current
management has continued with diversifying the company's markets In 1970, REGWA began dnlling
operations mn Libya In 1977, the company became the exclusive water pump representative for the U S
firm Johnston, Inc REGWA was privatized in 1994 through an ESA buyout

3322 Markets, Revenues, and Market Access

From 1982 to 1993, REGWA entered mto new products and services areas m land reclamation (mnstalling
portable water and irngation pumps, drip pipes and road construction), marketing the developed land to
private mvestors, bulding and mamntenance of large water pump stations for the government, sewage
treatment (Bahana Qasis), and Egyptian government contracts to drill 100 potable water wells for the
government of Kenya at village sites

Since the ESA privatization in 1994 the company has undertaken several projects

e Duversification bids submitted m October 1997 to the governments of Nigeria, Benmn, Yemen,
Ethiopia, and the Ivory Coast

e A jomt venture company, Regwa Khoraf Investments (RKI), was formed with Saudi Arabian and
Canadian corporations mvestors, who together with 15 other outside investors, purchased 200,000
feddans m the Eastern Oynat area, East Onex of Upper Egypt RKI will alone mvest LE13 million m
the project The mvestors will develop the land with mfrastructure and sell one half of the area 1n one
feddan plot for LE10,000 The remaming half of the developed land will be kept as a jomt RKI
nvestment for the production and sale of agncultural o1l products

e The manufacture of Egyptian submersible water pumps as an import substitution

e The survey and drilling of the largest fresh water well and pump located mn the South Valley Canal
Project, Khor Toshk The project was completed ahead of schedule and 1s producing 25 milhon
cubic meters of water per day

¢ A franchise m Egypt for a second mternationally known water pump and irnigation pipe manufacture
o The operation of 48 geological research and surveying sites from Aswan to the New Valley

Site Visu A Speafic Example of How REGWA s Opening New Markets

The following site visit to Wadi El Fanigh (Empty Valley) illustrates one of REGWA’s current marketing
ventures This 1s a land development project 60 km from Caiwro toward Alexandna Of the total 60,000
feddans purchased, 20,000 feddans sitting atop an old tributary of the Nile have been developed The

company bought the land at LE50 per feddan Currently, fully developed land, mcluding deep water
wells, 1s selling for LE6,000 per feddan Profits from this project were LE2 95 milhion 1n 1995, LE4 7

2! The following data were obtained through extensive mterviews with corporate officers ESA Board of Directors
and focal group employees See the attached Interview Guideline Questionnaires and financial statements
reflecting before- and after-pnivatization efficiency performance levels and governance 1ssues
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million 1n 1996 and LE1 53 (partial figure only) for 1997 From the site visit, the cultivated land
resources appear to be excellent, well watered and mamntained

The above marketing mformation shows REGWA upgrading its technical expertise n well dnlling,
holding on to existing and new government contracts, private jomnt ventures in Egypt and abroad, and a
diversification into new products (REGWA manufactured water pumps)

3323 Investment, Technology, and Financing
Some of the most important changes have come 1n the following areas
Operating as a Private Firm

Since it was privatized, REGWA has had a freer hand to form jont ventures and enter new markets The
company’s financial reporting and disclosure comply with mterational standards, but the accounting
system 1s still not computerized and a costing system has not been developed As a result of not having
these financial planning tools, the firm maintains a greater cash balance than necessary LE27 4 mullion m
the checking account and an overdraft of LE34 4 million as of June 30, 1997, thus increasing costs of
financing Instead, REGWA decided a first priority was to add state-of-the art, new deep well dnlling
and computerized surveymng equipment The equipment 1s expensive, but as the CEO mdicated,
REGWA's reputatton 1s important

Quality Control in Sales

In shallow well drlling (50-60 meters), REGWA has 30-40% of the market i Egypt Other compamnies
have 60-70% of the market We are told, however, that a client takes a nsk with other competitors who
use mferior welds and thinner well casmgs In deep well dnlling (below 60 meters), REGWA controls
80% of the Egyptian market As noted, technical expenience and expensive state-of-the-art equipment are
required to compete  REGWA 1s the only water drilling company m Egypt that has both the equipment
and the technology and expertise to use it

Changes in Billing Policies

The government still delays payments Private chents used to delay payments until the firm changed its
billing pohcies requiring 100% advance payment (including a pnce discount)

3324 Financial Indicators

The financial data on the following pages (see also Appendix D contaimng complete financial
analysis) and imnterviews conducted with employees at the site visit give a reasonable indication of
whether the ESA company has become more or less profitable since 1t was privatized

Buswiness revenues Showed a steady increase, except for the first year of pnivatization The company’s
revenues increased by LE17 mullion, an average of 29%, in the 3 years after the sale of the company to
the ESA when compared to the 3 years prior to pnivatization

Cost of sales Increased at 18%, which 1s a lower rate than the mcrease m sales This indicates efficiency
m utihzing labor and matenals

Profit margin As a result of increasing revenues and maximizing utithization of labor and matenals, the
profit margin mcreased by almost 60% compared to the to pre-privatization period
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Selling, G&A expenses Shows an mncrease of 24% compared to the 3 years prior to privatization, but
this represents normal growth The company has had very good control over its SGA expenses mn a
range of LE14 to LE15 mullion annually during the last 3 years

Interest expense Despite the fact nterest expenses increased by 28% due to overdrafts to finance
working capital and cash dividends to the ESA, the increase of LEO 72 million (which 1s 0 9% of
revenues and 30% of net income) 1s within an acceptable range

Depreaiation Depreciation expenses mcreased by 59% after ESA due to newly purchased expensive
equpment and the selling of out-dated equipment This mdicates company concerns to mcrease 1ts
productive capabilities

Total expenses Total overhead expenses increased after privatization due to mcreases m depreciation and
interest expenses

Net income Increased an average 25% over the last two years due to newer and more productive
equipment and lower cost of sales ratios

Assets Current assets mcreased by 37% due to mamtaming cash balances higher than before Also,
accounts receivable and mventory ncreased 60% and 46%, respectively, due to increased sales

Fixed assets The company 1s building up fixed assets at a steady rate to replace old equipment with new
more efficient and more expensive equpment mdicating mterest m mamtaming the productive capacity
and well bemng of the company Asset turnover decreased despite the fact that revenues increased due to
large mvestments 1n highly technological, expensive equipment

Lwuabilities Current hiabilities increased sharply by more than LE97 4 million which represents a 104%
increase over the 3 years prior to the ESA privatization The company has more credit facilities from
supphers with less down payments

Non-current habiines Long-term loans increased to finance the purchase of new equipment Total
reserves decreased to meet contingent iabilities

Stockholders’ equity Increased by LE1 3 mullion m general and legal reserves No future retained
earnings are held
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Balance Sheet for REGWA
Table (12)

Financial Analysis Before ESA After ESA

REGWA Averagepa Averagepa Increases Increases
Condensed Balance Sheet 1992-1994 1995-1997 LE %
in LE million

ASSETS

Current Assets

Cash 598 16 68 1068 179%
Trade Recevable 8879 14192 5313 60%
Allowance of Doubtful Accounts 058 -61 63 6105 10525%
inventory 3745 5478 1732 46%
Other Current Assets 1916 55 48 3632 190%
Total Current Assets 15080 207 21 56 41 37%

84% 83% 001 1%

Non-Current Assets

Fixed Assets

Equipment 21 42 4092 1950 91%
Other Fixed Assefs 18 67 2779 912 49%
L eased Fixed Assets 000 462 462

Less Accumulated Depreciatton 1934 -3457 -15623 79%
Sub-Total 2075 3876 18 01 87%
Fixed Assets Under Construction 804 374 -430 -53%
Total Fixed Assels 2879 42 50 1371 48%
Other Long Term Investments 053 010 -043 -81%
Total Assets 180 11 249 80 69 69 39%
Total Assets Turmover 036 030 -0 06 ~-17%
Equipment Turnover 275 186 090 -33%
Fixed Assets Tumover 201 178 022 11%
A/R Turmover 105 055 051 -48%
Inventory Turnover 155 137 019 -12%
LIABILITIES

Current Liabilities

Overdraft 1163 32N 2128 183%
Trade Payables 363 1064 701 193%
Other Payables 78 01 14713 6913 89%
Total Current Liabilities 9327 19069 97 41 104%
NET WORKING CAPITAL 57 53 1652 -4101 1%
Non-Current Liabilities

Long Term Loans 325 1186 861 265%
Other Reserves 60 86 2319 -3767 -62%
Total Non-Current Liabilities 6410 3505 -2905 -45%
Total Liabilities 157 38 22574 6836 43%
Stockholders Equity

Paid in Capttal

Reserves 1474 18 50 375 25%
Retained Earnings 242 000 -242 100%
Total Stockholders Equity 274 2407 133 6%
Total Liab & Stockholders Equity 180 11 249 80 69 69 39%
Return On Equity 008 010 002 18%
Current Ratio 160 109 -051 -32%
Debt/Equity Rato 659 938 280 42%
Debt Ratio 086 090 005 5%
Sales to WC 143 542 399 27%%
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Income Statement, Workforce Statistics & Financial Ratios for REGWA

Table (13)

Financial Analysis Before ESA After ESA
REGWA Average p a. Averagepa. Increases Increases
Condensed Income Statement 1992-1994 1985-1997 LE %
in LE million
Revenues 57 80 74 81 16 91 29%
Cost of Sales (COS) 4213 49 51 738 18%
Profit Margin (PM) 1577 2530 952 60%
Admin & Selling Expenses 11980 14786 286 24%
interest Expenses 258 329 072 28%
Depreciation Expenses 433 689 256 59%
Total Expenses 1881 2494 613 33%
Operating Income -304 036 339 -112%
Other Revenues & Expenses 498 207 291 -58%
Net Income After Tax 194 243 049 25%
Profits Distributed (in LE '000)
Workers 314 40 1307 33 992 93 316%
Board of Directors (Management) 3307 214 70 181 63 549%
COS/Revenue 073 066 007 -9%
PM/Revenue 027 034 007 25%
Admin Exp /Revenue 022 020 -002 -10%
Interest Exp /Revenue 005 004 000 2%
Net Income/Revenue 003 003 000 2%
WORKFORCE STATISTICS Before ESA After ESA

Average p a. Average p a Increases Increases

1992-1994 1995-1997 LE %

Production Departments
Permanent Staff 1213 1110 -103 -8%
Temporary Staff 288 278 -10 -4%
Total Production Departments 1501 1388 -113 -8%
Administrative Staff
Permanent Staff 270 246 24 -9%
Temporary Staff 42 22 -20 -48%
Total Administrative Departments 312 268 44 -14%
Company-wide Workforce
Permanent Staff 1483 1356 -127 9%
Temporary Staff 330 300 -30 -9%
Total Number of Workforce 1813 1656 -157 -9%
Permanent Workers Compensation
Average Worker/Wage p a 8659 07 18 970 20 1031113 119%
Average Worker/Profit Share p a 102 35 152 87 50 52 49%
Average Worker/Pay p a 876142 1912306 10 36165 118%
Bonuses to Board of Directors
FINANCIAL RATIOS
Fixed Assets Turnover 201 178 -022 -11%
COS/Revenue 010 003 097 -72%
CM/Revenue 003 003 000 2%
Revenue/Equity 3629 68 51 3222 89%
Net Income/Equity -0 38 -56 43 -56 04 14620%
Revenue/total workforce (in LE 000) 143 199 056 39%
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3325 Overall Effects of ESA

Some particular indicators of the effect the ESA has had on employee productivity, efficiency, and
“workplace culture” are shown by the following

A reduction 1n employee absenteeism, tardiess and turnover since the firm was privatized Reasons
cited by both management and emplovees were added mncentive bonuses linked to increases m
productivity, but, also to “protect therr company ” The ESA members want to pay off the Holding
Company debt as quickly as possible Supervisors and employees interviewed mn the field stated that
they were proud to own stock m the firm, felt safer and more secure for their retirement years, and are
more nterested in the company’s financial success

Equipment Management An on-site mspection of one of the company’s projects showed good
equipment mamtenance (See attached Questionnaire for a detailed review) For example, 1n referring
to well bits which are expensive, one employee commented to another co-worker, “You own 1t, so
don't break 1t

A reduction m excess labor costs The firm has reduced its payroll by 21 employees with early
retirement plans Short-term contracts have increased for non-essential employees when added labor
1s required  However, these employees do not participate in the ESA/ESOP Plan  As a result of the
difficult m laying off full-time employees m Egypt, hiring short-term employees 1s the only
alternative However, key new employees, such as well drillers, are hired immediately and allowed
to jomn the ESA  (There 1s a demand abroad for well dnllers i water drilling and the petroleum
mdustries )

Employee tranmg The firm also pays for qualified employees to attend specialized well dnlling
schools abroad Retraming employees, wherever possible, 1s a partial solution to firmg an employee
Expandig markets to reallocate labor resources 1s another

The use of bonuses linked to productivity A 10-12% salary increase was implemented when the
company was sold to the ESA, an obhigatory profit sharing to labor (which increased by LE992,330)
and to management (LE181,630 increase) was also distributed In addition, a new mncentive bonus
scheme was developed by the ESA Board and presented to the CEO for discussion and final
implementation to encourage more production The bonus scheme includes

— The ongmal bonus plan begun before privatization which gave a 0 6% bonus based on monthly
sales and was distributed based on the salary of each employee This has been increased to 0 9%

— A new special bonus to deep well water dnllers (they are in demand m Egypt and abroad at
highly competitive salaries)

— A cost-of-ltving compensation bonus for employees living m Upper Egypt and 1n the Nile Delta
region

— Bonuses for fimshing a project before scheduled delivery time This 1s divided among all
REGWA production and administrative employees, regardless of who 1s working at any given
project site

The slowness 1n orgamizational changes The incentive bonus plan was restructured jointly with the
CEOQO and ESA Board as one way to accomplish corporate change Another method cited was to
change job titles Compared to an anchor sale, however, mternal changes are notably slower but
there 1s also a hugh degree of employee loyalty and commitment to the company and labor peace

Decrease 1n cost of sales to revenue Since privatization, (1994 to 1997) the cost of sales to revenue
have been m the range of 64-70% Prior to privatization (1991 to 1993), the range was 69-75% Ths
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decrease indicates that greater efficiency and reduction m direct costs have resulted from
prvatization and perhaps employee ownership as well

3326 Corporate Governance

REGWA’s management believes the ESA has provided them with a new mformation source The ESA
Board and company executives also mentioned the followng workplace core values as “the values we
seek " an atmosphere of farrness and openness through two-way accountability between management and
employees, a motivation to seek out opportunities in the market, establishment of mcentives for
employees, cultivation of commitment at all levels of the company, and employee participation m
decistons affecting their workplace and access to corporate financial information

The REGWA ESA Board of Directors 1s mtroducing these values through direct explanation to ESA
members of the most important elements of the financial statements ESA members are told they can see
the annual audrted financial statements of the company 1f they wish Most are not mterested i reading
the documents, but like the 1dea they are permuitted to do so

Regarding governance of the ESA Association, three areas of concern are discussed below
The Control Issue

All Board members of the ESA are elected by a free, secret election of all members at the ESA General
Assembly Each ESA member has one vote n the Association. REGWA delegates have proxy votes for
each 10 employees since the company 1s dispersed geographically  There are no restrictions or warting
pertods at REGWA for full-time employees to jon the ESA Association Contract or part-time
employees, as mentioned earlier, are excluded from the ESA/ESOP Plan The other control checks and
balances are essentially the same as i Wadi Kom Ombo

Access to Financial Information

Company participant accounts are updated each year and given mn writing to each member Every
delegate to the ESA General Assembly can ask the external auditor any question In some cases, ESA
delegates refer back to the individual members on motions that are before the General Assembly

The company Board gives all of its directors, including the ESA delegates, the same information as given
to the HC Board members including monthly mterim financial reports which are requested as a matter of
HC policy

Voting Rughts Issue

One or two delegates are elected for one-year terms by the ESA General Assembly as delegates to the
ESA Company General Assembly They can be ESA Association Board Directors or other ESA
members The only stated restrictions of ESA/ESOPs to usual shareholder nights m Egypt are that the
Chairman and CEO of the ESA company cannot be removed during the repayment period to the Holding
Company The other control checks and balances are essentially the same as for Wadi Kom Ombo  As
1n the first case study, 1t can be concluded that REGWA ESA employee shareholders do have reasonably

effective governance through control, access to financial information, and voting nights of company
stock There are two major governance 1ssues to be resolved.

Payment of Fair Market Value for Stack Share-Equivalents

During the first 5-year period, stack nghts are cashed out at the book value of the ESA Association
owned shares  After this period, when employee-owned shares outside of the ESA begin to trade, the
then current market price will be used to value ESA shares After discussing the 1ssue with the IBTCI
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team, the REGWA ESA Association adopted reforms to pay stack employee ESA accounts (share
ownership equivalents) at the market value of those shares purchased outside of the ESA and publicly
traded (since, of 200 employees who purchased outside shares from the HC, several paid cash for shares
that are now “tradable”) ESA Bylaws at REGWA also require an ESA member be paid within three
months of resigning from the company and the ESA, nterest 1s not paid for these three months

Employee beneficiartes and members of the ESA cannot be cashed out in company shares but are paid a
cash equivalent (at current market rates) To fund this repurchase liability, 20% of the dividends received
by the ESA Association are mvested at 10% They calculate that the first major distributions will occur
in 5-6 years The ESA Association has its own model to determme how much cash will be needed, tt 1s
based on retirement ages projected on a computer model and updated each year

Recently, however, the REGWA ESA Association and an employee reached an agreement to pay him his
cash stack account without interest in 6 months  So, 1 spite of the ESA’s best intentions, repurchase
obligations could become a problem The ESA Association said 1t welcomes suggestions on how to best
honor 1ts repurchase hability

Can Shares Be Distributed?

