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EXECUTIVE SUMMARY 

ThIS report summanzes the case studies carned out on seven newly-pnvatIzed EgyptIan firms by 
IBTCI at USAIDlEgypt's request The seven former Law 203 state comparues were pnvatlZed usmg 
three different methods two were sales to anchor mvestors, two were partIally sold through stock 
share flotatIon (IPOs), and three were worker-leveraged buyouts usmg employee shareholder 
aSSOCiatIOns (ESAs) One anchor sale and the two IPOs mvolved 10% share sales to ESAs The 
pnnclpal purpose of thiS report IS to assess the effect of the diffenng methods of pnvatization both on 
the effiCiency and productIVIty of the firms pnvatIzed and on the economy m order to help determme 
the nature of and dIrectIon for future approaches The study team exammed post-pnvatlzatlon 
changes m the comparues and therr markets usmg company mtefVlews, exammatlons of finanCIal 
reports, and other documentatIon We were able to analyze how the firms operated before 
pnvatlZatlOn, how they have changed, and what prospects and challenges they now face Problem 
areas m pnvatizatlon, pohcy and mstItutlonalissues, and needs for further study also surfaced 

1 Prmclpal Cross-CuttIng Fmdmgs 

• USAIDlEgypt, through Its Bechtel contract, played a cntlcal role m the pnvattzatlOns that were 
studIed Bechtel had prepared mformation memorandums and other documentatIon for SIX of the 
seven firms that were exammed I The conclusIon that must be drawn IS that the mformatIon 
prOVIded by that contract was cntlcal m helpmg the GOE pnvatlze these firms and that the 
contmued supply of such mformatIOn IS Important 

• There IS eVidence that the anchor route has labor/peace trade-offs It could not be otherwIse gIVen 
state enterpnse surplus labor and work ethIC However, thts study's mode-specIfic findmgs 
mdicate that the percepnon of those nsks IS greater than the actual nsks of such turmoIl The early 
retIrement scheme and properly structured mmonty ESAs can greatly reduce the nsk of real 
turmOIl 

• Most of the firms studIed (five of the seven) were profitable pnor to pnvatizatIon, and the other 
two had a good chance at profitabIlIty ThIs degree of success m pnvatlzatlOn may well elude 
firms whose organIZatIOnal and finanCIal structures are m Jeopardy 

• All of the firms exammed whether anchor, IPO, or ESA, were genume pnvatIzations They 
Involved, at mInImum, a change to pnvate legal status, mcreased procurement and marketmg 
fleXIbIlIty, and hIgher qualIty Board of Drrector composItIon For all the firms market SignalS 
became more Important What does dIffer among the firms pnvatlzed by the same method IS the 
degree of pnvate ownershIp and control 

• RegardIng the degree of change and Improvement by method of pnvatIzatIOn In the firms studIed, 
It lS clear that the anchors exhIbited the most and the qUickest changes, the lPOs less, and the 
ESAs vaned from substantlal change m one to llttle change m two TIme as a factor m change 
appears to be less Important than the method of pnvatIzatIon used The above findmgs put a 
premIUm on usmg the anchor route and on havmg a przvate controllmg group (PCG) emerge as 
rapidly as pOSSible m the case of IPOs The case studtes found that for two of three maJonty 
ESAs there was htde change, both suffer substantIal orgamzatIonal and management problems 
and all operate m an environment of contInumg legal and poltcy Issues 

• Anchor sales may be more diffiCUlt than IPOs, but thiS study mdlcates that their superIOr 
results warrant the extra effort Involved Further, the Al Abram Beverages case shows the value 
of havmg mvestment bankers mvolved m such sales 

1 Tlus deta:Il was not known to the study team pnor to firm seleruon for the case studIes 
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• GIven the Importance of mvestment banks for anchor sales, present GOE mterest m the anchor 
route, and the need for mvestment bank engagement fees should be actIvated as qUIckly as 
possIble 

• WhIle firm-level Improvements because of pnvattzatIOn are econoilllcally Important, a more 
Important economIc aspect of pnvatIzatton may well be mcreased competItIOn 

• The recent GOE pohcy decIsIon not to permIt ESAs, mcludmg illlnonty ESAs, to sell theIr shares 
to the pubhc, whIle no doubt well mtentIOned, could prove extremely harmful to 
labor/management relatIOns or to firm-level savmgs It mtroduces firm diVidend payment and 
retamed earnmgs polIcy as an addItIonal possIble pomt of labor/management COnflIct One 
approach to thIS problem mIght be to reverse the prohtbItIon on unless suffiCIent cash can be set 
aSIde to be used for caslung out employees on therr stack accounts ThIs would requrre the 
approval of new tax measures, for example, the use of pre-tax corporate mcome for contnbutIons 
to the ESA (see PolIcy Issue #7) 

• The Issue of lIqUIdatIOns does not fall under our Scope of Work, but there IS no doubt that the 
GOE should pursue such asset sales more vIgorously than they have m 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 recyclmg of Its assets at 
lower cost levels 

2 Method-specIfic Fmdmgs 

2 1 Anchor Sales 

The anchor mvestment sales that we exammed exhtbIted the most and qUIckest changes and delIvered 
everythmg that IS generally promIsed for them-both mvolved new technologIes, mvestment, new 
products, and new market access DespIte the ObVIOUS advantages of anchor sales there remam 
substantial obstacles to carrymg them out These are m addItIOn to valuatIOn problems and the 
perceIved POlItICal nsk of sellIng the "crown Jewels" 

The rapId change that IS related to anchor sales can lead to substantIal labor force turmoIl We found 
substantial turmOIl m the case of the former Nasr BotIer (B&W Egypt), yet almost none m Al Abram 
Beverages (ABC) We beheve that the method of pnvatIZatIOn IS only one factor m thts equatton 
Further, the perceIved nsks of labor turmOIl probably exceed the real ones Also, at the tIme of the 
1994 anchor sales, mechamsms hke state-assIsted early retrrement or the mmonty ESA had not been 
establIshed Shll, a systematIc study of the means by whIch to lower labor turmOIL or the perce phon 
thereof IS merited. Such a study would build on present cases, examme m greater detatl the actual 
labor COnflIctS that have occurred, study the usefulness of "cookIe cutter" mmonty ESAs, and 
determme approaches (and, If mented, actIon programs) for prepanng the labor force m firms about to 
be pnvattzed 

The case ofNasr BOIlers pomted out the problem of firm de-capItahzatIon m the case of anchor sales 
over the course of a lengthy pnvatlzatIon process Better due dthgence and mechanIsms such as 
escrow accounts (already used) mIght be helpful m thIS regard However, attentIOn needs to be paId 
to protectmg a firm's assets and cash flow durmg an anchor sale process. A study IS recommended 
to look at such Issues as how to shorten the tranSItIon penod and what mcentIves mIght prompt better 
cooperatIOn from eXlstmg management and labor dunng the tranSItIon 

We belIeve that there are stIll systematIc preferences for state-owned firms In publlc procurement, 
and If not preferences, at least practIces If there are such preferences or the perceptIOn thereof, 
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anchor sales of many pubhc firms wIll fetch lower bid pnces (and overall economIC effiCIency IS 
mrublted) We recommend further study m thiS area 

The cost and dIfficulty of Investor market exit came up m one of our case studIes Agam. thIs IS 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 mSIgmficance) would be useful The eXIstence (or 
the perceptIOn) of costly market eXIt problems tends to both mrubit entry and mcrease the nsk 
premIUms demanded by mvestors who do so 

The ABC case study Illustrates the key, advantageous role that Investment banks can play m the 
buymg and sellIng of firms Now that GOE OffiCIalS seem to be re-exammmg therr POSItIon on the use 
of mvestment banks, It would seem opportune to conduct a study to determme wluch types of 
transactIOns lend themselves most to mvestment bankmg servIces and how to best use them 

2 2 ImtIal PublIc Offermgs 

Contrary to belIef m some quarters, our two IPO case studIes show that thIs method results m "real" 
pnvatIZatIODS In spIte of substantIal remammg government ownershIp shares, the pnvatIZa1:Ion of 
one of the firms studIed led to a flurry of market entry, the other IS actIng lIke a fully pnvate firm 

StIll, m the absence ofa PCG (as m the case ofNasr CIty Housmg and Development), the government 
m fact remams the "anchor mvestor " The problem of fostenng the qUIcker emergence of PCGs m 
IPOs does seem to ment further study Such a study should cover the followmg 

• The sale of remammg Holdmg Company shares, 
• The problems mvolved m the converSIOn of remammg government shares to preferred stock, 

provIdmg Holdmg Compames WIth contmumg mcome but lessenmg government control, 
• How to keep publIc mstitutIODS as merely "portfolIo" mvestors, 
• The usefulness of "worker" (management, non-ESA) shares m helpmg to forge PCGs, and 
• The usefulness of developmg a pre-IPO busmess plan and, If useful, who should prepare It 

(eXIstmg management?) 

The Nasr CIty case shows that land assets can be greatly undervalued and maccurately reflected m the 
IPO offenng pnce, resultIng m large "wmdfalls" Perhaps the "land under valuatIon" problem results 
from the Central AudIt Authonty (CAA) methods of assessmg land value, m tlus case, the questIon 
should be taken up WIth the CAA AlternatIvely, land assets could be stnpped from land development 
companIes pnor to theIr pnvatlzatIOn and auctIOned separately 

2 3 Employee Shareholder ASSOCiatIons 

In Egypt, ESAs are permItted to own shares of a company on behalf of Its employees The ESA 
admmisters a legal and organ1.zatIOnal framework called an Employee Stock Ownerslup Plan 2 An ESOP 
IS 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 pnvattzatIOn of EgyptIan state-owned 
enterpnses, ESA members acqUIre certam share-eqUivalent or 'stack' nghts as Holdmg Company loans 
are reprud for the sale of a mInOrIty or majorIty ownershIp mterest m the company ESA members 
receIve an annual profit proportIOnal to theIr "stacks" and a cash value for therr "stack" accounts upon 
retrrmg or WIthdrawmg from the ESA ESA members vote theIr stack accounts on a one-person, one
vote basiS to mstruct the ESA on how to vote Its company-owned shares 

2 An ESOP m Egypt IS SIgmficantly dIfferent from an ESOP as defined IUlder laws m the Umted States where It was 
first mtroduced m 1965 
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2 3 1 Characteristics of ESA Owned Firms 

• Government IS stIll the major chent 
• Llmited market plannmg 
• Llmited effiCIency In managmg workIng caprtal 
• LImIted finanCial and admImstratIve InformatIon systems 
• No retaIned earmngs pohcy 
• Company performance IS not close to Bechtel's ongma! prOjectIOns (much lower) 
• MaJonty ESA CEOs have not changed 
• Llmited organIzatIOnal development 

2 3 2 ESA Governance 

• "Stacks" voted on a one-person, one-vote basIS 
• ConfuSIOn of share and stack nghts and obhgatIons 
• ESA members' votIng nghts are generally respected 
• IncreasIng transparency and access to finanCial InformatIOn 

2 3 3 ESA Techmcal Issues 

• Problems of repurchase habIhty 
• ESA contracts prohIbrt paymg stack accounts In shares 
• The firms are becommg closed compames WIth two classes of workers Lumted hInng of new fuIl

time employees, With most new workers hrred on contract (contract workers are not ehgible to 
become ESA members) 

3 Recommendations and SuggestIOns for Further Study 

It lS recommended that a further study be undertaken to answer the questions outlined under 
"Polley Issues" In order to address remalnmg tech meal ISSUes before new majOrity ESA sales are 
Imttated. 

3 1 Other Immediate Problems and Recommendations 

(I) 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 computenzed to 
enable management to plan, control, and evaluate performance 

(3) Corporate management's hnes of authontv and accountabIhty should be revIewed Who IS 
ultImately responsIble for management deCISIOns? For example, In marketIng, retentlOn of earmngs, 
and upgradIng finanCIal InfOrmatIOn systems dunng the time the ESA ASSOCIatIOn occupIes (a) a 
mInonty pOSItIOn on the company Board of DIrectors or (b) a maJonty 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 maJonty shareholder at the company General 
Assembly, or the HoldIng Company through Its appOInted dIrectors to the company Board of 
DIrectors? 
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3 2 Possible Areas for Further Study3 

3 2 1 Fmanclal 

(I) Determme alternatIve methods to fund repurchase habIhty to msure there IS enough 
cash m the ESA AssocIatlOn to payout stack accounts at market value under eXlstmg tax laws that use 
after-tax compan)' dIvIdends to fund the ESA AsSOCIatIOn 

(2) Determme 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 nght of first refusal for the ESA AssocIatlOn clause m 
the ESA bylaws) rather than paymg a retmng member only m cash Should thIs optlOn be consIdered 
or not, and for what reasons? 

(3) Clanfy the law permIttIng the ESA AssocIatlOn to payout up to 10% of a long-term servIce 
retmng employees' stack account mESA owned stock 

(4) Determme If 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 agaInSt the possibly that the ESA 
ASsociatlOn wdllower ItS ownershIp percentage of ESA company shares 

(5) Clanfy the law regardmg the nght of an ESA ASSOCiation to sell ESA company shares after all 
loans to the Holdmg Company have been paId 

(6) Analyze and recommend what addltlOnal 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 AssociatlOn to fund and pay ESA 
loans acqUIred to purchase ESA company shares Analyze the POSSibilIty of taxmg ESA 
members at the mdlVldual mcome tax rate on therr stack accounts when paId out m eIther cash 
or stock to prevent thIs tax deferral from becommg an open tax subSidy 

(b) GIVe a tax deductIon on the mterest charged by banks for loans to ESA AssoclatlOns If 
they use these loans to purchase ESA company eXIstIng or newly Issued shares 

(c) PrOVIde entrepreneunal and mvestment mformatlOn and guIdance to employees who 
receIve cash for theIr stack accounts on how they may WIsh to mvest thelf funds 

(d) Strengthen AssocIatlOn for Employee ParticipatIon m OwnershIp & Management 
(ADALA) as the ESA representatIve organizatlOn m Egypt to prOVIde trammg and adVIce to 
ESA ASSOCIatIOns on corporate management, finanCIal, and governance Issues 

3 2 2 Governance 

(l) Analyze and suggest recommendatlOns on the value of one-share, one-vote vs one-person, one
vote of share-eqUIvalent stacks ill ESA members accounts 

(2) Analyze and make recommendatlOns 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 m the ESA and Its effect on the ma]onty ESA company What IS the 

3 GIven the relatIve lllSlgmficance of ESAs m the overall pnvattzatIon program (2 2% of pnvattzatIon proceeds) 
only llOuted resources should be spent on the study of these Issues unless the GOE proceeds WIth further 
Important ESA pnvatIzatIons 
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effect of EgyptIan labor lavo.s that severely hmIt a company's abIlity to freely contract and dIsmIss 
full-time employees? 
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1 INTRODUCTION 

lIThe PrImary Purpose of thIs Study 

The Scope of Work for thIs study (see AppendIx A) makes two Important poInts related to the Impact 
ofpnvatlzatlOn on the overall economy (1) "If the pnvatizatlOn program has pnvatIzed only a dIstmct 
mmontv of the economy no overall Impact of pnvatization would be observed," and (2) ''there are a 
vanety of Issues and procedures, whIch are currently budt mto the pnvatizatlOn program WhICh, could 
or may Impact the overall economy" 

WIth regard to the first pomt, It IS true that to date the EgyptIan pnvatIzatIOn program has dIvested 
only a small proportIOn of pubhc sector assets (even of Law 203 Company assets) In fact, however, 
the Impact of the program on the overall economy IS far out of proportIon to the assets dIvested 
Recent IBTCI presentatIons to US AID and Its partners and customers m the pnvatIzatlOn effort have 
mdIcated, and the current debate m the EgyptIan press underscores, that the overall posItIve Impact of 
even a small amount of pnvatIzatlOn has been sIgruficant The followmg are the maJor reasons 

• The pnvatIzatlOn program has Imposed stncter finanCIal dIscIplme on all Law 203 firms and has 
mrubited them from undertakmg new ventures whIch could crowd out new pnvate sector 
mvestment, It has removed firms from sectoral millIstry control and lessened polItIcal mfluence 
on decISlon-makmg m pnvatIzed firms 

• There have been a mynad of "wmdfalls," the most Important of whIch has been the reVItalIzatIOn 
of the EgyptIan capItal market and the creatIOn of Its handmaIden, a new finanCial servIces 
mdustry 

• The threat (or promIse) ofpnvatlzatIon may be an Important factor ill the Improved performance 
of the remammg state-owned companIes 

• The success of most early pnvatrzatIOns has created a POSItIve "pohcy feedback" loop among 
EgyptIan decIslOn-makers-theIr approach to future pnvatIzatIOn IS no longer tentatIve They 
have taken ownershIp and pnde m what has been accomplIshed, and will m future reqUIre less 
donor "nudgmg" m the pnvatIzation area (although perhaps dIfferent types of support) 

The second pomt m the Scope of Work, the pOSSIble effects of pnvatrzatIOn on future economIC 
growth and structure dependmg on how pnvatrzatIon IS Implemented, may prove cntical to the 
program's long-term success The pnvatIzatlOn methods employed may have Important consequences 
m thIs regard These methods have the potentIal, for example, to lead to greater or less competitIOn m 
the future dependmg on such factors as new market structIrres created and the pOSSIble formatIOn of 
new polItIcal mterest groups As the Scope of Work pomts out, pnvatIzatIOn per se IS not good unless 
ItS Improves the effiCIency and productIVIty of the firms pnvatIZed (and, we hasten to add here, of 
other firms m the economy) The economIC argument for pnvatIzatIOn rests on the premIse that 
'ownershIp matters, that mdIVldual firms owned by few (and accountable to the owners) wIll 
perform better than firm owned by all 1 e, the state (and accountable to polIttcal actors) However, 
what If the pnvatizatIOn methods employed lead to ownershIp Without management control, Ie, 
WIthout greater accountabIlIty to the owners? In that case, benefits denved from pnvatizatIOn mIght 
be lessened, m that firm-level effiCIencIes and mcreased produCtIVIty expected from pnvatIzatIOn 
mIght not be forthcommg 

USAID has long recogruzed the pOSSIbIlIty of dIvergence of ownershIp and control, as illdicated m the 
USAID Sectoral Pohcy Reform (SPR) polIcy matnces (see pnor mTCI SemI-Annual EvaluatIOn 
Reports) The SPR matnces have defined pnvatIzatIon as "transfer of maJonty ownershIp and 
control" In practIce, meetmg the SPR condItIOnally has meant the transfer of the companIes from 
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operatIon under Law 203 to theIr operation under Law 159 Still, given the methods of pnvatIzatIOn 
that have been used m Egypt, It IS qUIte pOSSIble that a company could have been reorganized under 
Law 159 With effectIve management control stIll remammg With the Government 

TIns study will descnbe and explam the methods that have been used by the EgyptIan government to 
pnvatlze state-owned enterpnses (1) anchor mvestor sales, (2) the sale of at least 51 % of a 
compan" 's eqUity on the stock exchange VIa Irutial PublIc Offenngs (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 abIhty of the new pnvate sector owners to mfluence and control 
management EgyptIan laws relatmg 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 hoot the abIlIty of the new owners to make needed changes to mcrease 
productIVIty Such laws or norms may affect all pnvate sector firms, but WIll be dealt WIth here only 
as they affect newly pnvatIzed firms 

The pnmary purpose of thIS study IS thus to examme the facts underIymg Egypt's current methods of 
pnvatization m order to better dIrect future pnvatizatIOn efforts It exammes the effect of new pnvate 
sector ownershIp on management and assesses the Impact of the pnvatIzatlon method employed on 
effiCiency and productIVIty It does so pnnclpally by means of exammmg changes m the operations 
and governance of seven newly pnvate firms, at least two of which fall Into each category of 
pnvatizatIOn method studted TIns report descnbes what the firms were lIke before pnvatlzatIon, what 
they are lIke now, and the prospects and challenges that they face Dunng the course of the study, we 
found that what happens to the competItIve envlfonment outside of a newly pnvatIzed firm maybe as 
Important to the economy as what happens Wlthm the firm 

1 2 Prmclpal Issues 

1 2 1 The Sources of Economic Benefit from PrivatIzatIon 

Economically, the benefits of pnvatlzatIon accrue both mSlde and outside a partIcular firm At the 
firm level, economIes are acrueved by better use of factors of productIOn Benefits can result from the 
more effectIve utIlIzatIOn of specific factors of productIOn, the better combmatIon of these factors m a 
gIven productIOn process, or the applIcatIOn of these factors of productIOn to a rugher (more valuable) 
use Also Important at the firm level IS Its abilIty to mcorporate knowledge and technological 
mnovatIOn, whIch may be generated externally, mto ItS productIve processes Fmally, some firms are 
technologIcal mnovators, these firms make It pOSSIble to employ accessIble factors of productIOn on a 
hIgher frontier In pnvatlzatIOn, It IS especIally Important to look at the under-utdized assets that a 
state firm may have under Its control For exantple, the lIqUidatIOn of an unprofitable state firm could 
be of great economIc benefit by freemg assets and labor under ItS control for employment mother 
areas 4 

EspecIally Important m the case of pnvatlzatIon are the markets m WhICh the state firm IS operatIng 
Generally, these markets tend to be charactenzed by monopohstlc elements They tend to be 
protected by Import restnctIons or rugh tanffs, and there are usually restnctIOns to the entry of pnvate 

4 For example a capital good sold by a lIquIdated finn say a tractor WIll be qUIckly put mto use It will still 
reqUIre dnvers, mecharucs etc Thus such Issues as employment gamed or lost to the economy are often moot 
They are really not SOCIal Issues as often charactenzed but rather polIncal economy Issues Usually 
employment IS not lost m such mstances but IS shifted from the lIqUIdated state finn to the pnvate sector finn 
buymg the capital eqmpment QuestIons such as If and how the former employees of the IIqUldated finn should 
be compensated for Job loss are then essennally polincal m nature There may necessanly be cases m whlch 
ennre plants need to be scrapped or closed m whlch case employment nught not merely shift but may be 
extmgUlshed In these cases, however the preVIously underunhzed labor would be freed to seek employment 
elsewhere 
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competItors Indeed, the very presence of a state firm m a gIVen market can serve to restnct entry, as 
potentIal competItors fear that the state may exerCIse Its regulatory powers to favor Its firms In these 
mstances, the pnvatizatIOn of a state firm can send Important SIgnals to pOSSIble market entrants 
Entry may actually result m greater competItIon and resultmg mcreases m output from a gIven set of 
factors or more effiCIent factor deployment Even where there IS not actual market entry, market 
"contestabulty" (or the threat of possIble entry) may alter a pnvatlzed firm's behaVIOr m a monopoly
tvpe settmg, causmg It to mcrease output or lower costs m order to mamtam market share 

1 2 2 Ownership and Control 

Even If a firm IS "pnvanzed," defined here as maJonty pnvate ownerslup and legal reorgamzatIon as a 
pnvate sector entIty, It IS stIll pOSSIble for government to mamtam effectIve control of the finn ThIs 
can result from a number of factors, mcludmg pubhc dIspersIon of pnvately owned shares WIth 
concurrent government control of a maJonty of those shares In these clfcumstances, It IS pOSSIble for 
management to act m ways that does not maXImIze shareholder value In a competItIve market, profit 
maXImIzatIon occurs at the lowest pomt m a firm's average cost curve, whIch IS also the pomt of most 
effiCIent factor utIlIzatIOn 

Owner-management accountabIlIty problems may eXIst These problems are by no means exclUSIve 
to newly pnvatIzed firms m whIch the government mamtams SUbstantIal ownershtp and control 
However, m such firms fleXIbIlIty, and hence effiCIency, may be more lImIted than m other firms WIth 
accountabIhty problems In such Instances, the newly pnvatIzed firm may reap only pamal benefits 
from pnvatIzaUon For example, the firm may gam freedom from government procurement 
regulatIons that formerly mhtbIted Its fleXIbIlIty m sourcmg and marketIng, however, changes that are 
more fundamental may be more dIfficult to achIeve Corporate governance and accountabIlIty 
drfferences among firms pnvatIzed under the dIfferent methods may prove very sIgmficant and 
mfluence the degree of pnvate ownershIp and control whIch, m tum, may have sIgmficant effiCIency 
ImplIcatIOns Our case studIes probe for these dIfferences 

1 2 3 PrivatIZatIOn at the Crossroads 

The pace of the GOE's pnvatIzatIon slowed dunng the course of 1997 Through the end of 
September, Law 203 CompanIes were bemg sold at the rate of 1 2 per month, slIghtly below the 
average 1 3 compames per month sold over the 1994-1996 penod At thIs rate, the sale of the 
remammg 260 Law 203 CompanIes WIll reqUIre 18 years ThIs IS at a tIme when the pace of 
pnvatIzatIon should be acceleratmg gIven the baSIC expenence that has been gamed One reason for 
the slowdown IS well documented m IBTCI's Quarterly ReVIew for thIrd quarter 1997 It IS due 
partIallv to the fact that the rernalmng compames to be sold have both more debt and greater amounts 
of excess labor than those preVIOusly pnvatIzed The GOE emphaSIS has therefore shIfted towards 
early retlfement programs and debt restnIctunng The IPO route IS currently less attractIve because 
Egypt's newly reVItalIzed capItal market has turned beansh thts year In a bear market, the pubbc no 
longer has the same appetIte for mltIaI eqUIty flotatIOn Many people have expenenced first-hand the 
dIfficulty of sellmg eqUItIes when the pnce IS down m a thInly traded market Indeed, several 
pnvatIzatIOn IPOs have not been fully subscnbed 

The partIal exhaustIon of the IPO route affects the pace of the pnvatIzatlOn program because It has 
been the pnncIpal pnvatIzatlOn method employed by the GOE smce 1996 After an mItIaI flurry of 10 
ESA pnvatlzatIOns m 1994, there have been none smce, and only five anchor sales over the same 
penod One of these was a sale to an IPO m whIch the government mamtaIns a stake, another a hotel, 
and a tlurd started out as a mmonty IPO The reasons for the pohcy-maker's preference for the IPO 
route IS clearly spelled out m IBTCI's Quarterly ReVIew for tlurd quarter 1997, whIch states "Anchor 
sales are more dIfficult, more tIme consummg, and less lIkely to cause senous publIc cntIcIsm than 
floatmg IPOs on the stock market" (p 46) The reason that no more ESAs have been pursued IS also 
straIghtforward ESAs were the preferred pnvatizatlOn vehIcle early m the program because anchor 
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sales of those compames were not seen as feasIble for any number of reasons, asset sale (hqUIdatIOn) 
was not vIewed as polItIcally deSIrable, and the IPO mechamsm had not yet been tned 

Now that the IPO mechanIsm looks less feasIble, the GOE IS agam lookmg at anchors and ESAs as 
optIOns PublIshed press reports mdicate that new anchor sales are now very much a part of the 
Government's agenda PublIc cntIcIsm of IPOs centers on theIr lack of development Impacts relatIve 
to anchor sales m terms of attractmg ne", mvestment, technology, and domestIc/mternatIonal market 
access InternatIOnal donors have been approached about financmg mvestment bank engagement 
fees ~ Also, some firms probably would not make good candIdates for anchor sales, hqUldatlOn IS 

stdl pohtIcally undesIfable, and new ESAs are agaIn very much on the agenda as a pOSSIble 
pnvatIzatIOn method 

Now that the pnvatIzatIon program IS at a crossroads, thIs a good ttme to ImtIate a reView of Egypt's 
expenence to date WIth the three pnvatIzatIOn methods It has used We hope that thIs trutIal reView 
wIll help sharpen subsequent, broader mqUInes and dIfect future GOE pnvatIzatlOn approaches The 
assessment of the drffenng Impacts of pnvatIzatIon methods on the effiCIency and productIvIty of the 
firms pnvatized and on the economy IS Important to the program's future growth The foregomg are 
key ObjectIves of Egypt's pnvatizatIOn program WIdespread ownershIp and partICIpatIon m the fruIts 
of pnvatIzatIon are also ObjectIves of Egypt's pnvatlzatIon program and WIll be exammed to the 
degree feaSIble 

1 3 MethodologIcal ConSiderations and Procedures 

1 3 1 Selection of Compames 

The ImtIal Scope of Work for thIs study calls for the employment of a modIfied case study approach 
WhIle certam changes were made WIth regard to team compOSItIOn, espeCIally m dealmg WIth the 
compleXIty of ESA Issues, the baSIC approach was mamtamed Wlule the modIfied case study 
approach can encounter general constraInts facmg the compames bemg examIned, SIgmficant Issues 
also can be systematIcally overlooked If compames are chosen for the wrong reasons In these cases, 
general mferences cannot be drawn on certaIn Issues 

Key to draWIng mferences from the case study approach IS the selectIOn of the compames to be 
examIned Many factors entered mto the company selectIOn, but a ')udgment" or "chunk" sample 
was IneVItable Knowledgeable people both mSIde and outSIde the government were asked for 
suggestIOns An exammatIOn of the statIstIcal InformatIon contamed m preVIOUS IBTCI reports (for 
example, on the percentage of contmuIng government ownershIp) also was conSIdered, as was share 
pnce behaVIOr m the case of pubbcly traded compames Lessons can be learned from these 
companIes On the other hand, systemIC problems mIght be more eastly IdentIfied WIth "problem" 
companIes FInally, some very practIcal conSIderatIOns of data avaIlabIlIty played a deCISIve role m 
some selectIons 

Other methodologIcal problems WIth the case study approach concern small sample sIze6 and 
"overdrawn" conclUSIons based on spectfic cases Nevertheless, there IS nchness m the case study 

5 USAID s present pnvatIzatIOn prOject has a component (the beta component) that would permtt the payment 
of such fees EarlIer the GOE was not mterested m aCUvatmg that component of the approved and actIve 
USAID project GIven the GOE s present mterest m pursumg the mvestment bank route, It IS not clear to the 
authors why tills potentIally very Important component has not been actIvated 

6 These types of problems are very sinular to those encountered m Welfare Consequences of Selling PublIc 
Enterpnses, An Empzrzcal Analyszs Galal, Ahmed, et aI, A World Bank Book, Oxford Umversity Press, 
1994 The foregomg work must be conSIdered the methodolOgIcal standard for empmcal research m the 
dIvestItItre area Wlule much more elaborate than the present study, It faced a sundar' counterfactual" problem, 
1 e what would have happened had pnvatIzatIon not taken place? And, of sumlar 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 comparues, and compare the mformatIOn gathered agaInst finanCIal statements 

1 3 1 1 Anchor Investor Sales 

The UnIverse of anchor Investor sales IS a small one As of September 30, 1997, only eIght comparues 
had been pnvatIzed In thIs manner three each In 1994 and 1996, and two In 1997 To get a better 
pIcture of changes In performance due to pnvatIZatIOn, earher sales were conSIdered preferable for 
mclusIOn Another Important factor In the case selectIOn of the anchor sale compames IS that the 
companIes chosen are now fully pnvate Company deSIre to be mcluded In the study was therefore an 
Important key to the value of the InformatIon hkely to be aVaIlable Coca-Cola, an early sale, was 
excluded early on In the selectIon process because of the hkehhood that a hIgh profile labor dISPUte 
would Impede data avatlabIhty The team m consultatIOn With USAID deCIded to IntervIew three 
companIes m order to select two for more m-depth work Because one of the mitially selected 
companIes dId not return the team's frequent telephone calls, two COmpames were finally selected Al 
Abram Beverages (ABC) and Babcock & WIlcox Egypt (B&W Egypt, formerly Nasr BOilers) B&W 
Egypt was consIdered desrrable because the anchor mvestor m the 1994 sale was a foreIgn multI
natIOnal ABC, a 1996 pnvatIzatIon, IS controlled by a U S corporatIon owned pnnclpally by 
EgyptIan Amencans 

1 3 1 2 Share Flotations (ImtIal Pubhc Offermgs) 

ThIs UnIverse of IPO pnvatIzanons IS conSIderably larger, as of September 30, 1997, 27 pnvatized 
companIes fell mto that category Selectmg only two and draWing conclUSIve mferences, especIally 
on questIOns related to control and corporate governance, was more dIfficult 7 Agam consultmg WIth 
USAID, three companIes were chosen for InItIal mtefV1ews from whIch we mtended to choose two for 
more m-depth study, as m the case of anchor sales, the thIrd company "self-selected" out of the study 
by a lack of responSIveness 

Accordmg to law, the Central AudIt Authonty must audIt the finanCIal statements of companIes In 
whIch more than 25% government ownershIp IS retaIned In order not to overlook that partIcular 
governance Issue, It was deCIded to "force" mto the mtervIews an IPO where the GOE ownershIp was 
less than 25% (the Arab Company for RadIo TransIstors and Electromcs, Telemlsr) Telermsr was 
also a somewhat smaller company and not one on everyone's "success" lIst The other firm In thIs 
category, Nasr CIty Housmg and Development (Madmet Nasr), was chosen because of ItS reputatIOn 
as a very successful IPO and Its hIghly apprecIated share pnce smce pnvatIzatIOn 

1 3 1 3 Employee Shareholder ASSOCIations (ESAs) 

Ten ESA pnvatIzatIOns were undertaken m 1994, before the IPO pnvatIzatlOn mechamsm had been 
tested, those compames were not thought to represent value for anchor mvestors All were 
subsIdmnes of the HoldIng Company for Pubhc Works and Land ReclamatIOn, and most were 
engaged m land reclamatIon (desert land development) actlVltIes ESAs contmue to owe the GOE for 
the 95% of eqUity they hold m the compames (mdIvidual employees own the remammg 5%) WhIle 
the HC for PublIc Works and Land RecIamanon was merged, the GOE's HC for Agncultural 

factors affectmg the performance of an enterpnse e g market, competItIon, and other exogenous factors Ill1ght 
have even more unportance to the welfare of an enterpnse than ownerslup and control alone Galal et al 
focused heaVily on utIlItIes and other natural monopolIes Thus, Imbally we VIewed the methodologtes of 
those studIes whIch focused heaVIly on the measurement of consumer surplus as not bemg that relevant to the 
Law 203 Compames However the case studIes revealed that the markets m wluch the newly pnvabzed 
comparues were operatIng proved to have more monopohsnc elements than we first had assumed 

7 In fact, we recommend thIS area for further study See SectIon 5 of!lus report 
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Development contmues to collect the ESA debt payments The ChaIrman of that Holdmg Company 
suggested two companIes for mcluslon m the study, WIth USAID officIal concurrence Wadt Kom 
Ombo Land ReclamatIon and REGW A The first IS a large company that, pnor to pnvatlzatIon 
dunng the 1992-1994 penod, had growmg profits and decreasmg revenues, the second showed hIgh 
profit growth dunng the same penod Upper Egypt Dredgmg Company, a small and more margmal 
firm, was also suggested for mclusIOn as ttme permItted 

1 3 2 Interview Content and Extent 

Pnnclpal concerns ansmg from the scope of work were (I) changes m enterpnse productIvIty as a 
result of pnvatIZatIon, and (2) Issues of corporate governance and control, espeCIally mordmate 
government mfluence WhIch mIght adversely affect the economIC benefits of pnvatIzatIOn To try to 
cover these pomts m the case studIes and mterviews, a questlonruure was developed for Jomt use m 
anchor sales and IPOs ThIs questIOnnaIre was amplIfied to cover the more complIcated governance 
Issues presented by ESA orgaruzatIOns Both questIOnnaIres are contamed m AppendIX C They 
generally served as more of a gUIde for the mtervlewers than a questIOnnaIre per se EspeCIally when 
gIven hmited ttme WIth busy CEOs, It IS more Important to lIsten for theIr VIews than to cover all the 
pomt.s lIsted StIll, the questIOnnaues proved valuable to hIghlIght pomts of pOSSIble OmISSIOn, also, 
when Important questIons were not addressed m the mtervlews WIth company pnnclpals, they helped 
to focus mtemews WIth lower-level company offiCIals 

1 3 3 AnalYSIS of Fmanclal Statements 

There was substantIal vanatlon among newly pnvattzed companIes' finanCIal statements The qualIty 
and avaIlabIlIty of finanCIal statements vaned 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 m 1994, (2) the Holdmg 
Company as pnnclpal credItor had substantially complete finanCIal records on the compames, and (3) 
substantIal pre-pnvatlzatIOn finanCIal work had been done on these firms by the USAID Bechtel 
effort Because of the ample mformatIOn avaIlable, a substantIal finanCIal analYSIS was pOSSIble, most 
of thIS work IS mcluded m 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 quahty and detaIl of the fmanclal statements 
reqUIred for the London GDR offenng Unfortunately, ABC dId not have audIted and approved 
detaIled accounts avaIlable for 1997 because of the postponement of the General Assembly meetmg 
Consequently, the 1997 analYSIS was based on prehmmary finanCIal statements For B&W Egypt, 
confidentIal finanCIal statements datmg back to 1994 and furnIshed by the management were 
extremely useful m analyzmg ItS SItuatIon The team was not able to locate the finanCIal statements 
for ItS predecessor firm's last year ofpubhc ownershIp, however, they were avaIlable for pnor years 

For the IPO firms, the team benefited greatly from the finanCIal work done by the Hermes Company 
(a brokerage firm) on Nasr CIty Housmg and Development's recent finanCIal statements No Bechtel 
pre-pnvatlzatIOn work was done for tlus firm, also, no detailed audIted final 1997 finanCIal statements 
were aVaIlable, only newspaper pubhshed summanes For Telemlsr, the team had substanttal Bechtel 
early work, but only "off the cuff' mformal aggregate results (from penctl records) were aVaIlable for 
1997 

GIven the vanatIOn m amount and qualIty of data avaIlable, no Inferences beyond those presented 
should be drawn from finanCIal mformatIOn presented ill the case studIes An exceptIOn could be the 
ESA finanCIal mformatIOn presented m AppendIX D 
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2 PRIVA TIZA TION METHODS USED IN EGYPT 

Although many pnvatizatIOn methods have been tned over the course of the EgyptIan pnvatIzatIOn 
program, tillS report addresses only the three major methods used For example, the term IPO refers 
only to maJonty IPOs, sale of at least 51% percent of a firm's ownershIp to the pubhc wIth a 
concurrent change 10 Its legal basIs of governance (e g, passage to Law 159 governance) However, 
mmonty IPOs (the sale ofless than half of a state firm's shares to the publIc) also eXIst In addItIOn, 
pnvatIzatIOns have not been lImIted to Law 203 CompanIes, as shown by sales of enterpnses 
belongmg to the Governorates, lIqUIdatIons, asset sales, and the sale of Jomt venture company shares 
As the EgyptIan pnvatlZatlon process deepens, It IS to be expected that the sale of Jomt venture 
companIes and the pnvatIzatIOn of what are now called EconomIc Authontles WIll mcrease Some of 
the latter may mdeed be passed to Law 203 governance at some pomt In thIs report, however, 
"pnvatIzatIon" refers to the passage of at least 51 % ownershIp and a shIft of legal control 

IBTCI's Quarterly ReVIew for the penod July-September 1997 10dIcates that 25 maJonty IPOs, 10 
ESAs, and 8 anchor sales have occurred smce 1991 They constItute only a portIOn of the total 
pnvatIzatIOns The relatIve value of these sales IS Illustrated m the table below 

GOE Asset Sales to the Private Sector (1992-Sept 30, 1997) 
Table (1) 

Method Value (LE mIlhon) Percent of Total 
MaJonty IPOs 2,879 260 
Anchor Investors 1,382 125 
ESAs (maJonty) 245 22 
Other 6,572 593 

Total 11,078 1000 

2 1 Anchor Investor Sales 

An anchor 1Ovestor sale IS defined as a pnvatizatIon 10 whIch effectIve control passes to an 10divIdual 
or group of pnvate mvestors Although the group may not own a maJonty of the shares, It must 
exerCIse effectIve control An anchor mvestor SItuatIon may be coupled WIth an IPO, as 10 the case of 
ABC where a rrunonty IPO had taken place pnor to the sale of a maJonty of the shares to an mvestor 
group ABC's anchor mvestor retams only 125% of the shares It IS also pOSSIble for a maJonty IPO 
to pass under the effectIve control of a pnvate 1Ovestor group ThIs may 10 fact be happemng at Nasr 
CIty for Housmg and Development, which was also mvestIgated for tlus report For the moment, 
however, the anchor mvestor category IS restncted to compames Imtially sold to a group of pnvate 
mvestors The key element IS the exerCIse of effectIve management control by a group or 10dIvidual 

To date only eIght anchor sales have taken place three each 10 1994 and 1996, and two 10 1997 Of 
these, El Nasr for UtIlItIes was bought 10 1996 by a maJonty IPO, and the questIon of effectIve pnvate 
management IS stIll open 

2 2 Share FlotatIons (ImtIal PublIc Offermgs) 

Fifteen maJonty IPOs were completed 10 1996, the IPO thus became the method of chOIce for the 
GOE Dunng 1997, tlus method should have pIcked up steam However, the lack of an EgyptIan 
"bull" eqUIty market has hampered thiS approach m the latter part of 1997 The IPO category 10cludes 
no 100% pnvatIzatlOns as the GOE normally retams at least 25% company ownershIp and IS usually 
the largest smgle mvestor In additIOn, pubhc mstItutIOns such as banks and msurance companIes 
often own addItIonal portIOns It IS generally belIeved that tlus mdlrect pubbc sector mvestment IS of a 
"portfolIo' nature and that the GOE does not attempt to exerCIse control through these mmonty 
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stakes Generallv, these IPOs have mcluded the sale of shares (usually 10%) at a 20% ruscount, and 
on credIt, to a mmonty ESA Early on, m addItIOn to the ESA shares (or m place thereof) a restncted 
allocatIOn to "workers" was allowed, however, as these shares were paId at the full IPO value but 
theIr purchase restncted to employees, they were usually bought by management 

23 Employee Shareholders' Associations 

FIfteen ESA pnvatlZatlOns have been completed to date, 10 ill 1994 ill the same HC for Engmeermg 
Industnes and 5 more m 1997 All of these sales follow the same formula Five percent of the shares 
were sold to the workers (generally management,8 but m some cases rank and file employees dId 
purchase some of these shares) The remammg 95% were sold to ESAs The ESA sales were 
financed by long-term (usually 10-year), below-market mterest rate loans These loans from the GOE 
Holdmg Company were to be serviced and retIred by the company's profits Most of these firms were 
stnpped of major, nonessential assets pnor to sale m order to make the ESA purchase transactIon 
finanCIally feaSIble That IS, the employer would be able to pay for the reduced-valued compames 
usmg only ruvidend payments Land was usually sold or retamed by the hoi rung company, other 
assets were leased back at a 5% per annum lease fee If the ESA company Wished to purchase them 
(e g, office bUlldmgs) 

The cntIcal documents governmg ESA operatIOns are the sales agreements WhIle these firms are 
worker owned, dunng the tIme of the debt amortIzatIon (and perhaps thereafter) restnctIODS are placed 
on that ownershIp The pnncipal restnctlOn IS that Holdmg Company OffiCIals control management 
untIl the debt IS paId 

WhIle there has been conSIderable controversy about ESAs, therr total sales value was only LE245 
mIllIon, a mere 22% of the total value of GOE assets sold The pnncipal concern IS that as IPO 
pnvatlzatIOns become less attractIve, the GOE may agam tum to the ESA model The general 
economIC effiCIency of large-scale worker oWllershIp IS stIll called mto questIOn, even (and perhaps 
especIallv) If these finns were to become effectively worker-controlled 

8 In most successful ESOPs ill the US management IS allowed to purchase shares at a speCIal dtscount 
IncentIves for management to 'add more effort' are key to most successful ESOPs There IS notbmg wrong 
WIth provldtng management mcentIves IT reasonable 
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3 THE RESULTS OF PRIVA TIZA TION IN THE ENTERPRISES EXAMINED 

3 1 Anchor Investor Sales 

3 1 1 Babcock & WIlcox Egypt, S A E 

3 1 liThe Company and Its PnvatIzatIOn 

Babcock & WIlcox Egypt, SA E (B&W Egypt) IS an EgyptIan Jomt Stock Company mcorporated on 
January 12, 1995 under Law 230 of 1989 and Law 95 of 1992 It IS a pnvate company whose shares 
are not hsted wIth the EgyptIan CapItal Markets Authonty 9 On September 27, 1994, B&W Egypt 
bought assets, properties, nghts, and claims from El Nasr Boilers and Pressure Vessels Manufactunng 
Company, an EgyptIan state-owned company that had been operatmg under Law 203 of 1991 

EI Nasr BoIlers IS one of eIght Law 203 CompanIes pnvatIzed to date usmg the anchor mvestor 
method It was one of first three GOE anchor mvestment pnvatIzatlODS, the others bemg local 
bottlmg companIes for Coca-Cola and PepSI Cola The transactIon IS one of only three m Egypt's 
pnvatIzatIon program m whIch a maJonty stake has been sold to a foreIgn mvestor, Babcock & 
WIlcox InternatIonal Investments Co Inc (B&W) of Barberton, OhIo B&W IS owned by 
McDermott InternatIOnal, Inc At present, B& W owns 61 % of B&W Egypt shares 10 

EssentIally, B&W Egypt bought EI Nasr BoIlers as a gomg concern, stnpped only of Its debt 
oblIgatIOns, for LE55 4 mIllion (US$16,339,172) Unlike the two other early anchor sales mentIOned 
above, El Nasr BoIlers was not a profitable company m the years ImmedIately pnor to pnvatIzatlOn 

3112 Markets and Revenues 

El Kurelmat 

Kev m B&W's deCISion to acqulfe EI Nasr BOllers was that Its purchase was m essence a condItIon 
for the award of the US$160 mlllion contract for the constructIon and manufacture of the large El 
Kurelmat electncIty generatIon faCIlIty for the state-owned EgyptIan Electnclty Authonty (EEA) 
The acqUISItIOn of EI Nasr BOllers was a "package deal" because the company was the only EgyptIan 
firm that could meet the potentIal local manufactunng reqUirements of the El Kuretmat project B&W 
Egypt subcontracted WIth B&W InternatIOnal to fabncate needed components, mcludmg pressure 
parts Dehvenng on a contract entered mto by Nasr BOllers for the same proJect, B&W Egypt also 
made condensers, storage tanks, and feedwater heaters for HanJung Heavy Industnes 

Smce pnvatizatlOn, major EEA powerplants have been B&W Egypt's pnnclpal sources of revenue 
Work on the Kurelmat faclhty was completed m fiscal year (FY) 1997 and was followed by the 2 x 
320 megawatt (MW) Sidl Knr project (to be completed m FY 1998) and the Ayoun Moussa project 
(also 2 x 320 MW and expected to be completed dunng FY 1999) All of these contracts contamed 
local sourcmg reqUIrements and B&W Egypt was the only local company WIth the requrred 
manufactunng capabIlIty Other, lesser sources of B&W Egypt revenue mclude firetube mdustnal 

9 The sources of thIS company profile are mtefVlews With Its management and a reView of Its reports Because 
B& W Egypt IS a pnvately held company ItS audIted financIal statements are not pubbc mformatIon mTCI 
Egypt IS grateful for the collaboratIon given our team by Mr Peyton S Baker B&W Egypt s Managmg 
Duector 

10 IrutIalIy the Commercial InternatIonal Bank (em) 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 durmg Its FIScal Year 1997 The 
authors have been not been able to determme where cm s share ongmated, whether the optIon had an 
expuatIon date or how It was pnced However B& W International s exerCIse of the option must nonetheless 
be VIewed as a vote of confidence m the future of B& W Egypt 
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bOIlers and service bus mess, mcludmg mamtenance for firetube bOIlers B&W Egypt also made a 
sIgmficant sale of bOller-related services to Saudt Arabia 

3113 The Changed IncentIve Framework 

Three major changes smce B& W Egypt's establIshment have fundamentally altered the prospects for 
the company 

The Tanff Structure 

An annual demand for some 80 smaller mdustnal boIlers eXIsts m addItIon to the demand for major 
utilIty bOIlers Pnor to 1995, the company had about 75% of thIs small boder market, exports had 
approXimately 20%, and small "mom and pop" enterpnses covered the remammg 5% As part of the 
GOE's ongomg economIC reform program, the tanff structure was changed m 1995 PrevIOusly, the 
external tanff on capItal goods (boIlers) was 50% and the tanff on raw matenals (pnncipally certIfied 
steel) was 35% Under the current reform, the external tanff on caPItal goods was reduced to 5% 
whIle the tanff on raw matenals remamed unchanged 11 As a result of thIS change m tanffs, ill 1995 
B&W Egypt's market share fell by almost half to only 40%, while the share of Imports mcreased to 
55%, and small companIes retaIned therr 5% market share 

Change m EgyptIan External Tariffs on Capital Goods 
and Raw Materials (m %) 

Table (2) 

Class of Imports Pre-reform Post-reform 

Capital Goods 55 

Raw MaterIals 35 

B& W Egypt EstImates of Market Share for 
Industnal BoIlers (m %) 

5 

35 

Source Pre-1995 1995 

B&WEgypt 75 40 

Small Enterprises 5 5 

Imports 20 55 

Table (3) 

To deal WIth the tanff Issue, the company has taken a prehmmary look at usmg Egyptian 
manufactured steel, whIch IS qUIte pnce competitIve However, for safety reasons the type of steel 
used m bOIlers must meet very hIgh strength and consIstency standards B&W Egypt managers do not 
belIeve that EgyptIan steel can meet these exactIng standards 

Utllzly BOller Procurement 

11 It IS beyond the scope of thts report to make Judgments on the efficacy of the specrlic tanff measure reform 
that was undertaken or whether or not the effectIve rate of protectIOn WIthIn the EgyptIan economy mcreased or 
decreased WIth that measure StIll that Issue ments further exammatlon, If not WIthIn the context of the 
pnvatIzauon program then WIthIn the context of evaluatlon of the whole econoffilc reform process 
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Recently, the EEA slufted Its acqUisItion of new generatIOn capacIty to the budd, own, operate, and 
transfer (BOOT) system Under BOOT there are no local content reqUirements Thus, finIshed (or 
nearly fimshed) bOilers can be manufactured abroad from world-pnced raw matenals, Imported mto 
Egypt as capItal goods, and eventually added to the EEA gnd Because mternatIonal donors have m 
part financed EEA's major utIlIty boIler contracts, raw matenals for theIr manufacture came m duty 
free It IS not clear whether non-donor-financed EEA projects wIll enJoy the same duty-free pnvIleges 
or If duty-free status Will apply to future EEA BOOT capacIty acqUIsItIOns 

Other 

B&W Egypt claIms that It has lost the preferentIal treatment Nasr BOilers used to receIve from EEA 
regardmg spare part procurement contracts It also alleges that EEA prefers to source from European 
manufacturers, at least m part because EEA offiCIals benefit from the European observatIOn tnps that 
accompany these purchases 12 ThIs speculatIon asIde, and m spIte of the fact that Law 9 (the Pubhc 
Procurement Law) grants a 15% pnce advantage m publIc tenders to EgyptIan firms (lIke B&W 
Egypt), the fact remaIns that no such contracts have been forthcommg smce pnvatizatIOn 

3114 Changes Withm the Firm 

Investment, Technology, Fmancmg, and Market Access 

The B&W Egypt pnvatization has most of the advantages (see SectIOn 1 2 1, Sources of EconOmIC 
Benefit from PnvatizatIon) usually claImed for the foreIgn anchor mvestor FIrst, the company made 
some US$5 0 mIllIon of new capital mvestment m machmery and VS$2 0 mIllIon m new mventory 
Second, It has brought m expatnate management and technIcal expertIse (five permanent employees 
and three professIOnals who make regular VISIts) ThIrd, ItS parent companIes have made avaIlable 
VS$11 8 mIllIon of external fmancmg 13 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 
Jomt venture companIes m ChIna, IndoneSIa, IndIa, MeXICO, and Turkey m addItIOn to Egypt ThIs 
network has no doubt benefited the company m terms of effiCIency and cost m the sourcmg of mputs 
and IS a potentIal asset for export actiVitIes Like most other anchor and IPO compames mvolved m 
thIs study, B&W Egypt has computenzed many mformation functIons, mc1udmg ItS accountmg 

Labor 

LIke most other EgyptIan pubhc sector companIes and government entItIes, El Nasr BOilers had 
excess labor When El Nasr BOilers was sold It 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 lured some 100 new employees, mcludmg engmeers, welders, and 
purchasmg and sales support personnel At pnvatizatlOll, there were 95 employees m accountmg, 
many of these personnel have been made redundant With the mstallatIon of the automated accountmg 
system Management belIeves there IS room for further reductIon For example, the company employs 
some 90 people engaged m the transportatIOn of employees, supphes, and products The company 
would prefer to pay employees to defray commutmg costs and contract out, or otherwIse proVIde for 

12 The authors have unsuccessfully attempted to follow up on thIs Issue wluch IS outsIde of the scope of tlus 
study 

13 The company received a loan from the Bank of Nova ScotIa of US$II,830 000 Of that, It patd US$1 0 
mtlhon dunng the fiscal year endmg on March 31, 1997 Up to Apnl 1997, this loan was secured by a bank 
guarantee proVIded by Babcock & Wtlcox InternatIonal InvestInent Co It was subsequently secured by cash 
depOSIts proVided by the B&W parent company, McDermott InternatIonal Inc 
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needed transportatIOn servIces (The Managmg DIrector of the company saId that he was m the 
busrness of makmg boIlers, not runnmg a transportatIOn company) 

Smce the company's pnvatizatlOn, labor relatIOns have been a problem despIte an average salary 
mcrease of 65% The company has expenenced vandalIsm and SIX stnkes The ISsues m these labor 
dIsputes have been related pnmanly to (1) employee work assIgnments and dISCiplIne, (2) employee 
early retIrement schemes, and (3) attempts by the company to tIe compensatIOn to performance rather 
than to seruonty 

The company has no mmonty Employee Stockholder AsSOCIatIOn EgyptIan law mandates that 
profitable compames pay therr employees a 10% per annum profit share, as neIther EI Nasr BoIlers 
nor B&W Egypt posted profits untIl this last fiscal year, the company has not had to defray this 
e"'{pense 

Other 

The company's plant runs two-and-one-half shIfts and IS stated to operate at 75% of lllStalled 
capaCIty There IS ample room m Its pnncipal manufactunng structure for the lllStallatIon of new 
machmery to mcrease capaCIty Further, there IS room at the plant SIte for lumted new constructIOn 14 

Output IS thus demand-constramed 

Photographs taken at the tIme of B&W's takeover of the facIlItIes rndicate that substantIal cleanup of 
the plant's grounds has taken place However, the property and bUlldmgs, rnc1udmg the mam 
adImrustratlve bUIldrng, can best be descnbed as spartan ASIde from the mstallatIOn of new 
manufacturrng eqUIpment, lIttle appears to have changed smce the takeover 