Another 1ssue raised at REGWA was the ESA’s behef that under certain circumstances shares could be
distributed The sale contract between ESA and the HC stated that the ESA may give long service
employees up to 10% of their stack value m ESA-owned company shares after the original loan from the
HC was repaid, based on procedures agreed upon with the HC The ESA has a nght-of-first-refusal to
repurchase these shares This portion of the contract needs to be examined carefully as both the PEO and

HC are opposed to any such 1dea because, over time, this could lessen the amount of company stock
owned by the ESA

3327 Prospects and Challenges

While the company’s capabilities to generate revenues and maximize production and the use of raw
matenal has increased, the following measures should be taken

(1) More balanced financing structure and dividend policies need to be developed to avoid draining the
company of cash

(2) The company needs not only more effective costing systems to price its contracts, but also a new
accounting system that provides financial information 1n a timely manner

(3) More effective cash management techmques need to be developed as the company mamtamns too
much cash 1n its checking account financed by overdrafts

(4) The company has a problem managing its working capital New financial systems should be
developed to monitor and evaluate financial information m a relatively short period of ttme  Such
systems should include costing systems, budget, cash flow forecasting systems, and new
computerized accounting systems that provide mformation to management for planning and control
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333 Upper Egypt Dredging Company*
3331 The Company and its Privatization

Upper Egypt Dredging Company (UED) was established in 1978 to construct dramnage systems for
rnigated lands m Upper Egypt, principally n Assuit and Aswan Its activities included dredgmng,
maintenance of water canals, and construction of irmgation systems

In 1992, UED was reorgamized under Law 203, which required the firm to bid on public works projects

In December 1994, the company’s ESA, under Law 95, bought 95% of UED shares for LES 2 million
from the HC for Public Works and Land Reclamation The remammg 5% of the Holdng Company’s
UED shares were sold to 100 mdividual employees (one employee bought 50 shares and the others
purchased between 200 and 1,000 shares each) These shares are not concentrated m the hands of
management, but owned by employees with different mcome levels Upper Egypt Dredgmg Co

currently employs 917 workers of whom 650 are full-time employees

While operating as a state owned company under Law 203, UED diversified mto product lines such as
closed dramage systems with new technological mnovations and the construction and sale of multi-famly
housmg projects, schools, and bndge culverts Almost all the new product hnes offered are n Upper
Egypt Two attempts to compete in the Nile Delta are under way with culvert construction 100 km from
Cairo and irmigation dramage mn the New Valley 700 km from Cawro

3332 Markets, Revenues, and Market Access

The entry mto housmng and culvert markets was a learming expenience As the CEO expressed, “We
entered the housing market and lost We learn from our mustakes We are not qualified to compete n
the construction of multiple housing In the culvert busimess, we are profitable and can compete very
successfully, especially m Upper Egypt Our traditional market with government contracts in dramage
and rnigation 1s also a good market It 1sn’t easy, but we are learning how to compete as a private
company ~

From an analysis of its financial statements, the ESA Company 1s withdrawing cash from the business
order to pay the original down payment and part of its overdue mstallments to the Holding Company
Thus reduces working capital and increases financing costs, which might lead the company to msolvency

In 1977, UED reduced the construction of multiple housing because 1t could not compete successfully
agamst other private firms This resulted in signuficant financial losses for the firm, UED will
probably eliminate this sector of the company If and when this occurs, employees will be transferred
to other UED projects if they cannot find employment mn other housing construction companies
Early retirement plans may be used The company did not develop a busmess plan to enter these two
markets, nor (as of 1997) have they developed any alternative plans to utihize their current 1dle labor
and equipment 1n the housing activity

In comparison, UED will try to expand culvert construction. which has proven to be profitable Demand
for this product 1s good and supply 1s low 1n both Upper and Lower Egypt (Staffing projects 1n the Delta
area may, however, pose some problems as UED employees prefer to stay in Upper Egypt )

The company 1s trymg to conserve its traditional government contract market for rngation and dramage
projects Corporate officers argue that although the firm cannot totally depend on government contracts

%2 The following data were obtamed through 1nterviews with corporate officers and the ESA Board president  (Due
to the problems in Egypt at the time 1t was mmpossible for the IBTCI/ESOP team to make a site visit to Aswan to
speak with employee focal groups )
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for dramage and wrngation projects, land reclamation 1s a national priority and will continue to be so for
many years

3333 Investment, Technology, and Fmancing

Only payroll and mventory are computerized All financial mformation given to the IBTCI team was
handwritten except the annual audited reports  As a pnivate company, UED has greater flexibility to
choose raw materials such as steel, cement, stone, and spare parts It 1s much easier for the company to
buy “We decide and buy at once Before, we had to choose three offers and a government commuittee
decided for us ” No procurement policies or procedures, however, were given to the IBTCVESOP team

UED was purchased for LE5 26 million The ESA gave an unmediate down payment of LE1 nulhon,
transferring accumulated profits from previous years held by the company Before privatization, 75% of
profits went to the government and 25% to the company Of this 25%, 10% was given to employees and
15% held as cash accumulations (which formed the LE1 million reserve used for the ESA Association
down payment) The ESA then had an outstanding debt of LE4 mulhon plus interest to pay over 10 years

Including mterest, UED’s annual payments are LE659,000, a total of LE7 5 mullion The down payment
was equated by the HC as equal to two annual payments, so UED’s repayment schedule began mn 1997
and not 1995 Even so, to amortize this year’s payment the firm has only LE559,00 and will have to
borrow or negotiate with the HC for the remaimng LE100,000 due UED management also believes the
8% mterest charged on the HC loan 1s too high for the company to pay

Corporate Orgamzational Changes

According to management, changes have taken place but they been neither extensive nor severe The
firm has changed titles and the names of departments For example, the former “Project Department 15
now the “Marketing Department” with a sub-umt called “Research” which reviews the Marketing
Department’s bids for various contracts If UED wms a bid, the Research Department monitors the
project to determine if it 1s on target within specified costs A Technical Department was also established
to determine ways to maximize profits and lower costs

Changes in Billing Policies

Government postponement of payments 1s of vital concern to management “There 1s no way to force the
government to pay Even if there 1s a written contract when government payments are due, there are no
fines With a private buyer the contract forces the chent to pay us penalties Private compares pay on
time ” The problem, however, 1s that UED’s main customer 1s still the government

3334 Fmnancial Indicators

Audrted financial statements for 1996/97 were not available, so a comparison was made between the
three years prior to and two years after the ESA privatization (see also Appendix D containing complete
financial analysis)

Revenues Decreased by 23% 1n the year of privatization and mcreased by 29% the year after at an
amount higher than any other year duning the penod of study Volume of sales until 1995 was LE13
mullion Ths 1s a drop from previous years (1990-1994), when the firm was still government owned and

23 According to Dr Mahmoud M Salem, Legal Advisor to the Public Enterprise Office (PEO), the imterest rate will
be lowered this year to 5% for all new ESA loans, majonity or minonty, and made retroactive on all previous loans
The Holding Companies’ Charrmen have been informed.  The reduction in mnterest, since contracts have already
been signed, will more than likely be apphed to reduce the last principal payments and thus not mcrease existing
majonity ESA compantes immediate cash flow needs
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averaged LE16 mullion per year Sales m 1997, despite market competition from both private and public
companies working 1n the same field, increased to LE20 2 mullion

According to management the firm 1s still competitive m 1ts traditional markets “Before privatization,
we were given projects, afterward we had to go out to bid and diversify, reducing costs We must now
compete to survive ” The Chairman noted that UED still suffers from older projects dating back to when
the firm was state owned “UED was paid low prices and 1s still suffermg losses ” The company has not
developed a costing system to insure its cost efficiencies and achieve 1ts financial objective

Cost of sales Increased by an average of 9% since the firm was privatized which 1s higher than increases
of sales Ths 1s due to the fixed costs component m COS This might mply mefficiency m managing
labor and matenals Profit margins decreased by an average of 27% per annum due to the fact that COS
mcreased at a higher rate than mcreases m sales

G&A and seling expenses Increased by LE1 9 milhion at a rate of 71% after privatization, especially m
the year of privatization, and returned to its normal level m the followng year

Interest expenses Decreased due to repayment of long-term loans prior to ESA privatization
Deprecaiation expense Decreased by LEO 64 mullion at an average rate of 41% per annum despite the fact
that equipment increased by LE1 13 at an average rate of 9% per annum No adequate disclosure is given
to explamn the reasons

Net income Despite the company’s writing back LE1 03 nullion from capital reserves to other income,
losses of nearly LE4 9 mullion 1n the year of privatization were reahized due to sharp dechine m revenues
and 1ncrease In expenses

Net assets The company has higher net assets compared to what it mamtained prior to ESA, as cash
balances increased from LEO 13 mullion to LE6 26 milhon Despite a 4% mcrease 1n accounts receivable,
the allowance of doubtful accounts decreased by 9% Also, inventory decreased by 3% and other current
assets decreased by 64% due to hquidity mvestments in government securities and other allowances
Fixed assets Shows a shight increase of LE1 1 mullion at a 9% rate (2 year average) The company does
not replace and add equipment as much as the other two compames surveyed (REGWA and Wadi Kom
Ombo) This could be due to a small busmess backlog or lack of outside financing

Current habdities The company’s overdraft increased by LE3 0 mullion at a rate of 479% and other
payables increased by 15%, which imphes that the company has problems paying current hiabilities

Long-term habihities Repayment of some of long-term loan mstallments 1s made

Finanaul ratios

e Return on equity decreased by 39% due to a decline in revenues and ncreasing COS and expenses
e Current ratio 1s unfavorable due to overdrafts and delay in payments

e Debt/equuty ratio increased by 55% due to increases of overdraft and delaymng accruals

e Debt ratio increased by 14%, also due to increases of overdraft and delaymng accruals

e Sales to working capital mcreased, despite a decline m sales, due to a larger decline m working
capital
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Balance Sheet for Upper Egypt Dredging

Table (14)

Fmancial Analysis Before ESA After ESA
Upper Egypt Dredging Averagepa.  Averagepa. Increases Increases
Condensed Balance Sheet 1992-1994 1995-1997 LE %
in LE million
ASSETS
Current Assets
Cash 013 626 613 4842%
Trade Recevable 1491 1545 053 4%
Allowance of Doubtful Accounts -1 81 -164 017 9%
Inventory 839 818 021 -3%
Other Current Assets 1418 509 909 -64%
Total Current Assets 3580 3B 247 7%

91% 86%
Non-Current Assets
Fixed Assets
Equipment 1324 1437 113 9%
Other Fixed Assels 354 399 045 13%
Less Accumulated Depreciation -13 42 1364 022 2%
Sub Total 336 472 136 41%
Fixed Assets Under Construction 029 012 018 61%
Total Fixed Assefs 365 484 119 32%
Other Long Term Assets 000 053 053
Total Assets 3945 3869 076 -2%
Total Assets Turnover o4 042 002 4%
Equipment Tumover 122 113 008 -7%
Fixed Assets Tumover 455 338 117 -26%
AR Turnover 109 107 002 -2%
Inventory Tumover 191 201 010 5%
LIABILITIES
Current Liabilities
Overdraft 063 365 302 479%
Trade Payables 222 216 006 3%
Other Payables 982 1131 149 15%
Total Current Liabilities 1267 1712 445 35%
NET WORKING CAPITAL 2313 1621 692 -30%
Non-Current Liabilities
Long Term Loans 827 649 178 -22%
Other Reserves 398 439 041 10%
Total Non-Current Liabilities 1225 1088 137 -11%
Total Liabilities 2492 279 307 12%
Stockholders’ Equity
Paid in Capital 844 900 056 7%
Reserves 609 153 -4 56 75%
Retained Earnings
Total Stockholders Equity 1453 1053 -4 00 28%
Total Liab & Stockholders Equity 3945 3852 093 2%
Investment in 95% interest
Return On Equity 007 020 027 391%
Current Ratio 285 185 -0 90 -32%
Debt/Equity Ratio 172 266 094 55%
Debt Ratio 063 072 002 14%
Sales to WC 069 102 032 47%
ESA Returmn On investment 000 -038 -038
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Income Statement, Workforce Statistics & Financial Ratios for Upper Egypt Dredging
Table (15)
Financial Analysis Before ESA After ESA
Upper Egypt Dredging Average p a Averagep a Increases Increases
Condensed Income Statement 1992-1994 1995 1997 LE %
in LE million
Revenues 1603 1637 034 2%
Cost of Sales (COS) 1286 1407 121 9%
Profit Margin (PM) 317 230 087 -27%
Administrative & Selling Expenses 268 458 190 71%
Interest Expenses 473 091 382 -81%
Depreciation Expenses 158 0S4 064 -41%
Total Expenses 899 643 256 28%
Operating iIncome 582 413 169 -29%
Other Revenues & Expenses 679 205 474 -70%
Net Income After Tax 096 209 305 -316%
Profits Distributed (in LE *000)
Workers 3750
Board of Directors {Management) 2033 800 1233 61%
Allowances for Board of Directors 17 00 5350 3650 215%
6150
COS/Revenue 080 086 006 8%
PM/Revenue 020 014 006 32%
Admin Exp /Revenue 017 031 014 79%
Interest Exp /Revenue 031 006 026 -81%
Net Income/Revenue 006 016 022 359%
WORKFORCE STATISTICS Before ESA After ESA
Average p a Averagep a Increases Increases
1992 1994 1995 1997 LE %
Production Departments
Permanent Staff 668 609 59 9%
Temporary Staff Contracts 106 211 105 98%
Temporary Staff Daily Basis 208 78 -130 -63%
Total Production Departments 982 898 -85 9%
Administrative Staff
Permanent Staff 72 76 4 5%
Temporary Staff Contracts 23 26 3 13%
Temporary Staff Daily basis 7 8 1 7%
Total Administrative Departments 102 109 7 7%
Company-wide Workforce
Permanent Staff 739 684 55 7%
Temporary Staff Contracts 129 237 108 83%
Temporary Staff Daily Basis 215 86 130 -60%
Total Number of Workers 1084 1007 78 7%
Workers Compensation
Average Worker/Wage p a 5091 0 5091 100%
Average Worker/Profit Share p a 118 56 61 52%
Average Worker/Pay p a 5209 56 5152 99%
FINANCIAL RATIOS
Fixed Assets Turnover 5 3 2 -32%
COS/Revenue 1 1 0 8%
CM/Revenue 0 0 0 -32%
Revenue/Equity 1 2 0 41%
Net Income/Equity 0 Y] 0 391%
Revenuefotal workforce (in LE 000) 15 16 2 11%
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3335 Overall Effects of ESA

The effects that privatization and the ESA have had on employee productivity, efficiency, and
“workplace culture” are evidenced by the following

Although privatization has made a difference, the CEO was guarded about the results “ If the firm were
not majority ESA owned but had an anchor mvestor as a shareholder, UED would probably be more
competitive The firm would also have access to caprtal mvestments to acquire more equipment and be
able to obtamn loans quicker Decision making would be easier and salanes higher We would be more
dynamc ”

Since privatization, the number of full-time employees has decreased solely through use of early
retirement plans, no employee has been fired Currently UED employs 262 part-time and 655 full-time
employees Management still believes there 1s excess labor, and payroll could be reduced by another 250
employees, the company mtends to reduce payroll by this amount.

According to management, employees do believe they own the firm, absenteeism has decreased, and
punctuality has improved Employees also suggest ways to cut costs

As n other ESA majonity owned firms, bonus plans have been jomtly developed by management and
the employees Truck drivers are awarded bonuses tied to a scaled measure of their productivity Ifa
driver’s productivity 1s between 0-100, he will not recetve a bonus, if 1t 1s above 100 pomnts, he will

Bonuses for administrative employees, however, are not automatic The minimum for a bonus 1s 200-
300 points, but a supervisor evaluates the work and determines the amount of the bonus This plan
was developed before privatization  All employees also recerve a bonus based on finishing a project
before schedule, but only if the project’s costs are lower then estimated If they are higher, even if the job
1s completed ahead of schedule, no one recerves a bonus Thus plan was developed affer pnivatization

3336 Governance

The ESA/ESOP has become a tool for management to communucate with employees Employees are
more vocal, they criticize and ask questions “Tt shows they are beginning to understand what ownership

27

1S
As m the first two case studies, three areas are of principal mterest
The Control Issue

In secret elections the General Assembly of the ESA elects 3 (and up to 20) delegates to the company’s
General Assembly Total General Assembly membership 1s 650 UED delegates are not ESA Board
members In a second election, the General Assembly elects 2 members to the Company Board (In this
case they are also ESA Board members) Every employee 1s asked to attend the ESA Association’s
General Assembly

Access to Finanaal Information

The three ESA Association-elected delegates to the General Assembly have access to all the financial
mformation given stockholders Their full reports are given to the General Assembly of the ESA
Association  The auditor’s report on the ESA’s financial statements 1s read at the ESA General
Assembly and includes financial data and information on how the ESA/ESOP Plan 1s administered, with
a yearly update on members’ stack accounts
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Voting Rights Issue

ESA members have one-person, one-vote on their stack accounts, and ESA delegates to the company
General Assembly are mstructed to vote as the members so direct There 1s still some confusion,
however, about the differences between stock and stack voting nghts The ESA President believes more
thought should be given to the concept of one-share, one-vote, perhaps this would end some of the
confusion

As 1n the first two case studies (although without any feedback from rank and file employees), it can be
reasonably assumed that employee shareholders do have reasonable to effective control, access to
financial information, and voting rights of company stock

Regarding the 1ssue of the payment of farr market value for stack share-equivalents, at UED the ESA
President noted that employees know that the market value 1s hugher than book value The Association,
however, will continue to use book value to pay out employees’ stack accounts for the first five years of
the Plan and thereafter at market value

As to whether an ESA company and Association will permit some of the ESA stacks to be cashed out to
long-term retired employees 1 the form of ESA company stock, UED management and the ESA Board
President said 1t cannot be done However, the REGWA ESA Board of Directors believes it can  The
IBTCI/ESOP team then compared the contracts of UED with those of REGWA, and Kom Ombo with the
HC According to these documents, once the loan to the HC has been paid, long-term employees may be
cashed out m ESA company stock at up to 10% of the value of therr ESA account

3337 Prospects and Challenges

(1) The company faces a marketing problem It needs to increase revenues and put more effort into
promotmg diversification

(2) The company has changed nerther the current organizational structure nor the accounting system
Updates 1n these areas could enable management to plan and control more effectively

(3) The company has not developed a costing system to enable management to evaluate performance and
better price their contracts This should be implemented as soon as possible

(4) The company should mmprove management of working caprtal It 1s currently mamtaining high cash
balances 1n checking accounts and using overdrafis to pay for loans UED mught find 1t very valuable
to develop a cash flow forecasting system
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4 CROSS-CUTTING FINDINGS

To assess the mmpact of the various privatization methods employed both on the efficiency and
productivity of newly privatized firms and on the economy, the case studies exammed the followng
areas organization, privatization, degree and areas of resultant change, and future prospects and
challenges In assessing these cross-cutting findings a concerted effort was made to include the
viewpoint of the GOE policy maker Mode-specific findings are discussed 1n Section 5

41 Pre-Privatization Characteristics

In order to determine what firms were like prior to privatization, we adopted the following working
hypotheses (which were subsequently partially modified as a result of our inquiry) The firms studied
and their environment were characterized by

Lack of competition (tendency to monopoly, barriers to private entry),

Import substitution (protected by quotas and taniffs),

Excess labor and sub-optimal skill mix (resulting from past GOE employment policies),

Excess caprtal stock (a result of exaggerated views of benefits of economies of scale, subsidized
capital, and procurement as a source of illicit enrichment),

Antiquated technologies and technology nigidity,

No need to sell or market,

Production bias incenttve structures tied to plan production targets and social and pohtical goals
mstead of profitability,

Poor nventory controls on mputs and products,

Procurement tied to public sector (legal restrictions and donor bias),

Little accountability to “owners” (corruption), and

Weak management systems and tools (especially accounting)

These charactenistics resulted in tremendous mefficiencies 1n resource allocation and waste and left a
legacy of “You pretend to work, we’ll pretend to pay you” The solution of the reform-oriented
public policy maker? Privatize In fact, the choice became increasingly clear Prnivatize or get yet
poorer

42 Perception of Trade-off between Privatization and Labor Peace

Privatization was nonetheless not viewed as free The “Nassenist” command economy n Egypt had
been 1n place since the 1960s In the late 1970s “the door was partially opened” but the state-
controlled economy, an important element of both political control and social policy, remamed
enshrined m the Constitution and laws It was closely associated with nationalism, Pan-Arabism,
independence, and anti-impentaism  Even today, many important rent, power, and prestige streams
are associated with the levers of power that steer the mechanisms of the state economic system

However, the worst fear of the Egyptian policy makers regarding privatization was breaking faith with
the Nassenist promise to workers “Don’t rock the boat politically, and the benevolent State will take
care of your basic needs ” Because of the lack of productivity 1n the system, the state has been
mcreasingly unable to keep 1ts part of the bargain  Still, change (and privatization) m Egypt has been

consistently viewed by policy makers as a possible instigator of political instability stemmung from
worker unrest

Ahmed Taha (characterized by Al Ahram as a “leftist” Member of Parhament) made the following
statement about GOE’s new early retirement program for privatized industries It amply illustrates
thus fear of worker unrest in the context of privatization
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“It 1s not Just a matter of costs It 1s [about] fears of the impact of this move will have
on labor and the social unrest it may trigger ***

Thus perception of the pnvatization and “labor/social unrest” trade/off appears to be typical of GOE
decision-makers Furthermore, this concern relates not only to the general public welfare but also to
identifiable groups of workers i state firms (or other public employees) The fact that eliminating
spectific public-sector jobs mught result in equal or more employment in the economy has little bearing
on the perceived trade off * In fact, there are cases i Egypt where the social losses from public
enterprises are so large that even continuing to pay the employees while liquidating the enterprise and
selling off its assets would still result in decreased social losses (alummum smelting 1s probably such
a case)

Figure 4 1illustrates the relationship between these perceived trade-offs more leads to greater labor
stress Change 1s necessary to move to ligher production possibility curves and greater efficiency,
which n turn are associated with an increasing degree of private ownership and control Obwviously,
Figure 4 1s an oversimplification Many more factors than are shown here affect decision making,
such as budget constramnts and public opmion Still, Figure 4 represents why Egyptian policy makers
have been willing to bear some very high public costs rather than hiquidate enterprises experiencing
severe financial difficulty

Efficiency, Change, and “Labor Stress” Trade-Offs
Facing Policy Makers i Privatization

Figure (4)
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24 Gamal Sesame El-Din, “Privatization at the Crossroads,’ Al Ahram Weekly, 23-29 October 1997, p 4
3 In fact, such factors as rent control and other non-wage compensation have led to great labor immobility m

Egypt
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43 Changes Related to Privatization
For each firm considered, the following general areas were examined for change

Markets and competitive environment,

Production processes,

Fmancing,

Management and admimstration,

Governance, especially the degree of private control and ownership and prmcipal chent
relationships, and

s Such factors as acquisitions, participation mn joint ventures, and asset purchase/sale

Details of possible change related to privatization were sought for each firm under each of the above
pomnts The changes (1f known) were noted as present or not and recorded n Table 16 The year the
firm was privatized was also noted

Contrary to our expectations, the period of privatization was less important that we had beheved In
fact, some of the most recently privatized firms showed the greatest amount of change For example,
ABC, privatized m 1996, had a greater percentage of change than any firm examined (32 of 34
possible areas, or 94%) Among the IPOs, Nasr City, privatized the same year as Telemisr, had 27
changes compared to the latter’s 12 Among the ESA firms REGWA had 23 changes compared to 10
and 11 for the other two firms in the category, all were privatized the same year
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Changes Related to Privatization by Firm (Year Privatized)

Table (16)
Anchor IPO ESA
2
NIRRT %@
Type of Change §§ 5:’§ %2 g2 55 §§ £8
Market
Kew Competifon mn Market ¥ ¥ A R 2
EntryiExat of Market ﬁ X ;3 Lo «Mw\}t\: \zvi:».il : *;\.w o &
Product Lines X X X
Distribution X N/A N/A N/A N/A
Sales & Marketing X X X X X
Production Process
lRaw Materials & Supplies X X X X
Machinery & Bglpment X oo Fod X o ooabaleon oy
[Techmques/Knowhow X X X
Inventories Management X X X X X
¢ ) S 1 ) X

Bank/Suppliers Credit X X
Bonds/Equity X X
Retained Earnings Increase X X
X X

X

Dividend Pay Out Ratio
Publically Listed
Management/Admin

Mow Top b -
New Middle X 'Y . k | -
Accounting (Mech ) X ]

Accounting System
Control & Info Systems

L ST

Rt e

ol e e w e

Governance

[t

Privaie Controlltag Group
Shareholder Representation
Government Audit Not Present

Labor

Early Retirement Program
Reductions

New Hires

Changed Skill Mix

ESA (Minonty)
Steflesuenmvd )

lother

Mew Adgumtons oo %
Asset Sales

Asset Adquisitions

KEY X=Change Blank=No change or Unknown N/A= Not Applicable

72 =Change 1n common =Major Change
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Some types of changes were judged to be more important than others and are so indicated in the table,
although all of the firms had changes 1n sourcing, procurement, the Board of Directors, and labor
incentives The method employed 1s not foolproof,” nevertheless, the number of changes generally
correlated with firm success

The changes scored 1 Table 16 were combined with case study knowledge and then plotted on the
Figure 4 1soquant map to yield Figure 5

Efficiency, Change & “Labor Stress ”
Relative Position of Firms Studied (from Table 16)

Figure (5)
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44 Cross-Cutting Findings
1 USAID/Egypt, through the Bechtel contract, played a critical role in the privatizations

studied Bechtel prepared information memorandums and other documentation for six of the seven
case studies, although this was not revealed to the study team prior to selection of the firms The
conclusion that must be drawn 1s that the mformation provided by that contract was critical in helping
the GOE privatize these firms Even in the case of the most sophisticated privatization examined
(ABC), the Bechtel documents had laid out the mixed ESA, anchor mvestment, and
mternational/public IPO placement strategy that was eventually pursued so bnilliantly by the Luxor
Group The preparation of the final mvestment bank information memorandum was no doubt greatly
faciltated by Bechtel’s superior groundwork Even i cases where the GOE did not exactly follow
Bechtel s advice (asset sales mnstead of ESAs, for example), the information was mvaluable to GOE
decision-makers

% Upper Egypt Dredging, for example, had more changes than Wadi Kom Ombo, principally because of poor
business decisions
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The logical conclusion here 1s that work of the type done by Bechtel will remain an integral
part of GOE’s decision making process, even with the anticipated greater involvement of investment
banks in future privatizations It would also, no doubt, improve the quality and lower the costs of
investment bank services and lead to greater GOE sales proceeds

2 There 1s evidence that the anchor route has labor peace trade-offs It could not be otherwise
given state enterprise surplus labor and work ethic However, this study’s mode-specific findings
indicate that the perception of those nisks 1s greater then the real nisks of such turmoil The early
retirement scheme and properly structured minority ESA’s can greatly reduce the nisk of real turmoil

3 Most of the firms studied exhibited operational improvements following privatization
However, their operations had already started to improve with the greater disciphne and management
discretion that Law 203 governance provided

4 All of the firms examined were genuine privatizations mvolving, at a minimum, a change of
legal status, increased procurement and marketing flexibility, and higher quality Board of Director
composition For all the firms market signals became more important What does differ by method of
privatization 1s the degree of private ownership and control ~ Although ESA debt repayment mterest
rates are already below market, GOE recently announced a further rate reduction, indicating a
continuing paternalism toward those firms over which 1t continues to exercise the greatest amount of
management control *’

5 Most (five) of the firms studied were profitable prior to privatization, the other two had a
good chance at profitability The relative success achieved by most of the firms mught not be
duplicated by less profitable firms still to be prnivatized

6 Regarding the degree of change and mmprovement by method of privatization, 1t 1s clear that
the anchors exhibited the most and quickest change, the IPOs less, and the ESAs least [An important
exception 1s REGWA, a world class company with predominant technical capabilities (it 1s not clear
why REGWA could not have been a successful anchor sale)] Also, time appears to be less important
than the method of privatization used These findings put a premium on using the anchor route and
having a private controlling group emerge as rapidly as possible n the case of IPOs

7 Anchor sales may be more difficult than IPOs, but this study indicates that their superior
results warrant the extra effort mvolved Further, the ABC case shows the value of having investment
bankers involved m such sales

8 Given present GOE interest in the anchor route, the importance of investment banks for
anchor sales, and the need to pay them engagement fees for such sales, the USAID program’s beta
component (which permuts the payment of such fees) should be activated as quickly as possible

10 While firm-level improvements because of privatization are economically important, a more
important economic aspect of privatization may well be increased competition Thus, m evaluating
the economic impacts of privatization, more focus on the markets affected as well as the firms
privatized seems mented Indeed, in some instances, the greater flexibility of newer entrants mto
markets could result in the demise of newly privatized firms, this possibility would have to be
balanced with the advantage of being first m the market

11 The recent GOE policy decision not to permit ESAs to sell their shares to the public, while no
doubt well mtentioned, could prove extremely harmful to labor/management relations or to firm-level

27 If the correct financial ESOP methodology were used in majonty-owned ESA firms, such as the use of pre-tax
corporate earmngs rather than only after-tax dividends to amortize ESA debt loan subsidies mught not be
necessary
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savings It mtroduces dividend and retained earnings policies as an additional source of company
labor/management conflict The prolubition on these sales should be reversed at once

12 The 1ssue of hquidations does not fall under our Scope of Work, but there 1s no doubt that the
GOE should pursue such asset sales more vigorously than in the past The assets alone of one of the
ESAs examined were worth more to the GOE than was the firm as a gong concern  Asset sale and
generous compensation to the workers would have been a better deal for all concerned, and less
wasteful to the economy The reported large losses of a few firms (and distorted resource allocations
1n others) make this option economically important A study should be undertaken on how to structure
liqudations so that current employees do not bear a disproportionate burden from such socially
desirable firm closures and recycling of company assets at lower cost levels
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5 METHOD-SPECIFIC FINDINGS AND RECOMMENDATIONS
51 Anchor Investor Sales

The anchor investment sales that we exammed exhibited the most and quickest change These
transactions delivered everything that 1s generally promised for them—both mvolved new
technologies, mvestment, and good, new market access The sales led to rapid changes within the
firms and also to the greatest degree of new competition Despite the obvious advantages of anchor
sales, there remain substantial obstacles to implementation m addition to valuation problems and the
perceived political nisk of selling the “crown jewels

511 Labor “Stress” or Turmoil Obstacle

The rapid change exhibited by anchor sales can lead to substantial labor force turmoill We found
substantial turmotl n the case of B&W Egypt, yet almost none in ABC We did not attempt to
interview Coca-Cola because of highly publicized labor turmoil, and we suspect that the reason
another firm did not return our calls was because of labor problems

The question of labor turmoil and choice of pnivatization method was discussed at length 1n Section 4
Stll, given the cases we examined, we would postulate as a working hypothesis for future study that
the method of privatization 1s only one factor i this equation Further, the perceived risks of labor
turmoil may well exceed the real ones Perhaps if B&W Egypt had not faced such an adverse change
m the tanff regime, cost-cutting measures affecting the labor force might have been able to proceed
more gradually as 1s occurrmg m ABC ® Coke and Peps: may be out layers m that their purchase
prices were high and they are locked 1n a fiercely competitive battle for market share Further, at the
time of the Nasr Boilers sale mechamsms such as state-assisted early retirement or minority ESAs had
not been established

The minornty ESA has almost become a “cookie cutter” feature of newer Egyptian privatizations
While such ESAs have the potential to decrease tension between workers and the new owners, there 1s
also the possibility that mmority ESAs could become a systematic source of additional labor tension
given the present restrictions on sales of ESA-owned shares This 1s because company dividends are
currently used to amortize share purchase debt Often a company may want to pursue a “capital gain,
retained earnings” dividend policy-one which lead to higher firm savings and share capital gains
Yet, because dividend income 1s the only way that ESAs can presently retire share purchase debt
(given the paternahstic restriction on share sales), dividend policy 1s added to wage and working
conditions policies as a probable area of labor/management tension

Indicattons are that a systematic study of the means to lower labor turmoul (or 1ts perception) would be
well recetved  Such a study would build on the present cases, examine actual labor conflicts n
greater detail, study the usefulness of “cookie cutter” ESAs, and suggest approaches and (1f menited)
action programs to prepare the labor force i firms about to be privatized

512 Other Real or Perceived Obstacles to Anchor Sales
The Transttion Problem

The case of B&W Egypt pointed out the problem of firm de-capitalization 1n the case of anchor sales
Better due diligence and mechanisms such as escrow accounts (already used) might be helpful n this
regard Stull there needs to be a systematic look at how a firm’s assets and cash flow might be better

% 1t should be noted that, despite the strikes and adverse tanff regime, the average wage at B&W Egypt has
mcreased over 60% since the company was privatized m 1994 This compares to increases on the order of 20-
25% 1n the ESAs that we studied
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protected 1n an anchor sale A study 1s recommended m this regard It should look at such issues as
how to shorten the transition period and possible incentives for existing management and labor mn a
transition

Public Procurement

In a centrally planned economy all firm-to-firm transactions are public procurements Public
procurement therefore becomes a pivotal factor m a privatizing economy In Egypt various
mechanisms were set up over time to inhibit private-sector entry mto various areas Conversations
with public officials indicate that there 1s now no bias toward government and state firm procurement
over public sector firms One of our case studies indicates the contrary We believe that there are still
systematic preferences for state-owned firms in public procurement, and 1if not preferences, at least
practices If there are such preferences (or even the perception thereof), anchor sales of many public
firms will fetch lower bid prices (and overall economic efficiency imnhibited) We recommend further
study 1n this area

The Exit Problem

The cost and difficulty of investor market exit came up 1n one of our case studies Agam, this 1s an
area where problems (or the perception thereof) exist In erther case, further study on how to lower
these costs (or to document their msignificance) would be useful The existence (or the perception) of
exit problems tends to mhibit market entry or to increase the nsk premum demanded by the mvestor
who does

Investment Banks

The ABC case study 1illustrates the key role played by mvestment banks in the buying and selling of
firms ABC illustrates the low costs of mvestment banking services relative to benefits GOE has
heretofore been opposed to the use of investment banks, principally for political reasons Now that
GOE officials appear to be revisiting that 1ssue, 1t would seem opportune to conduct a study about
which types of transactions lend themselves most to mvestment banking services and how the best use
can be made of them *

52 Share Flotations (Initial Pubhic Offerings)

Contrary to belief 1n some quarters, our two IPO case studies show that this method results m “real”
privatizations  Despite substantial remamning government ownership shares n these firms, the
privatization of one firm led to a flurry of market entry and the other 1s acting like a fully private firm

Still, in the absence of a private controlling group, such as m Nasr City Housing and Development,
the government remains the “anchor mvestor ” Because of strong public sector habits, labor laws
which affect exiting firms more then new ones, and inefficient capital structures, many of these newly
privatized firms cannot compete with new private sector competitors This would not be such a
serious problem if they were allowed to file for bankruptcy and if their failure did not inhibat further
privatization

The problem of fostering the quicker emergence of PCGs m IPOs does seem to merit further study
Such a study should cover the following

» USAID s privatization project contans a component to finance mvestment bank engagement fees This
component called the beta component, was not previously activated because of lack of GOE interest It 1s our
understanding that the GOE recently approached USAID on this use of program funds, but there may now be an
internal USAID obstacle This question ments prionty attention
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The sale of remaming holding company shares

» The problems mvolved in the conversion of remammng government shares to preferred stock,
providing holding compames with continuing income but lessening government control

e How to keep public mstitutions as “portfolio” investors
The usefulness of “worker” (management non-ESA) shares 1n helping to forge PCGs
The usefulness of developing a pre-IPO busmness plan, and, if useful, who should prepare it
(existing management)?

Land Valuations

The Nasr City case shows that land assets can be greatly undervalued and maccurately reflected 1n the
IPO offening price, resulting n large “wmdfalls” Prior to undertaking a study of this area, it 1s
suggested that the Arthur Anderson valuation matenal be reviewed for 1ts content on valuation of land
assets Perhaps the problem results from the CAA’s methods of assessing land value and this area
should be reviewed with them Alternatively, land assets could be stripped from land development
companies prior to their privatization and auctioned separately

53 Employee Shareholder Associations

In Egypt, Employee Sharcholder Associations are permitted to own shares of a company on behalf of its
employees The ESA admunisters a legal and orgamzational framework called an Employee Stock
Ownership Plan **  An ESOP s a special type of employee benefit plan that permuts 1ts members to pay
for company shares from the dividends distributed on the shares owned by the ESA

In the privatization of state-owned enterprises 1 Egypt, ESA members acquire certamn share-equivalent or
“stack” nights as Holding Company loans are repaid for the sale of a mmority or majority ownership
interest m the company ESA members receive an annual profit proportional to their stakes and a cash
value for their “stack” accounts upon retiring or withdrawing from the ESA ESA members vote therr
stack accounts on a one-person, one-vote basis to instruct the ESA on how to vote its company-owned
shares

531 Findings

The types of changes related to privatization m the three majonty-owned ESAs reviewed m this study
show the following

Market Changes

e Government 1s still the major chent
e Limited market planning

Financial Changes

e Gomg concerns were stnpped of land and buildings prior to privatization to lower the cost so
employees could afford to purchase the compames

Limited efficiency 1 managing working capital

Limited financial and administrative information systems

No retamed earnings policy

Company performance 1s not close to the oniginal projections of Betchel (much lower)

30 An ESOP 1n Egypt 1s signtficantly different from an ESOP as defined under laws m the Umited States where 1t was
first introduced m 1965
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e A trade-off exists between updating and/or replacing production equipment and developing
management systems

Governance Changes

Related to corporate governance

o Majority ESA CEOs have not changed
e  Show hmited orgamzational development

Related to ESA governance

e “Stacks” voted on a one-person, one-vote basis

e Confusion between share and stack nghts and obligations

o ESA members' voting nights are generally respected

e Increasing transparency and access to financial information

Labor Changes
General findings included

e Extremely difficult to fire workers
o  The three firms have adopted mcentive plans
s Labor peace

ESA Technicalities

e  Problem of repurchase hiability
e ESA contracts prolubit paying stack accounts in shares

o The firms are becoming closed companmies Limited huiring of new full-time employees, with most
new workers hired on contract basis (non-ESA members)

532 Recommendations and Needs for Further Study
Immediate Problems and Recommendations
() Companies need to press forward with organization changes

(2) Fmancial information systems, such as costing systems, new accounting systems, budgeting
procedures manuals, and cash flow forecasts, should be developed and computerized to enable
management to plan, control, and evaluate performance

(3) Corporate management’s limes of authority and accountability should be reviewed Who 1s
ultimately responsible for management decisions? For example, 1n marketing, retention of earmings,
and upgrading financial information systems during the time the ESA Association occupies (a) a
minornity position on the company Board of Directors or (b) a majority position on the company Board
of Directors but without the power to confirm or remove the Chairman of the Board, are management
decisions made by the ESA Association as the majority sharcholder at the company General

Assembly, or the Holding Company through 1ts appomnted directors to the company Board of
Directors?
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Financial Issues

(1) Determune alternative methods to fund repurchase lhiability to msure there 1s enough cash 1n the
ESA Association to pay out stack accounts at market value under existing tax laws that use after-tax
company dividends to fund the ESA Association

(2) Determune if a certain percentage of ESA owned shares should be given out to ESA members
who are cashed out from their stack accounts (with a night of first refusal clause for the ESA
Association 1 the ESA bylaws) rather than paying a retinng member only in cash What are the
reasons to consider this option?