By early 1994, EI Nasr BoIlers' Impendmg sale was an open secret to company management 
Marketmg actIVItIes ceased early m the year and most productIon m July 1994 The sale took place m 
late September 1994, and the new owners took posseSSIOn on January 30, 1995 ThIs long mterlude 
permItted sIgmficant detenoratIOn of the firm as a gomg concern The new owners dId not find a 
srngle pIece of usable mventory, whIch reportedly had been lIqUIdated at sigruficant dtscounts to 
actual value-they dId, however, find a sigruficant amount of unusable mventory, whIch they are stIll 
seekmg to utIbze or otherwIse dIspose of The authors have heard (but can not substantIate) that this 
type of transItion problem IS common m anchor pnvatizatIOns Further study seems mented on what 
measures nught be taken to mmmuze the problems and losses of the transItIon penod for both buyer 
and seller m the anchor sale 

Our analYSIS of the company's finanCIal statements, dIscussed below, rndlcates that substantIal 
mcreases m effiCIency have been achIeved 

3115 Corporate Governance 

B&W Egypt IS a pnvate, Jomt venture company organIzed under Law 230 of 1989, neIther lIsted on 
the stock exchange nor pubbcly traded The company s subscnbed and paId-up caPItal IS US$10 
mIllIon dIVIded mto 32,000 shares With a par value ofUS$250 00 B&W internatIOnal owns 61% of 
the shares and mchvidual EgyptIan owners, the reIDalnrng 39% The current capItal structure of the 
company IS therefore not condUCIve to ItS bemg easIly publIcly traded m the future Two of the 
largest mmonty shareholders each own 5%, another 375%, and two others 25% each, mdIvidual 

14 Recently the new ownershIp was able to defirntIvely regIster the plant SIte property deed after three years of 
sustarned effort It found tlIat the property It owns was larger than preVIOusly antICIpated but that a conSiderable 
pIece of ItS land IS OCCUpIed by a techmcal vocatIonal school operated by the Munstry of EducatIon Nasr 
BOIlers had leased the land on whIch the school stands to the MIrnstry ill perpetruty at a nolll1llal, now symbolIc, 
rent 
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Investors own the remammg 20 25% Many of the EgyptlaIl shareholders have famtly tIes and are 
closely lInked to the company, wluch has been B&W InternatIonal's representatIve and dIstnbutor m 
Egypt for many years 

The corporate charter mandates that the company's Board of DIrectors consIst of eight members the 
EgyptIan stockholders elect four (mcludmg the ChaIrman of the Board) and B&W InternatIOnal elects 
the other four (mcludmg the Managmg DIrector) The EgyptIan DIrectors do not have actIve 
management roles Board resolutIOns must be passed by a maJonty vote, mcludmg at least one 
member representmg eIther B&W InternatIonal or the Egyptian stockholders, for a resolutIon to be 
bmdmg TIns prOVIsIon of the charter prOVides a degree of protectIon to mmonty stockholder 
mterests Accordmg to the Management, thIs arrangement has not hmdered company operatIons 
Generally, only two Board meetmgs are held per year 

3116 The Fmanclal Picture 

Summary finanCIal statements for B&W Egypt, based on audited finanCIal statements Issued by the 
company, are presented on the followmg pages A companson of the results lD11IledIately followmg 
pnvatIZatIOn WIth those of the subsequent penod offers mterestmg contrasts There are two 
accountmg penods the 19 months from September 27, 1994 untIl March 31,1997, and the 12 months 
from Apnl1, 1996 to March 31, 1997 (now the company's FIscal Year 1997) Dunng the first penod, 
the company lost LE40 millIon, dunng the second, It showed a profit of LEI 7 mIllion Revenue 
mcreased from a monthly average of LEI 86 mIllIon to LE207 mIllIon However General & 
AdnuD1stratIve (G&A) expenses stayed about the same (despIte a 65% mcrease m the average wage), 
thIs resulted m a decrease m G&A expenses from 167% of revenues to 125%, and a concurrent 
mcrease m gross margm from 164% to 333% The rate of return on eqUIty went from -149% to 
+74% WhIle the latter IS 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 m the penod - hardly a 
satIsfactory result WhIle there may stIll eXIst some margm for cuttmg costs, the key to contmued 
growth and mcreased profitabIlIty for B&W Egypt IS larger sales and a Ingher plant capaCIty 
utIlIzatIOn 

3117 Prospects and Challenges 

A company lIke B&W can "lut home runs" on major projects ltke El Kureimat and other SImIlar large 
utIlIty boller sales Dunng 1996 and 1997, these large utIlIty boller sales accounted for some 63% of 
the company's overall revenues However, revenues from smaller efforts, such as those commg from 
mdustnal boIler sales, spare parts, and mamtenance servICes, are Important, they totaled LE129 
mllhon dunng the first 19 months of operatIon (approXIDlately LE8 2 mIllIon on an annualIzed basIS) 
and LE9 2 mIllIon dunng FY 1996/97 These smaller revenues help the company defray fixed costs 
(mcludmg labor) that currently averages between LE6-7 nullIon per year, and are thus essentIal for the 
company's long-term stabIlIty Problems such as the changed tarIff structure and perceIved meqUIties 
III EEA spare parts purchases stnke at tlus smaller-effort revenue area and could pose a senous long
term threat to company stabIlIty If the "lack of level playmg field" problems cannot be resolved, then 
the company has several other optIOns for SUrvIval 
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Fmanclal Data for Nasr BoIlers, 1987-1993 
Table (4) 

Income Statement (LE million) 
1987 1988 1989 1990 1991 1992 1993 

Sales 95 11 6 147 199 259 222 288 
Gross Profit 23 33 43 61 75 67 
Operating Profit 12 18 22 3 1 34 02 
Net Profit 08 06 06 07 02 (7 1) 04 

Balance Sheet (LE million) 
1987 19-88 1989 1990 1991 1992 1993 

Paid-in Capital 53 53 53 53 59 60 60 
Total Assets 176 250 332 441 500 495 509 
Total Debt 120 188 265 372 425 482 415 
Net Worth 44 50 56 57 63 01 (4 5) 
Reserves 03 03 03 03 03 03 1 8 
Fixed Assets 54 90 118 128 150 147 151 
Current Assets 114 149 19 1 269 287 297 229 
Long Term Loans 19 45 80 102 134 141 131 
Current Liabilities 101 144 185 270 291 341 284 
Workmg Capital 1 32 051 056 (001 ) (034) (434) (546) 

Ratio AnalysIs 
1987 1988 1989 1990 1991 1992 1993 

Retum on Sales 834% 487% 407% 366% 077% -3183% 134% 
Return on Net Worth 17 78% 1130% 1067% 1281% 318% -699% -848% 
Return on Total Assets 449% 226% 180% 166% 040% -1425% 076% 
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Fmanclal Data for Babcock & WIlcox Egypt S A E, 1994-1997 
Table (5) 

Income Statement (LE million) 
from 27/9/96 from 114196 

to 3113/96 to 31/3/97 
P1 P2 

Sales 354 248 
Gross Profit 58 83 
Operating Profit 
Net Profit (40) 1 7 

Balance Sheet (LE million) 
Pi P2 

Paid-in Capital 270 270 
Total Assets 230 230 
Total Debt 
Net Worth 230 247 
Reserves 
Fixed Assets 399 462 
Current Assets 434 229 
Long Term Loans 
Current LIabilities 618 445 
Working Capital (1840) (21 60) 

Ratio AnalysIs 
Pi P2 

Return on Sales -11 30% 685% 
Return on Net Worth -17 39% 688% 
Return on Total Assets -17 39% 739% 

Boot ActlVlties At present, EEA IS lookmg to mcrease generatIon capacIty through a BOOT smular m 
scale to the Sl(:iI Knr 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% m publIc procurement (from whIch It has never benefited) would not come 
Into play, but the parent company's abIlIty to source both InSIde and outsIde of Egypt mIght come mto 
play favorably Duty-free treatment of raw tnatenals for these efforts WIll be an Important 
consIderatIon 

E'Cports The company WIth ItS new, lower cost structure may be able to compete m the export 
market It IS acttvely pursumg this avenue, but the outcome of Its search for markets IS not clear 
Further, gIven the new tanff regIme, the success of export efforts WIll depend on the company's 
abIhty to acqUIre ItS raw matenals and other Imported mputs at world market pnces-the company IS 
not In a free zone Sourcmg at world market pnces Will depend on whether or not (1) Egypt s duty 
drawback and (2) temporary entry regimes can be made to work for the finn The applIcatIOn of these 
systems has proven dIfficult enough for pure export comparues In Egypt For a company that Will 
depend on slmllar raw matenals for both Its domestic and export sales, the applIcatIOn of these 
regImes wIll present speCIal problems for both the company and the authonties 

In spIte of the effiCIencIes acmeved by pnvatIzatIon, B&W Egypt WIll faIl after 1999 If the company 
does not succeed In one or more of the follOWIng 
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• "LevelIng the playmg field" m terms oftanffs and/or EEA procurement, 
• Secunng duty-free treatment m EEA BOOT capacIty acqUISItIOns and 
• MakIng the temporary arumssions or duty drawback regImes work for possIble exports 

A possIble alternatIve to the thud pomt could be the grantmg of free zone status to the B&W Egypt 
plant 

Ifneither 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 lIqUIdatIon Reportedly, market eXit m 
Egypt can be a long, complIcated, and costly process B&W Egypt management belIeves that Its 
mvestment has a lIqUIdatIOn value m the range of LE50-60 nulhon, an amount sundar to Its 
mvestment The company's land IS worth approXImately LE40 nulhon, whIle the eqmpment and 
factory are worth an addItIOnal LE20 mIlhon B&W Egypt's oblIgatIons to Its current employees and 
the cost and tIme of the management effort reqmred to eXit are not clear Company management 
expressed concern about Its apparent oblIgatIons In 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 mmimal, however, pnvate sector executIVes Indicated 
that non-bankruptcy market eXit IS 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 mcreased foreIgn dIrect mvestment, and (2) more specIfically, regardmg 
the feaSIbIlIty of future anchor mvestor pnvatizatIOns mvolvmg both foreIgn and domestIc Investors 

To the degree that the perceIved nsk of market eXIt IS hIgher than It actually IS, mvestors WIll reqUIre a 
hIgher nsk premIUm to enter the market, and less foreIgn mvestment will take place If the actual 
costs of market eXit are hIgh, that IS also a cause for concern and could lead to the same result In our 
VIew, the Issue of market eXIt deserves further study, eIther to dIspel unwarranted concerns or to find 
ways In whIch to lower the actual eXit costs 

3 1 2 Al Ahram Beverages, S A E 

3121 The Company and Its PrIVatizatIOn 

Al Abram Beverage Company, S A E , (ABC) IS an EgyptIan Jomt stock company operatmg under 
Law 159 of 1981 and Law 95 of 1992 A pubhc company founded m 1922, Its shares are hsted WIth 
the EgyptIan CapItal Markets Authonty and traded on the Carro Stock Exchange ABC IS the sole 
EgyptIan producer of both alcoholIc and non-alcohohc beer (under the Stella label) WIth a market 
share of 90% and 95%, respectIvely The company also bottles and sells soft dnnks The company's 
sales break down as follows alcoholIc beer, 75%, soft dnnks, 16%, and non-alcoholIc beer, 9% ABC 
has productIOn faCIlItIes m GIza, Alexandna, and SharkIa The GIza plant has an annual productIon 
capaCIty of 225,000 hectolIters (hi) of alcoholIc beer, the Alexandna facIlIty's capaCIty IS 150,000 hi 
per annum, and the Sharkla plant has an annual capaCIty of 300,000 hi ofalcohohc beer, or 600,000 of 
non-alcoholIc beer, andI8 mIllIon cases of soft dnnks 

On June 23, 1996, the Holdmg Company for Housmg, Tounsm and Cmema (HTC) announced Its 
mtentlOn to dIvest all of Its shares m ABC On July 1, 1996, ABC transferred tItle to Its lands and 
bUIldmgs m GIza and Alexandna to the Holdmg Company, on July 2, HTC sold 15% of the 
company's 45 mIllIon Issued shares m an IPO at LE67 per share lITC sunultaneously allocated 
450 000 shares (10%) to Its ESA Mlsr Insurance Company and the Bank of Alexandna, both state 
entitles, were each allocated 5% of the shares, and 5% was sold to other Investors After the 
announcement, a number of consortIa submttted bIds for rest oflITC's stake at pnces up to LE75 per 
share On November 13, 1996, HTC and the Luxor Group (a New York partlIershIp headed by Mr 
Ahmed Zayat, an EgyptIan-Amencan) entered mto a sales agreement for 3,373,520 (74 97%) of 
ABC's shares at an offenng pnce ofLE68 50 per share, or LE 231,086,120 (US$68,OOO,000) Luxor 
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paId a US$750,000 deposIt on the shares There IS a Usufruct Agreement under WhICh the company 
has a nght to occupy the GIza and Alexandna SItes, m return for a nommal annual fee, untIl February 
2002 The Luxor Group also has a contmgent liability of LE20 mIllIon to the Holdmg Company, 
which can be called If Luxor does not carry out ItS planned mvestment program 

With the underwntmg asSIstance of HSBC Investment Bankmg, 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 (722%) 
m GDRs (m addItlOn to the 5% of the shares that It owned wmch were not offered) The GDR 
eqUivalent of 2,823,500 of ABC shares (6274%) was sold for apprmamately LE297,173,375 (about 
US$875 mIllIon), or LE105 25 per share ThIs amount was enough to pay the balance owed to HTC 
as well as the fees and COmmISSIOns for the GDR 

Table 6 breaks down the rather complex ABC stock and GDR offenngs smce July 2, 1996, and lIsts a 
schedule of GDR commISSIons and fees and the dIstnbutlOn of the market capItahzatlOn of ABC at 
LElOO per share (the lowest share pnce at whIch ABC has traded smce the executIOn of the GDR) A 
graphic representatlOn of changes m company's share pnce follows As of November 24, 1997, 
ABC's share pnce stood at LE208 

The GDR transactlOn also proVIdes for an ESOP and a Managmg DIrector OptlOn Plan (MDOP) The 
ESOP (not to be confused With the company's ESA) proVIdes for employee stock optIOns of 260,000 
additlOnal shares that can exercIsed over the next SIX years accordmg to a complex formula based 
upon company's earmngs mcreases 

The MDOP allows for the exerCIse of optIOns on addItIOnal 360,000 shares for the Managmg 
DIrectors (Messrs Ahmed and Shenff Zayat) If performance targets are met m a SImIlar fasmon to the 
ESOP 
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ABC Share Offermgs/Holdmgs 
Table (6) 

% of Total Pnce(LE) Value (LE) 
Total, Issued of 75,000 4,500,000 
Fust offenng, July 2, 1996 

To Misr Insurance Co 225,000 500 6700 15,075,000 
To Bank of Alexandna 225,000 500 6700 15,075,000 
ToESA 450,000 10 00 5360 24,120,000 
To others 226,480 503 6700 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 7497 6850 231,086,120 
Feb 2, 1997 700 002 8610 60,270 
Subtotal 3,374,220 7500 231,146,390 

Total paid for shares to GOE 668 300,590,550 

GDR offermg, Feb 24, 1997 (1 GDR = 
2 shares) 
Total shares m transaction 3,148,520 7000 

Sold to others 2,823,500 6274 10525 297,173,375 
Retamed by Luxor LLC (GDR) 325,020 722 

Fees & sales commiSSIOn for GDR, 
excludmg certam expenses 

Mgmt commISSIon (US$O 205) 3,148,520 139 4,382,582 
Underwntmg commISSIon (US$O 205) 3,148,520 139 4,382,582 
Sellmg commISSIOn (US$O 613) 3,148,520 416 13,104,990 

Total 695 21,870,155 

Value of new market capitalization @ 
LEI00/share 

Others mGDR 2,823,500 627 1000 283,350,000 
Mlsr Insurance Co 225,000 50 1000 22,500,000 
Bank of Alexandna 225,000 50 1000 22,500,000 
ESA 450,000 100 1000 45,000,000 
Others m IPO 226,480 50 1000 22,648,000 
Luxor LLC (GDR) 325020 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 mcentive schemes are "cream puffs", they wIll not be met eastly and WIll reqUIre 
consecutive 12% annual rncreases over the pre-tax earmngs per share of June 30, 1995 

It IS mterestmg to note that even at the low share pnce ofLElOO all partIes (With the exceptIon of the 
non-Luxor Group GDR owners) are better off as a result of the GDR transactIOn they expenenced a 
temporary lowenng of the share pnce EspeCIally notable IS the mcrease III the value of the ESA's 
shares at LE 1 00 per share, ABC's 3,100 workers saw theIr average ESA stake mcrease from LE7, 781 
to LE14,516 At LE208 per share (the November 24, 1997 closmg pnce), the average ESA stake was 
valued at LE30, 194 FIgure 1 shows the share pnce trend of ABC smce August 1996 

IBTCIlEgypt FmalReport 

I 

I 

I 



SpecIal Study for the PnvatlzaOon Program m Egypt PnvatlzatlOn Case Study 

120100 

1181 00 

16100 

14100 

12100 

10100 

8100 

6100 

3122 

AI Ahram Beverages' Share PrIce, August 1996-December 1997 (10 LE) 

'" Q. Q.- <) ". ". 0 0 c c C .Q .Q :; 
" .. .. 0 0 0 .. .. .. .. .. .. .. 
~ (J) (J) 0 0 :2 :2 a a "') "') ., IJ.. IJ.. ~ 
U> '" <t> S! ~ ... (\j 10 ~ '" ~ Q 

~ ... 
~ 

'" - '" '" (') '" 

Markets and Revenues 

25 

Figure (1) 

ABC has a domestIc monopoly m Egypt's productIon of alcohohc beer, the source of 75% of Its sales 
Egypt currently Imposes very high tarIffs on alcoholIc beer 300% for beer sold ill tounst 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 pnce dIfference to the consumer Tanffs on beer substItutes 
(other alcoholIc beverages) are also very hIgh DomestIcally produced spmts and wmes are of very 
poor quahtv 

ABC faces stIff competItlOn for Its non-alcoholIc beverages (except for non-alcoholIc beer), not only 
from the recently pnvatlzed PepSI and Coca-Cola bottlers, but also from both smaller firms whIch 
package and sell JUices and the numerous fresh JUice outlets 

WIllIe an exammatIon of the company's sales over the past several years shows a consIstent mcrease 
m sales (see followmg condensed finanCIal statements), these sales mcreases have resulted mamly 
from hIgher pnces rather than hIgher volume sales The company's spokesperson charactenzes the 
firm s overall operatlOns as bemg "supply constramed ' 

WhIle ABC currentlv has a monopoly m beer productlOn m Egypt, there IS no legal provislOn hmItmg 
entrY b" other enterpnses mto thIS field The company's pnvatIzatlOn has, m fact, been accompanIed 
b" a foreshadowmg of competItIon mto the EgyptIan beer market, as of thts wntIng, two new firms 
have been granted hcenses to open and operate brewenes 10 Egypt, although only one IS movmg 
ahead , .. Ith constructIon That new company, WIth techrucal asSIstance from Lowenbrau, IS 
constructIng a brewery m Hurgada, a resort CIty on the Red Sea where the company hopes to make 
mroads on Stella's current monopoly of the lucratIve tounst market Although Stella WIll not face 
competItIon untIl next year at the earhest, ABC's management fears that daIly rumors about new 
market entnes IS adversely affectmg the company s actIOns and behavlOr The new ABC IS a 
com pan, m a hurrv to achIeve one of ItS pnmary busmess plan objectIves mamtam donunatlOn of the 
domestIc beer market 
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3123 Changes Wlthm the Firm 

Although the firm bas been pnvatIzed for only one year, It has undergone substantIal changes dunng 
that tune The new ownershIp and management completed a fact-findmg IrutIatlve mto the areas of 
orgaruzatIon, sales, and productIon and found many problems that have been solved or are well on the 
way to bemg remedIed These changes are dIscussed below 

Investment, Technology, Fmancmg, and Market Access 

The two pnncipal long-term problems facmg ABC are (1) the constructIon of new brewenes to 
replace the antIquated GIza and Alexandna faCIlItIes (whIch the company must tum over to the 
government by February 2002), and (2) the need to qUIckly mcrease capacIty to meet a rapIdly 
growmg demand 

The company's busmess plan calls for the mvestment of LE239 mIllIon over the next four years m a 
"greenfield" brewery ThIs new plant IS expected to have an lDltIal capaCIty of 500,000 hi per annum 
WIth scope for a seamless expanSIon to 1 0 mdhon hi ThIs plant would replace the 375,000 hi 
capaCIty of the GIza and Alexandna plants as well as proVide room for expansIOn The IrutIal capacity 
of the new plant added to the 300,000 hi of the Sharkla plant (whIch doubles as non-alcohohc 
capacity) would gIve the company an annual capaCIty of 800,000 hi, whIch compares to reported sales 
of 360,000 him the year endmg June 30, 1996 

The company plans to finance the LE239 mIllIon mvestment With mternally-generated funds together 
With short-term loans If reqUIred As of June 30, 1997, the company bad LE928 ffillhon m cash, 
LE372 mIllIon m reserves, and no long-term debt The plan therefore appears feasIble 

The Luxor Group brought m Danbrew technIcal expertIse to (1) Improve the qualIty and production 
effiCIency of the eXlstmg 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 
mEl Obour CIty (just east ofCatro) for the amount ofDM36 rmllIon Danbrew IS also asSlstmg With 
the marketmg of Carlsberg beer, a brand which wIll be produced m the new greenfield plant and for 
whIch ABC IS presently the EgyptIan dlstnbutor 

Lahor 

ABC, hke most GOE enterpnses, had excess labor and labor mcentlve/performance problems To 
address these Issues, ABC's new management undertook the followmg mitIatIves dunng the 100 days 
follOWing pnvatlzatIOn 

• created a restructured, mcentIve-based compensatIOn plan With whIch the uruon agreed, 
• obtamed total union support for the ehmmatIOn of corruptIOn (espeCially black market sales, 

dIscussed below), 
• proVided a new cafetena for employees, 
• revamped the health care system (m terms of both qualIty and affordabIhty), and 
• proVIded new umforms 

The questIOn of excess labor IS bemg met through better-defined responslbIlmes, the settmg of 
ObjectIves and perfonnance measures, retrammg, voluntary employee buyouts, and attntton, the 
busmess plan calls for the reductIOn of up to 100 employees annually over the next five years at an 
annual cost of about LE2 mIl han (1 e, LE20,000 per employee) It IS not clear what wIll happen to 
the employees m Alexandna when that plant shuts, most of the employees workmg m the Giza 
faCIlIty should be able to contmue workmg m the new EI Obour City plant 
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However, the basIC fact remams the same ABC employs over 3,000 people but could operate 
efficIently WIth only 1,000 WhIle employee cost represented only 33% oftotal costs as of June 30, 
1997, new competItors wIll face neIther the same degree of burden m thIs area that the current Labor 
Law Imposes on ABC nor the "we pretend to work, you pretend to pay us" ethIc that has, to a greater 
or lesser degree, affected all natIOnahzed EgyptIan compames 

There have been no reported labor problems at ABC smce pnvatIzatIOn, on the contrary, management 
reports excellent labor unIOn cooperatIOn m tryIng to deal WIth the company's problems TIns author 
concludes that the average employee stake of apprOXImately LE30,000 m the mmonty ESA goes a 
long way to explam thIS cooperatIOn and the lack of labor troubles encountered by ABC's new 
management 

Other Changes 

The Luxor Group has brought m a new management team m a reorganIzed structure WIthIn the first 
100 days of takeover, five new executIves (mc1udmg three non-EgyptIans) were brought m, dunng the 
subsequent 100 days, an addItIOnal seven semor executIves were hrred Some of the new POSItIOns 
and mvestments m human resources were m the areas of mvestor relatIons and medIa, human 
resources, and plant, marketmg, export, and sales management AddItIonally, new management 
mformatIon systems were Imtiated and 45 people have been added to the sales force Thus, a major 
emphasIS has been placed on sales and marketmg as well as on the development of new systems 
A major surpnse encountered by the new owners at change of control was that SIgnIficant amount of 
Stella beer was bemg black-marketed With the help of some ABC employees (Tlus practIce was 
apparently of qUIte long standmg and was not unknown to some htghly placed former ABC OffiCIalS) 
Dehvenes of product were bemg made from the company's loadIng docks to dIstrIbutors or retaIl 
estabhshments WIthout the proceeds entenng company's coffers or bemg recorded as sales, also, the 
100% eXCIse tax was not collected on these Illegal sales ThIs practIce depnved both the company of 
sales and also the government of sIgmficant revenues ThIS practIce had been pOSSIble because of lax 
mventory controls and poor control of plant access 

The new owners also found other mstances of substantIal company property "tnckhng" out of places 
lIke storerooms and warehouses At htgher levels m the company, questIonable stewardshIp of 
ABC's resources was also dIscovered The new ownershIp responded by (1) notIfymg the authontIes 
(who filed cnmmal charges agamst some employees), (2) enlIstmg the support of the UnIon m an antI
corruptIon campaIgn, (3) Improvmg phYSIcal secunty at the faCIlIty by retraIDlDg 40 employees and 
makmg changes m the secunty force, and (4) redesIgnmg and llDplementmg new systems controllmg 
mventory The cleanmg up of corruptIon has had a qUIck and sIgmficant pOSItIVe effect on the 
company's fmanclal SItuatIOn (see below) 

A major mnovatIOn smce the takeover was the mtroductIon m September 1997 of a new brand, "Stella 
Prerruum " The new beer IS a fuller, darker beer (unlIke Stella Local and Stella Export, whIch are 
lagers) WIth a hIgher alcohol content Stella Prerruum IS mtended to compete dIrectly WIth Imported 
beer for the hIgher end of the market, It comes m the standard 330 ml bottie, rather than the 500 ml 
bottles of Stella Local and Stella Export, and IS pnced lower than llDPOrtS It IS expected to be the 
company's hIghest profit margm Ime, targetmg an estunated 5-6 muhon potentIal customers 

Accordmg to an artIcle m Busmess Monthly (September, 1997, p 16), It was SaId "you could find 24 
dIfferent flavors 10 a case of Stella" A major effort was undertaken WIth Danberg techmcal support 
to Improve the beer s quahty, even Withm the constramts of producmg m the antIquated plants A 
comprehensIve survey of the GIza and SharkIa facIlItIes found many flaws IOcoosIstency of brews, 
OXIdatIOn that resulted 10 flat beer, and unwanted mIcrobIOlogICal actIVIty that resulted 10 a yeasty 
flavor To remedy these problems, a 50-pomt actIon plan was developed whIch hIghlIghted adhenng 
to the Stella reCIpe and brewmg procedures manual, repamng exposed pIpes, perforrmng bottle hne 
malOtenance, IOtroducmg new hyglemc standards, and purchasmg 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 brewmg facIhty Durmg our team's site VISit to the GIZa bottlIng hne, which 
lasted perhaps thlrty mInutes, the hne had to be stopped repeatedly due to uneven bottle fills Several 
bottles even exploded 

On the sales, marketmg and demand Side, ABC has moved aggressively It has added new personnel 
to ItS sales force and IS usmg ItS legal teams to secure alcohol dlstnbutIon permIts (to attempt to end 
pohce and governorate-level hIndrance of sales and distrIbutIOn) AddItIOnally, the company IS 
reVIewmg ItS dlstnbutIon and dIstnbutor systems, promotmg brand awareness and loyalty through 
promotIOn activItIes not mvolvIng pubhc medIa advertIsmg (prohIbited by law) Fmally, the company 
has mcreased ItS fleet of trucks, permlttmg a larger flow of supply to the market 