(3) Clanfy the law permitting the ESA Association to pay out up to 10% of a long term service
retinng employees’ stack account in ESA-owned stock

(4) Evaluate whether the ESA should be allowed to sell ESA company shares to other third parties
(not former employees) on the stock exchange to increase ESA cash reserves against the possibly that
the ESA Association will thereby lower 1ts ownership

(5) Clanfy the law regarding the night of an ESA Association to sell ESA company shares after all
loans to the Holding Company have been paid

(6) Analyze and recommend what additional equitable tax advantages can be introduced to improve
the financial status of ESAs For example

(a) The use of pre-tax corporate contributions to the ESA Association to fund and pay ESA loans
acquired to purchase ESA company shares Analyze the possibility of taxing ESA members at the
individual income tax rate on their stack accounts when paid out m erther cash or stock to prevent
this tax deferral from becoming an open tax subsidy

(b) Give a tax deduction on the nterest charged by banks for loans to ESA Associations if they
use these loans to purchase ESA company existing or newly issued shares

(c) Provide entrepreneurial and mnvestment information and guidance to employees who recerve
cash for their stack accounts on how they may wish to mvest their funds

(d) Strengthen ADALA as the ESA representative orgamization in Egypt to provide training and
advice to ESA Associations on corporate management, financial, and governance issucs

Governance Issues

(1) Analyze and suggest recommendations on the value of one-share, one-vote vs one-person, one-
vote of share-equivalent stacks m ESA members’ accounts

(2) Analyze and make recommendations on different allocation formulas for ESA member stock or
stack allocations Review how new full-time employees can participate Review the problem of part-
time employees not participating in the ESA and 1its effect on the majority ESA company What 1s the
effect of Egyptian labor laws that severely limit a company's ability to freely contract and dismiss
full-time employees?
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APPENDIX A

SCOPE OF WORK
Privatized Companies Case Study

I INTRODUCTION

An mmportant component of IBTCIs efforts to monitor and evaluate Egypt’s privatization program 1s
the measurement of the impact of privatization on the economy The abihity to measure that impact 1s
dependent on such a large number of vanables that the overall charge has been stated to be extremely
difficult 1f not impossible Needless to say, if the privatization program has privatized only a distinct
minority of the economy no overall impact of privatization would be observed

However, there are a vanety of 1ssues and procedures which are currently built into the privatization
program which could or may impact the overall economy Privatization, per se 1s not a good 1 its
own night unless it impacts the efficiency and productivity of the firms privatized The economic
argument for its fulfillment rests on the premise that “ownership” matters But what 1If there 1s
ownership without management control? In that case, ownership would not matter and the
efficiencies and increased productivity which are suppose to result from privatization would not
occur

This special study will describe and explamn the tree principal methodologies being used by the
Egyptian Government to privatize previously state owned enterprises  The 100% sale of companies to
employees (ESAs), anchor mvestor sales, and floatation’s of at least 51% of a company’s equity on
the stock exchange

Each method has its own peculianities which have or may dramatically impact the ability of private
sector owners to impact management In addition, Egyptian law concerming corporate governance
will also impact the new owners ability to effect management and/or production prodders Thirdly,
the Egyptian labor law and other directives can or may impact the ability of new owners to make the
kinds of management changes or production changes necessary to impact the efficiency of the firm

Consequently, the primary purpose of this special study 1s to dertve the facts underlying privatization
to discern 1f private sector ownership 1s having an impact on management, as that relates to efficiency
and productivity in the Egyptian context

In this respect IBTCI has selected two companies which correspond to each of the three methods
under study two ESAs, Upper Egypt Dredging Company and Engmneermng Design & Irmgation
Project two anchor sales Nasr Co for Bottling and Nasr Boilers & Steam Vessel Manufacturing Co ,
and, two companies privatized through the stock exchange, Madinat Nasr Housing & Development
and Egyptian Financial and Industrial

Two consultants will be needed to conduct this effort which 1s expected to take a minimum of six
weeks One U S expatnate will be required with private sector experience especially as that relates to
Board expenence, corporate governance, and the legal and regulatory responsibilities of Board
membership and governance procedures And, one Egyptian national with broad based expenence n
corporate accounting, auditing, finance, production, and marketing

The Egyptian consultant 1s expected to begin preparation for the US consultant by obtaming relevant
laws/regulations/studies/reports/ and past financials on the Egyptian companies under study, as well
as, prepare appomntments and time schedules for the efficient conduct of the study This study allows
for 8 weeks of consulting time for the Egyptian consultant and 6 weeks of consulting time for the U S
expatrate
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SCOPE OF WORK

1 Review laws, directives, and regulatory oversight mechamsms related to the particular company
under study, as well as, drafts of new laws which may change or mmpact existing corporate
governance regulations as they relate to each type of privatization method ESAs, anchor sales, and
stock floatations Identify any impediments to the ability of private sector ownership o effect private
sector management and other types of techmcal or production changes which may be necessary to
impact efficiency Examine Law 95°s prohibition on mutual fund manager’s ability to sit on Boards
of Directors and other legal impediments to private sector control

Examine the allocation system for IPOs on the stock exchange for procedures which may prevent
effective private sector control of newly privatized companies

Examine any special conditions placed on anchor sales to discern if there are stated or unstated
conditions which would negate a buyer form exercising management control

Examine financing and operations of ESAs to determine if employee rights are being protected and if
ESA ownership has had an impact on management or Board Governance Address the larger 1ssue of
whether employee ownership of large manufacturmg concerns (as opposed to law firms, consulting
firms, etc ,) have a positive, negative, or neutral impact on day to day firm management

1 Anchor Investor Sale

Describe and explain the current status of the anchor sales to include the extent to which production or
efficiency has or has not changed after privatization Analyze the progress or lack thereof attamed
after privatization Examine the compames overall operations and financial condition and relate those
to changes if any 1n management control brought on by pnivatization Describe any changes related to
privatization which impacted the role of the board of directones, mddle management, or workers
Analyze any legal constramts to the full performance of private sector ownership 1f any Survey and
examine relevant laws and regulations imposed by the government that may hinder the effective
development of the company and the effective exercise of management control by the new private
sector owners Analyze the impact of privatization on labor

2 Imtial Pubhc Offermng

Describe and explain the current operational and financial standing of the two IPO companies and
relate the current financial status to previous years Analyze the method by which the government
exercises its ownership rights 1n the remaining minonty share position and compare that to the ability
of the new private sector owners to exercise their rights Examine any plan or impediment to second
and third tranche offerings by the Holding Compamies Describe the ability of the private owners to
impact management If private sector owners have not had any abihity to mmpact management,
descnibe 1if the Government 1s introducing any management changes, technology or marketing know
how to increase sales and productivity Examune problems and relevant laws impeding effective
private sector control and describe appropriate solutions Examine the accuracy and timelmess of
financial data and other information about the company going offered to the public and the CMA
Examine whether financial data, auditing and accounting standards, meet international best practices
or are still using the CAA mandated methodology Describe the role of sharcholders with respect to
corporate governance and especially the Board of Directors

3 Employee Shareholders’ Associations

Examine the current functioning of the two ESA compamies and compare it with the previous
functioming before ESA’s ownership role Describe and explan the ongmal financing of the ESA

IBTCI/Egypt Final Report



Special Study for the Privatization Program i Egypt Prnivatization Case Study 79

purchase or the company Explain the internal financing and operational procedures of ESAs

Describe and explain their impact, if any, on management Describe and explain the mternal
goverming structure of ESAs Describe and explam the protection of workers nghts under ESAs and
their ability or mability to hold, sell, or dispose of shares in the company as they see fit Explain how
ESAs determine the price at which they will sell or repurchase shares from current employees who are
laid off, employees who pass away, and the ability of the employee’s estate to hold, sell, or dispose of
their share holdings Describe the extent to which ESA owned companies act as privatized companies
versus public sector companies Analyze the basts on which shares were distributed under ESAs

Analyze ESA’s articles of incorporation and check on the application of law 95 to discern if ESA’s
can buy the shares of other privatized compames Describe the effect of ownership, if any, on
workers productivity and level of absentees Describe the ESA’s role with respect to choosing the
Board of Directors If possible, examine the effect of ownership on employee productivity, therr
ability to take decisions to mmimize costs and monitor the companies production efficiency Explamn
any current legislation which mught delay the effective management control of the company by
employees Describe the historical record 1n Eastern Europe and other countnies of Workers Councils
and other experiments at employee ownership and management control Relate those findings to the
possible long term viability of ESA ownership Compare and contrast the potential for ESA’s impact
on worker welfare versus the more numerous Employee Stock Ownership Plans wherem employees
have an ownership stake but not managerial or Board control

II Dehverables A draft report n English and Arabic will be presented to IBTCI/USAID for
review and comment one week before the final report 1s due The final report will be m English with
the local consultant responsible for translation services if into Arabic if necessary

m Budget Level of effort 1s estimated at 30 days for the US expatnate and 40 days for the
Egyptian Counterpart The entire study will cost $ 58,250 (See attached budget) Expatnate costs
will account for $37,461 51 mcluding fees, fringe, overhead, and travel The local consultant will cost
$10,062 ncluding fees, perdium, transportation, and travel The rest will be divided among other
direct costs (communications and supplies), general and administrative costs and IBTCI fees
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APPENDIX B
INTERVIEW TOPICS

(Working Guide IPOs and Anchors to be asked as appropnate)
Since the company has been private has there been an impact on
A Admstrative Matters

1 Procurement & Contracting
--If so, why?
--Were there improvements with Law 2037
--Did moving to Law 159 have an immpact?
--Has this led to economies? Examples?
2 Accounting, Internal Controls, Information Systems
--If so, why?
--Did moving to Law 159 have an impact?
--Does the company now use Internationally Accepted Accounting Standards?
--If you changed systems, how were your financial statements affected? For example,
have you had to make adjustments, take charges, etc
--How do you view the role of the Central Accounting Authority? Do they attend
your Board or other meetings? (IPOs)
--Have you modernized your accounting function?
--Have the changes had any impact on the business?

B Markets Served/Customers

Have you entered or exited from any markets?

Have you added/dropped any product lines?

Have you added/dropped any customers?

Are you doing more, or spending more, on sales and marketing?

Do you face more competition?

Have any of the above been due to being private? Would you have had more difficulty
making these changes as a 203 company?

7 AsaLaw 159 Company are you now at a disadvantage with respect to other companies mn

public procurement (Law 9)?

N R WD =

C Production Process

1 Raw Matenial and Supphes
--Have you changed the composition/sourcing ? Have economies been achieved?
--Do you have greater options now as to supphers? Do you exercise them?
-—Have economues been achieved?
--Have any of the above been due to being private? Would you have had more
difficulty making these changes as a 203 company?
2 Machinery and equipment
--Have you made new mvestments?
--Have you disposed of unneeded machinery and equipment?
-Would you have had more difficulty making these changes as a 203 company?
3 Techmgques
--Have you made substantial modifications mn the orgamization of work? Of processes?
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D Inventories

Have your levels of mput inventories changed?

Have your levels of output inventories changed?

Have you “disposed” of unneeded mventones of inputs or outputs?

Would you have had more difficulty making these imnventory adjustments as a 203
company?

5 Have you introduced new mventory control processes?

PN I N I

E Other Assets

1 Have you acquired/disposed of land or buildings?
2 Would you have had more difficulty making these changes as a 203 company?

F Fmancial

1 Receivables
--Are there payment problems?
2 Credit/debt
a debt service
--Is debt service a problem? Has there been any “work out” prior to or after
privatization?
b credit
--Is bank credit easier or harder?
--Is supplier’s credit easter or harder?
¢ bonds
--Have you considered a bond flotation? If not, why not?
3 Equity
--Plans for 1ssuing new equity?
--Dividend policy? Specifically, are there problems using retained earnings giving
that  workers are accustomed to receding year-end earmings distributions
--Worker shares
--ESA shares
G Labor

1 Supply
--Have you increased/decreased the number of workers since privatization?
--Do you have “excess” workers”?
--Could you reduce the payroll without affecting output? If so, why haven’t you done
so?
--Has privatization increased your flexibihty in regard to the above?
2 Skill mix
--Do you have the night labor skill mix? If not, what are the impediments?
3 Orgamzation
--Do you have a union? Is there a contract?
--Do you have Law 159 Worker’s Commuttee’s?
--Have you had strikes or serious threats thereof? If so, what have been the 1ssues?
4 ESA and worker’s shares
--Do you have an ESA?
--Are there other worker-owned shares?
--Are the above represented on the Board?
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H Taxes

-- Has privatization had an impact on the taxes you pay?
I Board of Directors (IPOs)

1 Are any private stockholders represented on the Board of Directors? If so, did they own
10% of the shares? If not, how were they selected/elected?

2 Is the ESA represented on the Board of Directors? (If applicable)

3 Are workers represented on the Board of Directors?

4 Is the Government represented on the Board?

5 Is the CAA represented on the Board?

J Other Issues

1 Are there still outstanding legal 1ssues related to privatization?

2 Does the company have title to all its assets?

3 Are there potential or actual third party legal claims?

4 Do you see any other advantages to pnivatization? Technology access? Market access?
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APPENDIX C

QUESTIONNAIRE AND INTERVIEW GUIDELINES TO BE USED
IN THE ANALYSIS OF MAJORITY-OWNED
ESA/ESOP PRIVATIZED EGYPTIAN COMPANIES UNDER REVIEW

(Fmal Version Used In Interviews)
November 15, 1997
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QUESTIONNAIRE GUIDE FOR INTERVIEWS WITH THE CHAIRMAN AND CEO
OF A MAJORITY-OWNED ESA COMPANY

D General Information On The Corporation
(In Corporate Management

(Il)  Workplace Atmosphere

(IV)  Corporate Efficiency and Productivity

NAMES AND TITLES OF INDIVIDUALS PRESENT AT THE INTERVIEW

PLEASE PROVIDE

(A) Audited financial statements of the company from 1992 to 1997 and answer the following
questions 1n wrting for the same time period (See Attached list of questions in Arabic) on

page 19

(N Total number of work force for

Production Departments Administrative Departments
(a) Permanent staff (a) Permanent staff
(b) Temporary staff (b) Temporary staff
) Loans
Long Term Loans Dates and oniginal amounts of the loans

Repayments made and balance due on each

Interest rate charged and amounts of nterest paid year
Over-Draft
Facilities Year obtained, its value, interest rate and interest payments

3) Photocopies of each of the following

(a) ESA Company stock sale contract and loan agreement between the ESA Association

and the Holding Company

(b) ESA Articles of Incorporation, any approved amendments and Association Bylaws

(c) Annual Statement of Account or Certificates given to ESA members
(d) Allocation Stack Lists 1ssued using ADALA’s computer program model
(e) The factors used to determine Stack Allocation and the weight of each

® Annual Reports of the ESA Association

) Newly developed systems after privatization
(a) Incentive, costing, accounting, organmization structure, any new added departments
and their functions
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I GENERAL INFORMATION ON THE CORPORATION
Since the company was privatized has there been an impact on
(A) Admimstrative Matters
General Question
What 1s the history of the company 1n your own words? What does 1t do?

Specific Questions

4)) What 1s the present organizational chart of the company and how does it compare to the
organizational chart before the firm was privatized?

2) Have you modemnized your accounting system? Did any computenzed system exist before
privatization? Has one been ntroduced or updated since the company was privatized?

(B) Market Served/Customers

(D Have any new departments been added? A marketing department?

2 Do you feel your company 1s more competitive since it was privatized?
3) Have you entered or exited from any markets?

4) Have you added/ dropped any customers?

&) Is the company spending less, or spending more on sales and marketing? How much
comparatively speaking?
(6) Do you face more competition?

N Have any of the above been due to being private?

) Production Process

)] What kind of supples or raw matenals does your company purchase? Do you have greater
options now as to suppliers? Have economies been achieved?

) Have you made any new 1nvestments i machinery and equipment?
3) Have you disposed of unneeded machmery and equipment?
4) Has mamtenance of equipment increased since the firm was privatized?

(D) Inventones

(1) Do vou have mventories of products that are sold? If so, have their levels of mputs and
outputs changed? Have you disposed” of unneeded mmventories of mnputs or outputs? Have
you 1ntroduced new mventory control processes?
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(E)
(D

(F)
(n
2

(G)
(1

@
3)
)
®)
(6)
(H)
(D
@
(1)
)

Other Assets

Has vour firm acquired/disposed of land or buildings? Does the company have title to all its
assets or 1s 1t leasing some from the holding company? What are the lease conditions?

Financial
Receivables Are there payment problems for products or services sold?

Credit/debt Is debt service a problem? Is bank credit easier or harder to obtain? Is supplier
credrt easter or harder?

Labor

How many full time and part-time administrative employees has the company had from 1992
to 19977 Production department employees? How many admmustrative and production
department employees are five years or less to retirement age?

Have you increased/ decreased the number of workers since pnivatization?

Do you have “excess” workers?

Could you reduce the payroll without affecting input?

Has privatization increased your flexibility in regard to the above?

Skill Mix Do you have the right labor skill mix? If not, what are the impediments?

Taxes

Has privatization had an impact on the taxes your company pays?

Other 1ssues

Do vou see any other advantages to privatization? Technology access? Market access?

Physical Inspection of the Administrative, Plant, or Site Facilities

If possible, an on-site review of the company’s facilities can give additional data ( In a

majority-owned ESA company, are employees taking better care of the premuses and the

equipment?) Look for

- State of equipment

- Maintenance

- If employees look busy or are relaxing

- What are people doing?

- See new equipment such as computers

- Observe how employees are working and how finished products, provided services
(are) or project sites look

- Would you accept the company s fimshed products, construction, or services as a

client or customer?
- How does the company mamtain quality controls?
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I

CORPORATE MANAGEMENT

General Question

Explain how the ESA functions m your own words

Specific Questions

()

)]

3)

4

&)

III

(D

2

(3)

IV

(D

What effect has the ESA/ESOP had on your job as CEO to manage the firm effectively?
Why? Can you give some examples?

How many ESA representatives are on the company's board of directors? What effect has
this had on your ability to manage the company?

What has been the level of absenteeism, percentage of employees armving late (tardiness), and
turnover of employees per year before and since the firm was privatized?

Are there any potential problems with which you need help m solving the functioning and
relationship of the ESA to the company?

How has the composition of the company's Board of Directors changed before and after the
sale of the company to the ESA? (Age of Board members, education level, management
experience, etc )

WORKPLACE ATMOSPHERE

Do you and your Board have a vision of where the company should be in the medium and
long term? What common values should the company's management and employee have to

msure the success of the firm? Please explam

Has the ESA/ESOP mfluenced the functioning of the company and, if so, how has this been
shown regarding

() Employee mterest m company progress?
) Employee morale?

(c) Employee/management communication?
(d) Cooperation among employees?

(e) Employee suggestions to improve the firm's performance, efficiency, cost savings,
and profitability?

Do you have a labor umon? What 1s the labor union's attitude toward employee stock
ownership and the ESA Assoctation?

CORPORATE EFFICIENCY AND PRODUCTIVITY

Is the company more or less profitable since 1t was privatized? To what extent has employee
ownership had an effect on the firm's profitability? What statistics or information do you
have you show this effect?
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@

()

4

)

(6)

(M

(a) For example, by comparning the ratios of company sales and annual labor
compensation per year since privatization (If the ratio becomes smaller relative
to sales, an assumption 1s made that the company 1s getting more LE out of each LE
spent on labor and therefore, labor productivity 1s improving for the year )

Has the company increased sales? Have employees' attitudes changed toward your
customers? How? What statistics or information do you have to show this? If sales have not
mcreased, why not?

What 1s the average return on equity per year since the firm was privatized? (See company's
financial statements)

What 1s the book value per share growth, which 1s a means of estimating growth of a
sharcholder's investments (See company's financial statements)

Investor returns (calculated as the increase in stock price plus dividends) (See company's
financial statements)

How has privatization affected salanes? Has the company paid monthly, quarterly, or yearly
incentrve bonuses (independent of the 10% government-mandated profit year-end sharing
plan)? If so, by how much per year?

Is the firm through dividend payments to the ESA Association repaying its debt to purchase
the shares from the holding company on time? What 1s the repayment period? What was the
origmal purchase price? How much has been paid and how much 1s owed? What 1s the
interest rate charged? Will the company be able to pay off the loan before the original
repayment period? If so, by how many years?
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QUESTIONNAIRE GUIDE FOR THE PRESIDENT AND OTHER ESA BOARD OF

DIRECTORS

1)) Workplace Atmosphere

(I Corporate Efficiency and Productivity
(1) Govemance

(IV)  Technical Issues of the ESA/ESOP Plan

NAMES AND TITLE OF INDIVIDUALS INTERVIEWED

I

(1

2

II

(D

(2)

III

(1)

WORKPLACE ATMOSPHERE

What do you as an ESA Board member say to the members regarding the concept of
ownership? What does 1t mean to you and what should 1t mean to the ESA member? Are
there certamn core values which you are trymng to teach the ESA members? For example

@) An atmosphere of fairness and openness
(b) Motivation
() Opportunitics

(d) Success 1n the competitive marketplace
(e Establishing mcentives
® Fostering commitment at all levels

(2) Structuring opportunities for all owners -
to participate 1n decisions affecting their workplace

(h) Continuing participatory ownership education and access to the company's financial
information

(1 Voting for board members preferable on a one-share, one vote-basis

f)) Two way accountability

What are the relations between the labor union and the ESA Association?

CORPORATE EFFICIENCY AND PRODUCTIVITY

What do you think of the obligatory 10% year-end profit sharing plan which 1s applied to all
companies in Egypt? If the company 1s not profitable one year, do you think the company
should pay the 10% year-end profit sharing anyway?

Does your company have any monthly, quarterly or other time period incentive bonuses
linked to the profits of the company? Are these bonus or mcentive programs designed with
the participation of all of the employees or are they designed solely by management? Does
the ESA Board participate in designing the programs? If your company has such a bonus
plan(s) has 1t helped mncrease employees' productivity and awareness of their equity stake 1n
the ESA? Why?

GOVERNANCE

Documents needed

(a) ESA Articles of Incorporation added amendments and regulations, and ESA Bylaws
(b) ESA Employee Stock Ownership Plan description

(1) Example of ESA Allocation documents and amendments
(n) ESA ESOP tramming matenals
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2

3)
4

)

(6)

@)

(in)  Any wrtten information given to ESA members

(c) The valuation price at which the company was sold to the ESA and the methodology
study which was used (to determune 1f the ESA and the government paid fair market
prices)

d) Annual reports and audited financial statements of the of the ESA for the last years
since privatization

(e) Annual statements and financial information given to the ESA members for the last
years since privatization

6 Copies of any other documents, informative brochures, letters, etc given to ESA
members dunng the last year

Board Membership

(@) Are ESA board members elected to therr positions on a one-person, one-vote basis by
ESA members?

(b) Are all board members of the ESA elected by its members?

() What 1s the length of membership on the ESA board? Can board members be
reelected?

(d) Are staggered memberships on the board specified in the ESA Articles or Bylaws? If
so, how 1s membership staggered?

(e) What 1s the composition of the Board of Directors? How many employee “blue
collar” members are there, how many management employees? What 1s the age of
each of the current members? How many members are named by the Holding
Company? Are any directors named by the ESA or company? As the loan 1s
repaid, how does the composition of the Board of Directors change?

Is voting at the ESA General Assembly secret or open on each 1ssue discussed?

If voting 1s not secret on all decisions, 1s voting confidential m  (a) the reelection of existing
members of the ESA Board of Directors or their dismissal and (b) the election of new Board
members?

Are ESA Board Directors paid some form of compensation to participate on the Board of
Directors? Is the amount of compensation reviewed at the annual General Assembly
meetings of the ESA? How 1s 1t paid?

Are ESA Board Directors voted individually to Board membership or 1s only “slate” (voting
for the entire group of Board members up for election) permutted? If only slate voting 1s
permitted, how do the bylaws regulate the presentation of alternative slates to be presented
before the ESA General Assembly?

Do ESA Board Directors represent the ESA members m the General Assembly of the
company for the purpose of voting ESA-held company shares? Or, are other ESA members
chosen to represent the employees at the General Assembly of the company? Can ESA
members be both members of the Board of Directors and ESA representatives to the
company's General Assembly?

IBTCI/Egypt Final Report



Special Study for the Privatization Program 1n Egypt Pnivatization Case Study 91

@)
&)

(10)

(1)

(12)

(13)

(14)

(15)

(16)

(17)

v
(O
@

Does the ESA have a managing director and other personnel? How were they chosen?

What 1s the agenda which must be presented at the annual ESA General Assembly? Please
attach a copy of the agenda and munutes of the last general assembly and the documents
discussed by the ESA Board of Directors and given to members of the association

Are the functions of each principal ESA board member specified in the ESA Articles or
Bylaws? (See ESA Articles)

Do the ESA Articles or Bylaws specify that an external auditor must be chosen to audit the
ESA financial statements? (See Bylaws) Is the same auditor used by the ESA company?

Is the auditor's report of the ESA's financial statements read at the ESA General Assembly
Meeting? Does 1t nclude financial data and information on how the ESA ESOP Plan 1s
currently administered with a yearly update on share -equivalent allocation and vesting for
each individual ESA member? How detailed 1s this mformation?

Do the ESA bylaws require that the ESA-administered Employee Stock Ownership Plan
financial information be presented at the ESA General Assembly? If not, what are the
reasons? Is partial nformation provided and, if so, what 1s 1t?

At the ESA General Assembly, 1s every member attending entitled to discuss the items
included on the General Assembly agenda, and to ask members of the Board of Directors, and
especially the auditor, questions about these reports?

Are the audited ESA company financial statements and other mformation normally given to
all company shareholders also given to the ESA Board of Directors? If not, why and what
information 1s given to them? Is this information made available to the ESA members at their
annual General Assembly? If not, why and what information is given to them?

NOTE There may be legitimate reasons why at the beginning of an ESOP Plan certam
corporate mformation may not be released to ESA members but held for review only by ESA
Directors  Sensitive (for example, marketing) information may never be released ESA
members, however, are usually advised in a General Assembly of the reasons why sensitive
corporate and financial information must not be given out A process should begin so that
over the years an ESA ESOP Plan exists, the information provided all shareholders 1s given to
ESA members even though they own “share-equivalents” and not actual shares of the
company

Are newsletters and regular meetings held with employees to answer their concerns and
questions by the ESA Board?

In Egypt are the only stated restrictions of ESA/ESOPs to usual shareholders nghts (1) The
Chairman and CEO of the ESA company cannot be removed during the repayment period to
the Holding Company, and (2) Employee beneficianes and members of the ESA cannot be
cashed out 1n company shares, but are paid a cash (“stack™) equivalent?

TECHNICAL ISSUES OF THE ESA/JESOP PLAN

Your view on cashing out employees with shares rather than cash

Do you think funding repurchase hability 1s a problem?
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(3)
4

®)

(©)

™)

®)

©)

(10

(11

(12)

(13)

(14)

(15)

(16)

a7

(18)

Can the ESA sell some of its shares to cash out employees who are retiring?

Do ESA Board Directors and ESA Association members understand the difference between
“book * and “fair market” value?

Should “fair market” value other than just “book™ value of ESA company shares be used to
pay out cash on employees' share-equivalent vested accounts when they retire? Is this already
being done?

Are employees taxed when they receive cash from the ESA for their stacks? At what rate?
Does 1t matter if they receive a lump sum or 1s 1t better to recerve partial payment over a
period of years?

Do you feel ESA members really understand their nghts and obhigations? What are the
problems?

Do ESA members understand the financial information they receive? Is enough given to
them? Do they have access to financial information of the ESA Association and the ESA
company?

Were employees fired when companies were privatized? Were early retirement plans used?

Should the existing one-person, one-vote per ESA member be changed to one share-
equivalent or stack votes?

Should employees retire with their accounts fully vested, for example, with 5 or 7 years of
service 1f they are that far away from retirement? This would be the exception to the rule of
not paying an employee unless he/she reaches retirement age Are employees vested only at
retirement or do they receive their stacks on a vesting schedule equal to the repayment period
of the ESA Association to the company or lender?

Does your ESA company and ESA Association permut some of the ESA stacks to be cashed
out to retired employees 1n the form of ESA company stock? How?

Do you think the ESA should cash out employees' share-equivalents at “ book™ value or at
“fair market” value? (Define “fair market” value for the mdividual interviewed if he or she
does not know)

If an employee leaves the company and 1s a member of the ESA, must the employee resign
from the ESA as a member to receive hus or her vested share-equivalents (stacks)?

Does the ESA Board believe the ESA should pay the resigming employees interest on the
amount due them 1if payments are made 1n installments and then pay then at the then market
value of the company’s share equivalents rather than their book value?

Is any group providing tramning to the ESA Board or members?

What are the restrictions to permut a full-time employee to participate as an ESA member?

What 1s the vesting schedule for ESA members of allocated share-equivalents or stocks m
your company's plan?
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(19)

(20

21

22)

(23)

(24)

(25)

What 1s the difference between a company share of stock and share-equivalents or stacks?
What rights does each one have?

[s an independent appraiser hired to periodically determine the value of the share-equivalents
in the ESA members' accounts?

What method was used to determine each ESA members mitial and ongoing allocation of
share equivalents? What are the factors used and the weight of each? Do wages and salary
include all basic wages, bonuses, allowances, profit sharing, and Board of Directors (BOD)
bonuses for management? Is the length of service included 1n the formula? Are there any
other factors mcluded? Are “Breaks in Service” permitted? If an employee takes a leave of
absence, does this time still count for allocation of share-equivalent (stack) nghts?

Do the ESA ESOP Plan regulations permit the ESA to pay an employee taking early
retirement his or her vested share equivalents over a pertod of time? If so, how long? Is a
market rate of interest paid on the undo balance to the retining employee?

In your company's ESA, are voting nghts passed through to the ESA only on paid-for shares?
Are voting rights passed through the ESA to its members on allocated or just vested shares?
What specific voting nights are given to the ESA on the shares it owns? What specific voting
rights are given to the ESA members on the allocated and vested share- equivalents (stacks)
they own?

Are ESA members notified on all 1ssues which will be discussed at the General Assembly of
the company and given an explanation why these 1ssues will be discussed? Are shortened
versions of stockholder reports prepared by the ESA Board for its members?

Does the ESA Board of Directors admimster the ESOP Plan directly or 1s there an
administrative commuttee which does this? If there 1s an Administrative Commuttee does the
General Assembly have the right to elect one or more members to this Admimstrative
Commuttee? Describe the functions of the Commuttee or the ESA Board
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QUESTIONNAIRE GUIDE FOR INTERVIEW WITH ESA BOARD MEMBERS AND ESA

COMPANY EMPLOYEES

4] Employee Ownership Culture
{an Corporate Efficiency and Productivity
(IlII)  Governance

EMPLOYEE IDENTIFICATION INFORMATION

Position 1n the company

Number of Years Employed in the Company

Age Male or Female
Married Single
Dependents

FORMAT QUESTIONS BASED ON POINT RESPONSE PLUS ANSWERS TO DIRECT
QUESTIONS

The scores are based on a 4 pomnt scale, with “1” indicating strong disagreement, “2” mld
disagreement, “3” mild agreement, and “4” strong agreement The employee should be told the scale
1s from 1 to 4 and to please choose one number

I

(D
2
3
C))
)
)
M
®)

®

EMPLOYEE OWNERSHIP CULTURE

I'm proud to own stock 1n this company

I prefer working for the company now rather than when 1t was owned by the government
Because of employee ownership, my work 1s more satisfying

Do you feel safer, more secure for your retirement years as an owner and ESA member?
Owning stock 1n this company makes me more interested 1n the company's financial success
Because of employee ownership people here try to cooperate more

I am more careful and conscientious 1n my work because I own stock in this company

Owning stock 1n this company makes me want to stay with this company longer than I would
if I did not own stock

Do you agree or disagree with this statement “This company and 1ts people are the greatest ”
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QUESTIONS

(A)

Describe in your own words, your understanding of the ESA and ownership of shares in the
company

B) What do you want to see happen 1n this company since you are now a shareholder and owner
through the ESA?

() Would you leave this company for a company which did not have an ESA ESOP Plan?

II CORPORATE EFFICIENCY AND PRODUCTIVITY

(10)  Owning stock in this company makes me want to stay longer than I would 1f I did not own

(11) I am more careful and conscientious 1n my work because I own stock mn this company

(12) I work harder on my job because I own company ESA stacks (share-equivalents)

(13)  If your company has an mcentive bonus plan increase employee productivity and efficiency ?

(14) Do vou think the employees take better care of the company's equipment?

(15)  If you saw a co-worker not working hard enough, for example, taking too many breaks or
taking a nap, would you tell him not to do 1t?

(16)  If the company needs to, should 1t hire more full-time employees even though they would
become members of the ESA and participate as owners of the company?

(17) Do you think that your fellow workers are less absent from work because they own ESA
share-equivalents?

(18)  Total pay and benefits are better than they would be without the employee ownership plan in
this company

QUESTION

(D) What differences have vou noted 1n the company’s efficiency, production, employee turnover,
employee motivation and helpful suggestions to management since the ESA bought shares
from the government and you became a member of the ESA?

1 GOVERNANCE

(19)  Iam able to vote my ESA “stack” (share-equivalents) as I wish

(20) Employees in my company have more influence in corporate decision-making than they
would 1f they did not own ESA stacks (company share-equivalents)

(21)  Owning stock 1n this company makes me more mterested m the company's financial
performance

(22)  Employees here have more say i company decisions because they own stacks
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(23)  Employees here have more say m company decisions because the ESA Association owns
stock

(24) Do you agree or disagree with this statement “If you don’t vote the stock, you don't
really own it ”

QUESTIONS

(E) Who attends the General Assembly of the company for you? Do these individuals vote your
share-equivalents the way you instructed them to do so?

(F) Do you understand the difference between owning a share of stock m the company and a
share-equivalent (“stack™) in the ESA? What s 1t?

(G)  What ESA and company financial information 1s given to you by the ESA at the General
Assembly? Is any other kind of information provided? What kind?

H) Do you understand the information you are given? If not, does the ESA association, company,
holding company, or ADALA help you understand the financial and other information about
your participation i the ESA? Is it sufficient? If so, why? If not, why? What do you feel 1s
lacking?
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APPENDIX D

FULL FINANCIAL FOR ESA COMPANIES SURVEYED IN THIS REPORT
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IBTCL/Egypt

Condensed FAinancial Statements | nLE Million
Wadi KomQOmbo
income Staterrent 9122 | W2 | 9¥94 | 995 | 9595 | 96/97 | 9293Growth 9394 Growth 94/95 Growth 95/9 Growth

LE % | LE % | LE % | LE %
Raverues 12280 10291| 10948 8782 8666 10809 -1989 -16% 657 6% -2166] -20044 -116] -1%
Cost of sdes 66577 615 6451 530 572 7449 AR T 326 56 103 -16% 280 54
Profit Margin 5703 4166 4497 BN 2 B0 -1537] -2Zr% 331 8% -M07| 25 -39 -13%
| Admin. & Selling Bxp. 2 %70 %18 10 1 571 442  10%] 1082 -23% 257 -T1% 151 13%
Irterest Bxp 533 424 46l 225 265 377 -114] -21% Q37| 9% -23%| -51% o040 1594
Depreciation B 1045 1349 1315 697 766 245 304 2% -0M| 3% -618) 4% 069 9%
Total B 811 6443 5. 1966 22 AW 6320 1% -108] -16% -4B] 6804 260 129
OperatingIncome 108 -277 -89 14 7 1167 -2169 1999% 1380, -61% 2321 -29% -G56| -85%
Other Revenuies & Expenses A4 418 X6 908 1416 1062 17985 9% -8W| -21% -BW 72 508] 6%
Income BeforeTax 2033 18 2370 2 21 229 184 % 8211 @M% -a3| 24 18] -4
Income Tax 8 6 844 713 625 650 -275 -31% 241  40%  -131] 1694 088 -14%)
Net Incone After Tax 1 12, 1526 1619 1559 1579  a9f 8 280 2% a9 6% 060 -4
Profits Distributionin LE'000
Wbriers $560) 79650 127180 131300, 2800 2800 20090 3% 47530 60% 4120 3% -1,26500] ~4589%3
Board Of Directors (Vanagerrent) 38190 40450, 960 29140 72600 2% -30760 -T6% 19450 201% -29140
Mot Allow, & Profit Shanng 33190 40450 16690 36140 10000 10000 7260  22% -23760] -S4 19450 117%| -26140] -261%)
OO RAVENLE 544 604  SW 61 64 e a06)  11%  -001 1% 002 4% a0 6%
PM REVENLE 6% O MW W B A -a0e]  -13%  ao1 1% -0 -6% -008 -12%
AdmnBxp / RBVENLE UM A W 124 144 1B am| 3% -a12] -2 021 -684 Q02|  14%
Interest Bxp./ REVENLE 4% 4% 4% % Fh ¥ Qoo -6 000 2 002 -33% Q00 162
Net Incorre / REVENLE P 124 A 18 18% 159 003  29% @02  15% Qo4 2% 000 -2
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Condensed Financial Statements

Wadi Kom Ombo

Balance Sheet

in LE Million in LE Mifhon

Assets 91192 | 92/93 | 93/94 o405 | 9506 | 96/97 | 92/93 Growth 93/04 Growth 94/95 Growth 95/96 Growth
Current Assets LE % LE % LE % LE %
Cash 12660 1513 3418 3411 4093 1794 247 0% 1903 126% 005 0% 6.82 1%
Trade Recatvable 12463 15500 13089 12446 11115 13438 3037 24%| 1511 -10%| -1543 11%|  -13.31 -12%
Allowance of Doubtful Accounts 555 864 943 £9 807 T72 309 56% 079 %% 244 -26%| 108 13%
Inventory 2478 2360 2854 2403 2589 2865 1178 5% 494 21% 451 -16% 186 7%
Cther Current Assets 2025 28700 4044 3077] 2804 4002 845 2% 174 41% 967 -24%| 273 -10%
Total Current Assets 17677 21379 23360 20638 19794 21327 3702 21% 19.81 9% =27 22 “12% -8.44 ~4%
Non-Current Assets 9192 | 9203 | 9394 o495 | 9506 | 96/97 | 92/93 Growth 93/94 Growth 94/95 Growth 65/96 Growth
Fixed Assets LE % LE % LE % LE %
Equipment 5180 6862 7244 8376 8799 9345 16.62 32% 382 6% 1132 16% 4.23 &%
Other Fixed Assets 1180 1395 2225 2807 3678 4763 215 18% 830 59% 582 26% 871 24%
Leased Fixed Assets