SubstantIal efforts have also been undertaken m the non-alcoholIc beverage actIVItIes the re
launchIng of the Royal Crown Cola (RC Cola) brand In Egypt and strenuous new efforts to mcrease 
demand for and exports of the company's non-alcohohc beer, whIch show promISIng results In the 
regIOnal market Further, the company reports a marked Increase ill sales of non-alcoholIc beer ill the 
EgyptIan market ThIs product IS not In head-to-head competitIOn WIth other soft dnnks 

ConclUSIOn 

The Luxor Group's pnvatIzatlOn of ABC has most of the advantages usually claImed for the foreign 
anchor mvestor substantIal new mvestment has taken place, partly financed through the creatIve use 
of foreIgn portfoho Investment (the GDR offermg), new techmcal knowledge was brought to bear, the 
firm's management and organIzatIon have undergone a complete overhaul, and marketIng has 
dramatIcally Improved These changes were accompltshed ill the very short tIme frame of a year 

3124 Corporate Governance 

The company's new mne-person Board of Directors mc1udes three executIve duectors who have 
major roles m the company's management One duector represents the ESA, one represents Mlsr 
Insurance Company and the Bank of Alexandna, and one, actmg In hIs mdividual capaCity, represents 
HTC, whIch stIll has an mterested m the not fully paId ESA shares The other Board members 
represent mdependent stockholders The Luxor Group LLC clearly controls the ABC Board by 
controlhng the GDR DepOSItory and thus 75% of the shares 

Accordmg to EgyptIan law, the GDR DepOSitory, whIch controls 70% of ABC's shares, must vote 
those shares m a block A pOSSIble future governance Issue IS 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 IS, m fact, a subStantIal commumty 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, It IS faIr to 
assume that any dIssatIsfactIOn WIth regard to representatIOn IS well compensated by the 98% ImtIaI 
vear return on mvestment (at the present ABC share pnce of LE208) and by a hqUId market for those 
shares 

3125 The Fmanclal Picture 

The summary finanCIal statements presented on the followmg page cover the fiscal year ending June 
30 1997 The new owners dId not assume control of the company untIl February 18, 1997 15 Thus It 
IS too early to expect sIgruficant changes m the company to be reflected m the finanCIal statements 

15 Although the total pnvattzatIon of ABC was announced dunng June of 1996 and the management changeover 
did not occur untIl February 18, 1997, there were no reports of company neglect or decapltaltzatIon dunng the 
mtenm TIns may be explamed m part by the ESA allocatIon 
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For example, Stella PremIUm, a lugh margm Item, had not even been mtroduced by the end of June 
1997 StIll, sales mcreased by 6 1% (although the company was 45,000 hI behmd target at takeover 
and IS supply constramed) and after-tax profit and earnmgs per share by 30 3% Another key ratIo not 
shown m the summary financials IS that the sales-to-mventory ratIO mcreased from 2 89 m FY 96 to 
345 m FY 97 TIns shift IS substantml and reflects at least Improved mventory management by year
end, If not also the crackdown on black market beer Not shown by the summary financmls IS the fact 
that pre-tax profits mcreased by only 20 9%, whIch may be mdIcative of some one-time-only gams 
A companson of the 1996 and 1997 full financmls shows that the expected dlVldend pay-out ratio 
decreased from 81 7% ill 1996 to 50 1 % ill 1997 ThIs IS to be expected from a company mternally 
financmg a major new mvestment 

Fmanclal Data for AI Ahram Beverages, 1994-1997 
Table (7) 

Income Statement (LE mllhon) 

1994 1995 1996 1997 

Sales 115 132 140 149 
Gross Profit 
Operating Profit 
Net Profit 32 43 45 54 

Balance Sheet (LE million) 
1994 1995 1.996 HI97 

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 T errn Loans 0 0 0 0 
Current Liabilities 88 98 103 92 
Working Capital 74 63 65 52 

RatiO AnalYSIS 
1994 1995 1996 1997 

Return on Sales 2783% 3258% 3214% 3624% 
Return on Net Worth 033% 066% 042% 040% 
Return on Total Assets 013% 016% 016% 019% 

3126 Prospects and Challenges 

The greatest challenge ABC faces IS the market entry of at least two new competltors They wIll have 
a lower cost structure than ABC, usmg less labor and newer technologIes (at least untd ABC gets Its 
new plant on lIne) ABC's major advantage WllI be Its establIshed dIstnbutlOn system ABC wIll also 
benefit from the ban on beer advertIsmg, whIch wIll make It more dIfficult for new entrants to 
estabhsh themselves WIth the consumer Another ABC advantage IS ItS establIshed channels for 
acqmnng barley a mam mgredlent m beer Not bemg able to compete m publIc medIa advertlsmg 
may lead to pnce competItIon, lowenng margms for all competItors 
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At the tIme of wntmg, the eqUIty market was bettmg heaVily on ABC, the share pnce of LE208 was 
pncmg ABC at 17 4 tImes tradmg earmngs Whatever the outcome of the battle, It was made possIble 
by ABC's pnvatizatIOn Clear wmners are consumers, who already have better products aVailable and 
'" III soon have an even greater vanety of ChOIces AddItIOnally, consumers may benefit from lower 
pnces Other wmners are Egypt's workers ABC wIll most probably be reducmg dIrect employment 
over the next few years, to date thIS has not been so, With the company addmg sales force and 
actlvatmg dlstnbutIOn outlets However, ABC's permanent employees, stakeholders m the mmonty 
ESA, stand to benefit greatly from Its mcreased value, and the new Employee Stock OptIons Progralll 
also has promIse 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 (ImtIai Pubhc Offermgs) 

321 Nasr City Housmg & Development 

3 2 11 The Company and Its PnvatIzatIon 

N asr CIty Housmg and Development Company (Madmet Nasr or Nasr CIty) IS an EgyptIan Jomt stock 
company that was last reorganIzed as a Law 159 company m 1996 Nasr CIty, founded m 1959 as 
pubhc sector company, IS a land development company based on the model of earher pnvate 
companIes that developed neighbonng MaadI and modern Hehopohs, founded m 1906 The company 
was estabhshed to execute the Nasr CIty DIStnct Development Plan that extended the Cairo 
metropolItan area eastward mto the desert Its pnncipal busmess IS to convert desert land mto urban 
propertIes EasIly urbaruzed land adjacent to CaIro has mstoncally been very scarce, and the 
converSIOn of land from agncultural to urban uses IS tIghtly restncted 

The total area of the Nasr CIty dIstnct IS 4,500 hectares The dIstnct IS five kIlometers from 
downtown CaIro and straddles the comdor between downtown Cairo and the Carro auport, a valuable 
locatIOn The company has constructed some 14,000 housmg unItS and developed numerous fully
servIced (sewage, water, electncity and roads) plots for both the publIc and pnvate sectors For the 
pubhc sector It has developed SItes such as the Cairo Sports Stadium, the InternatIonal Farr, the 
InternatIOnal Conference Center, the 6th of October War Museum, and vanous rrumstnes and pubhc 
entItles (e g, the Mlmstnes of Plallllmg, Fmance, and Manpower and the Central Authonties for 
Accountmg and for MobIlIzatIon and StatIStICS) It has constructed branch markets and shops, 
proVIded land for hospItals and health unItS, pohce and fire statIOns, gasolIne statIOns, and post 
offices, m short, the whole gamut of urban land uses At present, Nasr CIty property IS almost fully 
developed The company's urbaruzatIOn efforts are still pnnclpally centered on the Nasr CIty dIstnct 
WIth future development extendmg eastwards mto the desert 

The company was made a Law 203 Company m 1993, It shares transferred to the GOE Holdmg 
Company for Buddmg and ConstructIOn In May 1996, the HC sold 74 8% ItS 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 mIlhon Issued and paId-m shares were sold The shares were allocated as follows 
mvestment funds, 146%, "workers," 105%, ESA, 100%, and the publIc, 397% The IPO pnce 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 1 I stock dIVidend, mcreasmg the number of 
outstandmg shares to 8 mllhon 

At the end of 1996, shortly after Its pnvatizatIon, 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 mstallatIon of 
publIc water and sewerage works constructed the greater Carro and Alexandna sewage systems as 
well as the greater CaIro waterworks 
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3212 Markets and Revenues 

Accordmg to the September 1997 financIal analYSIS conducted by Hermes FmancIaI, Nasr CIty owns 
I 7 mlillon sq m of land (excludmg 3,351,600 sq m) m Its strategIc reserve m New Nasr CIty (an 
area 35 km away from downtown CaIro whIch IS expected to be developed over the next 25 years 
The company currently sells developed land and apartments (except upper mcome housmg whIch IS 
sold on a cash basIS) on the basIS of a 60% advance cash payment, wIth the balance paId m 
mstallments over a penod whIch vanes from five to ten years, the New Nasr City land and Its 1,719 
housmg and commercial umts are currently aVaIlable for sale or on the way to bemg so The company 
also recently acqUIred 200 feddans (around 76,000 sq m) of land In the New Cruro area close to the 
nng road and adjacent to the new Arnencan Umverslty campus, thIs land should apprecIate rapIdly 

WhIle the company's prunary Interest IS land development, It also has certaIn charactensncs of a 
finanCIal mstitutIOn Approxnnately 15% of Its "sales" COnsIst of the collectIOn Qf mstallment 
payments, related to accounts receIVable, m excess ofLE400 mIllIon Further, some 16% Nasr CIty'S 
mcome IS from tIme deposIts, whIch In 1997 exceeded LE200 millIon Not only does the company 
have attnbutes of a finanCIal mstItutIOn, It also has charactenstlcs of a holdmg company Not only 
does It own most of Nasr UtllItles, but a reVIew of Its 1997 mcome statements mdIcates that 
substantial revenues were denved from ItS sale ofLE70 mIllIon m shares m Its former SIster company, 
Hebopohs Housmg 

3213 Changes Withm the FIrm 

Investment, Technology, Fmancmg, and Market Access 

Members of the company's management told us m separate conversatIOns that the greatest benefit of 
pnvatizatIOn was the ablhty to freely chose, accordIng to market SIgnals, the uses to whIch land under 
development would be put ThIs freedom to chose comes from bemg free of the POhtiCal or publIc 
polIcy dIctates that used to mfluence the company's busmess deCISIons The company can now 
develop a gIVen pIece of property for commercIal purposes, for example, rather than low-mcome 
housmg Pnor to pnvatlzatlon, company performance was Judged by ItS fulfillment of NatIOnal Plan 
objectIves and profitabIlIty Now, expected profitabIlIty dnves declslon-makmg On further probmg, 
It became clear to the team that the profit makmg onentatlon had already come mto bemg pnor to 
pnvatIzatIOn EI Nasr's reorganizatIOn under Law 203 had already freed the company from the 
gUldelmes of the Plan and Mtmstenal dIctates However, as dtscussed below, the CIrcumstances 
related to ItS pnvattzatIOn has tled management IncentIves much more closely to the company's 
profitablhty 

The company has only been pnvate for a short tIme The only slgmficant change m technology, 
processes, etc reported was m the automatIOn of Its accountmg and mformatIOn systems 

Labor 

Nasr CIty estImates that at least 20% of ItS approXimately 650 employees before pnvatizatIOn were 
redundant Even withm ItS first year ofpnvatIzatlon, some 10% ofNasr CIty'S employees have taken 
advantage of ItS early retirement program, With the costs to the company per employee varymg 
between LE15,000 and 20,000 Management saId that It expected another 10% of Its employees to 
avad themselves of the early retIrement optIOn next year The company has budgeted LE2 5 mIllIon 
for the early retIrement program, WhICh management charactenzed as a good mvestment Excess 
employees were found mamly m the admInIstratIve areas The automation of the company s 
accountmg, for example, led to some 20 employees bemg redundant The redundant employees are 
not necessanly the same as those retInng The company has attacked thIs problem partlally through 
the reaSSIgnment of dutIes On the other hand, the company has had to fill key posltlons m the 
computer and pubhc relatIOns fields and has also reqUIred more translators than preVIously employed 
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Redundant employees were, In the maIn, 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 busmess 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 
talkmg lIke pnvate sector management about the company's problems and prospects At one pomt m 
our team's IntervIew, the company's ChaIrman (who was not replaced dunng pnvatIzatlOn) responded 
to one of our probes In relatIon to labor force Issues WIth the retort "What do you thmk we are, a 
pubbc sector company?" 

3214 Corporate Governance 

A pnnclpallmprovement reported by the company ChaIrman was that pnor to becommg a Law 159 
company, the workers were represented on the company Board, now, they are not The Chamnan 
stated that when the company was operatmg under Law 203, the company board had mne members, 
of whom four were elected by the workers He, the ChaIrman, and four other dIrectors were 
appomted by the government The ChaIrman stated that m many Instances the worker representatIves 
were more umted 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 l11a.JontIes These ma]ontIes (m 
the ChaIrman's VIew) often favored the company's workers as opposed to Its owners (the CItIzens of 
Egypt), espeCIally m terms of the company's profitabIhty 

At present, Nasr CIty'S Board of DIrectors IS composed of 11 members Three represent the 
government, WhICh retams 25% of the company's shares a member of the Faculty of Commerce of 
CaIro UmversIty, a former MInIster of HOUSIng, and the Charrman The remalmng eIght members 
represent the followmg percentage of ownershIp 

ForeIgn banks 
Mutual funds 
ESA 
Moroccan mdIVIdual 
Saudi mdlVldual 
Egyptian IndIVIdual 
EgyptIan bank 
EgyptIan Insurance company 

11% 
10% 
10% 
11% 
5% 
5% 

11% 
11% 

Because of thIS effective Board representation of non-governmentally-controlled entItles, the team 
beheves Nasr CIty IS the exceptIOn among newly pnvatlzed IPO firms (rather than the rule), however, 
thIS behef cannot be substantIally documented although It appears that Nasr CIty has a greater 
proportIOn of dIverse blocks of totally pnvate shareholders represented on Its Board than IS usually the 
case among new IPOs The company's Board meets monthly, whIch IS frequent for a pnvate 
company 

The ChaIrman states that he was elected by a maJonty 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 16 In addItIOn, It IS worth notmg that the ESA IS represented by Nasr CIty'S ChIef 
Fmanclal 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 holdmg company The ESA borrows money on a short-term 
baSIS Just pnor to the shares gomg ex-dIVIdend It uses the loan proceeds to prepay Its debt payment 
and thus receIves the dIVIdend, once the dIVIdend IS receIved, the loan IS retued 

The CCA contlnues to audtt Nasr CIty, as does Its new post-pnvatIzatlOn audItor, KPMG The 
ChaIrman stated that neIther the CAA audIts nor CAA' s role as the government's audtt agency 
hmders the company's operatIons 

3215 The Fmanclal Picture 

It IS not easy to understand Nasr CIty'S performance from Its finanCIal statements,17 due to a vanety of 
factors 10 addItIOn to those usually mvolved 10 analyzmg a real estate development company The 
company has on ItS balance sheet an Item called Other Payables, whIch for 1995-1996 totaled LE443 
mIllIon, and for 1996-1997 LE476 mIllIon ThIs balance sheet Item mcludes a "LIabilitIes to 
Customers Account" whIch represents completed projects, the costs of wruch have already been 
accounted for 10 the P&L statement (they are, 10 effect, retamed earnmgs) Moreover, as the Hermes 
analYSIS of the company's finanCial statements mdlcates, the company's costs pnor to pnvattzatlon 
,",ere estImated as a percentage of sales (65% of sales, later reduced to 35% of sales) rather than 
accountmg for actual costs mcurred In tlns mstance, the dIfference between actual costs and 
estImated costs IS also recorded on the balance sheet as part of Other Payables and IS also 10 effect 
retamed earmngs KPMG suggested showmg these Items as a one-tIme profit, but Hermes notes that 
thts mIght not be m the company's mterests due to tax ImplIcatIons These Items are 10 large part 
responsIble for the company's budd-up of ItS cash reserves 

Another factor WhICh makes It drfficult to assess the company's actual economIc effiCIency from ItS 
finanCial statements IS that land IS carned at Its acqUISItIon value The total value of land on Nasr 
CIty'S 1996/97 balance sheet IS shghtly over LE2 mIllIon Yet, for example, the company's Al Waha 
project alone (140,000 sq m WIth LE50 mIllIon of mvestment) IS expected to YIeld LE350 mIllIon 
over the next four years at current market pnces, or about LE2,500 per sq m for urbamzed land 
ThIs ImplIes a "locked 10" value of over LE 2,100 per sq m, or some LE300 mulIon for thts pIece of 
land alone AI Waha represents less than 10% of the company's total land (excludmg 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 rugh values 
per square meter reflect the extreme rustOrtlOns that eXIst 10 the EgyptIan land market due to rent 
controI I8 and the tIght restnctIOns on convertIng agncultural lands to other uses Table 7 presents 
Madmet Nasr's finanCial data from 1994-1997 

16 Wlnle this statement IS certaInly true leavmg It at that could lead to a lIDs-perceptIOn of the role of Taber EI 
Maghraby Nasr CIty s Chamnan of the Board and Managmg Dtrector The fact of the matter IS that Mr EI 
Magltraby owns sigruficant shares m the company was a dynamtc leader of the company before ItS 
pnvatIzauon, and IS m fact the arclutect of Its pnvatIzatIon The slate for the Board of Dtrectors was Ius slate 
Nasr CIty s CFO reported to us that when It was clear that Nasr CIty was to be pnvatIzed, the company s 
management aggresslVely pursued that pnvatIzatIon tltrough the IPO route, preparmg Itself, takIng the lead on 
the needed paperwork, etc The pnvatIzatIOn of this company recalls Egypt s first pnvatJzatlon, that of the 
CommerCial InternatIOnal Bank, cm In another envrronment, tlus pnvatJzatIon would best be charactenzed as 
a leveraged management buy-out 

17 Whtle 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 

18 Recently one of the team was offered a bmldmg m Zarnalek nght on the NIle m Carro s most valuable area, 
for LE3 0 lIDlhon The pnce had recently mcreased by LE500,OOO because one of the tenants had dIed, leavmg 
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As of September 1, 1997, Nasr CIty shares were tradtng at LE236 58/share, eqUIvalent to LE473 16 
per share at pnvatIZatlOn pnor to the 1 1 stock dlVldend Thus, from May 1996 to September 1, 1997, 
non-ESA shares gamed 728% m 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 
Irutlal debt of LE32,000, or a gam of LE259,175 FIgure 2 on the follOWIng page presents MadInet 
Nasr's share pnce histOry from August 1996 untll1997 

Further, It wIll be remembered that "workers" were allocated 105% of the IPO It IS probable that 
most of these shares were bought by hIgher mcome workers (or management) It IS lIttle wonder, 
then, that there IS a lugh degree of management concern about shareholder value 

The above gams call mto questIOn both the mItIal company valuatIons as well as the IPO allocatIon 
formula It should be noted that Nasr CIty was the only pnvattzed company that the team exammed 
for WhICh no Bechtel (USAID) Inforrnatlon Memorandum was on file 

FmanClaJ Data for Madmet Nasr Housmg, 1994-1997 
Table (7) 

Income Statement (LE million) 
1994 1995 1996 1997 

Sales 225 949 1514 1608 
Gross Profit 
Operating Profit 
Net Profit 181 365 522 1150* 

Balance Sheet (LE million) 
1994 1995 1996 1997 

Total Assets 4077 6040 5729 8089 
Total Debt 3314 5364 601 7 7175 
Net Worth 514 51 3 612 91 4 
Reserves 314 31 2 376 406 
Fixed Assets 407 39 54 57 
Current Assets 2864 5948 6508 7602 
Long Term Loans 83 81 78 75 
Current Liabilities 3231 5283 5939 7100 
Workmg Capital 367 665 569 502 

Ratio AnalYSIS 
1994 1995 1996 1991 

Return on Sales 8044% 3846% 3448% 71 52% 
Return on Net Worth 3521% 7115% 8529% 12582% 
Return on Total Assets 444% 604% 911% 1422% 

* ThiS Item Includes unusual Items LE70 million Prior year's comparable 
profit was LE 45 million Please see text 

no unmedIate fanuly member hvrng m one of the bmldmg s flats The salesperson's calculatIOn of the 
bmldmg s value was a functlon of the age of the mhabitants of the flats as m 'two flats have tenants over age 
80 With no cluldren " 
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Madmet Nasr Housmg's Share Price, August 1996-1997 (10 LE) 

120100 t 
1l8l 00 t 
16100 -

114100 
I 

112100 

!OIOO 

8100 

In analyzmg the LE 115 mIlhon 1997 profit shown by the company, It should be noted that the figure 
mcludes LE70 mllhon of one-tIme mvestment mcome from the sale ofHehopohs Housmg shares and 
approXImately LE19 8 11111hon m mterest mcome (a large mcrease over the pnor year) Moreover, the 
proposed 1997 dIVIdend payments of LE81 4 11111hon 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 holdmg company rapidly 

Indeed, the company s net profits of LE 115 I111lhon m 1997 are reduced to LE45 mIllIon If unusual 
Items are excluded Companng 1996 WIth 1997 

Nasr City Housmg Profits (10 LE mIllIon) 
Table (8) 

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

Looked at m 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, m the mam theIr ongm IS not m present company operations 

3216 Prospects and Challenges 

It IS clear that Nasr CIty'S earmngs WIll contmue to mcrease substantially over the next five years as It 
sells off newly urbamzed land WIth greater fleXlbIhty m ItS development decIsIons than when It was a 
publIc sector company It IS less clear what the future \\-111 bnng The company WIll have to compete 
WIth other pnvate 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 IS actively explonng the acqUISition of 
other GOE housmg and land development compames slated for pnvatlzatlOn Its stated aspiratIons 
are to add other firms to Its Nasr UtIlitIes acqUIsmon and perhaps become a land development and 
housmg holdmg company 

The company's actIVItIes gIve even small mvestors a chance to share ill the profits to be made from 
the tremendous appreCIatIOn m Cruro's land values and do so WIth greater lIqUIdity and smaller 
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amounts of money than In real estate transactIOns The foregoIng no doubt has led to the stellar 
performance of the company's share prIce 

3 2 2 The Arab Company for RadIO TransIstors and ElectronIcs 

3 2 2 1 The Company and Its PrivatIzatIOn 

The Arab Company for RadIo Transistors and ElectrOnICS (TelemIsr) was pnvatIzed by means of an 
IPO ill September 1996 The Holdmg Company for Engmeenng Industnes sold 764% of Its 2 
mIlhon shares as follows ESA, 200,000 shares, or 10%, Investment funds, 24,000 shares, or 12%, 
the publIc, 1,776,000 shores, or 65% The IPO allowed the company to reorganIze under Law 159 of 
1981 The shares to the publIc were sold In two tranches, both at an ofi'enng pnce of LE30 As of 
November 27, 1997, the company's shares had a market pnce ofLE37 80 (down from Its 1997 hIgh 
of LE58 40), resultmg In a market capItalIzatIon of LE75 6 nulhon Telenusr IS one of the smaller 
former publIc sector companIes tradIng on the CaIro Stock Exchange and does not have an actIve 
follOWIng among secunty Industry analysts 

The company was establIshed In Ismalha In 1962 and acqurred the Meeco factory from PhillIps In 
1966 Also m 1966, the Mlsr TranSIstor and Electncal Co, a separate company founded m 1958, 
became part of Te1emisr by government decree A lamp factory m Ismruha prevIously owned by 
PhIlhps became part of the company m January 1988 These formerly separate entItles can still be 
seen m the present day company, whIch now conSIsts of the IsmaIha TV complex, the GIza TV 
complex and admInIstrative offices, and the Ismalha lamp factory The company also has sales and 
servIce centers In Alexandna, GIza, Ismalha, and Tanta 

WhIle the company has the capaCIty to produce Incandescent lamps, ballasts for fluorescent lIghts, TV 
antennas, and mmor electrIC applIances, ItS pnnclpal bUSIness IS 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 Telemlsr for the GOE on October 25, 1994 Based 
on the team's SIte VISItS to Telemlsr's GIza faCIlItIes, not much has changed phYSIcally m the company 
SInce that tIme The Bechtel document was very valuable to the team's understandIng of the 
companv, as \\-ere mtervlews WIth hIgh-level company OffiCIalS and an exammatIon of recent finanCIal 
data 

3222 Markets and Revenues 

Telemlsr's pnmary product IS 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 pnmarIly for the domestic market In 1990,21% of the 105,597 TV 
sets It sold were exported, the prImary market bemg the former SOVIet UnIon and other Eastern block 
countnes 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 mCIdental, cltmg lack of pnce 
competItIveness as the major reason for not exportIng more 

The company assembles TVs under both the NEC (NIppon Electnc Company) and Gold Star (Korea) 
brands It makes 14-, 16- 18-, 20-, 21-, 26-, and 29-lDch models under the NEC brand, accountmg 
for about 75% of Its sales, and makes three Gold Star models, which account for the balance Current 
productIOn IS 180,000 UnIts per year 

The EgyptIan TV market IS hIghly protected, tarIffs on final products are 55% whIle tanffs 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 m color TVs, makmg It the leadmg producer m that 
year's market ofapproXlmately 500,000 umts TelemIsr's pnncipal competitors (accordmg to Bechtel) 
were 

• Nasr TelevIsIon and Electrorucs, a state-owned company (also owned by the Holdmg Company 
for Engmeenng Industnes) now slated for pnvatizatIOn, producmg 14-, 16-, 20-, and 21-mch 
televIsIOns, 25% market share 

• PhIllIps (Nasr Electromcs and Engmeenng), untIl thIS month a Jomt venture company, 19 

producmg 18-,20-,26-, and 28-mch TVs, about 6% 

• Benha, a publIc sector company affilIated WIth the Mimstry of Defense, 4% 
• The International Electromcs Company (Dr Ahmed Bahgat group), the agent for Goldstar 

(Korea) m Egypt smce 1989 and Grunchg smce 1997, 14-, 20-,21-, and 25-mch color TVs, 6% 
market share m 1993 

• The Arab IndustnahzatIOn Authonty, a pubhc sector econorruc authonty, 14-, 16-, and 20-mch 
Samsung TVs, an estImated 4% of the market 

• ArabI Company (Toslnba) and Baghdad (NatIOnal), unported TVs, together accounted for some 
10% of total market sales 

There IS also a company called Gold Star Egypt Electrorucs, a Law 230 Jomt stock company owned 
by Goldstar Korea, EgyptIan Expatnates, Nasr TelevISIOn, and Telemisr Tune chd not permIt US to 
explore the operatIOns of thIS company 

In 1993, the Goldstar TV sets produced by TelemIsr, Nasr, and the InternatIonal Electromcs Company 
constItuted 75% of the televlSlons sold m the market accordmg to Bechtel Accordmg to Telemisr 
management, retatl pnces of Its pnncipal product hne (NEC) are hIgher than those of competItors 
because of the premIUm the pubhc puts on ItS brand and Its after-sales servIces Accordmg to Bechtel, 
"RetaIl pnces on Telerrusr televIsIon sets have remamed rather stable over the last four years [1990-
1994] because the Imported raw matenal components have decreased m pnce" Our analYSIS 
mrucates that the average Telemisr TV cost LE1,262 m 1994 and LE1,194 m 1997, a decrease of only 
57% 

GIven the number of producers and the structure of producer ownershIp m the TV market as well as 
the apparent lack of pnce competItIOn, It would be faIT to charactenze the EgyptIan TV market pnor 
to Telemlsr's pnvatization as an ohgopoly Accordmg to our mterviews WIth Telemisr executIves, 
thIS SItuatIOn IS changmg rapIdly, at least four new firms assemblmg JVC, Sharp, Akat, Tosmba, and 
Hyundal have entered or are about to enter the TV assembly market m Egypt The company's 
executIve pomted out WIth pnde that many of Telemlsr's best employees have left the company to 
work for ItS new competItors 

3223 Changes Withm the Firm 

Investment, Technology, Fmancmg, and Market Access 

The company's Managmg DIrector rndlcated that bemg a pnvate company had gIven Telemlsr more 
fleXIbIlIty For example, the company IS now able to offer credIt to Its dIstnbutors and dealers and 
thus reduce mventones The company s two mam plants have a combmed annual productIOn capacIty 

19 The GOE stake rn the company IS owned by the Holdmg Company for Engmeenng Industnes Recently the 
GOE tned to sell ItS 50 percent stake rn thIs company to Plulhps, wluch IS also the country s pnnClpal 
mcandescent lamp producer After lengthy negotIatlons and arbItration as to the value of the company, the 
government accepted PhIllIPS' evaluation of the company s worth and bought out Plulhps The government has 
stated Its rntentIon to sell the entIre company 
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of 192,000 TV sets Sales In the last year totaled 180,000 umts, mdicatIng that It IS operatmg close to 
ItS mstalled capaCIty 

ConversatIons With the productIOn manager IndIcated that the company has on order two new, 
computenzed, automatIc Uruversal InSertIon machInes These would make possIble a 50% mcrease m 
ItS GIza mstalled TV assembly capaCIty, presently 96,000 umts per year (unchanged sme 1994) WIth 
the IntroductIOn of these machmes (and related operatIOns), the company's mstalled capacity \\<ould 
Increase to 240,000 uruts a year ThIs new capaCIty wIll permIt the company to meet the recent 
(1994-1997) annual growth rate m umt sales of about 6 8% It does not Involve a change In 
technology The company has adequate phYSIcal plant space at Its GIza SIte to accommodate future 
growth 

Smce Its pnvatIzatlOn a year ago, there has been httle notIceable change m Telemlsr We asked the 
Managmg Drrector If there were plans for changes of product hnes andlor new actIVItIes He stated 
that the company was mvolved m a strategIC plannIng exercIse and was consldenng some new hnes 
When we asked If he could be more specrfic, he saId that they were consldermg products for the 
household We conclude that the company has no establIshed busmess plan 

The company has made sigruficant progress In automatIng ItS accountIng and InformatIOn functIons, 
mostly SInce pnvatIzatIon The Managmg Drrector esttmated that 70% of the company's InformatIOn 
functiOns are now automated However, the company's Fmanclal Drrector reported 1997 prehmmary 
results to us from handwntten statements, he dId not have a computer termInal In hIS office, nor were 
any computer pnntouts observed In rus workmg files 

Labor 

Telemlsr has some 3,000 employees accordmg to Its ManagIng Drrector, who also VOIced hIs oplmon 
that current productIOn could be met by half the staff The 3,000 employee figure IS 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 It 
to reduce ItS work force However, 26% of Telemlsr's employees were clasSIfied as 
Techmcal/Sclentific and only 339% as ProductIOn Workers WhIle thIS should faclhtate the 
mtroductIOn of more capltal-mtenslve productIOn techmques In the future, the company does seem to 
have a large staff of tecbrucal and sCIentIfic personnel m a lIne of actIVIty that IS mcreasmgly a 
"commodity" type operatIon The foregomg Will hmlt the company's freedom to adjUst Its output 
\\<Ith ItS present personnel Management chd say that pnvatizatIon had given It more fleXlblhty With 
the settIng of InCentIve and compensatIOn systems 

Telemlsr mbented a senous problem when It was asSIgned the former Phtlhps lamp factory m 
IsmaIha That factory, whIch has about 400 employees or about 13% of the company's workforce, IS 

a senously losmg propOSitIon (The plant should not be confused WIth the other PhIllIps factory that 
produces most of the lamps sold m the country) Sunply put, the Ismruha lamp factory should be 
closed and ItS 14,548 sq m land area and employees put to a htgher use 

The company has a 10% ESA The stakeholders In the ESA have seen theIr average per worker stake 
mcrease In value from LEI,600 to LE2,520 (at a stock pnce of LE37 80) WhIle thIs IS a 575% 
mcrease m one vear, the amounts mvolved are far less than m many other companIes The company 
dId not report any labor problems 

Other 

The company uses a more labor-mtenslve assembly process than do other NEC factones In the world 
The Managmg Drrector stated that m the TV plants about 80% of the work IS manual labor, compared 
to 50% In a country such as ThaIland Also, NEC's ThaI faCIlIty produces about 50% for the That 

IBTCIlEgypt FmalReport 



Spectal Study for the PnvatIzatIon Program m Egypt PnvatIzatIon Case Study 39 

market and the other 50% for export to eIther Japan or other markets, whereas exports from the 
EgyptIan facIlItIes are almost noneXIstent The result IS that Telemisr IS a relatIvely hIgh cost NEC 
producer 

The company, hke many other state-owned enterpnses III the "engmeenng" sector, IS over 
dImensIOned physIcally In GIza, the company owns some 62,900 sq m of bUlldmgs Of thIs 
constructed area, about 8,300 sq m IS used for manufactunng and shops and 5,300 sq m for the 
admimstration bUlldmg Some 6,600 sq m are used as finIshed goods storage, and 11,800 sq mare 
used for stores and servIce centers (mcreasmgly unneeded gIven TV rehabilIty) An eIght-story 
bUlldmg, datmg from 1986 and measunng some 30,600 sq m, IS mostly unused, It was apparently the 
source of dIspute WIth the state enterpnse that boot It Bechtel called the bUlldmg "under 
constructIOn" m 1994 Such under-utIlIzatIOn of phYSIcal plant IS expenSIve to the economy Perhaps 
the excess bUIldmgs m GIza gIve the company space for future expansIOn, however, as the space falls 
withm the company's phYSIcal penmeter, the excess capaCIty cannot easIly be sold off should the 
need anse 

3224 Corporate Governance 

Telemlsr's Board of Drrectors has undergone dramatIc change m that the company IS now a Law 159 
Company and the workers (except for the ESA representatIve) are no longer on the Board Pnor to 
pnvatizatIon the nme-member Board mcIuded a technICIan, a lathe operator, a pamt operator, and a 
bUlldmg supervIsor, all elected by the workers The gulf between the workers and the hIghly 
educated, promment government representatIves was no doubt large 

The new Board has three government appomtees, mcludmg a part-tIme Chamnan who was formerly 
the company's Managmg 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 mstltutIon With a nunor stake, 
and one the ESA that owns 10% 

The company has a new Managmg DIrector, not formerly associated WIth the company There been 
no other change among top management, nor m the firm's organIzatIOn 

One of the reasons for selectmg Telemlsr was that the company IS an IPO more than 75% pnvately 
owned, therefore, accordIng to law, the CAA IS not requIred to audIt the company When we asked 
the Managmg DIrector about thIs the reply was "Well, we asked them to stay anyway-they are not a 
bother, and m fact are often helpful" The legal dIstmctIon ofless than 25% government ownerslup 
and therefore not subject to CAA audIt was not an Issue as far as Telemisr was concerned It IS hard 
to Imagme a pnvate company askmg for the servIces of the government audItor 

3225 The Fmanclal Picture 

The company's finanCIal summanes, presented on the followmg page, exlubit a pattern of steady, If 
unspectacular, growth The 1997 figures are prehmmary because the full company report for that year 
IS not yet avaIlable, also, a less thorough finanCIal analYSIS was earned out on Telemisr than on the 
other compames studIed The prehmmary figures do not yet exhIbIt any effects of pnvatlzatIon, nor 
were we able to analyze the reported Improvement m mventory utIlIzatIon The company's sales 
slowed somewhat durmg the 1994-97 penod growmg at an annual rate of only 4 9% compared to the 
7 1 % per annum sales growth that occurred m the 1991-1993 penod StIll, net worth appears to be 
mcreasmg A note of cautIon here Without a detaIled analYSIS, It IS dIfficult to understand debt 
compOSItIon as well as other Item detaIls Suffice It to say that on the surface the company looks to be 
growmg moderately, even WIthout any major mnovatIons m a conSIderable penod 

IBTCI/Egypt FmalReport 



SpeCial Study for the PnvatrzatIon Program ill Egypt PnvatIzatIon Case Study 40 

Telemlsr Fmanclal Data, 1991-1997 
Table (9) 

Income Statement (LE million) 
19.91 1992 1993 1.9S4 t9!t5 1996 19S7 

Sales 1225 1482 1404 1862 171 1 1971 2150 
Gross Profit 280 266 305 
Operating Profit 186 181 213 
Net Profit 02 1 8 10 74 109 11 9 132 

Balance Sheet (LE million) 
1991 1992 1993 1994 1995 1996 199-7 

Total Assets 134 5 1581 1703 2089 196 5 2617 2757 
Total Debt 797 651 525 1578 1452 2046 2066 
Net Worth 168 192 207 238 281 322 366 
Reserves 03 02 10 183 178 222 266 
Fixed Assets 226 224 228 223 234 256 147 
Current Assets 1119 1357 1475 1865 1731 2361 2180 
Long Term Loans 66 73 81 61 47 42 38 
Current liabilities 1039 1243 1320 1517 1405 2004 2028 
Working Capital N/A N/A N/A 348 326 356 152 

Ratio AnalysIs 
1991 1992 1993 1994 1995 1996 1997 

Return on Sales 015% 121% 068% 398% 637% 609% 614% 
Return on Net Worth 109% 932% 463% 3108% 3892% 3725% 3607% 
Return on Total Assets 014% 113% 056% 355% 555% 459% 479% 

Note 1991-1993 figures are from the Bechtel Info Mem 1994-1996 are from the PEO and 1997 are 
preliminary unofficial figures from the company Given the discontinuity between 1991-1993 figures and 
subsequent ones inter-period comparisons should not be made 

3226 Prospects and Challenges 

The major challenge for Telemlsr WIll come soon as four or five comparues are entenng the TV 
assembly market They wIll be able to produce products very smular to the NEC brand With much 
less capital mvestment (although therr processes wdl probably be less labor-mtenslve) They WIll have 
smaller work forces than Telemlsr and not be saddled with the IsmaIlIa lamps albatross On the other 
hand, Telemisr might be able to use Its constructed phYSIcal plant for entry mto markets other than TV 
assembly In the TV assembly market, It WIll face more competItIOn, and the hentage of ItS past as a 
state-owned firm wIll probably mhtblt ItS fleXIbilIty to reduce costs Telemtsr WIll not only have to 
confront Its cost structure, but also WIll need to change Its "corporate culture" For example, on our 
VISit to ItS headquarters, we saw no pnnted matenals on the company (1 e, brochures, etc) There 
was not yet a stockholder relatIOns or pubhc affairs function that we could IdentIfy When we asked 
the Managmg DIrector how the company was domg, espeCIally smce pnvatLzatIon, he repbed "It has 
been very favorable, thts year we fulfilled our plan at 104% as opposed to only 90% last year" He 
was refernng to the Law 203 mcentlve cntena, whIch has profit as only one of ItS elements From a 
CEO of a pnvate firm, WIth a pnvate sector corporate culture, one would have expected a reply m 
terms of mcreased earrungs per share, mcreased sales, or perhaps a reference to progress m achlevmg 
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Telemlsr's Share Price Smce Privatization (m LE) 
FIgure (3) 

busmess plan benchmarks TelemlSf's corporate culture Will not change easIly HaVIng the 
government, m effect, bemg 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 mcrease 
mstalled capacIty and overall employment m the market (though not probably m TelemIsr TV) 
Increased capacIty m the market WIth a greater number of firms WIll most lIkely lead ceterus panbus 
to greater pnce competItIon, a much-needed break for the EgyptIan consumer It Will be harder for 
firms m the market to follow each other's pncmg If there are, say, eIght firms as opposed to four 

Thus, perhaps the most Important thmg about TelemIsr's pnvatIzatIon may not be what happens m the 
company Itself, but rather the SIgnal that the pnvatIzatlOn of the firm WIth the largest market share 
sent to potentIal market entrants The overall result wIll be greater consumer chOIce m terms of TV 
brands, antIcIpated pnce competItIon, and mcreased overall labor demand m the TV assembly market 
An mterestmg SIdelIght IS the effect that mcreased competItIon wIll have on Nasr TeleVISIOn, 
TelemIsr's former SIster state firm whIch IS slated for pnvatIzatIOn at an unscheduled date Nasr 
TeleVISIOn IS reportedly less effiCIent than TeIemlsr Will the prospect of greater competItIOn m the 
market make Nasr TV less deSlfable to a potentIal anchor mvestor or IPO? The answer to both IS 
probably "yes" 

3 3 Employee Shareholders' ASSOCIations 

3 3 1 WadI Kom Ombo for Land ReciamatlOn20 

3 3 lIThe Company and Its PrIvatIzation 

WadI Kom Ombo was establIshed m 1904 as a land reclamatIon company and natIOnahzed m 1961 
Among Its prmclpal actIVItIes are land reclamatIon and constructIOn of canals roads, pump statIOns, 
lITIgatIOn, and dramage systems 

20 The followmg data were obtamed through extenSIve mtefVlews With corporate officers ESA board of 
dIrectors and 'focal group" employee mtefVlews See the attached mtefVlew gmdelme questIonnarres and 
finanCIal statements reflectIng before- and after-pnvatIzatIon effiCIency perfonnance levels and governance 
Issues 
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In 1994, the firm was converted mto a pnvate company An ESA purchased 95% of Its shares for 
LE509 rmlhon With LE43 mtlhon of nonessential assets (land and buddmgs) removed to lower the 
selhng pnce of the company The ESA made a down payment of LE2 2 rrulhon (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 mstallments of LE7 2 mIllton at an annual mterest of 8% 
The remaInmg 5% of the company's shares were sold dIrectly to mdIVIdual employees to be paId over 
five years at 8% mterest per rumum 

The firm's current major projects Include mfrastructure constructIon for 41,300 feddans, land 
reclamatIOn of 34,000 feddans, 4 pumpIng and 4 rrngatIon statIons m Upper Egypt (WadI EI-Saruda, 
Sohag, Edfu, Marashdasch, West AsSUIt, Awlad Tok Sch), 24,850 feddans m the Western Delta 
(Bustan Sch, W Nasr Canal), and 21,500 feddans m the Western Desert (Wadi AI GUIdad Sch) 

3312 Markets, Revenues, and Market Access 

Earnmgs per share m 1995 were calculated at LE21 1, m 1996 LE2l 6, and m 1997 LE2178 
PnvatIzatIOn has neIther mcreased nor decreased the firm's profitabIhty Management belIeves 
pnvatIzatIOn Increased the firm's abIlIty to seek and respond qUIckly, both to new markets m the 
pnvate sector and eXIstIng government open-bldded contracts m Its tradItIonal product hne of 
lfngatIon, dramage, land reclamatIOn, and large pumpmg statIon constructIon and mamtenance The 
firm has not dIverSIfied mto new product hnes or servIces 

Only five recently pnvatIzed 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 smce the firm was pnvatIzed 
Thus, government contracts for the foreseeable future Will contmue to be a relatIvely secure and 
constant source of revenue for Kom Ombo New competitors are unlIkely to enter the market Since 
this partIcular mdustry reqUIres a high InItIal capItal mvestment (company officers estImate LE400 
mIllIon) 

The IBTCIlESOP team made one SIte VISIt to Banger EI Sokar m Lower Egypt (80 km from 
Alexandna) to reVIew the qualIty of the work performed by Kom Ombo 

Banger El Sokar IS a 21,600 feddan, LE80 rmlhon government contract land reclamatIon SIte begun 
two years ago One-thIrd of the reclaImed land Will be turned over to the government and two-thuds 
WIll be sold by Kom Ombo to pnvate Investors m lots of 20 feddans each for cash or financed over 3 
years 

Phase I (3,600 feddans) has been completed Phase II (7,000 feddans) and Phase ill (10,000) are 
under constructIon The one-thIrd land area developed for the government Will be subdIVided mto 5-
feddan lots for uruversity graduates WIthIn this 1O,000-feddan area, two multIple hOUSing 
commumties have been bUIlt Each commumty has 650 three-room homes With IndIVIdual gardens, 
areas m plrumed town SItes WIth hOSPItalS, schools, and urban mfrastructure (sewage, potable water, 
streets, and electncIty) The reclaImed land IS rrngated from a nver source through large canals fitted 
WIth large pumpIng statIOns, networks of smaller canals, and dnp water pIpe systems 

The Irngatlon canals dramage dItches, pumpmg statIon, and government-purchased housmg VIllage 
appeared to be well constructed ReclaImed land, ready for cultIvatIon, was In marked contrast to the 
surroundmg desert Work crews were observed busIly bUIlding a new ImgatIon canal With new 
bulldozers and excavators 
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3313 Investment, Technology, and Fmancmg 

CapItal eqUIpment mcludes 3 concrete mlxmg plants, 2 asphalt mlXlng plants, carpentry and Iron and 
steel shops, 198 trucks (platform, tank, servIce, etc) and 292 heavy earth-movmg vehIcles TIus 
mcludes several new large earth-movmg vehIcles obtamed WIth a LE45 2 mIllIon USAID long-term 
loan (avaIlable to EgyptIan pnvate firms) EqUIpment has been upgraded, but technology IS 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 mcreased the effiCIency of lmes of commumcatIon among 
management, SupervIsors, and blue collar workers whtle effecbve day-to-day management control IS 
mamtamed (Currently the ESA has two members on the company's Board Next year the ESA wtll 
have a majonty on the five-member Board of DIrectors) Workers mtervIewed at the SIte VISIt were 
motIvated, well traIDed, and enthUSIastIC about "theIr" company Based on the IBTCIlESOP team's 
expenence mother countnes, mtervlews WIth employees do mdlcate genume mterest m makmg the 
company more productIve 

In spIte of management's optImIsm, 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 accountmg 
and finanCIal department were computenzed All the finanCIal mformatlOn requested (three years 
after pnvatlzatIon), whIle detailed, was handwntten In companson the anchor sales and IPOs 
reVIewed m thIS study computenzed theIr finanCIal departments one year after pnvatIzatlon 

Changes m BlUmg Poilcles 

BIllIng the government for completed work contInues to be a cash flow problem To offset the added 
finanCIal costs, Kom Ombo adjUsts ItS bIds for government contracts All of the firm's competItors do 
the same to cover delayed payments The firm IS still overly dependent on government contracts and 
needs to dIverSIfy ItS servIces to mclude pnvate chents 

Changes m FIXed Assets 

The firm purchased ItS roam offices m CaIro from the Government Under HC regulatIons, the HC 
stIll owned the bUIldmg and land and leased them back to the firm Accordmg to the ongmal 
agreement, 5% of the asset value of the bUlldmg paId as an annual rental fee was applIed to the 
purchase pnce 

Labor 

No statIStICS were avaIlable However, smce 1994, 177 employees have retIred from the company 
They have not been replaced Management mdlcated current productIon could be mamtamed WIth 
further reductIOns and the company WIll contmue to apply early retIrement programs when pOSSIble 

3314 Fmancial IndIcators 

The followmg finanCIal data (see also AppendIX D contammg complete finanCIal analYSIS) and 
mterviews conducted WIth employees at the SIte VISit gIve a reasonable mdicatIOn of whether the ESA 
company has become more or less profitable smce It was pnvatIzed 

Busmess revenues Revenues decreased by an average of LEl7 5 mIllIon per annum at a 16% rate 
after the ESA purchase compared to the three years pnor to the ESA 
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Cost of sales (COS) COS ratIos to sales mcreased by 4% annually after the ESA purchase Profit 
margms also decreased by an average of 32% COS decreased only 3% whtle revenues decreased 
16% ThIS data Imphes that the company has large fixed cost components m Its cost of sales or 
mefficiencies managmg labor and matenals 

Sellmg, G&A expenses Shows an average decrease of LE29 mIlhon per annum at a rate of 70% 
ThIS IS caused by reallocatmg a portIOn of the firm's part-tIme productIOn staff to COS 

Interest expenses Decreased due to full repayment of long-term loans pnor to the ESA purchase m 
addItIon to havmg grace penods on new loans from USAID and the EEC In FY 1997, mterest 
payments were LE3 8 mllhon due to an overdraft of LE8 mIlhon 

DepreCiatIOn expenses Decreased by an average of LE6 7 mIllIon per annum at a rate of 54% due to 
changes m deprecIatIOn rates and estImates despite the fact new expensive eqUIpment replaced older 
eqUIpment Thus, depreCiatIon expenses mdIcate a decrease Without adequate dIsclosure mformation 

Net mcome DespIte dechnmg revenues declmmg, net mcome shows average mcreases of LE2 8 
mIllIon per annum at a rate of 21 % However, thts IS 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 mamtams higher cash balances compared to pnor ESA fiscal pen ods, probably to meet 
diVidend payments 

FIXed assets The company IS acqUlnng an average of LE24 mIllIon worth of eqUIpment per annum, 
at a rate of 38% ThIs mdlcates the company IS bUlldmg up Its asset base and replacmg older 
eqUIpment With new eqUIpment Other fixed assets also mcreased due to buymg land and bUIldIngs 
from theHC 

Long-term receivables More actIve corporate polICies to collect Installments due on company 
customers resulted m an average decrease of long-term receivables by 58% per annum 

Fmanaal ratios Total asset productivIty and eqUIpment (turnover) decreased due to a declme m 
revenues and an mcrease m purchased eqUIpment The company shows more effiCIent practIces m 
collectIOn and mventory management after ESA than pnor to ESA 

Current lzabllztles Decreased m total by an average of 2% per annum due to mcreased credIt facIlItIes 
from supplIers to finance current assets and speed diVidend payments to the ESA 

Fmanclal ratios Return on eqUIty decreased by 76% due to declmes m revenue Debt ratios show a 
dechne due to repayment of part of Its long-term loans pnor to the ESA buyout Sales-to-workmg 
capItal show a declIne of 15% due to a declIne m revenues 
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Balance Sheet for WadI Kom Ombo 
Table (10) 

Financial AnalysIs Before ESA After ESA 

Wadi Kom Ombo Average p a Average p a Increases Increases 
Condensed Balance Sheet 1992-1994 19951997 LE % 
In LE million 
ASSETS 

Current Assets 
Cash 2065 3099 1034 50% 
Trade Receivable 13984 123 33 1651 -12% 
Allowance of Doubtful Accounts -787 -759 028 -4% 
Inventory 2564 2619 055 2% 
Other Current Assets 2980 3294 315 11% 
Total Current Assets 20805 20586 -219 -1% 

82% 77% 
Non-Current Assets 
Fixed Assets 
EqUipment 6429 8840 2411 38% 
Other Fixed Assets 1600 3749 2149 134% 
Leased Fixed Assets 
Less AccumUlated Depreciation -4998 7449 2451 49% 
Sub Total 3031 5140 21 10 70% 
Fixed Assets Under Construction 501 560 059 12% 
Total Fixed Assets 3532 5701 2169 61% 
Long Term Accounts Receivable 1032 437 595 -58% 
Total Assets 25370 26724 1354 5% 

Total Assets Turnover 045 035 -010 -22% 
EqUipment Turnover 179 106 -073 -41% 
Fixed Assets Turnover 332 166 166 -50% 
AIR Turnover 086 081 -004 -5% 
Inventory Turnover 438 359 -079 18% 

LIABILITIES 

Current Liabilities 
Overdraft 057 363 306 533% 
Trade Payables 1048 5999 4951 472% 
Other Payables 7566 2159 -5407 -71% 
Total Current Liabilities 8672 8521 -1 51 -2% 
NET WORKING CAPITAL 121 34 12066 068 -1% 

Non Current Liabilities 
Long Term Loans 5663 5005 657 -12% 
Other Reserves 7374 7794 420 6% 
Total Non-Current Liabilities 13036 12799 237 -2% 

Total liabilities 21708 21320 388 2% 

Stockholders EqUity 
Paid In Capital 560 560 000 0% 
Reserves 3102 3259 157 5% 
Retained Earnings 000 1585 1585 
Total Stockholders Equrty 3662 5404 1742 48% 
Total Llab & Stockholders Equrty 25370 26724 1354 5% 

Investment In 95% Interest I 
I' 

Return On EqUity 086 021 -065 76% 
Current Ratio 168 146 -022 -13% 
Debt/EqUity RatiO 591 395 196 33% 
Debt RatiO 716 422 294 -41% 
Sales to WC 093 079 -014 -15% 

I 
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Income Statement, Workforce StatIstIcs & Fmanclal RatIos for Wadi Kom Ombo 
Table (11 

Fmanclal AnalysIs Before ESA AfterESA 

Wadi Kom Ombo Average pa Average p a Increases Increases 

Condensed Income Statement 1992-1994 1995-1997 LE % 
In LE million 
Revenues 111 73 9419 -1754 -16% 
Cost of Sales (COS) 6384 6171 213 -3% 
Profit Marg In (PM) 4789 3248 -1541 -32% 

Admin & Seiling Expenses 4172 1270 -29 02 -70% 
Interest Expense 474 289 -185 -39% 
DepreCiation Expenses 1236 569 -667 -54% 
Total Expenses 5883 2128 -3754 -64% 

Operating Income -1094 1120 2214 -202% 
Other Revenues & Ex(!enses 3178 1129 -20 49 -64% 
Income Before Tax 2084 2248 165 8% 
Income Tax 775 663 -112 -14% 
Net Income After Tax 1309 1586 2n 21% 

Profit Distribution (In LE '000) 
Workers 88797 45633 -43163 -49% 
Board of Directors (Management) 2nn 9713 -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 -001 -28% 
Net Income/Revenue 012 017 005 44% 

WORKFORCE STATISTICS Before ESA AfterESA 
Average p a Average p 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 

Administrative 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 Compensation 
Average WorkerlWage p a 7594 n29 135 2% 
Average Worker/Profit Share p a 602 967 364 61% 
Average WorkerlPay p a 8196 8696 500 6% 

FINANCIAL RATIOS 

Fixed Assets Turnover 4 2 2 -51% 
COS/Revenue 1 1 0 14% 
CM/Revenue 0 0 0 -19% 
Revenue/Equity 3 2 -1 -44% 
Net Income/EqUity 0 0 0 -18% 
Revenue/total workforce (In LE 000) 75 68 -7 9% 

IBTCIlEgypt FmalReport 



SpeCial Study for the PnvattzatIon Program m Egypt Pnvauzauon Case Study 47 

3315 Overall Effect of ESA 

Followmg are some of the comments noted dunng the mtervIew process 

• EqUIpment mamtenance IS better than when state owned 

• New qualIty checks have been adopted at SIte projects 

• Employee enthusIasm for theIr company IS eVIdent by comments such as several employees 
wIshmg to" thank PreSIdent Mubarak for the opportunIty to own therr own company" 

• One blue collar employee mentIoned he wtll reme next year WIth LE40,000 The satIsfactIon of 
the other employees who overheard the remark was notIceable ReceIVIng cash benefits for one's 
ownershIp mterest IS the best way to commumcate to other employees that ownershIp nghts are 
"real" 

• In the sample survey of 16 employees at the project SIte, the employees mdIcated "strong 
agreement" WIth the follOWIng remarks 

~ I prefer workmg for the company now rather than when It was owned by the government 

~ I feel safer and more secure for my retlfement 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 