Less. Accurmulated Depreciation 3826 -5008| -6160| -6857] -7622| -7868] -1182 31%| 1152 23% £97 11%| -765 10%
Sub-Total 2534 3249 3309 4326 4855 6240 715 2% 060 2% 1017 % 529 11%
F A Under Construction 136 446 929 477 707 497, 310] 228% 476]  107% 445 -48% 230 3%
Total Fixed Assets 26.70 36.95 4231 4803 55.62 6737 1025 8% 536 15% 572 14% 759 14%
Long TermAccounts Reocaivable 997| 953 1147 618 483 210 044 4% 14 20% 529 46% 135 -28%
Total Assets 21344 26027 28738] 26059 25839 28274] 46.83 2% M1 10%| -2679 9% 220 1%
Total Assets Tumover 058 040 038 0 034 038 -018 -31%| 001 4% 004 12% 000 0%
Equip Tumover 237 150 151 105 098 116 -087] -3™% oof 1% 046 % 006 -6%
Fixed Assets Tumover 4.60 279 259 183 15 160 -181 39% 020 7% -0.76 -29%|  027] -17%
AR Tumover 103 070 084 075 084 085 -033] -32% 0714 19% 009 11% 009 11%
Inventory Tumaover 4.96) 4% 384 365 335 3777 0% 12% 082 12% 018 5% 031 9%
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Condensed Financial Statements | in LE Million
Wadi Kom Ombo
Balance Sheet
LIABILITIES 91/92 | 92093 | 93/94 o495 | 95/96 | 96/97 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
Current Liabilities LE % {E % LE % LE %
Overdraft 172 227 067 795 000| #DIV/O! 172 #DVO! 055 2% -160] -239%
Trade Payables 858 1075 1211 7512 4599 5885 217 25% 136 13%| 6301 520%| -2913 -63%
Other Payables 5472 7552 9675 000 2079) 3498 2080 38% 2123 28%| -96.75| -100%| 2979] 100%
Total Current Liabilihes 6330 8627 11058 7739 7645 10178 2297 36% 2431 2% -3319 -30% 0N 1%
NET WORKING CARITAL 11347] 12752] 12302] 12899] 12149] 11149] 1405 12%] 450 2% 597 5% 750 -6%
Non-Current Liabilities
Long Term Loans 4665 6187 61% 55300 5198 4291 1522 3% 05 1% -6.06 -10% -335 -6%
Cther Reserves 7058 7406 7657, 7613 75900 8179 348 5% 251 3% 044 A% 023 0%
Total Non-Current Liabtliies 11723 13593] 13793] 13143 12785 12470, 1870 16% 200 1% -6.50 5% 358 -3%
Total Liabilities 18053 22220 24851 20882 20430 22648
Stockhoiders Equity o91/92 | 92/93 | 9304 94/95 | 95/96 | 9&/97
Pad in Captd 560 560 560 560 560 560 000 0% 000 0% 000 0% 0.00 0%
Reserves 273 R247] 3B 2099 o0 AT 516 19% 080 2% -3.28 -10% 291 %%
Retaned Eamings 16 18 1559 1579 000 000 16 18 059 &%
Total Stockholders' Equity 3291 38070 3887 5177 5409 5626 516 16% 080 2% 1290 33% 232 4%
Total Liab. & Stockholders Equity 213.44] 260.27| 28738 26050 258.30 28274] 4683 2% 2711 10%| -26.79 9% 220 1%

21344] 26027, 26738 26050 258309 28274

000 000 000 000 000 000

Investment 1n 95% interest 5095 5095 5095
Retum On Equrty 65%| 108% 84% 18% 26% 19% 043 67% 024 -22% 067 -79% 009 33%
Curent Ratio 197 180 127 161 145 1320 017 -9% 053 -30% 034 27%| -015]  -11%
Dett/Equity Ratio 549 584 639 403 378 403 035 6% 056 10% =236 -37% 02 -7%
Dett Ratio 712 684 751 483 421 363 029 4% 067 10% -268 -36% -062 -15%
SdestoWC 108 081 089 068 071 097] -028] -25% 008 10% 021 -23% 003 5%
ESA Return On Investment 17% 26% 20% 017 009 36%
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Condensed Financial Statemments
Wadi Kom Ombo i N
Workforce statistics 91/92 | 92/93 | 9394 | 94/95 | 95/96 | 96/97 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
Production Departments
Permanent Staff 057 910 883 852 847 8% 47 -5% 27 ~3% 31 4% 5 1%
Temporary Staff Contracts 375 3% 346 334 332 335 -19 5% -10 3% 12 3%, -2 1%
Total Production Depts. 1332 1266 1229 1186 "79 1 66 5% 37 3% 43 3% -7 1%
Administrative Staff
Permanent Steff 209 199 193 186 185 187 -10 5% 6 -3% -7 4% -1 1%
Temporary Staff Cortracts 16 15 14 14 14 14 -1 6% -1 -7% 0 0% 0 0%
Total Administrative Depts. 225 2 207 200 199 0 11 5% -7 3% -7 3% -1 1%
Cormpany-wide worfdorce _|
Permanent Staff 1166 1109 1076 1038 1032 1043 57 5% 33 3% 38 4% 6 1%
Temporary Staff Confracts 391 3N 360 348 346) 349 -20 5% 11 -3% -12 3% -2 1%
Total No. of workers 1557 1480 1436 1386 1378 1392 -77 5% 44 3% -50 3% -8 1%
|
Workers Compensation
Average WorkerWage p.a. 6731 8182 7569 7027 7533 8628 1452 22% -313 4% 842 11% 505 7%
Average Worker/Profit Share p.a 363 538 886 947 978 974 156 1% 347 65% 62 7% 31 3%
 Average Worker/Pay p.a. 7113]  8721| 8755| 7975 8511| 9602) 1607 3% A 0% -780| 9% &% 6%
FINANCIAL. RATIOS o192 | 9293 | 9394 o495 | 9596 | 96/97 | 92/93 Growth 9304 Growth 9495 Growth 95/96 Growth

LE % LE % LE | % LE %
Fixed Assets Turnover 485 317 331 203 178 173  -168] -3%% 014 4% -128] 3% -025| -14%
COS/Revenue 54% 60%) 5004 61%| 65%| 69%| 006 1% 001 1% 002 4% 004 6%
CMRevenue 46% 40% 41%| 3% 35%| 3% 006 -13% 001 1% 002 6% 004 -12%
Revenue/Equty 3I73%  T0% R 170°% 160% 1%  -103]  -28% 011 2% 112 40% 009 -6%
Net Income/Equty 35% 33% 3% 31% 20%) 2% 002 -7%! 007 20% 008 20%| 002 %%
Revenueftotal workforce LE000 7887 6953 7624 63% a28) 7765 933 -12% 671 10%| -1288 A7%| 047 1%
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Detailed Financial Statements | in LE Million
Wadi Kom Ombo

91/92 92/93 93/94 94/95 95/96 96/97 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
Income Statement LE % LE % LE % LE %
Revenues 122 80 102 91 109 48 87 82 86 66 108 09 -19 89 16% -21 66 -20% 2143 25% 1972 -99%
Cost of sales
Wages 7 84 858 823 744 815 936 Q74 9% 079 -10% 121 15% 065 -87%
Other costs 57 93 5267 56 28 46 48 48 57 6513 -5 26 9% -980 -17% 16 56 34% 517 -98%
Total Cost Of Goods Sold 6577 6125 64 51 5392 5672 74 49 -452 7% -1059 -16%! 1777 31% 445 -98%
Profit Margin 57 03 4166 4497 3390 29 94 3360 -1537 -27% 331 8% -1107 -25% -3 96 -13%
Admin & Selling Exp
Wages 264 353 307 230 223 265 089 34% 046 -13% -077 -25% -007 -3%
General Admin & Seliing Exp 1327, 1428 2084 252 319 325 101 8% 6 56 46% 18 32 88% 067 21%
Interest Exp 538 424 461 225 265 377 -114 -21% 037 9% -2 36 51% 040 15%
Depreciation Exp 1045 1349 1315 697 766 245 304 29% 034 -3% -6 18 -47% 069 9%
Other Allowances 2637 28 89 1227 562 653 981 252 10% -16 62 -58% 6 65 -54% 091 14%
Total Exp 58 11 6443 5394 19 66 22 26 2193 632 11% -1049 -16% -34 28 64% 2 60 12%
Operating Income -108 2277 897 14 24 768 11 67 -21 69 1999% 1380 -61% 2321 -259% -6 56 -85%
Other Revenues & Expenses
Prior Penods revenues 1001 3799 16 36 324 1081 629 27 98 280% -21 63 -57% 1312 -80% 757 70%
Pnor Penods Expenses -3 83 -1250 1052 584 -7 11 587 -8 67 226% 198 -16% 4 68 ~44% -127 18%
Capital Gains 083 119 168 055 045 057 036 43% 049 41% -1 13 -67% -0 10 =22%
BOD allowances 007 -0 07, 01 01 000 -0 07 000 0% -003 30%
Allowances written back 879 533 488 535 000 879 -3.46 -39% -045 -9%
Misc revenues 14 40 14 58 16 43 587 523 438 018 1% 185 13% -10 56 -64% -0 64 -12%
Total Other Revenues & Expenses 21 41 4126 3267 908 1416 1062 1985 93% 859 -21% -23 59 -72% 508 36%
Income BeforeTax 20 33 18 49 2370 23 32 2184 22 29 -184 -9% 521 28% -0 38 -2% -148 7%
Income Tax 878 603 844 713 6 25 6 50 -275 -31% 241 40% -1 31 -16% -0 88 -14%
Net Income After Tax 11 55 12 46 15 26 16 19 15 59 1579 091 8% 280 22% 053 6% -0 60 4%
Profits Distnibution in LE 000
Workers 596 797 1272 1313 1348 1356 200 90 34%| 47530 60%| 4120 3% 3500 3%
Board Of Directors Profit Sharing 332 405 97 291 190 140 72 60 22%| -307 60 -76% 194 50 201%| -10140 -53%
BOD allowances in LE 000 70 70 100 100 70 00 000 0% 30 00 30%
Total Mgmt Allow & Profit Sharing 332 405 167 361 290 240 72 60 22%| -23760 -59% 194,50 117% -7140 -25%
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IBTCLEgypt

Detaled Anancid Statements | inLEMllion
Wadi KomQnho
Balanoe Sheet - )
Pssels QIR | VB | VN | B | BB | WY | WBQowth 9394 Qonth 9495 Qonth 959 GQowth
Quirert Assets LE % | LE % LE % LE %
Cxh 268 1513 AU\ AU 0B T7H 24 0 1@ 1264 0065 B4 62 174
Treck Recaveble My 15600 108 M4 111 1UMB 0T WY BH A0 1548 1 1331 124
Aloaeredf Dobif Acoourts 55 8 948 B/%W 80 I 30 54 AW %4 24 X6 108 134
Irvertory 247 2860 2BH u0@ X8 BeH 118 B4 49 2P 451 164 18 74
Investmentsin Ssaunties g 1 17 1 1Y 1M o 8% am Z I 04 0 04
Cher cehat apoounts 1963 758 0VF N6 BDY BBV 7H 04 MM 434 -6 2 278 104
Tod Qurent Assts /77 28" 288 2BF 19 2BZ F@ 2r4 1981 9% -Z2 - 84 @
Non-Quirent Assets o/ | VB | VHU | W5 | 5% | WY | WBGQowh 9¥H Gowth 9495 Qonth 99% Gowth
Fixed Assets LE % | LE % | LE % | LE %
Lad 08 0x¥ 0" 42 53 17 067 -4 o 169 345 M2 100 A
Buldrgs 18 41 38 128 58] 831 2 104 02 B4 -261 % 4 784
Euprent 51 086 72 7 &F9 KB45 168 4 3R &4 MR 1804 4 524
Trenepat Eoup. 8B 8 ®B4H 2121 M1l HB7 0B 64 791 965% 475 294 2 124
Tods O 021 0¥ 03 03 03 Q10 9% Q5 28 QB 3% 0o [/ Z
FuntLre& Fdures 080 0" o8 10 14 14 a0 P4 O %4 a15 1P @ 14
Less Accumilated Depreciation BB -G 6160 -85 B2 -8B -N& 3 M8 2% 6% 14 765 104
SbTad U G VW BB B/E K4 71 x4 0 24 117 34 59 14
FA Under Gorstnudion 13 4469 92 47/ 701 49 310 284 4 WA 445 % 23 33U
Taal Foed Assds X7 X% N3 B@ H@ F 1025 3B 53 134 52 W 7H 144
Log TemAaxouris Recavele 9y 953 M4 @ 488 210 -0M #4191 ¢ 59 44 13 -BA
Tota Assels 234 X7 BB XNH 2BB WU 468 224 TN 104 -BM 94 -2 -4
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IBTCI/Egypt

Detaled Financial Statenrents | mLEMihon )
Wad KomQrho
Balance Sheet
LIAEILITIES R | VB | WM | WS | HB | BT | PBQowh 9394 Gowth 9495 Qonth 959 Qowth
Curert Lidulies LE % | LE % LE % LE %
Overdatt 172 22 061 79 172 0% 4 160 2%
Track Payedes 88 107E ©1 /Y 469 S|m& 217 25 136 1% 6301 S -013 634
Shattemloas 468 101 465 1004
Aoned Bperses 40 49 1 50 240 Q@ 2% 3B By 11 00 530 1074
Dividros Pagtle 18 1BE 235 a8 35 18 13 8% 684 -2 1004 38 1009
Ctrer Pagtles 20 A3 5 248 14 804 34 -R5 1004 A0
Qustomers-aredt bdaoes B8 2 R 6@ B0 1582 9% 81 2% -0 100 16@ 1004
Totd Qurert Lishilities Ry &7 11058 7H 7BE 1018 29 W A3 B4 -R1O -30% 094 -P
NETVWORKINGCAATAL 11347 1750 12300 1R 12149 1M1 405 124 40 €4 5T & 70 @
Non-Qurrent Lilities
LogTemLoars 46 618 613 53 51 L9 152 3% 051 Py 606 0% 3B @4
COther Resarves N\ 746 A A3 /O 8™ 348 84 251 ¥ Q4 -1 QX 04
Totel Non-Qunert Lishilibes 1723 169 1708 13143 1785 1MW 1870 194 200 4 68 54 3B I
Stockhdiders’ Fouty olP | 2B | BH | HB | HH | BT
PadinCaptd 560 & 5 560 560 560 0 o4 o 04 a0 @4 Qo o4
Resarves 73| 24 BT N0H A A& 816 194 0D 24 3B 104 29 %4
Retaned Emngs 6 B8 15" am am 1618 a9 @
Totd Shockholders Bty R 3RBON R& 5177 5408 5B 816 104 0D 2d 19 3 22 &
Tatd Lizh, & Soddolders Eopaty 234 AT BB XE 2P MW7 68 24 TH 104 -BP -9 20 -4
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Detailed Financial Statements | in LE Milion B
Wadi Kom Ombo
Workforce statistics 91/92 | 92/93 | 93/94 | 94/95 | 95/96 | 96/97 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
Production Departments
Permanent Staff 057, 910 883 852 847 856 -47 -5% -27 -3% -31 4% -5 -1%
Temporary Staff- Contracts 375 356 346 334 332 335 -19 -5% -10 -3% -12 -3% -2 -1%
Total Production Depts. 1332 1266 1229 1188 1179 1191 -66 -5% -37 -3% 43 -3% -7 -1%
Administrative Staff
Permanent Staff 209 199 193 186 185 187, -10 -5% -6 -3% -7 4% -1 -1%
Temporary Staff- Cortracts 16 15 14 14 14 14 -1 -6% -1 -7% 0 0% 0 0%
Total Admsnistrative Depts. 225 214 207 200 199 201 -11 -5% -7 -3% -7 -3% -1 1%
Company-wide workforce
Permanent Stoff 1166) 1109 1076 1038 1032 1043 .57 -5% -33 -3% -38 -4% -6 -1%
Temporary Staff- Contracts 3% 371 360 348 346 349 -2 -5% -11 -3% -12 -3% -2 -1%
Total No. of workers 1557 1480 1436 1386 1378 1392 77 -5% -44 -3% -5 -3% -8 -1%
Workers Compensation (permanent only)
Average Worker/Mage p.a 6731 8182 7869 7027 7533 8628 1452 22% -313 4% 842  -11% 505 7%
Average Worker/Profit Share p.a. 383 538 886 947 978 974 156 1% 347 6% 62 7% 31 3%
Average Worker/Paypa 7113] 8721| 8755\ 7975 8511 9602] 1e07]  23% 34 0% -0 9% 536 6%
FINANCIAL RATIOS 91/92 | 92193 | 9394 o495 | 9506 | 96/97 | 92/93 Growth 9394 Growth 94/95 Growth 95/96 Growth

LE % LE % LE % LE %
Fixed Assets Turnover 485 317 331 203 178 173 -168 -35% 014 4% 128 -39%| 025 -14%
COS/Revenue 54% 60% 59% 61% 65% 69%, 006 11% 001 -1% 002 4% 004 6%
CMRevenue 46% 40%, 41% 39% 35% 31% 006 -13% om 1% 002 -6% 004 ~12%
Revenue/Equty 373%  270%|  282%  170%]  160%  192%|  -103 -28% oM 2  112] 0% 009 -6%
Net Income/Equity 35% 33% 3% 3% 20% 2004 002 -T% 007 20% 008 -20%| -002 -%%
Revenwue/total workforce LE000 7887 6953 7624 6336 6289 7765 -933] -12% 671 10%| -12.88] -17%| 047 -1%
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Detailed Financial Staterments | in LE Million
REGWA
91/92 | 92/93 | 93/94 | 94/95 | 95/96 | 96/97 | 9293 Growth 93/94 Growth 94/95 Growth 95/96 Growth

income Staterment LE % LE % LE % LE %
Revenues 4189 6411 6771] 6606 7161] 8676] 2222 53% 360 6% -165 -2% 55 8%
Cost of sdes
Wages 518 985 92 55 870 69 467 0% 063 6% -367] 4% 315 36%
Cther oosts 2604 3833 3777, 3r35 4107, 4888 1229 4% 05 1% 042 1% 372 9%
Tota Cost Of Goods Sold 31 ga 4818 4690 4290 4977 5587 1696 5¢% 119 -2%| 409 -9% 6.87 14%
Profit Margin 1067, 1583 2072] 2316 2184 3089 526 49% 479 30% 244 126 13 -6%)
Admin & Selling Exp

Wages 097 161 146 328 064 66% -0.15 -9% 182 125% 328

General Admin & Selling Exp 39 53 651 670, 1020] 1044 134 34% 118 22% 019 3% 39 4%
Interest Exp. 229 230 314 357] 288 343 oot 0% 084 37% 043 14% 069 -24%
Depreciation Exp. 25 4.9 55 530 560 976 24 98% 061 12% 025 -5% 030 5%
Other Experses oM 079 3% 381 30 358 068 618% 247 313% 055 17% 078 -26%
Cther Allonances 9% 163 050 107 144 073 -792] 8% -113] -69% 057 114% 037, 26%
Total Exp. 1941 16600 2042 2373 231 T4 281 -14% 382 23%) 331 16% 058 3%
Operting Inconr 874 06/, 0X 05/ A3 205  807| -92%| 097 -145% -087| -290% -074] 56%
Other Revenues &

Prior Penods revenues 060 4251 040 304 400 058] 4191 6954 4211 -99% 264) 660% 096 2%
Pnor Penods Expenses 2% 4189 381 149 150 101 -3962] 1745% 3808 -91% 232 -61% -001 1%|
Alloaences witten back 031 000| #DIvViY 000| #DIviY 000] #OIVO! 031 100%
Misc. revenues 1143 323 463 050, 122 0% -8 -72% 140 43% 413 -89% 072 59%
Total Other Revenues & Expenses 976 385 12 2.05 403 013] -591| -61% -263] -65% 083 68% 1% 49%
income BeforeTax 102 318 15 148 272 308 216] 212%| 166 -52%| 004 -3% 14 46%
Income Tax 010