Ownmg stock m the company IS not, however, the only reason why employees feel COmmItted to 
mcreasmg corporate profits and effiCIency Salanes have mcreased 10% smce pnvatIzatIon and an 
mcentIve bonus plan was mtroduced by the company's management before pnvatIzatIon and remams 
m effect FIve percent of a contract's fee after a Job IS completed IS dIVIded, WIth 30% gIven to 
acimImstratIve employees and the remammg 70% diVIded among employees who worked on a 
speCIfic project 

3316 Corporate Governance 

Regarding corporate governance, Kom Ombo's management beheves that the ESA has opened new 
hnes of commumcauons WIth employees The ESA has also helped strengthen managementlumon 
relations (The labor umon, accordmg to management and a umon leader, helped convmce the 
employees of the ESA Plan's benefits) 

Regardmg governance of the ESA ASSOCIatIOn, three areas of concern are discussed below 

The Control Issue 

Secret ballot votmg IS used to elect the followmg officers and delegates (on all other Issues dIscussed 
at the ESA aSSOCiatIOn general assembly, votmg IS open) 

(a) In electmg the ESA ASSOCIatIOn Board, due to the number of employees and therr Wide disperSIOn 
at Kom Ombo work SItes, a delegate for each group of 10 ESA members IS chosen to attend the 
ESA ASSOCIatIOn's general assembly 

(b) In the electIOn 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 mdlvlduals are 
ESA Board dIrectors ESA Bylaws, however, do penmt the electIon of ESA company Board 
dIrectors who are not ESA AssoclaUon 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 mayor may not be the same as ESA AsSOCIatIOn Board members 
At Kom Ombo, they are dIfferent mdIviduals 

One of the problems the firm faces IS that the organIZatIonal structure of the company has changed 
lIttle compared to anchor or IPO pnvatIzatIons Even If Kom Ombo's new shareholders (who have 
votIng nghts on unpaid as well as paid ESA owned shares) Wished to replace the company's CEO 
(whIch they do not), they are prohIbIted from domg so untIl the entIre stock purchase loan has been 
repaid to the Holdmg Company Should the employees have the nght to change management? The 
pomt IS debatable as the lender and seller are the same No other outsIde funds were avaIlable to 
permIt the employees to purchase the firm Top management acCOuntabIlIty to the new shareholders 
may be a dIsadvantage If compared to an anchor sale or IPO, however, the tradeoff IS that employees 
acqUIre ownershIp of the entIre company 

Access to FmanclallnJormatzon 

(a) A separate external audItor dIfferent from the company's audItor IS chosen by the ESA 
AssocIatIOn to msure a COnflIct of mterest does not occur, 

(b) DetaIls of each member's "stack" accounts are gIven to ESA members, 

(c) A summary of the ESA company's finanCial statements IS read at the ESA's general assembly, 

(d) The Holdmg Company reqUITes mall majonty-owned ESAs that monthly finanCIal overvIews of 
the company be dIscussed and gIven to ESA company Board dIrectors (whIch mcludes the two 
ESA ASSOCiatIOn dIrectors) at theIr monthly meetmgs, 

(e) The ESA ASSOCiatIOn delegates to the ESA company's general assembly also receIve copIes of 
the audIted finanCIal statements and all other finanCIal mformatIon of the firm ThIs mformatIOn 
IS readIly avaIlable to all ESA members, 

(f) Employees who have access to the wntmg, documentatIOn, and pnntmg of the finanCIal 
statements also filter thIs mformation to other ESA members, and 

(g) The ESA Board IS attemptmg to educate ESA members to understand what finanCIal statements 
are and how to mterpret them 

Votmg RIghts 

ESA membershIp nghts of ESA company shares are reflected through share-eqUlvalents (stacks) m 
each employee's ESA company share account and mclude 

• 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 wrth proxy votes from the ESA AssocIaUon 
(as the legal owner of the shares) Delegates can be Board members or other ESA members, 

\ 

• There are currently two ESA asSOCiatIon members on the ESA company's Board of Directors 
When the He loan IS 50% Paid, the ESA can appomt 3 members to the company's Board, 
when 75% of the loan IS repaId, 4 members can be appomted, and when 100% of the loan IS 
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repaId, the ESA assoclanon elects all 5 duectors 

WhIle It can be concluded that ESA company employee shareholders do have reasonably effectIve 
governance through control, access to financial mformatIOn, and votmg nghts of company stock, there 
are stIll two major Issues 

(1) Do employees understand the dIfference between company shares of stock and share-eqUIvalents, 
or "stacks"? 

Several employees mtefVIewed at the project SIte answered that company shares are on a one-share, 
one-vote baSIS, stacks are on a one-person, one-vote basiS An employee does not have the nght to 
take ESA shares With hun, but IS paId m cash when he or she leaves the company Employees' 
mterest revolved pnnclpally around the future value of therr stack accounts and the amounts of cash 
they WIll receive - not whether they could take thelT ESA shares With the On the questIOn of votmg 
nghts, some felt vonng on a one-share one-vote baSIS was more equItable 

(2) Payment ofFau Market Value for Stack Share-EquIvalents should "fau market value" rather than 
"book" value of ESA company shares be used to cash out an employee's share-eqUIvalent vested 
accounts at retlTement? 

At Kom Ombo ESA share-eqUIvalents currently are not paId out at "faIr market value" The ESA 
board CItes the followmg reasons why 

(a) Book value should be used smce the cost of domg an eqUIvalent "fau market value" would be 
very expenSIve for the ESA to undertake each year 

(b) An employee may deCIde to leave the company for a hIgher paymg Job and reSIgn from the ESA 
If a "faIr market value" for hIs or her share-eqUIvalents IS used, thIs could drastICally depreCiate 
the ESA's lIqUId reserves to meet Its repurchase habIlIty oblIganons 

(c) ESA members Will, however, be cashed out for thelT stack accounts at the market value of ESA 
company shares after 5 years when shares purchased by employees dIrectly from the Holdmg 
Company are fully paId and become tradable 

3317 Prospects and Challenges 

(1) No effecnve changes have taken place m the orgalllzational structure of the firm smce Its 
pnvatizatIOn The company has not lfDproved or computenzed Its accountIng system A new 
costmg system was developed, but It IS snll based on the Ulllfied Accountmg 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 workmg capItal and adopt cash flow forecast techlllques to 
manage cash resources more effiCIently 

(3) The company adopted finanCIal polICIes to show decreases m expenses and other reserves to 
mcrease profits ThIs polIcy should not be contmued 
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332 General Company for Research and Ground Water:!l 

3 3 2 1 The Company and Its Privatization 

The firm, known as REGW A, specIahzes m water well dnlhng and geologIcal mappmg In 1968, rt 
branched out to the Sudan wrth government contracts to dnll wells m small vlllages Current 
management has contmued With dIversIfymg the company's markets In 1970, REGW A began OOllmg 
operatlons m LIbya In 1977, the company became the exclUSIve water pump representative for the US 
firm Johnston, Inc REGW A was pnvatlzed m 1994 through an ESA buyout 

3322 Markets, Revenues, and Market Access 

From 1982 to 1993, REGWA entered mto new products and semces areas m land recIamatton (mstalbng 
portable water and rrngatIon pumps, OOp pIpes and road constructIon), marketmg the developed land to 
pnvate mvestors, bmldmg and mamtenance of large water pump stations for the government, sewage 
treatment (Bahana OasIS), and Egyptian government contracts to 0011 100 potable water wells for the 
government of Kenya at vIllage srtes 

Smce the ESA pnvattzation m 1994 the company has undertaken several projects 

• DIversificatIOn bIds submItted m October 1997 to the governments of Nigena, Benm, Yemen, 
EthIOPIa, and the Ivory Coast 

• A Jomt venture company, Regwa Khonaf Investments (RKI), was formed With Saudi Arabian and 
Canadian corporations mvestors, who together wrth 15 other outsIde mvestors, purchased 200,000 
feddans m the Eastern Oynat area, East Onex of Upper Egypt RKl Will alone mvest LE13 mllhon m 
the project The mvestors will develop the land wrth mfrastructure and sell one half of the area m one 
feddan plot for LEIO,OOO The remammg half of the developed land Will be kept as a Joint RKl 
mvestment for the productIOn and sale of agncultural oIl products 

• The manufacture of EgyptIan submerSIble water pumps as an Import substItutIOn 

• The survey and OOllmg of the largest fresh water well and pump located m the South Valley Canal 
ProJect, Khor Toshk The project was completed ahead of schedule and IS producmg 25 mIllion 
CUbIC meters of water per day 

• A franchIse ill Egypt for a second mternattonally known water pump and rrngatton pIpe manufacture 

• The operatIOn of 48 geologtcal research and surveymg srtes from Aswan to the New Valley 

Sue Vim A Speczfic Example of How REGWA IS Openmg New Markets 

The followmg srte VISrt to WadI EI Fangh (Empty Valley) Illustrates one of REGW A's current marketIng 
ventures ThIs IS a land development project 60 km from Carro toward AlexanOOa Of the total 60,000 
feddans purchased, 20,000 feddans sIttmg atop an old tnbutary of the NIle have been developed The 
company bought the land at LE50 per feddan Currently, fully developed land, mcIudmg deep water 
wells, IS sellmg for LE6,000 per feddan Profits from thIs project were LE295 mllhon m 1995, LE4 7 

21 The followmg data were obtaIned through extenstve mteIVlews Wlth corporate officers ESA Board of DIrectors 
and focal group employees See the attached InteIVlew Gmdelme QuestIonnarres and finanClal statements 
reflectmg before- and afier-pnvatIzatIon effiClency performance levels and governance lSSUes 
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mIlhon m 1996 and LEl 53 (partIal figure only) for 1997 From the SIte VISit, the cultIvated land 
resources appear to be excellent, well watered and mamtamed 

The above marketmg mformatIOn shows REGW A upgradmg Its techmcal expertIse m well dnllmg, 
holdmg on to eXlStmg and new government contracts, pnvate Jomt ventures m Egypt and abroad, and a 
dlvefSlficatlOn mto new products (REGW A manufuctured water pumps) 

3323 Investment, Technology, and Fmancmg 

Some of the most lffiportant changes have come m the followmg areas 

Operating as a Pnvate Firm 

Smce It was pnvatIzed, REGW A has had a freer hand to form JoInt ventures and enter new markets The 
company's financial reportIng and dlsc10sure comply With mternatlOnal standards, but the accountmg 
system IS stIll not computenzed and a costmg system has not been developed As a result of not haVlllg 
these financIal plannmg tools, the firm mamtams a greater cash balance than necessary LE27 4 nnlhon m 
the checkmg account and an overdraft of LE34 4 nnlhon as of June 30, 1997, thus mcreasmg costs of 
financmg Instead, REGW A deCIded a first pnonty was to add state-of-the art, new deep well dnllIng 
and computenzed surveymg eqwpment The eqUipment IS expensIve, but as the CEO mdtcated, 
REGW A's reputatIOn IS lffiportant 

Quality Control In Sales 

In shallow well dnllmg (50-60 meters), REGWA has 30-40% of the market m Egypt Other comparues 
have 60-70% of the market We are told, however, that a chent takes a nsk With other competrtors who 
use mfenor welds and thmner well casmgs In deep well dnllmg (below 60 meters), REGWA controls 
80% of the Egyptian market As noted, technIcal expenence and expensIve state-of-the-art eqUipment are 
requITed to compete REGW A IS the only water dnllmg company m Egypt that has both the eqUIpment 
and the technology and expertIse to use It 

Changes In Bllbng Poilczes 

The government stIll delays payments Pnvate chents used to delay payments untIl the firm changed Its 
btllmg pohcles requrrmg 100% advance payment (mc1uling a pnce dIScount) 

3324 Fmanclal IndIcators 

The finanCIal data on the follOWing pages (see also AppendIx D contaImng complete finanCIal 
analYSIS) and mtemews conducted WIth employees at the SIte VISIt gIve a reasonable mdicatlOn of 
whether the ESA company has become more or less profitable smce It was pnvatIzed 

BUSiness revenues Showed a steady mcrease, except for the first year ofpnvatIzatlOn The company's 
revenues mcreased by LE 17 mIlhon, an average of 290/0, m the 3 years after the sale of the company to 
the ESA when compared to the 3 years pnor to pnvatization 

Cost of sales Increased at 18%, whIch IS a lower rate than the mcrease m sales TIns mdtcates effiCiency 
m uuhzmg labor and matertals 

Profit margin As a result of mcreasmg revenues and maxmuzmg utIlIzatIon of labor and matenals, the 
profit margm mcreased by almost 60% compared to the to pre-pnvatIzatlOn penod 
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Seilmg, G&A expenses Shows an mcrease of 24% compared to the 3 years pnor to pnvatizatlOn, but 
thIS represents normal growth The company has had very good control over ItS SGA expenses 10 a 
range ofLE14 to LEI5 rmlhon annually dunng the last 3 years 

Interest expense DespIte the fact 10terest expenses 10creased by 28% due to overdrafts to finance 
workmg capItal and cash dIVIdends to the ESA, the 10crease of LEO 72 mIllIon (whIch IS 09% of 
re\lenues and 30% of net 1Ocome) IS withm an acceptable range 

Depreczatlon DepreCiatIon expenses 10creased by 59% after ESA due to newly purchased expensIve 
eqUIpment and the sell10g of out-dated eqUIpment ThIs mdtcates company concerns to 10crease Its 
productIve capabIlItIes 

Total expenses Total overhead ex-penses 10creased after pnvatIzatton due to 10creases 10 depreCiatIon and 
10terest expenses 

Net mcome 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 10creased by 37% due to mamtammg cash balances rugher than before Also, 
accounts receIvable and 1Oventory 10creased 60% and 46%, respectIvely, due to mcreased sales 

Fixed assets The company IS bUIldIng up fixed assets at a steady rate to replace old eqUIpment WIth new 
more effiCIent and more expenSIve eqUIpment 1Odtcat1Og mterest m mamtammg the productIve capacIty 
and well bemg of the company Asset turnover decreased despIte the fact that revenues mcreased due to 
large mvestments m hIghly technologIcal, expensIve eqUIpment 

Lwb,ilt,es Current habIhties mcreased sharply by more than LE974 rmlhon wruch represents a 104% 
mcrease over the 3 years pnor to the ESA pnvatIZatlon The company has more credtt facIhtIes from 
suppbers WIth less down payments 

Non-cu"ent lzabllllles Long-term loans mcreased to finance the purchase of new eqUIpment Total 
reserves decreased to meet contmgent habIlItIes 

Stockholders' eqully Increased by LE 1 3 rmlhon m general and legal reserves No future retamed 
earnmgs are held 
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Balance Sheet for REGW A 
Table (12) 

Fananclal AnalYSIs Before ESA AfterESA 

REGWA Average p a Average p a Increases Increases 

Condensed Balance Sheet 1992-1994 1995-1997 LE % 
In LE million 
ASSETS 

Current Assets 
Cash 598 1666 1068 179% 
Trade ReceIVable 8879 14192 5313 60% 
Allowance of Doubtful Accounts -058 -6163 -6105 10525% 
Inventory 3745 54 78 1732 46% 
Other Current Assets 1916 5548 3632 190% 
Total Current Assets 15080 20721 5641 37% 

84% 83% -001 -1% 
Non-Current Assets 
FIXed Assets 
EqUipment 2142 4092 1950 91% 
other FIxed Assets 1867 2779 912 49% 
Leased FIXed Assets 000 462 462 
Less Accumulated DeprecIation -1934 -3457 -1523 79% 
Sub-Total 2075 3876 1801 87% 
FIXed Assets Under Construcbon 804 374 -430 -53% 
Total FIXed Assets 2879 4250 1371 48% 
Other Long Term Investments 053 010 -043 -81% 
Total Assets 180 11 24980 6969 39% 

Total Assets Turnover 036 030 -006 -17% 
EqUipment Turnover 275 186 -090 -33% 
Fixed Assets Turnover 201 178 -022 11% 
AJRTurnover 105 055 -051 -48% 
Inventory Turnover 155 137 -019 -12% 

LIABILITIES 

Current Llablhtles 
Overdraft 1163 3291 2128 183% 
Trade Payables 363 1064 701 193% 
Other Payables 7801 14713 6913 89% 
Total Current Liabilities 9327 19069 9741 104% 
NET WORKING CAPITAL 5753 1652 -4101 -71% 

Non-Current liabilities 
Long Term Loans 325 1186 861 265% 
Other Reserves 6086 2319 -3767 -62% 
Total Non-Current Llablhtles 6410 3505 -2905 -45% 

Total Liabilities 15738 22574 6836 43% 

Stockholders Equity 
Paid In Capital 
Reserves 1474 1850 375 25% 
Retained Earnings 242 000 -242 100% 
Total Stockholders EqUity 2274 2407 133 6% 
Total Llab & Stockholders EqUity 18011 24980 6969 39% 

Return On Equity OOB 010 002 18% 
Current Ratio 160 109 -051 -32% 
Debt/Equlty Ratio 659 938 280 42% 
Debt Ratio 086 090 005 5% 
SalestoWC 143 542 399 279°,{, 
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Income Statement, Workforce Statistics & Fmanclal Ratios for REGWA 
Table (13) 

Fmanclal AnalYSIs Before ESA AfterESA 

REGWA Average pa Average p a Increases Increases 

Condensed Income Statement 1992-1994 1995-1997 lE % 
In lE million 
Revenues 5790 7481 1691 29% 
Cost of Sales (COS) 4213 4951 738 18% 
Profit Margin (PM) 1577 2530 952 60% 

Admin & Seiling Expenses 1190 1476 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 & EXRenses 498 207 -291 -58% 
Net Income After Tax 194 243 049 25% 

Profits Distributed (m LE '000) 
Workers 31440 130733 99293 316% 
Board of Directors (Management) 3307 21470 18163 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 AfterESA 
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 WorkerlWage p a 865907 1897020 1031113 119% 
Average WorkerlProfit Share p a 10235 15287 5052 49% 
Average Worker/Pay p a 876142 1912306 1036165 118% 
Bonuses to Board of Directors 

FINANCIAL RATIOS 

Fixed Asse1s Turnover 201 178 -022 -11% 
COS/Revenue 010 003 007 -72% 
CM/Revenue 003 003 000 -2% 
Revenue/Equity 3629 6851 3222 89% 
Net Income/Equity -038 -5643 -5604 14620% 
Revenueltotal workforce (In LE 000) 143 199 056 39% 
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3325 Overall Effects of ESA 

Some partIcular mdIcators of the effect the ESA has had on employee prodUctIVIty, effiCIency, and 
"workplace culture" are shown by the folloWIng 

• A reductIon m employee absenteeIsm, tardIness and turnover smce the firm was pnvattzed Reasons 
cited by both management and emplovees were added mcentive bonuses lmked to mcreases m 
productlVlty, but, also to "protect therr company" The ESA members want to payoff the Holdmg 
Company debt as qUickly as possIble SuperVISors and employees mtefVIewed m the field stated that 
they were proud to own stock m the firm, felt safer and more secure for therr retrrement years, and are 
more mterested m the company's financIal success 

• EqUipment Management An on-site mspection of one of the company's projects showed good 
eqUipment mamtenance (See attached Quesnonnarre for a detailed reVIew) For example, m refernng 
to well bIts wInch are expensIve, one employee commented to another co-worker, ''You own It, so 
don't break It " 

• A reductIon m excess labor costs The firm has reduced Its payroll by 21 employees With early 
retrrement plans Short-term contracts have mcreased for non-essentIal employees when added labor 
IS requrred However, these employees do not partICIpate m the ESAIESOP Plan As a result of the 
dtfficult m laymg off full-tIme employees m Egypt, lnnng short-term employees IS the only 
alternatIve However, key new employees, such as well dnllers, are hrred lllUl1ediately and allowed 
to Jom the ESA (There IS a demand abroad for well dnllers m water dnllmg and the petroleum 
mdustnes) 

• Employee trammg The firm also pays for qualtfied employees to attend specIalIzed well dnlbng 
schools abroad Retrammg employees, wherever possIble, IS a partIal solutIon to finng an employee 
Expandmg markets to reallocate labor resources IS another 

• The use of bonuses hnked to productlVlty A 10-12% salary mcrease was lffiplemented when the 
compahy was sold to the ESA, an obhgatory profit sharmg to labor (whIch mcreased by LE992,330) 
and to management (LE181,630 mcrease) was also dtstnbuted In addttIon, a new mcentlve bonus 
scheme was developed by the ESA Board and presented to the CEO for dtscussIOn and final 
ImplementatIon to encourage more productIon The bonus scheme mcludes 

- The ongmal bonus plan begun before pnvatIzatIOn whIch gave a 0 6% bonus based on monthly 
sales and was dIstnbuted based on the salary of each employee Thts has been mcreased to 0 9% 

- A new specIal bonus to deep well water dnllers (they are m demand m Egypt and abroad at 
hIghly competItIve salanes) 

- A cost-of-hvmg compensatIon bonus for employees hvmg m Upper Egypt and m the NIle Delta 
regIOn 

- Bonuses for fimshmg a project before scheduled dehvery tIme Thts IS dtVIded among all 
REGW A productIOn and adrnmIstratJ.ve employees, regardless of who IS workmg at any gIven 
project SIte 

• The slowness m orgaruzatIOnal changes The mcentIve bonus plan was restructured Jomtly With the 
CEO 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 IS also a hIgh degree of employee loyalty and commttment to the company and labor peace 

• Decrease m cost of sales to revenue Smce pnvatIzatIon, (1994 to 1997) the cost of sales to revenue 
have been m the range of64-70% Pnor to pnvatizatlOn (1991 to 1993), the range was 69-75% ThIs 
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decrease mdicates that greater efficIency and reductIon m direct costs have resulted from 
pnvatizatIon and perhaps employee ownerslup as well 

3326 Corporate Governance 

REGWA's management beheves the ESA has prOVided them With a new mfonnatIon source The ESA 
Board and company executIves also mentIOned the follo\\< mg workplace core values as "the values we 
seek" an atmosphere of farrness and openness through two-way accountabIhty between management and 
employees, a motivatIon to seek out opportunItIes m the market, estabhshment of mcentIves for 
employees, cultIvatIOn of COmmItment at all levels of the company, and employee partICIpatIon m 
deCISIons affectmg theIr workplace and access to corporate financIal mformatIon 

The REGW A ESA Board of DIrectors IS mtroducmg these values through drrect explanation to ESA 
members of the most Important elements of the finanCial statements ESA members are told they can see 
the annual audited finanCIal statements of the company If they Wish Most are not mterested m readmg 
the documents, but hke the Idea they are permttted 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 m the AsSOCIatIOn. REGW A delegates have proxy votes for 
each 10 employees smce the company IS dispersed geograplucally There are no restrictions or wartmg 
penods at REGW A for full-tIme employees to Jom the ESA AsSOCiatIon Contract or part-tIme 
employees, as mentioned earher, are excluded from the ESAIESOP Plan The other control checks and 
balances are essenttallythe same as m Wadi Kom Ombo 

Access to FmanClalInformanon 

Company partICIpant accounts are updated each year and given m wntmg 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 mdiVIdual members on motIOns that are before the General Assembly 

The company Board gIves all of Its dIrectors, mdudIng the ESA delegates, the same InformatIon as gIVen 
to the HC Board members mcludmg monthly mterIm financIal reports wmch are requested as a matter of 
HCpohcy 

Vonng RIghts 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 nghts m Egypt are that the 
Charrman and CEO of the ESA company cannot be removed dunng the repayment penod to the Holding 
Company The other control checks and balances are essentIally the same as for WadI Kom Ombo As 
m the first case study, It can be concluded that REGW A ESA employee shareholders do have reasonably 
effectlve governance through control, access to financIal mfOrmatIOn, and votmg nghts of company 
stock There are two major governance ISsues to be resolved 

Payment of Fazr Market Value for Stack Share-EqUIvalents 

Dunng the first 5-year penod, stack nghts are cashed out at the book value of the ESA AssOCJa1Ion 
owned shares After tlus penod, when employee-owned shares outsIde of the ESA begm to trade, the 
then current market pnce wIll be used to value ESA shares After dIscussmg the ISsue With the mTCI 
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team, the REGW A ESA AsSOCiatIOn adopted reforms to pay stack employee ESA accounts (share 
ownerslup eqUIvalents) at the market value of those shares purchased outsIde of the ESA and publIcly 
traded (smce, of 200 employees who purchased outsIde shares from the He, several paId cash for shares 
that are now "tradable") ESA Bylaws at REGW A also reqUIre an ESA member be paId WithIn three 
months of resIgnmg from the company and the ESA, mterest IS not paId for these three months 

Employee beneficIanes and members of the ESA cannot be cashed out m company shares but are paId a 
cash eqUIvalent (at current market rates) To fund tlus repurchase habIlIty, 20% of the d1VIdends receIved 
by the ESA ASSOCIatIon are mvested at 10% They calculate that the first major cbstnbutlODS WIll occur 
10 5-6 years The ESA ASSOCIatlOD has Its own model to determme how much cash Will be needed, It IS 

based on retrrement 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 mterest 10 6 months So, m spIte of the ESA's best mtentIoDS, repurchase 
oblIgatlODS could become a problem The ESA AssocIatIOn saId It welcomes suggestIOns on how to best 
honor Its repurchase lIability 

Can Shares Be Dlstnbuted? 

Another Issue rrused at REGW A was the ESA' s behef that under certam crrcumstances shares could be 
d1stnbuted The sale contract berueen ESA and the He stated that the ESA may gIve long seTVlce 
employees up to 10% oftherr stack value m ESA-owned company shares after the ongmalloan from the 
He was repaid, based on procedures agreed upon WIth the He The ESA has a nght-of-first-refusal to 
repurchase these shares ThIs portIOn of the contract needs to be exarnmed carefully as both the PEO and 
He are opposed to any such Idea beCaIlse, over tIme, tlus could lessen the amount of company stock 
owned by the ESA 

3327 Prospects and Challenges 

WhIle the company's capabIlItIes to generate revenues and maxuruze productIOn and the use of raw 
matenal has mcreased, the foIlowmg measures should be taken 

(1) More balanced financmg structure and dlVldend pohcles need to be developed to aVOid drammg the 
company of cash 

(2) The company needs not only more effectIve costIng systems to pnce Its contracts, but also a new 
accountmg system that prOVIdes finanCIal mformatIOn ill a tImely manner 

(3) More effectIve cash management technIques need to be developed as the company matntaIns too 
much cash m Its checkmg account financed by overdrafts 

(4) The company has a problem managmg Its workrng capItal New financIal systems should be 
developed to morutor and evaluate financIal Informatlon m a relatIvely short penod of ttme Such 
systems should mcIude costIng systems, budget, cash flow forecastmg systems, and new 
computenzed accountmg systems that prOVIde InformatIOn to management for plannrng and control 
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3 3 3 Upper Egypt Dredgmg Company12 

3 3 3 1 The Company and Its PrIVatIzatIon 

Upper Egypt Dredgmg Company (VED) was establIshed m 1978 to construct draInage systems for 
lITlgated lands m Upper Egypt, prmclpally m Assort and Aswan Its actlVltIes illcluded dredgmg, 
mamtenance of water canals, and constructIon oflITlgatIon systems 

In 1992, VED was reorgamzed under Law 203, whIch reqUITed the :firm to bId on publIc works projects 
In December 1994, the company's ESA, under Law 95, bought 95% of VED shares for LE52 mtllIon 
from the HC for PublIc Works and Land Reclamatton The remammg 5% of the Holdmg Company's 
VED shares were sold to 100 mruV1dual 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 dtfferent mcome levels Upper Egypt DredgIng Co 
currently employs 917 workers of whom 650 are ful1-tJme employees 

WhIle operatmg as a state owned company under Law 203, VED dtversIfied mto product hoes such as 
closed dramage systems WIth new technologtcal mnovatIons and the constructton and sale of multI-famtly 
housmg proJects, schools, and bndge culverts Almost all the new product hoes offered are m Upper 
Egypt Two attempts to compete ill the Nile Delta are under way WIth culvert constructIon 100 km from 
Carro and lITlgatIon draInage ill the New Valley 700 km from Carro 

3332 Markets, Revenues, and Market Access 

The entry mto housmg and culvert markets was a learnmg expenence As the CEO expressed, 'We 
entered the housmg market and lost We learn from our mtstakes We are not qualIfied to compete m 
the constructIOn of multIple housmg In the culvert busmess, we are profitable and can compete very 
successfully, espeCIally m Upper Egypt Our tradrttonal market WIth government contracts m dramage 
and rrngatton IS also a good market It Isn't easy, but we are learnmg how to compete as a pnvate 
company" 

From an analYSIS of Its finanCial statements, the ESA Company IS WIthdrawmg cash from the busmess m 
order to pay the ongmal down payment and part of Its overdue msta1lments to the Holdmg Company 
Thts reduces workmg capItal and illcreases financmg costs, whIch mtght lead the company to Insolvency 

In 1977, VED reduced the constructIOn of multIple housmg because It could not compete successfully 
agatnst other pnvate firms Thts resulted m SIgnIficant finanCial losses for the firm, VED WIll 
probably ehmmate thiS sector of the company If and when thIs occurs, employees WIll be transferred 
to other VED projects If they cannot find employment mother housmg constructIon compantes 
Early retirement plans may be used The company chd not develop a busmess plan to enter these two 
markets, nor (as of 1997) have they developed any alternatIve plans to utilIZe thelT current Idle labor 
and eqUIpment m the housmg actIVIty 

In companson, VED WIll try to expand culvert constructIon.. wruch has proven to be profitable Demand 
for this product IS good and supply IS low ill both Upper and Lower Egypt (Staffing projects ill the Delta 
area may, however, pose some problems as UED employees prefer to stay ill Upper Egypt) 

The company IS trymg to conserve rts tradltIOnal government contract market for rrngatIon and dramage 
projects Corporate officers argue that although the firm cannot totally depend on government contracts 

22 The followmg data were obtaIned through mtervtews With corporate officers and the ESA Board preSIdent (Due 
to the problems ill Egypt at the hme It was unposSlble for the IBTCIlESOP team to make a Site VlSlt to Aswan to 
speak With employee focal groups ) 
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for dramage and lITlgatIon proJects, land reclamatIon IS a natIOnal pnonty and will contmue to be so for 
many years 

3333 Investment, Technology, and Fmancmg 

Only payroll and mventory are computenzed All financtal mformatIon gIVen to the IBTCI team was 
handwrItten except the annual auwted reports As a pnvate company, UED has greater fleXibIlIty to 
choose raw matenals such as steel, cement, stone, and spare parts It 15 much easier for the company to 
buy 'We decIde and buy at once Before, we had to choose three offers and a government conumttee 
deCIded for us" No procurement pohcles or procedures, however, were given to the IBTCIlESOP team 

UED was purchased for LE5 26 mtlhon The ESA gave an rrnmechate down payment of LEl nulhon, 
transfernng accumulated profits from preVIous years held by the company Before pnvatIzatlon, 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 accumulattons (whIch formed the LEI million reserve used for the ESA AsSOCIation 
down payment) The ESA then had an outstandmg debt ofLE4 mtlhon plus mterest to pay over 10 years 
Includmg mterest, UED's annual payments are LE659,OOO, a total ofLE7 5 mtlhon The down payment 
was equated by the He as equal to two annual payments, so UED's repayment schedule began ill 1997 
and not 1995 Even so, to amortIze thIs year's payment the firm has only LE559,OO and WIll have to 
borrow or negotIate With the HC for the remammg LEIOO,OOO due UED management also belIeves the 
8% mterest charged on the HC loan IS too hIgh for the company to pay 23 

Corporate Orgamzotwnal Changes 

Accordmg 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 IS 
now the "MarketIng Department" With a sub-urnt called "Research" whIch reVIews the Marketing 
Department's bids for vanous contracts If UED WInS a bid, the Research Department momtors the 
project to determme If It 15 on target Wlthm speCified costs A Techmcal Department was also estabhshed 
to determme ways to maxumze profits and lower costs 

Changes m Blllmg POilCles 

Government postponement of payments IS of Vital concern to management 'There IS no way to force the 
government to pay Even If there IS a wntten contract when government payments are due, there are no 
fines WIth a pnvate buyer the contract forces the chent to pay us penalttes Pnvate compames pay on 
tIme" The problem, however, IS that UED's mam customer IS still the government 

3334 Fmanclal Indicators 

AudIted finanCIal statements for 1996/97 were not aVaIlable, so a companson was made between the 
three years pnor to and two years after the ESA pnvatIzatIon (see also AppendIX D contammg complete 
finanCIal analYSIS) 

Revenues Decreased by 23% m the year of pnvatu.atlOn and mcreased by 29% the year after at an 
amount htgher than any other year dunng the penod of study Volume of sales untIl 1995 was LEl3 
mIllIon TIns IS a drop from preVIous years (1990-1994), when the fum was still government owned and 

23 AccordIng to Dr Mahmoud M Salem, Legal AdVisor to the PublIc Enterpnse Office (PEO), the mterest rate wtll 
be lowered tlus year to 5% for all new ESA loans, maJOflty or mmonty, and made retroactIve on all prevtous loans 
The HoldIng Comparues' Chamnen have been Informed The reductIon m Interest, smce contracts have already 
been SIgned, WIll more than ltkely be applIed to reduce the last prmClpaI payments and thus not mcrease eXistIng 
maJonty ESA compames munedIate cash flow needs 
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averaged LE16 rmllIon per year Sales III 1997, despIte market competrtIOn from both pnvate and pubbc 
companIes 'Workmg m the same field, mcreased to LE20 2 rmllIon 

AccordIng to management the firm IS stIll competItIve m Its t:ra.drtIonal markets ''Before pnvatIzatlon, 
we were gIven proJects, afterward we bad to go out to bId and dIversIfy, reducIng costs We must now 
compete to survIve" The Cbarrman noted that DED sttll suffers from older projects datIng back to when 
the firm was state owned "DED was paId low pnces and IS still suffenng losses" The company has not 
developed a costmg system to msure Its cost effiCIenCIes and acrueve Its finanCIal ObjectIve 

Cost of sales Increased by an average of 9% smce the firm was pnvatIzed wruch IS rugher than mcreases 
of sales ThIS IS due to the fixed costs component m COS ThIS rmght nnply mefficlency m managmg 
labor and matenals Profit margms 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 selbng expenses Increased by LEI 9 rmllion at a rate of 71 % after pnvatIzatIon, espectalIy III 
the year of pnvatIzatIon, and returned to Its normal level m the followmg year 

Interest expenses Decreased due to repayment of long-term loans pnor to ESA pnvatIzatIOn 

DepreCUIDon expense Decreased by LEO 64 rmllIon at an average rate of 41 % per annum desprte the fact 
that eqUIpment mcreased by LEI 13 at an average rate of9% per annum No adequate dIsclosure IS gIVen 
to expIam the reasons 

Net Income Despite the company's wntmg back LEI 03 rmllIon from caPItal reserves to other mcome, 
losses of nearly LE4 9 rrulhon m the year of pnvatizatIon were realIzed due to sharp declme III revenues 
and mcrease III expenses 

Net assets The company has hIgher net assets compared to what It mamtamed pnor to ESA, as cash 
balances Illcreased from LEO 13 rmllIon to LE6 26 nullion Desprte a 4 % mcrease m accounts receIvable, 
the allowance of doubtful accounts decreased by 9% Also, mventory decreased by 3% and other current 
assets decreased by 64% due to bqUldIty mvestments m government securItIes and other allowances 

FIXed assets Shows a slIght mcrease of LEI 1 rmllIon at a 9% rate (2 year average) The company does 
not replace and add eqUIpment as much as the other two companIes surveyed (REGWA and Wadi Kom 
ambo) ThIs could be due to a small busmess backlog or lack of outsIde financmg 

Cu"ent babumes The company's overdraft mcreased by LE3 0 nulhon at a rate of 479% and other 
payables mcreased by 150/0, wruch nnplIes that the company has problems paymg current lIabilitIes 

Long-term bablilnes Repayment of some of long-term loan mstallments IS made 

Fmanaal rahos 

• Return on eqUIty decreased by 39% due to a declme m revenues and mcreasmg COS and expenses 

• Current ratIo IS unfavorable due to overdrafts and delay m payments 

• Debt/eqUIty ratIO mcreased by 55% due to mcreases of overdraft and delaymg accruals 

• Debt ratIo mcreased by 14%, also due to mcreases of overdraft and delaymg accruals 

• Sales to workmg capItal mcreased, despIte a declIne m sales, due to a larger declme m workmg 
caPItal 
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Balance Sheet for Upper Egypt Dredgmg 
Table (14) 

Financial AnalysIs Before ESA AfterESA 

Upper Egypt Dredging Average pa. Average p a. Increases Increases 

Condensed Balance Sheet 1992-1994 1995-1997 LE % 
In LE million 

ASSETS 

Current Assets 
Cash 013 626 613 4842% 
Trade ReceIVable 1491 1545 053 4% 
Allowance of Doubtful Accounts -181 -164 017 9% 
Inllentory 839 818 -021 -3% 
Other Current Assets 1418 509 909 -64% 
Total Current Assets 3580 3333 247 -7% 

91% 86% 
Non-Current Assets 
Fl)(ed Assets 
EqUipment 1324 1437 113 9% 
Other Fixed Assets 354 399 045 13% 

Less Accumulated Depreciation -1342 1364 -022 2% 
Sub Total 336 472 136 41% 
Fl)(ed Assets Under Construction 029 012 -018 61% 
Total Fixed Assets 365 484 119 32% 
Other Long Term Assets 000 053 053 
Total Assets 3945 3869 -076 -2% 

Total Assets Turnover 041 042 002 4% 
EqUipment Turnover 122 113 -008 -7% 
Fixed Assets Turnover 455 338 117 -26% 
AIR Turnover 109 107 -002 -2% 
Inventory Turnover 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 2799 307 12% 

Stockholders' Equity 
Paid In Capital 844 900 056 7% 
Reserves 609 153 -456 75% 
Retained Earnings 
Total Stockholders Equity 1453 1053 -400 28% 
Total llab & Stockholders Equity 3945 3852 -093 2% 

Investment in 95% interest 

Return On Equity 007 -020 -027 391% 
Current RatIO 285 195 -090 -32% 
Debt/EqUity RatIO 172 266 094 55% 
Debt RatIO 063 072 009 14% 
Sales to WC 069 102 032 47% 
ESA Return On Investment 000 -038 -038 
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Income Statement, Workforce StatIStIcs & Fmanclal RatIos for Upper Egypt Dredgmg 
Table (15) 

Fmanclal AnalysIs Before ESA AfterESA 

Upper Egypt Dredging Average p a Average pa Increases Increases 

Condensed Income Statement 1992-1994 19951997 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 & Seiling Expenses 268 458 190 71% 
Interest 8<penses 473 091 382 -81% 
Depreciation Expenses 158 094 -064 -41% 
Total Expenses 899 643 256 28% 
Operatmg Income 582 -413 169 -29% 
Other Revenues & Exeenses 679 205 -474 -70% 
Net Income After Tax 096 209 305 -316% 

Profrts Distributed (In LE '000) 
Workers 3750 
Board of Directors (Management) 2033 800 1233 -61% 
Allowances for Board of Directors 1700 5350 3650 215% 

6150 

COS/Revenue 080 086 006 8% 
PMlRevenue 020 014 -006 32% 
Admin Exp /Revenue 017 031 014 79% 
Interest Exp !Revenue 031 006 -025 -81% 
Net Income/Revenue 006 -016 -022 359% 

WORKFORCE STATISTICS Before ESA AfterESA 
Average p a Average pa Increases Increases 

19921994 19951997 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 Dally BaSIS 215 86 130 -60% 
Total Number of Workers 1084 1007 78 -7% 

Workers Compensation 
Average WorkerlWage 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/Equrty 1 2 0 41% 
Net Incom e/Equrty 0 0 0 391% 
RevenueJtotal workforce (In LE 000) 15 16 2 11% 
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3335 Overall Effects of ESA 

The effects that pnvatizatlOn and the ESA have had on employee productIVIty, effiCIency, and 
"workplace culture" are eVIdenced by the followmg 

Although pnvatIzatIon has made a chfference, the CEO was guarded about the results "If the finn were 
not maJonty ESA owned but had an anchor mvestor as a shareholder, UED would probably be more 
competItIve The finn would also have access to capItal mvestments to acqurre more eqUIpment and be 
able to obtaIn loans qUIcker DeCISIOn makmg would be easIer and salanes hIgher We would be more 
dynamtc" 

Smce pnvatIzatlOn, the number of full-tIme employees has decreased solely through use of early 
retrrement plans, no employee bas been fired Currently UED employs 262 part-tune and 655 full-tIme 
employees Management stIll belIeves there IS excess labor, and payroll could be reduced by another 250 
employees, the company mtends to reduce payroll by thIs amount. 

Accordmg to management, employees do belIeve they own the firm, absenteeIsm has decreased, and 
punctua1rty has IIDproved Employees also suggest ways to cut costs 

As In other ESA maJonty owned firms, bonus plans have been JoIntly developed by management and 
the employees Truck dnvers are awarded bonuses tIed to a scaled measure of therr productIvIty If a 
dnver's prodUCtIVIty IS between 0-100, he WIll not receIve a bonus, If It IS above 100 pomts, he WIll 
Bonuses for admImstratIve employees, however, are not automatIc The mmlIDum for a bonus IS 200-
300 pomts, but a supervtsor evaluates the work and determmes the amount of the bonus ThIs plan 
was developed before pnvatlzatIOn All employees also receive a bonus based on fimshmg a project 
before schedule, but only If the proJect's costs are lower then estunated If they are hIgher, even If the Job 
IS completed ahead of schedule, no one receIves a bonus ThIs pIan was developed after pnvattzatIon 

3336 Governance 

The ESA/ESOP has become a tool for management to commumcate With employees Employees are 
more vocal, they cntIcize and ask questIons "It shows they are begmnmg to understand what ownershIp 
IS " 

As m the first two case studtes, three areas are of pnncipal Interest 

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 IS 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 IS asked to attend the ESA AssocIatIon's 
General Assembly 

Access to Fmanclal Information 

The three ESA ASSOCIatIon-elected delegates to the General Assembly have access to all the finanCIal 
mformauon given stockholders Therr full reports are given to the General Assembly of the ESA 
ASSOCiatIOn The audItor's report on the ESA's finanCial statements IS read at the ESA General 
Assembly and mcludes financIal data and mformatlon on how the ESAIESOP Plan is admrrustered, WIth 
a yearly update on members' stack accounts 
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Votmg RIghts Issue 

ESA members have one-person, one-vote on therr stack accounts, and ESA delegates to the company 
General Assembly are mstructed to vote as the members so drrect There IS stIll some COnfusIOn, 
however, about the dtfferences between stock and stack votmg nghts The ESA PresIdent belIeves more 
thought should be gIven to the concept of one-share, one-vote, perhaps thts would end some of the 
confuSIOn 

As m the first two case studtes (although WithOut any feedback from rank and file employees), It can be 
reasonably assumed that employee shareholders do have reasonable to effecttve contro~ access to 
finanCIal mfOnnatIon, and votmg nghts of company stock 

Regardmg the Issue of the payment of fatr market value for stack share-eqUlvalents, at UED the ESA 
PresIdent noted that employees know that the market value IS hIgher than book value The AsSOCIatton, 
however, Will conttnue to use book value to payout 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 retrred employees m the fonn of ESA company stock, UED management and the ESA Board 
PresIdent satd It cannot be done However, the REGW A ESA Board of Drrectors belIeves It can The 
IBTCIlESOP terun then compared the contracts of UED With those of REGW A, and Kom Ombo With the 
HC Accordmg to these documents, once the loan to the HC has been patd, long-tenn employees may be 
cashed out mESA company stock at up to 10% of the value of therr ESA account 

3337 Prospects and Challenges 

(1) The company faces a marketlng problem It needs to mcrease revenues and put more effort Into 
promotIng diversIficatIon 

(2) The company has changed neIther the current organIzattonal structure nor the accounttng system 
Updates m these areas could enable management to plan and control more effecttvely 

(3) The company has not developed a cOstmg system to enable management to evaluate perfonnance and 
better pnce therr contracts ThIs should be tmplemented as soon as possIble 

(4) The company should tmprove management of workIng capItal It IS currently mamtatnmg hIgh cash 
balances m checkIng accounts and usmg overdrafts to pay for loans UED mIght find It very valuable 
to develop a cash flow forecastmg system 
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'" CROSS-CUTTING FINDINGS 

To assess the Impact of the vanous pnvatIzatIOn methods employed both on the efficIency and 
productIVIty of newly pnvatIzed firms and on the economy, the case studIes exanuned the followmg 
areas orgaruzatIOn, pnvatIzatIon, degree and areas of resultant change, and future prospects and 
challenges In assessmg these cross-cuttmg findmgs a concerted effort was made to mclude the 
vlewpomt ofthe GOE pohcy maker Mode-specific findmgs are dtscussed m SectIon 5 

41 Pre-PrIvatIzatIon Characteristics 

In order to determme what firms were hke pnor to pnvatIzatIon, we adopted the followmg workmg 
hypotheses (whIch were subsequently partially modtfied as a result of our mqurry) The firms studIed 
and thelf enVlfonment were charactenzed by 

• Lack of competItIOn (tendency to monopoly, bamers to pnvate entry), 
• Import substItutIon (protected by quotas and tan£fs), 
• Excess labor and sub-optImal skIll mIX (resultmg from past GOE employment polICIes), 
• Excess capItal stock (a result of exaggerated VIews of benefits of economIes of scale, subsIdized 

capItal, and procurement as a source of IllICIt ennchment), 
• AntIquated technologIes and technology ngtdlty, 
• No need to sell or market, 
• ProductIOn bIas mcentive structures tied to plan productIOn targets and SOCial and pohtical goals 

mstead of profitabIlIty, 
• Poor mventory controls on mputs and products, 
• Procurement tied to pubbc sector (legal restncttons and donor bIas), 
• LIttle accountabIhty to "owners" (CorruptIon), and 
• Weak management systems and tools (especIally accountmg) 

These charactenstIcs resulted m tremendous mefficIencIes m resource allocatIOn and waste and left a 
legacy of "You pretend to work, we'll pretend to pay you" The solutIOn of the reform-onented 
publIc pohcy maker? Pnvatlze In fact, the chOIce became mcreasmgly clear PnvatIze or get yet 
poorer 

4 2 PerceptIon of Trade-off between PrivatIzatIOn and Labor Peace 

PnvatizatIon was nonetheless not VIewed as free The ''Nassenst'' command economy m Egypt had 
been m place smce 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 pobcy, remamed 
enshrmed m the ConstItutIon and laws It was closely assocIated With natIonalIsm, Pan-ArabIsm, 
mdependence, and anti-impenalism Even today, many Important rent, power, and prestIge streams 
are associated WIth the levers of power that steer the mechamsms of the state economIC system 

However, the worst fear of the EgyptIan pohcy makers regardtng pnvatIzatIOn was breakmg faith WIth 
the Nassenst 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 m the system, the state has been 
mcreasmgly unable to keep ItS part of the bargam Still, change (and pnvatIzatlOn) m Egypt has been 
conSIstently VIewed by polIcy makers as a pOSSIble mstigator of polItIcal mstablbty stemmtng from 
worker unrest 

Ahmed Taha (clIaractenzed by AI Ahram as a "lefust" Member of ParlIament) made the followmg 
statement about GOE's new early retIrement program for pnvatized mdustnes It amply Illustrates 
tills fear of worker unrest m the context of pnvatIzatlon 
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"It IS not JUst a matter of costs It IS [about] fears of the Impact of this move wIll have 
on labor and the SOCIal unrest It may tngger ,,24 

66 

ThIs perceptIOn of the pnvatIzatlOn 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 
ldentIfiable groups of workers m state firms (or other publIc employees) The fact that elunmatmg 
speCIfic pubhc-sector Jobs mIght result In equal or more employment m the economy has little beanng 
on the percelved trade off 25 In fact, there are cases m Egypt where the SOCIal losses from pubbc 
enterpnses are so large that even contInuIng to pay the employees whIle lIqUidatIng the enterpnse and 
sellIng off Its assets would stIll result In decreased SOCIal losses (alummum smeltmg IS probably such 
a case) 

FIgure 4 Illustrates the relatlOnslup between these perceIved trade-offs more leads to greater labor 
stress Change IS necessary to move to hIgher productIon pOSSIbIlIty curves and greater effiCIency, 
whIch In tum are assocIated WIth an Increasmg degree of pnvate ownerslup and control ObVIously, 
FIgure 4 IS an overSImplIficatIon Many more factors than are shown here affect declSlon makmg, 
such as budget constramts and publIc opImon StIll, FIgure 4 represents why EgyptIan policy makers 
have been wIllIng to bear some very hIgh publIc costs rather than lIqUIdate enterpnses expenencmg 
severe finanCIal dlfficulty 

EffiCIency, Change, and "Labor Stress" Trade-Offs 
Facmg Pohcy Makers lD PrIvatIzatIOn 

FIgure (4) 

ProductIon POSSIbIlitIes/ 
EffiCIency 

Labor Stress 

24 Gamal Sesame EI-Dm, "Pnvatlzatlon at the Crossroads, , AI Abram Weekly, 23-29 October 1997, p 4 
25 In fact, such factors as rent control and other nOD-wage compensatlon have led to great labor Immobility m 
Egypt 
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4 3 Changes Related to PrivatIzatIon 

For each firm consIdered, the followmg general areas were exammed for change 

• Markets and competItive enVIronment, 
• ProductIon processes, 
• Fmancmg, 
• Management and admiDlstratIOn, 
• Governance, especIally the degree of pnvate control and ownershIp and pnncipal chent 

relatIOnships, and 
• Such factors as acqwsitIons, partICIpatIOn m Jomt ventures, and asset purchase/sale 

DetaIls of pOSSIble change related to pnvatIzatIon were sought for each firm under each of the above 
pomts The changes (If known) were noted as present or not and recorded m Table 16 The year the 
firm was pnvatIzed was also noted 

Contrary to our expectatIOns, the penod of pnvatIzatIon was less Important that we had belIeved In 
fact, some of the most recently pnvatIzed firms showed the greatest amount of change For example, 
ABC, pnvatized m 1996, had a greater percentage of change than any finn exammed (32 of 34 
pOSSIble areas, or 94%) Among the IPOs, Nasr CIty, pnvatIzed 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 m the category, all were pnvatIzed the same year 
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Changes Related to Privatization by FIrm (Year PrivatIzed) 

x X X 
X-<-. J.~ X 

X 

x 
~X 
X 

X 

X 

68 

FmalReport 



SpeCIal Study for the Pnvatlzatlon Program 1D Egypt Pnvatlzat10n Case Study 69 

Some types of changes were Judged to be more lfllportant than others and are so mdicated m the table, 
although all of the firms had changes m sourcmg, procurement, the Board of DIrectors, and labor 
mcentIves The method employed IS not foolproof,26 nevertheless, the number of changes generally 
correlated Wlth firm success 

The changes scored m Table 16 were combmed Wlth case study knowledge and then plotted on the 
FIgure 4 Isoquant map to YIeld FIgure 5 

EffiCiency, Change & "Labor Stress" 
RelatIve PosItion of FIrms StudIed (from Table 16) 

Figure (5) 

ProductIon PosslbllItIes/ 
EffiCiency 

REGWA 

La bor Stress 

4 4 Cross-Cuttmg Fmdmgs 

I USAIDlEgypt, through the Bechtel contract, played a cntIcal role m the pnvatizatIons 
studIed Bechtel prepared mformatIon memorandums and other documentatIon for SIX of the seven 
case studIes, although thIS was not revealed to the study team pnor to selectlOn of the firms The 
concluslOn that must be drawn IS that the mformatlon proVIded by that contract was cntIcal m helpmg 
the GOE pnvatlze these firms Even m the case of the most sophIstIcated pnvatIzatIon exanuned 
(ABC), the Bechtel documents had hud out the mIXed ESA, anchor Investment, and 
mtematlOnaVpubhc IPO placement strategy that was eventually pursued so bnlhantly by the Luxor 
Group The preparatIon of the final mvestment bank InformatIon memorandum was no doubt greatly 
faCIlItated by Bechtel's supenor groundwork Even 10 cases where the GOE dId not exactly follow 
Bechtel s adVIce (asset sales Instead of ESAs, for example), the mformatIon was mvaluable to GOE 
declslOn-makers 

26 Upper Egypt Dredgmg, for example, had more changes than Wadi Kom Ombo, pnnclpally because of poor 
busmess declSlons 
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The logtcal conclusIOn here IS that work of the type done by Bechtel Will remam an mtegral 
part of GOE's decIsIOn makmg process, even With the anticipated greater mvolvement of mvestment 
banks m future pnvatIzatIOllS It would also, no doubt, Improve the qUalIty and lower the costs of 
mvestment bank servIces and lead to greater GOE sales proceeds 

2 There IS eVidence that the anchor route has labor peace trade-offs It could not be othefWlse 
gl\'en state enterpnse surplus labor and work ethIc However, thts study's mode-specIfic findmgs 
mdIcate that the perceptIOn of those nsks IS greater then the real nsks of such turmoIl The early 
retIrement scheme and properly structured mmonty ESA' s can greatly reduce the nsk of real turmOil 

3 Most of the firms studted exhIbIted operatIonal Improvements followmg pnvatIzatIon 
However, theIr operatIons had already started to unprove WIth the greater dtsclphne and management 
dIscretIon that Law 203 governance proVided 

4 All of the firms exammed were genume pnvatIzatIons mvolvmg, at a mmtmum, a change of 
legal status, mcreased procurement and marketmg fleXibIlIty, and hIgher qUalIty Board of Drrector 
compOSition For all the firms market SIgnalS became more Important What does dtffer by method of 
pnvatIzation IS the degree of pnvate ownershtp and control Although ESA debt repayment Interest 
rates are already below market, GOE recently announced a further rate reduct1on, mdtcatmg a 
contmumg paternalIsm toward those firms over whIch It contmues to exerCIse the greatest amount of 
management control 27 

5 Most (five) of the firms studted were profitable pnor to pnvatIzatIon, the other two had a 
good chance at profitabIlIty The relatIve success achIeved by most of the firms mIght not be 
duphcated by less profitable firms stIll to be pnvatized 

6 Regardmg the degree of change and Improvement by method of pnvatIzatIon, It IS clear that 
the anchors exhtbited the most and qUIckest change, the IPOs less, and the ESAs least [An Important 
exceptIOn IS REGWA, a world class company With predommant techmcal capabIlIues (It IS not clear 
why REGWA could not have been a successful anchor sale)] Also, tIme appears to be less Important 
than the method of pnvatizatIon used These findmgs put a premIUm on usmg the anchor route and 
havmg a pnvate controllIng group emerge as rapIdly as pOSSIble m the case of IPOs 

7 Anchor sales may be more dIfficult than IPOs, but thts study mdIcates that therr supenor 
results warrant the extra effort mvolved Further, the ABC case shows the value of havmg mvestment 
bankers mvolved m such sales 