Net Income After Tax 10 318 142 148 272 308 216] 2124 17| -55% 006 4% 14 46%
Profits Distnbution n LE "'000

Workers 000] 44570] 49750] 1154.6] 12796 14578] 44570 #OVAI 5180 12%| 65710 132% 12500 10%
Board Of Directors (Managernent) 205 3630] 4240 1879] 2098 2464 1580 77% 6.10 17%| 14550] 343% 2190 10%
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Detasled Financial Staterments | nLEMillion

REGAA

Balanoe Shect

Assets o2 | 993 | M | 995 | 959 | 9%BT7 | RBVGonth | WA Gonath 94'95 Qronth 9596 Gronth
Qurent Assets LE % | LE % LE % LE %
Cxh A2 34 9@ e BH T4 163 384 65 2% -3M -Bh 105 684
Trake Recavetle 03 K6 BB e 1B 1767 MO B 466 6 TMm 19 010 A
Alloseroedf Ductiful Acoourts Q777 04 05 6110 5168 212 03 4% Q0 2 605 1484 9| 184
Invertary B KR7F ¥ 46 S0E @15 7H 64 15 €4 496 124 80 194
Qther gt acoourts 419 768 B9 RN @B\ aF 347 84 8% 1094 N0 190 28] B4
Ctrer aurrert Assets 80 8% 126 089 1% 3@ 404 1260 1004 Q00

Totd Qurrent Assets 632 160283 2R3 2608 2684 2BA NF| 15% 6348 34 -MB % 0P 04
Non-Qurrent Assets o2 | 9293 | 9394 | 9495 | 9596 | 967 | VBQonth | WHUGonth | 99B5CGonth | 95BQonth
Fixed Assets LE % LE % LE % LE %
Lad 3q 3% 3 07 o2 a7 a3 @ ao 04 28 8% a0 04
Buldngs 137 3727 39\ 377 54 54 23 T2 021 64 Q16 4 172 314
Bpment 1600 194 XB78 313 42 NFB 37 24 93] 484 260 %4 104 294
Transpat Ecup 799 14 128 1Y 157 ZFH 448 4 0B 112 % 1% L7
Funture &Fxiures 0 18 13 274 3@ 34 Q¥ 7% Q18 124 138 134 a8 174
Leassd Fixed Assets 463 462 461 0 Q00 463 #ova | Q01 04
Less Accumuiated Deprecation 426 -N60 -R16 -T5 -84 R 6 M 2% 124 44| 194 58] 174
SbTad U 010 ZZ N6 F% 48/ 88 B4 17 I 23 ¥ 8% 224
FA Unds Qeindion 811 81 771 38 44 2B Q19 2 AB e 3L - 051 124
Totd Foed Assets 28 B4 HUB NI LB 5178 L2 g 65 2P 148 44 8®W 24
Ctrer LogInvestrert 0% 06 080 Q10 010 010 03¢ 6% 00 24 -0 % a0 04
Totd Assels 8661 19184 2618 2163 M 2051 10623 127 06 3P -221] -84 9% £
IBTCI/Egypt Final Report



Special Study for the Privatization Program in Egypt Privatization Case Study

108

Detaled Arancial Saterents | nLEMllion

REGMA

Balanoe Sheet

LIABLITES g | 9B | 994 | 945 | 9596 | %Y | XBVGowth | M Gonth HB5Qonth | 9596 Qonth
Quvent Lidlites LE % | LE % LE % | LE %
Orrdrat 33 av ZW JB UM 866 167 1M M 461 20 10M 2P
Track Payedes 3@ 38 38 69 9X 1B el F 4% -8 35 1004 226 284
Sattamioas a® 120 217 QW) iy, Qe Hova 0R 4%
FaagnNtesPagle 37 5B 65 43 148 77 19 64 13 M4 225 30 284 194
Divcends Payeble 067 08 121 7 128 1Y aB 2 0¥ 2 6B B 3
Crer Payeddes 166 191 BTV 6473 164 100S 246 194 7060 3P4 BB UL MM 5
Qustarers-aedt bdarces 1963 465 &80 AP 698 137 44 8 35 44 Uk

Total Qurrert Lighilibes 42 8ed W9 162 169 182 3I& My @2 73 83N 3 QD 2@
NETWORANG CARITAL 168 7 10 2 &0 3P 0% 04 -85 87 106 104
NonQurent Liakaibies

LogTemloars 19 158 66 9% 1311 1311 e 4 806 384 24 40 3B 29
Oher Resanes 020 25 8@ 1A 1617 P19 8 M 24 3 -8R %4 4% 3P
Total Non-Qunert Liahilities 2160 & 8665 2057 55 %6 29 25 3% 608 -®4 &M 34
Stodkddars Bty P | DB | BN | WB | HB | BT

PadinCxpitd 55| 55/ 557/ 55 55 55/ Q00 @ QO 04 Q00 @4 am 04
Rees 172 1719 15 172 1848 1974 54 4% 18 14 20 134 1t &
Retaned Eamngs 05 Q3 a4 Q1 %  6M 1Br 648 004 00

Total Stockhokokrs Eopty 1718 231 27% 2% M0 K3 83 W 42 B4 4B 94 11 54
Total Liah & Stockholders Eouty 8661 19185 25188 216 20 m$ 106 126 N0 3P4 -2 84 2 £
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Detailed Financial Statements | in LE Million
REGWA
Workforce statistics 91/92 | 92/93 | 9394 | 94/95 | 9596 | 96/97 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
Production Departments
Permenenat Staff 1223 1233 1182 1143 1099 1087 10 1% -51 4% -39 -3% -44 4%
Temporary Staff 290 290 285 282 275 277 0 0% -5 -2% -3 -1% -7 -3%
Total Production Depts. 1513 1523 1467 1425 1374 1364 10 1% -56 4% 42 -3% -51 4%
Administrative Staff
Permenenat Staff 276 270 264 245 249 245 -6 -2% -6 -2% -19 % 4 2%
Temporary Staff 50 45| 30 2 22 21 -5 -10% -15 -33% -8 -27% 0 0%
Total Administrative Depts. 3% 315 24 267 M 266 -11 -3% -21 -7% -7 -9% 4 1%
Company-wide workforce
Permenenat Staff 1490 1503 1446 4388 1348 1332 4 0% -57 -4% -58 4% 40 -3%
Termporary Staff 340 335 315 304 297 298 -5 1% -20 -6% -1 -3% -7 -2%
Tatal No. of workforce 1839 1838 1761 1692 1645 1630 -1 0% 77 4% -69 4% 47 3%
Permenant Workers' Compensation In LE 000
Average WorkerWage p.a 4,103 7,625 7,386| 6362 6454 5248 3522 86% -239 3%| 1,024 -14% 92 1%
Average Worker/Profit Share p.a 0 297 344 832 949 1,117 297 48 16% 488 142% 117 12%
Average Worker/Pay p a, 4103 7921 7,730, 7194 7,403 6,365 3819 93% -191 2% -536 ™% 210 3%
BOD Bonuses 20500) 36300{ 42400/ 187,900| 200,800| 246,400/ 715800 7% 6,100 17%| 145500| 343%| 21,900 10%
REGWA n LE Million
FINANCIAL RATIOS 91/92 | 9293 | 9394 | 94/95 | 9596 | 96/97 | 9293 Growth 9394 Growth 94/95 Growth 95/96 Growth
Fixed Assets Tumover 28 319 248 223 189 178 037 13% 071 -22% 025 -10% 034 -18%
COS/Revenue 75% 75%) 69% 65%] 70% 64% 001 1% 006 -8% 004 -6% 005 7%
CMRevenue 25% 25% 31%| 35% 30% B% -001 -2% 006 23% 004 15% -0.05 -15%
Revenue/Equity 235%  278%  248%  280%]  208%  343% 042 18% -0.30 -11% 041 16% 010 3%
Net Income/Equity 6% 14%) 5% 6% 11%) 12% 008 140% 009 -62% o 24% 005 43%
Revenueftotal workforce LE000 2278 34 88, 3845 3904 43 53] 5323 1210 53% 357 10% 05 2% 449 10%
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Concersed Arencid Satemats | inLEMilion
REGMA

v | 9293 | 934 | 9495 | 9596 | BW | VBQuwh | WHMQonth | HMBQonth | 959 Qonth
Inoame Saterment LE % | LE % | LE % | LE %
Rvenes #4180 64t 6771] 6608| 7161 &M 2 5% 3 &8 -1 24 &
Qost of sles N2 /Y 69 LD Q7 £ 16% 584 A9 24 40 ¥4 67 14
Rofit Mrgn 067 15 A7 2BK 28 NW 58 44 4™ 4 24 124 12 -84
Admn 3.Sdling B U 9¥ MNB U8 Uad Y S¥ B4 2% 24 313 4 A€ -4
Interest B 29 201 34 35 288 34 001 04 Q8 3 OB w4 0@  -384
Dyprenaion B 2% 494 5% A 560 9® 24 %4 061 124 05 &4 0V #4
Tod Bp B4 % DL BT BH TN 28 M 38 4 33 14 4B -
Cperaing Inoone |7 O 0y a5 13 2 807, 94 0% 434 Q% -804 -OM 54
Cther Rvanes & Bpanses QM 38 13 208 4 03 591 6P -2 604 QB =4 198 4%
Net Incarre: After Tax 1 3 16 14 277 3 216 202 1% 44 OM @4 1M 8%

Q2B Qonh | WMQonth | 95Qonth | 9595 Qowth

Rdits OstnbuboninLE'000 LE % | LE % | LE % | LE %
Woders Q0 457 473 11546 12786 W78 46 V0| S0 124 6710 1324 150 104
Board O Orectors (Vanagarment) DD XY Lo 1579 08 M4 B TR 610 TR 5D I AD 14
QY RVENE Bh TO4h 6% B4 T 684 00 T4 - & Q &4 a5 P
PMRBVENE B Bn 3% BA T Bh Q01 24 006 24 Q0 194 06 194
AdnnBo /FRENE B4 Bh P4 T A R4 0D 4 oM 194 Q06 ¢4 0@ -1
Irterest By / REVENLE S M Bh 5 L M 0@ 3% ol 224 Qo 1P 00 384
Net Iroore / RRVENLE X B4 D XA M L QB 1084 B 524 84 iz
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Condensed Financial Statements | in LE Million

REGWA o

Balance Sheet

Assets 9192 | 92193 | 93¥M o495 959 | 9697 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
Curert Assets LE % LE % LE % LE %
Cash 4D 3 978 6@ 1% 741 -168] -3®% 654 202 -376] -3% 1054 64%)
Trade Recavable 237 67 14633 17409 12399 12767] 7930, 389% 4666 7% 776 19% -50100 -40%)
Allownence of Douttful Acoourts 0771 04 053 110 5168 212 a3 5% -0 20% -6057| 11428% 944, -18%)
Invertory 647, P73 4216 4709 508 15 1726 65%  -157 4% 493 2% 800 15%)
Cther curent Assets 1227l 1663 2857 098 628 635 4% % 1M 72% HM# 0% 2288 36%|
Total Current Assets 63.26] 16283 22631 20608 20684 20870 9957 15/% 638 9% -2023 9% a7 0%
Non-Current Assets /92 | 92/93 | 994 | 94/95 | 95/96 | 96/97 | 9293 Gowth 93/94 Growth 94/95 Grownth 95/96 Growth
Fixed Assets LE % LE % LE % LE %
Ecpsprment 1600 1947 2878 3138 4182 405 g 2% 93 £B% 260 9% 1044 25%)
Cther Fixed Assets 1313 2123 2165 2117] 248 3737 810 624 a4 2% 048 2% 366 15%
Leased Fixed Assels 463 4R 461 463 -Q01 0%
Less: Accurrilated Depreciation 1426 -2060] -2216] -2757] -3341] 4274 -634] 4% -256 12%  -441 19% -584 17%)
Sub-Total 1487 2010 2727] 2961] 3786 4880 [¥%) 33 717 36%] 23 9% 825 22%
F.A Under Corstrucion 811 830 771 389 440 23  a”m % 05 7% 382 -50% a51 12%
Total Fixed Assets 29 2840 349 3’50 422 5173 2 5s54& % 6= 2% 148 &% 87 21%
Cther Long Irvestert 03] 061 060 010 010) 0100 a4 6%  -001 -6 050 -83%% Qoo 0%
Total Assets 8661 19184 261 23068 2920 26053 10523 121% 7005 7 22 8% A% %
Total Assets Tumover 048 033 0.25 0.28 0. 033 -a15| -31% -008] -23% Q@ % aor 4%
Equip. Tumover 262 3 23 21 1M 178 Q67 26% -094| -29% Q25 -11% 039 -23%
Fieed Assets Tumover 18 2.26) 194 197 169 168 Q3] 2% 032 -14% aod 2 028 -16%
AR Tumover 208) 0.64] 0.46) 0.38 0.58 068 141 -69% -018] -28% -008) -18% a2 3%
Inventory Tumover 158 147| 161 140 130 140 -012 % 04 10% 020 -13% -Q10 -8%
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IBTCL/Egypt

Condensed FAinanciad Staterrents | inLEMillion

REGAA B

Balance Sheet

LIABLITIES o192 | 9293 | 934 | 9495 | 9596 | 9697 | 9293 Growth 9394 Growth 9495 Growth 9596 Gronth
Current Liabilities LE % LE % LE % LE %
Overciaft 3.38 904 2248 2709 3723 UM 566 167% 1344 149% 461 21% 1014 2%
Trade Payables 362 380 348 6.9 92| 1560 a8 5 QX 8% 351  101% 226 24%)
Cther Payatles 4022 718 12195 16214 14944 12982 3163 7% 510 0% H019 8% 1270 8%
Total Qunrent Liknlities 42 8469 14791 1922 19592 1992 I 7 622 756 431 8% 03 0%
NETWORKING CAPITAL. 16. 781 78. 9, 10. 28, 6210 387% Q26 0% -6854) -87% 106 10%)|
NonCurrent Liakairies

Long TemLoans 1% 156 662 9% 1311 131 (i111) 0%, 506 324%) 274 H% 375 2%
Cther Resarves 2004 25 800 121 1617 4219 6246 312%| 247 3% -6882] 86% 49 31%)
Total Non-Gunent Liahilities 2160] 8406 8565 2057] 2028 5530 6246 269% 259 3%| -6608] -76% &M 30%)
Total Liahilities 6882 16375 23456 21679 22520 23522 9993 145% 6581 39% 777 8% a4 4%
Stockholders' Ecuaty o | B | YN | B | 5B | WY

Pad in Captd 557 557, 557 557 557 5571 Q00 0% Qo0 0% Qoo 0%, Q00 0%
Resenves 1720 1719 1532 173 1843 1974 &4 4% 187 -11% 200 13% 11 6%|
Retaned Eamings 050 034 643 016 -32% 609 1™ 643 1004 Q00

Total Stockholders’ Ecuty 1779 2310 2732 2289 2400 2531 531 0% 42 18% A8 -16% 11 %
Total Liab. & Stockholders Equity %61 19185 281 23068 24920 26053 10524 12% 7003 % 220 8% AR P %
Investment in 95%interest 1739 17

Retum On Bty 6% 14% 6% 6%, 11% 12% a08| 140% 08| 5% ao1 9%  ao5 43%)
Qurent Ratio 1% 12 153] 105) 106 1160 058 4% 09 -206 048 -31% Qo1 1%)
Debt/Eouty Ratio 387, 731 859 947, 933 929 34| 89% 128 18% a89 10% -9 -1%]
Deht Raio 07 088 090, 090 00, 090 QM 1% o 2% Qo1 1% Q00 0%
SestoVC 261 o 08 670 655 301 -179 £9% an LA 884 676% Q14 2%
ESARetum On Investrrent 15% 1% Q00| #Dvd Q00| v Q0 Q15 1009
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Condensed Financial Statements | in LE Million L
REGWA
Workforce statistics 91/92 | 92/93 | 9394 | 94/95 | 95/96 | 96/97 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
Production Departments
Pemmerendt Staff 1223 1233 1& 1143 1089 1087 10 1% 51 4% -39 -3% -44 4%,
Terporary Staff 20 20 285 282 275 277 0 0% -5 -2%, -3 -1%, -7 -3%;
Tofal Production Depts. 1513 1523 1467 1425 137. 1 10 1% -56 4% 42 -3% 51 4%
Adminstrative Staff
Pemenend. Staff 278 270 264 245 249 245 -6 -2% -6 ~2% -19 -7% 4 2%
Termporary Staff 0 45 0 2 2 2 -5 -10% -15 ~33% -8 -2T%, 0 0%
Total Administrative Depts. 3% 315 7 27 26| -11 ~3% -21 -7% -27 -9% 4 1%
Compamywide workforce
Permenenat Staff 1499 1503 1446 1388 1348 1332 4 0% -57 4% -58 4% 40 -3%)|
Temporary Staff 340 335 315 297, 208 -5 -1% -0 -6% =11 -3% -7 -2
Total No. of workforce 1839 1838 1761 1692 1645 1630 -1 0% -77 4% -89 4% 47 3%
Permenant Workers' Compensation In LE 000
Average WorkerMage p.a 1,288, 10153 14537 16,275 15230 25405 8866 689% 43584 43% 1,739 12%| -1,045 -T%
Average Worker/Profit Share pa 42 108 157 148 153 157 66 157% 48 44% -8 5% 5 3%
Average WorkerPay p.a 1,330 10261| 14693| 16424| 15383 25562 8932| 672%| 4432 43% 1,731 12% ~1,040 7%
BOD Bonuses 0 0 0 o 0 0 0| #ivol 0| #HO\V/O! o| #vioY 0| vl
REGWA inLE Million
FINANCIAL RATIOS 91792 | 92/93 | 94 o4/95 | 95/96 | 96/97 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
Fixed Assets Tumover 182 2% 194 197, 169 168 043 2% 032 ~14% 0.04 2% -0.28 ~16%;
COS/Reverve 23% 6% 2% 3% 6% % 017 ~T4% 004 -68% ao1 5% Q03 45%
CMRevenue %) SpL 2% 2% 4% 4% 003 104% -0.03 -52% 0.00 6%, 002 41%
Revenue/Ecpity 2% 3BU% M5 62904 6783% 7480% 208 7% 1091 33% 18.65 42% 493 7%6)
Net income/Equity -or%, -23% 3% -5818% -4893% -B217% 035 -60% 012 51% -5783] 16695% 924 -19%
Revenueftatal workforoe LE'00O 125 125 178 21 175 210 001 0% 053 42% 033 18%) 036 -21%i
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Detailed Financial Statements in LE Milion

Upper Egypt Dredging B

Income Statement 91/92 92/93 | 93/94 94/95 95/96 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
LE % LE % LE % LE %

Revenues 14 85 15 46 1777 13 63 1910 061 4% 231 15% -4 14 23% 547 29%

Cost of sales

Wages 306 308 300 002 1% 008 -3% -300| -100% 0 00

Other costs 822 903 1219 1212 16 01 081 10% 316 35% -007 -1% 389 24%

Total Cost of sales 1128 1211 1519 1212 16 01 083 7% 308 25% -307 -20% 389 24%

Profit Margin 357 335 258 151 309 -0 22 -6% -077 -23% -107 -41% 158 51%

Admin & Selling Exp

Wages 065 072 078

General Admin & Selling Exp 183 164 042 124 198 019 10% -122 -74% 082 195% 074 37%

Interest Exp 655 688 076 101 081 033 5% -6 12 -89% 025 33% -0 20 -25%

Depreciation Exp 134 164 176 073 115 030 22% 012 7% -103 -59% 042 37%

BOD Allowances 001 001 001 000 001 0 00 0% 000 0%

Qther Aliowances 118 063 018 5 40 052 055 47% -0 45 -71% 522 2900% -4 88| -938%

Total Exp 11 55 11 51 39 8 39 447 004 0% -760 -66% 448 115% 392 -88%

Operating Income -7 98 816 133 6 88 138 -018 2% 683 -84% 555 417% 5580 -399%

Other Revenues & Expenses

Prior Periods revenues 087 088 092 004 001 1% 004 5% -0 88 -96% -0 04

Prior Periods Expenses 024 013 001 034 o1 46% 012 -92% -033| 3300% 034

Capttal Gains 020 072 023 020 052 260% -049| -213%

other Expenses 074 098 008 -074 -024 32% 090 -1125%

Allowances written back 103 000 103 -1 03

Interest Revenue 124 11 083 124 -013 -10% -0 28 -34%

Misc revenues 8 65 8 61 011 032 121 -0 04 0% -8 §0 -99% 021 191% 0 89 74%

Total Other Revenues & Expenses 928 936 172 190 219 008 1% -764 -82% 018 10% 029 13%

Net iIncome 130 120 0 39 -4 98 081 -010 -8% -0 81 -68% -537| -1377% 579 715%

Profits Distnbution in LE '000

\Workers 0 258 75| 258 00 -26800| -100% 000 75 00 100%

Board Of Directors (Management) 37 24 16| -1300 -35% 2400 -100% 000 16 00 100%

B O D Allowances 51 52 55 000 51 00 100 2% 300 5%

Total BOD Bonuses 37 24 51 52 71| -1300 -35% 27 00 113% 100 2% 19 00 27%
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Detailed Financial Statements inLE Million
Upper Egypt Dredging
Balance Sheet
Assets 91/92 | 92/93 | 9394 94/95 | 9596 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
Current Assets LE % LE % LE % LE %
Cash 003 003 032 496 756 0.00 0% 029 967% 464 1450% 260 4%
Trade Receivable 1189 1662 1623 1598 14 91 473 40% 0.39 -2% -0.25 2% -107 ~T%
Allowance of Doubtful Accounts -164 -193 -185 176 -1 52, 029 18% 0.08 4% 0.09 5% o -16%
Inventory 849 800 867 837 798 0499 6% 0.67 8% -0.30 -3% -0.39 5%
Investments in Secunties 865 684 553 000 -181 -21% 131 -19% 553 -100% 0.00
Cther debit accounts 769 589 772 186 -180 -23% 183 31% -586 -76% -186
Other current Assets 012 007 002 490 341 005 ~42% -0.05 -71% 488 24400% -149 ~44%
Total Curment Assets 35.23 35.52 36.64 431 3234 029 1% 112 3% 233 6% -197 6%
Non-Current Assets 91/92 | 92/93 | 9394 94/95 | 95/96 | 92/93 Growth 93/94 Groath 94/95 Growth 9596 Growth
Fixed Assets LE % LE % LE % LE %
Land o0 001 001 0.00 0% 0.00 0% 001\ -100% o0
Buldings 013 016 016 019 019 0.03 23% 0.00 0% 0.03 19% 000 0%
Equipment 1153 1397 1421 1299 1578 244 21% 024 2% -125 % 282 18%
Transport Equp 287 291 292 301 3o oM 1% o0 0% 009 3% Q.00 0%
Tools 01 017 035 o041 044 0.06 55% 018 106% 0.06 17% 003 7%
Fumiture & Fixtures 021 026 033 035 037 005 24% 0.07 2% 002 6% 002 5%
Less Accumulaed Depreciation 1273  -1361 1391 -13 06! -14 21 0.88 7% 0.30 2% 0.85 6% -115 8%
Sub-Total 213 387 407, 386 558 174 82% 020 5% 021 -5% 172 31%
F.A Under Construction 049 017 o2 023 0.32 -65% 0.05 29% ao 5% 023
Total Fixed Assets 262 4.04 4.29 4.09 558 142 54% 0.25 6% 020 -5% 149 2T%
Other Long Tenm Assets 044 024 0.00 0.00 044 -0.20 833%
Defenred charges 025 013 0.00 0.00 025 012 92%
Total Assets 37 85 39.56 40.93 3909 38.16 171 5% 137 3% -184 ~4% 0.93 2%
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Detaled Financial Staterents nLEMiion

Unper Egypt Dreciging

Belanoe Sheet

LABLITIES 912 | P93 | B | 45 | 95956 | RBQonth 9394 Gronth 9495 GQonth 9596 Quonth
Qurent Lidalities LE % LE % LE % LE %
Owrdeft 09 040 0 368 34 Q@B 4 OB 4 2M X4 Qo1 0%
Trade Payeties 268 178 221 25 177 Q88 -BW QB W4 QM 154 07 44
Cher Patles 421 0%¥ 04 967 1019 -3%6 -4 af] 34 92 124 0 4
Aaued Bperses 100 78 948 0 04 633 634 165 214 866 9% -QH -7
Dvdends Pagle 277 28 a®” a@® 0@ aM™ B4 1m 64 Q06| -84 0w [/ %
Tdd Qurent Lishlites 110 1303 138 1742 1681 18 17 a8 7?4 35 24 061 <@
NETWORANGCARTAL U3 24 270 1689 15 164 -4 QF 1% &8 -4 13 94
NonQurrert Lighiliies

Log Tamloars 815 8% 8 683 64 a8 84 051 04 A 474 Q60 -HM%
Other Resanves 5 341 34 4 44 167] -3B% Q04 1% 0| 24 Qu 3%
Totel NonQunert Lishilities 199 M8 M1 €060 -1 94 -OF ¥4 QF 34 QB 4
Stoddoldars Fouty IR | VB | WA | B | FB

PadinCaptd 816 81W 9 90 9 O o Q% 1 a 04 Qo 0%
Resarves 59 63 63 18 158 1@ 194 af5 24 800 -7 a0 0%
Retaned Eamings Q0o Qo Q00 Qo

Total Stockhdidars Eqquity 135 HU 1555 10 05 102 & @ 74 &0 3 0o 0%
Totd Liab, &Sockholders Equity | 7. BHE N8 P IH 17 B 17 X 18 -©4 116 -4
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Detailled Financial Statements in LE Million
Upper Egypt Dredging
Workforce statistics 91/92 | 92/93 | 93/94 | 94/95 | 95/96 | 92/93 Growth 93/94 Growth 94/95 Growth | 95/96 Growth
Production Departments
Permanent Staff 674 659 670 628 589 -15 -2% 11 2% -42 -6% -39 -7%
Temporary Staff Contracts 79 118 122 297 125 39 49% 4 3% 175 143% 172 -138%
Temporary Staff Daily basis 237 200 188 5 151 =37 -16% -12 -6% -183 97% 146 97%
Total Production Depts 990 977 980 930 865 -13 -1% 3 0% -50 -5% -65 -8%
Administrative Staff
Permanent Staff 69 71 75 76 75 2 3% 4 6% 1 1% -1 ~1%
Temporary Staff Contracts 18 21 30 26 26 3 17% 9 43% -4 -13% 0 0%
Temporary Staff Daily basis 5 9 7 9 6 4 80% -2 -22% 2 29% -3 -50%
Total Administrative Depts 92 101 112 111 107 9 10% 11 11% -1 -1% -4 -4%
Company-wide workforce
Permanent Staff 743 730 745 704 664 -13 -2% 156 2% -41 6% -40 -6%
Temporary Staff Contracts 97 139 152 323 151 42 43% 13 9% 171 113% -172 -114%
Temporary Staff Dally basis 242 209 195 14 157 -33 -14% -14 -7% -181 -93% 143 91%
Total No of workers 1082 1078 1092 1041 972 -4 0% 14 1% -51 -5% -69 -7%
Workers Compensation
Average Worker/Wage p a 4993 5205 5074 0 0 212 4% -132 -3% -5074 -100% 0
Average Worker/Profit Share p a 0 353 0 0 113 353 -353 -100% 0 113 100%
Average Worker/Pay p a 4993 5559 5074 0 113 566 11% -485 -9% -5074 -100% 113 100%
Upper Egypt Dredging
FINANCIAL RATIOS 91/92 92/93 | 93/94 94/95 95/96 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
l P P [

91/92 92/93 | 93/94 94/95 95/96 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
Fixed Assets Turnover 697 399 437 353 342 -298 -43% 037 9% -084 -19% -0 11 -3%
COS/Revenue 76% 78% 85% 89% 84% 002 3% 007 9% 003 4% -0 05 -6%
CM/Revenue 24% 22% 15% 11% 16% -0 02 -10% -007 -33% -0 03 -24% 005 32%
Revenue/Equity 110% 106% 114% 129% 181% -004 -3% 008 8% 015 13% 052 29%
Net Income/Equity 10% 8% 3% 47% 8% -001 -14% -0 06 -70% -050| -1983% 0 55 715%
Revenueftotal workforce LE 000 1372 14 34 16 27 13 09 1965 062 4% 193 13% -3 18 -20% 6 56 33%
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Condensed Financial Statements | in LE Milion L
Upper Egyit Dredaing
Income Statement 9192 | 92093 | 9394 | 9495 | 9596 | 9293 Growmth 93/94 Growth 94/95 Growth 95/96 Growth
LE % LE % LE % LE %
Revenues 1485 1546 17777 1363 1910 0.61 4% 231 1% 414 -23% 547 297
Cost of sdes 128 121 1519 12120 1601 083 7%, 308 256, 307 -20% 389 24%)
Profit Margn 357 335 258 151 300 02 6% 07 -23% 107 -41% 158 51%|
Admin. & Selling Exp 366 299 139 6.65 251 067 -18% -160 ~54% 526 378% 414 -165%
Interest Bp. 655 688 076 101 081 033 56 612 -89% 025 3% Q20 -25%
Depreaation Bp. 134 164 176 073 115 030 2% 012 %% -103 -59% 042 37%;
Total Bxp. 1155 1151 3N 8.39 447 004 0% -760 -66% 448) 1156 392 -88%
Operting Income 798 -8.16) 133 6.88 138 018 2% 683 84% 555 41T 850 -399%
Other Revenues & BExpenses 928 93% 172 190 219 0.08 1%  -764 -82% a18 10% 029 13%|
Net Income After Tax 130 120 039 -4.98 0.81 -0.10 8% 081 -68%| 837 -1377% 579 715%
Profits Distnbution in LE'000
Wbriers 0 258 75 25800 -25800 -100%; 000 75800,  100%;
Board Of Directors (Management) 37 24 16 -1300 35% -2400, -100% 000 1600,  100%|
BOD Allowances 51 52 55 5100 100 2% 300 5%
Total BOD Bonuses & Allow. 37 24 51 82 71
QO REVENLE 7% 78% 8% 8% 84% 002 3% 007 9%, 003 4 005 6%
PV REVENLE 24%y 2% 15% 11% 164 -002 -10%| 007 33% 003 -24% 0.05 32%|
Admn B / REVENLE 25 19% 8% 4% 1% 005 -2% 012 -60% 041 5w 036 -271%)
Interest BQ. / REVENUE 44% 4% 4% 7/ 4% 000 1% 040 90% 003 73% 00| -75%
Net Income / REVENLE L 8% X0 3% & 001 -11% 006 72% 039 -1765% 041  962%)
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Condensed Financial Statements | in LE Million
Upper Egypt Dredging
Balance Sheet
Assets 9192 | 92/93 | 93/4 94/95 | 95/96 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
Current Assets LE % LE % LE % LE %
Cash 003 003 032 495 756 Q00 0% Q29 967% 464 1450% 260 3M4%
Trade Recavable 11 89 166a2 1623 1598 1491 473 40% 039 -2% -025 2% =107 -T%
Alowance of Duchiful Accounts -164 -1 93] -185 -176 152 =029 18% Q08 ~4% 0.09 5% 024 -16%
Inventory 849 800 867 8 37| 7 98 =049 6% Q67 8% -0.30 -3% 0.39 -5%
Other current Assets 1646 1280 1327 676 341 -366 =22% 047 4% -6.51 ~49% -335 ~98%
Total Current Assets 35.23 35.52 3664 T | 2.4 a29 1% 112 3% -2.33 -6% -197 -6%)
Non-Current Assets 91/92 | 92/93 | 934 94/95 | 9506 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
Fixed Assets LE % LE % LE % LE %
Equpment 1153 1397 1421 1296 1578 244 1% (1¥. ] 2% -125 9% 282 18%
Cther Fixed Assels 333 351 377 3.96 4.01 Q18 5% Q26 7% 019 5% 005 1%
Less. Accumulated Depreciation 1273 -1361 -1391 1306 1421 -0.88 TV 030 2% a85 -6% -115 8%
Sub-Totd 213 387 407 385 558 174 82% Q20 5% 021 5% 172 3M1%
F A Under Construction 049 017 022 023 -0.32 -65% Q05 29% oo1 5% 023
Total Fixed Assets 262 4.04 4.29 4.09 5.5_8' 142 54% a25 6% Q.20 -5% 149 27%
Other Long Term Assets 0.69 0.37 0.00 Q.00 Q69 -032 -836%
Total Assets 37 85 39 56 40 93 3909 3829 171 5% 137 3% -184 4% -0.30 2%
Total Assets Tumover 039 0.39 043 0. 0.50 a0 0% and 11% -0.09 -20% a15 30%
Equip Tumover 129 1 11] 125 1 05[ 121 018 -14% a14 13% 020 -16% Q16 13%
Fixed Assets Tumover 5.67| 3.83| 414 3.33| 342 -184 =32% a32 8% -0.81 =20% Q09 3%
AR Tumover 125 0.93] 109 0.8& 128 032 =-26% Q16 18% -0.24 -22% a43 33%
inventory Tumover 175 193] 2.05 163 239 Q18 10% a12 6% 042 -21% Q77 32%
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Condensed Financial Statements | in LE Million

Upper Egypt Dredging )

Balance Sheet

UABLITIES 91/92 | 92193 | 9394 | 94/95 | 95/96 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth

Current Liabilities LE % LE % LE % LE %

Overdraft 046 049 094 365 364 003 7% 045 9% 27| 288% -001 0%

Trade Payables 266 178 221 255 177 -088| -33% o8| 244 04 15% -078| -44%)

Other Payables 798 1076 1073 1122 1140] 278 35% -003 0% 08 5 a1’ 2%

Total Currert Liahlities 110, 1303 1383 1742  16.81 193 17% 085 7%  354] 26%| -061 4%

NET WORKING CAPITAL 241 2 2 16. 15 164 7% 07 1%| -587| -26%| -136 9%

Non-Current Liabilities

Long TermLoans 815 858 807 683 614 o 5 05 6% -124] -15% 069 -11%

Other Resarves 508 341 345 4% a46] 167 -33% a4 1% Q87| 25% Q14 3%

Total Non-Current Liabilities 1323 1199 1152 1115 1060 -124 % 047 &% 37 3% 05 5%

Total Liabiities 2433 50 2540 2857 274

Stockholders’ Equity olf2 | 293 | 934 | 945 | 5%

Padin Captd 816 816 900 900 go0] Qo0 0% o84 10% Q00 o 000 0%

Reseves 5% 638 653 153 153 102 19 a5 2| 5000 -77% 000 0%

Retaned Eamings 00| #oval aoo| #oval Q00| #oval Qo0 #vol

Total Stockholders’ Equty 1352 1454 1553 1053 1% 102 8% 099 7% -500 -32% a0 0%

Total Liab. & Stockholders Equity 3785 3956 4093 3910, 37 171 5% 137 % 183 % 116 -3%)
3785 3955 4093 3909 3829

Investment in 95% interest 526 526

Return On sty 10% 8% % 4% 8% -001| 144 -006| -70% -050| -1963% Q55| 715%

Curent Ratio 3177 27 264 197 192 -045 144 -009 3%  -067| -25%| -005 -2%)

Delt/Equty Ratio 180) 172 164 271 2600 -008 &% a0 -5% 108 66% -011 4%

Debt Raio 064 063 o0& 073 o072l -001 2% -a01 2%  af 18% 002 -2%

SdestoWWC 062 069 078 081 123 ao7| 124 am 14%| 003 3% o4 3%

ESA Return On investrment 9%  15% 000 #sOval aoo| #owa -090 105  715%)
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Condensed Financial Statements ih LE Million

Upper Egypt Dredging

Workforce stafistics 91/92 92/93 | 93/94 94/95 95/96 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
Production Departments

Permenenat Staff 674 659 670 628 589 -15 ~2% 11 2% -42 -6% -39 7%
Temporary Staff- Contracts 79 118 122 297 125 39 49% 4 3% 175 143% -172 -138%
Temporary Staff- Dailly basis 237 200 188 5 151 -37 ~-16% -12 -6% -183 -97% 146 97%
Total Production Depts 990 977 980 930 865 -13 -1% 3 0% =50 -5% -85 -8%
Administrative Staff

Permenenat Staff 69 7 75 76 75 2 3% 4 6% 1 1% -1 -1%
Temporary Staff- Contracts 18 21 30 26 26 3 17% 9 43% -4 -13% 0 0%
Temporary Staff Daily basis 5 9 7 9 6 4 80% -2 -22% 2 29% -3 -50%
Total Administrative Depts 92 101 112 111 107 9 10% 11 11% -1 -1% -4 4%
Company-wide workforce

Permenenat Staff 743 730 745 704 664 -13 -2% 15 2% 41 -6% -40 -8%
Temporary Staff- Contracts 97 139 152 323 151 42 43% 13 9% 171 113% -172 -114%
Temporary Staff Dally basis 242 209 195 14 157 -33 -14% -14 -7% -181 93% 143 91%
Total No of workers 1082 1078 1092 1041 972 -4 0% 14 1% -51 -5% -69 -7%
Workers Compensation

Average Workerage p a 4993 5205 5074 0 0 212 4% -132 -3% -5074 -100% 0

Average Worker/Profit Share pa 0 353 0 0 113 353 -353 -100% 0 113 100%
Average Worket/Pay p a 4993 5559 5074 0 113 566 11% -485 -9% -5074| -100% 113 100%
Upper Egypt Dredging

FINANCIAL RATIOS 91/92 | 92/93 | 93/94 | 94/95 | 95/96 | 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth
Fixed Assets Turnover 697 399 437 353 342 -298 ~43% 084 -19% -0 84 -19% 255 -86%
COS/Revenue 76% 78% 85% 89% 84% 002 3% 003 4% 003 4% 001 32%
CM/Revenue 24% 2% 15% 11% 16% 002 -10% 003 -24% -0 03 -24% 007 31 6%
Revenue/Equity 110% 106% 114% 129% 181% 004 -3% 015 13% 015 13% 000 9%
Net Income/Equity 10% 8% 3% -47% 8% 001 -14% 050 -1983% -050| -1983% 013 940%,
Revenueftotal workforce LE 000 1372 14 34 16 27 1309 1965 062 4% -3 18 -20% -3 18 -20% 057 -93%
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