8 GIven present GOE mterest m the anchor route, the Importance of mvestment banks for 
anchor sales, and the need to pay them engagement fees for such sales, the USAID program's beta 
component (whIch permIts the payment of such fees) should be actIvated as qUickly as pOSSIble 

10 WhIle firm-level Improvements because of pnvatIzatIOn are econoffilcally Important, a more 
Important economIC aspect of pnvatIzatIon may well be mcreased competItIOn Thus, m evaluatmg 
the economIC Impacts of pnvatIzatIOn, more focus on the markets affected as well as the firms 
pnvatIzed seems mented Indeed, m some mstances, the greater fleXibIlIty of newer entrants mto 
markets could result m the deffilse of newly pnvatIzed firms, thts possIbIhty would have to be 
balanced WIth the advantage of bemg first m the market 

11 The recent GOE pohey deelSlon not to permIt ESAs to sell theIr shares to the pubhe, willIe no 
doubt well mtentIOned, could prove extremely hannful to labor/management relatIons or to firm-level 

27 If the correct financtal ESOP methodology were used In maJonty-owned ESA finns, such as the use of pre-tax 
corporate earnmgs rather than only after-tax dIVidends to amortIze ESA debt loan subSIdIes nught not be 
necessary 
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saVIngs It mtroduces chvidend 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 Issue of hqUldatlOns does not fall under our Scope of Work, but there IS no doubt that the 
GOE should pursue such asset sales more vIgorously than III the past The assets alone of one of the 
ESAs examIned were worth more to the GOE than was the firm as a gomg 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 
m others) make thiS optIon economically Important 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 recychng of company assets at lower cost levels 
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5 METHOD-SPECIFIC FINDINGS AND RECOMMENDATIONS 

51 Anchor Investor Sales 

The anchor mvestment sales that we exammed exhIbIted the most and qUIckest change These 
transactIons delIvered everythmg that IS generally promIsed for them-both mvolved new 
technologIes, mvestment, and good, new market access The sales led to rapId changes withm the 
firms and also to the greatest degree of new competItIOn DespIte the ObVIOUS advantages of anchor 
sales, there remam substantIal obstacles to ImplementatIon m additIon to valuatIOn problems and the 
perceived pohtIcal nsk of selhng the "crown Jewels" 

5 1 1 Labor "Stress" or TurmOil Obstacle 

The rapId change exlnbIted by anchor sales can lead to substantIal labor force turmOIl We found 
substantIal turmoIl m the case of B&W Egypt, yet almost none m ABC We dId not attempt to 
mterview Coca-Cola because of htghly pubhcIZed labor turmotl, 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 pnvatIZatIon method was dIscussed at length m SectIon 4 
Sttll, gIven the cases we exammed, we would postulate as a workmg hypotheSIS for future study that 
the method of pnvatlzatIon IS only one factor m thIs equatIon Further, the perceIved nsks of labor 
turmoIl may well exceed the real ones Perhaps IT B&W Egypt had not faced such an adverse change 
m the tanff regIme, cost-cuttmg measures affectmg the labor force mIght have been able to proceed 
more gradually as IS occurnng m ABC 28 Coke and PepSI may be out layers m that theIr purchase 
pnces were high and they are locked m a fiercely competItIve battle for market share Further, at the 
tIme of the Nasr BOllers sale mechamsms such as state-assisted early retIrement or mmonty ESAs had 
not been estabhshed 

The mmonty ESA has almost become a "cookie cutter" feature of newer EgyptIan pnvatizatIOns 
WhIle such ESAs have the potenttal to decrease tensIon between workers and the new owners, there IS 
also the pOSSIbIlIty that mmonty ESAs could become a systemahc source of addItIOnal labor tenSIOn 
gIven the present restnctIons on sales of ESA-owned shares Thts IS because company dIVidends are 
currently used to amortize share purchase debt Often a company may want to pursue a "caPItal gam, 
retamed earmngs" dlVldend polIcy-one whtch lead to htgher firm savmgs and share capItal gains 
Yet, because dIVIdend mcome IS the only way that ESAs can presently retrre share purchase debt 
(gIven the paternahstlc restnction on share sales), dIVIdend poltcy IS added to wage and workmg 
condItIons polICIes as a probable area of labor/management tensIon 

IndIcatIOns are that a systematic study of the means to lower labor turmOIl (or Its perceptIon) would be 
well received Such a study would buIld on the present cases, examme actual labor COnflICtS m 
greater detaIl, study the usefulness of "cookie cutter" ESAs, and suggest approaches and (If mented) 
actIOn programs to prepare the labor force 10 firms about to be pnvatlZed 

5 1 2 Other Real or PerceIved Obstacles to Anchor Sales 

The Translhon Problem 

The case of B&W Egypt po1Oted out the problem of finn de-capItahzatIon 10 the case of anchor sales 
Better due dIlIgence and mecharusms such as escrow accounts (already used) mIght be helpful m thIs 
regard StIll there needs to be a systematIc look at how a finn's assets and cash flow mIght be better 

28 It should be noted that, despIte the stnkes and adverse tanff regtme, the average wage at B& W Egypt has 
mcreased over 60% smce the company was pnvattzed m 1994 TIns compares to mcreases on the order of 20-
25% m the ESAs that we studted 
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protected m an anchor sale A study IS recommended m this regard It should look at such Issues as 
how to shorten the transItIon penod and possIble mcentives for exIstmg management and labor m a 
tranSItIOn 

Pubbc Procurement 

In a centrally planned economy all firm-to-firm transactIons are publIc procurements Pubhc 
procurement therefore becomes a PIVOtal factor m a pnvatIzmg economy In Egypt vanous 
mechanIsms were set up over tIme to mhtbit pnvate-sector entry mto vanous areas Conversatlons 
WIth pubbc OffiCIals mmcate that there IS now no bIas toward government and state firm procurement 
over pubbc sector firms One of our case studies mdlcates the contrary We beheve that there are stIll 
systematIc preferences for state-owned firms m publIc procurement, and If not preferences, at least 
practIces If there are such preferences (or even the perceptIon thereof), anchor sales of many pubbc 
firms wIll fetch lower bId pnces (and overall economIC effiCIency InhIbIted) We recommend further 
study m thts area 

The EXIt Problem 

The cost and difficulty of mvestor market eXIt came up m one of our case studies Agam, thIs IS an 
area where problems (or the perceptIOn thereof) eXIst In eIther case, further study on how to lower 
these costs (or to document therr InSIgmficance) would be useful The eXIstence (or the perceptIOn) of 
eXIt problems tends to InhIbIt market entry or to mcrease the nsk premIUm demanded by the mvestor 
who does 

Investment Banks 

The ABC case study Illustrates the key role played by mvestment banks m the buymg and sellmg of 
firms ABC Illustrates the low costs of mvestment bankmg servIces relatIve to benefits GOE has 
heretofore been opposed to the use of mvestment banks, pnncipally for polItIcal reasons Now that 
GOE offiCIals appear to be revlsltmg that Issue, It would seem opportune to conduct a study about 
whIch types oftransactIons lend themselves most to mvestment bankmg sernces and how the best use 
can be made of them 29 

52 Share FlotatIons (ImtIal PublIc Offermgs) 

Contrary to behef m some quarters, our two IPO case studies show that thts method results m "real" 
pnvatizattons DespIte SUbstantIal remaImng government ownershIp shares m these firms, the 
pnvatIzatIOn of one firm led to a flurry of market entry and the other IS actmg lIke a fully pnvate firm 

StIll, m the absence of a pnvate controllIng group, such as m Nasr CIty Housmg and Development, 
the government remaIns the "anchor mvestor" Because of strong publIc sector habIts, labor laws 
whIch affect eXltmg firms more then new ones, and mefficient capItal structures, many of these newly 
pnvatized firms cannot compete WIth new pnvate sector competItors Thts would not be such a 
senous problem If they were allowed to file for bankruptcy and If theIr failure dId not mhtbit further 
pnvatizatton 

The problem of fostenng the qUIcker emergence of peGs m IPOs does seem to ment further study 
Such a study should cover the followmg 

29 USAID s pnvatJzatIon prOject contaInS a component to finance mvestment bank engagement fees ThIs 
component called the beta component, was not prevIously actIvated because of lack of GOE mterest It IS our 
understandmg that the GOE recently approached USAID on tlus use of program funds, but there may now be an 
mtemal USAID obstacle TIns question ments pnonty attentIon 
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• The sale of remammg holdmg company shares 
• The problems mvolved m the converSIOn of remammg government shares to preferred stock, 

provIdmg holdmg companIes WIth contmumg Income but lessemng government control 
• How to keep pubbc mstItutIOns as "portfoho" mvestors 
• The usefulness of "worker" (management non-ESA) shares m helpmg to forge peGs 
• The usefulness of developmg a pre-IPO busmess plan, and, If useful, who should prepare It 

(eXlstmg management)? 

Land Valuahons 

The Nasr CIty case shows that land assets can be greatly undervalued and maccurately reflected m the 
IPO offenng pncc, resultmg In large "wmdfalls" Pnor to undertakIng a study of thIS area, It IS 
suggested that the Arthur Anderson valuatIon matenal be reVIewed for Its content on valuatIon of land 
assets Perhaps the problem results from the CAA's methods of assessmg land value and thts area 
should be reVIewed WIth them AlternatIvely, land assets could be stnpped from land development 
compames pnor to thelT pnvatIzatIon and auctIOned separately 

5 3 Employee Shareholder ASSOCiatIons 

In Egypt, Employee Shareholder AsSOCiatIOns are permItted to own shares of a company on behalf of Its 
employees The ESA adrnmtsters a legal and organIzatIonal framework called an Employee Stock 
Ownershtp Plan 30 An ESOP IS a speCIal type of employee benefit plan that pefJIllts Its members to pay 
for company shares from the dIVIdends dIstnbuted on the shares owned by the ESA 

In the pnvatIzatIOn of state-owned enterpnses m Egypt, ESA members acqurre certaIn share-eqUlvalent or 
"stack" nghts as HoldIng Company loans are repaId for the sale of a nunonty or maJonty ownershtp 
mterest m the company ESA members receIve an annual profit proportIonal to theIr stakes and a cash 
value for therr "stack" accounts upon retrrmg or WIthdrawmg from the ESA ESA members vote therr 
stack accounts on a one-person, one-vote basIS to mstruct the ESA on how to vote ItS company-owned 
shares 

5 3 1 Fmdmgs 

The types of changes related to pnvatIzatIOn m the three maJonty-owned ESAs reVIewed m thts study 
show the followmg 

Market Changes 

• Government IS stIll the major chent 
• LImIted market plannmg 

FinanCltlI Changes 

• Gomg concerns were stnpped of land and bUlldIngs pnor to pnvatIzatIon to lower the cost so 
employees could afford to purchase the companIes 

• L1JIlited effiCIency m managmg workIng capItal 
• Lmuted financIal and adrmmstratIve InformatIOn systems 
• No retamed eammgs pohcy 
• Company performance IS not close to the ongmal projectIOns of Betchel (much lower) 

30 An ESOP m Egypt IS Slgm:ficantly dtfferent from an ESOP as defined under laws m tlIe Umted States where It was 
first mtroduced m 1965 
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• A trade-off exIsts between updatmg andlor replacmg productlOn eqUIpment and developmg 
management systems 

Governance Changes 

Related to corporate governance 

• Majonty ESA CEOs have not changed 
• Show lumted orgamzatlonal development 

Related to ESA governance 

• "Stacks" voted on a one-person, one-vote basIS 
• ConfusIon between share and stack nghts and obbgatIons 
• ESA members' votmg nghts are generally respected 
• Increasmg transparency and access to financIal mfonnatIon 

Labor Changes 

General findIngs mcluded 

• Extremely dIfficult to fire workers 
• The three firms have adopted mcentlve plans 

• Labor peace 

ESA Techmcahtles 

• Problem of repurchase habIIIty 
• ESA contracts prohIbIt paymg stack accounts m shares 
• The firms are becommg closed compames LIffilted hmng of new full-tIme employees, WIth most 

new workers hIred on contract basIS (non-ESA members) 

5 3 2 RecommendatIOns and Needs for Further Study 

Immediate Problems and Recommendations 

(1) CompanIes need to press forward \\>Ith organIzatlon changes 

(2) Fmanclal mfonnatlon systems, such as costmg systems, new accountmg systems, budgetmg 
procedures manuals, and cash flow forecasts, should be developed and computenzed to enable 
management to plan, control, and evaluate performance 

(3) Corporate management's hnes of authonty and accountabIlIty should be revIewed Who IS 
ultImately responsIble for management deCISIOns? For example, m marketmg, retentIOn of earmngs, 
and upgradmg finanCIal mformatlon systems dunng the tIme the ESA ASSOCIatIOn occupIes (a) a 
mmonty pOSItIOn on the company Board of DIrectors or (b) a majonty pOSItIOn on the company Board 
of DIrectors but Without the power to confirm or remove the Chainnan of the Board, are management 
deCISIOns made by the ESA ASSOCIatIOn as the maJonty shareholder at the company General 
Assembly, or the Holdmg Company through ItS appomted dIrectors to the company Board of 
DIrectors? 
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Fmanclal Issues 

( I) Detenrune alternatIve methods to fund repurchase lIabIlIty to Insure there IS enough cash In the 
ESA ASsOcIatIon to payout stack accounts at market value under eXIstIng tax laws that use after-tax 
company dIVIdends to fund the ESA ASSOCIation 

(2) Detenmne If a certam percentage of ESA owned shares should be gIven out to ESA members 
who are cashed out from theIr stack accounts (WIth a nght of first refusal clause for the ESA 
ASSOCIation m the ESA bylaws) rather than paymg a retmng member only In cash What are the 
reasons to consIder thIs optIon? 

(3) Clanfy the law permIttIng the ESA AssoCIatIon to payout up to 10% of a long term servIce 
retirIng employees' stack account In ESA-owned stock 

(4) Evaluate whether the ESA should be allowed to sell ESA company shares to other thtrd partIes 
(not former employees) on the stock exchange to Increase ESA cash reserves agamst the pOSSIbly that 
the ESA ASSOCIation wIll thereby lower ItS ownershIp 

(5) Clanfy the law regardmg the nght 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 taxmg ESA members at the 
IndIVIdual Income tax rate on theIr stack accounts when patd out In eIther cash or stock to prevent 
thIs tax deferral from becOlmng an open tax subSIdy 

(b) GIve a tax deductIOn on the Interest charged by banks for loans to ESA AsSOCIatIOns If they 
use these loans to purchase ESA company eXlstmg or newly ISSUed shares 

(c) ProVIde entrepreneunal and Investment InfonnatIOn and gUIdance to employees who receIve 
cash for therr stack accounts on how they may WIsh to Invest therr funds 

(d) Strengthen ADALA as the ESA representatIve orgamza1:Ion In Egypt to proVIde tratnmg and 
adVIce to ESA Assocla1:Ions on corporate management, finanCIal, and governance Issues 

Governance Issues 

(1) Analyze and suggest recommendatIOns on the value of one-share, one-vote vs one-person, one
vote of share-eqUIvalent stacks mESA 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 ItS effect on the maJonty ESA company What IS the 
effect of EgyptIan labor laws that severely hmIt a company's abIlIty to freely contract and dIsmISS 
full-tIme employees? 
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An Important component of IBTCI's efforts to morutor and evaluate Egypt's pnvatizatIOn program IS 
the measurement of the Impact of pnvatlzatIOn on the economy The ablhty to measure that Impact IS 

dependent on such a large number of vanables that the overall charge has been stated to be extremely 
dIfficult If not ImpossIble Needless to say, If the pnvatlzatlon program has pnvatlzed only a dtstmct 
mmonty of the economy no overall Impact of pnvatlzatlon would be observed 

However, there are a vanety of Issues and procedures whIch are currently buIlt mto the pnvatlzatIon 
program whIch could or may Impact the overall economy Pnvatlzatlon, per se IS not a good m Its 
own nght unless It Impacts the effiCIency and productIvIty of the firms pnvatIzed The econormc 
argument for Its fulfillment rests on the premIse that "ownershIp" matters But what If there IS 
ownershIp WIthout management control? In that case, ownershIp would not matter and the 
effiCIencIes and mcreased prodUCtIvIty whIch are suppose to result from pnvatIzatIon would not 
occur 

ThIs specIal study WIll descnbe and explam the tree pnncipal methodologIes bemg used by the 
Egyptian Government to pnvatlze preVIously state owned enterpnses The 100% sale of comparues 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 pecuhanties WhIch have or may dramatically Impact the abIlIty of pnvate 
sector owners to Impact management In additIOn, EgyptIan law concermng corporate governance 
wtll 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 abIhty of new owners to make the 
kmds of management changes or productIOn changes necessary to Impact the effiCIency of the firm 

Consequently, the pnmary purpose of thIs speCIal study IS to denve the facts underlymg pnvatIzatIon 
to dIscern If pnvate sector ownershIp IS haVIng an Impact on management, as that relates to effiCIency 
and prodUCtIVIty m 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 Dredgmg Company and Engmeenng DeSIgn & ImgatIon 
Project two anchor sales Nasr Co for Botthng and Nasr BoIlers & Steam Vessel Manufactunng Co, 
and, two compames pnvatlzed through the stock exchange, Madtnat Nasr Housmg & Development 
and EgyptIan Fmanclal and Industnal 

Two consultants wIll be needed to conduct thiS effort whIch IS expected to take a rmmmum of SIX 

weeks One U S expatnate wIll be reqUIred WIth pnvate sector expenence 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 m 
corporate accountIng, auditIng, finance, productIOn, and marketmg 

The EgyptIan consultant IS expected to begIn preparatIOn for the U S consultant by obtaInmg relevant 
laws/regulatIons/studies/reports/ and past financials on the Egyptian compames under study, as well 
as, prepare appomtments and time schedules for the effiCIent conduct of the study ThIs study allows 
for 8 weeks of consultmg tIme for the EgyptIan consultant and 6 weeks of consultmg tIme for the U S 
expatnate 
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SCOPE OF WORK 

I ReView laws, directives, and regulatory oversight mechantsms related to the partIcular company 
under study, as well as, drafts of new laws which may change or Impact eXlstmg corporate 
governance regulations as they relate to each type of pnvatIZatIOn method ESAs, anchor sales, and 
stock fioatatlOns IdentIfy any ImpedIments to the abIlIty of pnvate sector ownershIp 0 effect pnvate 
sector management and other types of techrucal or productIOn changes WhICh may be necessary to 
Impact effiCiency Examme Law 95's prohIbitIOn on mutual fund manager's abIlIty to SIt on Boards 
of DIrectors and other legal ImpedIments to pnvate sector control 

Examme the allocation system for IPOs on the stock exchange for procedures which may prevent 
effectIve pnvate sector control of newly pnvatIzed companIes 

Examme any speCIal conditIOns placed on anchor sales to dIscern If there are stated or unstated 
condItIOns which would negate a buyer form exercIsmg management control 

Examme financmg and operatIOns of ESAs to determme If employee nghts are bemg protected and If 
ESA ownersIup has had an Impact on management or Board Governance Address the larger Issue of 
whether employee ownership of large manufactunng concerns (as opposed to law finns, consultmg 
firms, etc ,) have a pOSItIve, negative, or neutral Impact on day to day firm management 

1 Anchor Investor Sale 

Descnbe and explam the current status of the anchor sales to mclude the extent to whIch productIon or 
effiCiency has or has not changed after pnvatization Analyze the progress or lack thereof attamed 
after pnvattZatIon Examme the compames overall operatIOns and finanCial conditIon and relate those 
to changes If any m management control brought on by pnvatIzatIon Descnbe any changes related to 
pnvatizatIOn wIuch Impacted the role of the board of directones, mtddle management, or workers 
Analyze any legal constramts to the full performance of pnvate sector ownersIup If any Survey and 
examme relevant laws and regulatIOns Imposed by the government that may Iunder the effectIve 
development of the company and the effective exerCIse of management control by the new pnvate 
sector owners Analyze the Impact of pnvattzatton on labor 

2 Imba) Pubhc Offermg 

Descnbe and explam the current operatIOnal and finanCial standing of the two IPO compames and 
relate the current finanCial status to prevIOUS years Analyze the method by wIuch the government 
exerCIses ItS ownershIp nghts m the remammg mmonty share position and compare that to the abIlIty 
of the new pnvate sector owners to exercise therr nghts Exanune any plan or ImpedIment to second 
and thIrd tranche offenngs by the Holdmg CompanIes Descnbe the abIlIty of the pnvate owners to 
Impact management If pnvate sector owners have not had any abIlIty to Impact management, 
descnbe If the Government IS mtroducmg any management changes, technology or marketmg know 
how to mcrease sales and productIVIty Examme problems and relevant laws Impedmg effectIve 
pnvate sector control and descnbe appropnate solutIOns Examtne the accuracy and timeimess of 
finanCIal data and other mformatIOn about the company gomg offered to the publIc and the CMA 
Examme whether finanCial data, audittng and accountmg standards, meet mternattonal best practIces 
or are sttll usmg the eAA mandated methodology Descnbe the role of shareholders With respect to 
corporate governance and espeCIally the Board of DIrectors 

3 Employee Shareholders' AssOciatIOns 

Examme the current functIOmng of the two ESA compames and compare It With the prevIous 
functIOmng before ESA's ownersIup role Descnbe and explam the ongmal financmg of the ESA 
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purchase or the company Explam the mternal fmancmg and operatIonal procedures of ESAs 
Descnbe and explam theIr Impact, If any, on management Descnbe and explam the mternal 
governIng structure of ESAs Descnbe and explam the protectIOn of workers nghts under ESAs and 
theIr abIlIty or mability to hold, sell, or dtspose of shares In the company as they see fit Explam how 
ESAs determIne the pnce 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 dtspose of 
theIr share holdmgs Descnbe the extent to whIch ESA owned companIes act as pnvatlZed companIes 
versus publIc sector companIes Analyze the baSIS on whIch shares were dtstnbuted under ESAs 
Analyze ESA's artIcles of mcorporatIOn and check on the applIcatIon of law 95 to dtscern If ESA's 
can buy the shares of other pnvatlzed compames Descnbe the effect of ownershIp, If any, on 
workers productIVIty and level of absentees Descnbe the ESA's role With respect to choosmg the 
Board of DIrectors If possIble, examme the effect of ownershIp on employee productIVIty, therr 
abIlIty to take decIsIons to mInImIZe costs and momtor the compames productIon efficIency Explam 
any current legIslatIOn whIch mIght delay the effectIve management control of the company by 
employees Descnbe the hIstoncal record In Eastern Europe and other countnes of Workers CouncIls 
and other expenments at employee ownershIp and management control Relate those findmgs 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 managenal or Board control 

II Dehverables A draft report m Engbsh and Arable wIll be presented to IBTCI/USAID for 
reVIew and comment one week before the final report IS due The final report Will be m EnglIsh WIth 
the local consultant responsIble for translatIon servIces If mto ArabIc If necessary 

III Budget Level of effort IS estImated at 30 days for the U S expatrIate and 40 days for the 
Egyptian Counterpart The entIre study wIll cost $ 58,250 (See attached budget) Expatnate costs 
WIll account for $37,46151 mcludmg fees, fnnge, overhead, and travel The local consultant wIll cost 
$10,062 mcludmg fees, perdlUm, transportatIon, and travel The rest wIll be dtvlded among other 
dIrect costs (commurucatlons and supplIes), general and adffilrustratIve costs and IBTCI fees 
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APPENDIXB 
INTERVIEW TOPICS 

(W orklllg GUide IPOs and Anchors to be asked as appropnate) 

Slllce the company has been pnvate has there been an Impact on 

A AdmInIstratIve Matters 

1 Procurement & Contractmg 
--If so, why? 
--Were there Improvements WIth Law 203? 
--Old movlllg to Law 159 have an Impact? 
--Has this led to economIes? Examples? 

2 ACCOuntlllg, Internal Controls, Informatlon Systems 
--If so, why? 
--Old movmg to Law 159 have an Impact? 
--Does the company now use Internatlonally Accepted Accountmg Standards? 
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--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 Accountmg Authonty? Do they attend 
your Board or other meenngs? (lPOs) 
--Have you moderruzed your accountmg functlon? 
--Have the changes had any Impact on the busllless? 

B Markets Served/Customers 

I Have you entered or eXIted from any markets? 
2 Have you added/dropped any product hnes? 
3 Have you added/dropped any customers? 
4 Are you domg more, or spendmg more, on sales and marketmg? 
5 Do you face more competItIOn? 
6 Have any of the above been due to bemg pnvate? Would you have had more dIfficulty 

makmg these changes as a 203 company? 
7 As a Law 159 Company are you now at a dIsadvantage WIth respect to other comparues m 

pubbc procurement (Law 9)? 

C ProductIOn Process 

1 Raw Matenal and SupplIes 
--Have you changed the composmonisourclllg? Have econOmIes been achIeved? 
--Do you have greater optlons now as to supplIers? Do you exerCIse them? 
--Have economIes been acmeved? 
--Have any of the above been due to bemg pnvate? Would you have had more 

dIfficulty makmg these changes as a 203 company? 
2 Machmery and eqUIpment 

--Have you made new mvestments? 
--Have you dIsposed of unneeded macmnery and eqUIpment? 
--Would you have had more drlliculty makmg these changes as a 203 company? 

3 TechnIques 
--Have you made substantIal modrlicatIons m the orgamzatIon of work? Of processes? 
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o Inventones 

1 Have your levels of mput mventones changed? 
2 Have your levels of output mventones changed? 
3 Have you "dIsposed" of unneeded mventones of mputs or outputs? 
4 Would you have had more dIfficulty makmg these mventory adjustments as a 203 

company? 
5 Have you mtroduced new mventory control processes? 

E Other Assets 

1 Have you acquIred/dIsposed of land or bwldmgs? 
2 Would you have had more dIfficulty makIng these changes as a 203 company? 

F Fmancial 

1 Recelvables 
--Are there payment problems? 

2 CredIt/debt 
a debt semce 
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--Is debt servIce a problem? Has there been any "work out" pnor to or after 
pnvatlzatIOn? 

b credit 
--Is bank credIt easIer or harder? 
--Is supplIer's credIt eaSler or harder? 

c bonds 
--Have you consldered a bond flotatIOn? If not, why not? 

3 EqUIty 
--Plans for lssumg new eqUity? 
--Dlvldend poltcy? SpecIfically, are there problems usmg retamed earnmgs gIvmg 
that workers are accustomed to recedmg year-end earnmgs dlstrIbutlons 
--Worker shares 
--ESA shares 

G Labor 

Supply 
--Have you mcreased/decreased the number of workers smce pnvatlzatlon? 
--Do you have "excess" workers? 
--Could you reduce the payroll Without affectIng output? If so, why haven't you done 

so? 
--Has pnvatlzatlon mcreased your fleXIbIhty m regard to the above? 

2 SkIll mIX 

--Do you have the nght labor skIll mIX? Ifnot, what are the lffipedunents? 
3 Orgaruzatlon 

--Do you have a umon? Is there a contract? 
--Do you have Law 159 Worker's CommIttee's? 
--Have you had stnkes or senous threats thereof} If so, what have been the lssues? 

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 pnvatlzatlon had an Impact on the taxes you pay? 

I Board of DIrectors (lPOs) 

1 Are any pnvate 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 apphcable) 
3 Are workers represented on the Board of Drrectors? 
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 Issues related to pnvattzatlOn? 
2 Does the company have tItle to all Its assets? 
3 Are there potential or actual thlfd party legal claIms? 
4 Do you see any other advantages to pnvatIzatlOn? Technology access? Market access? 
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IBTCIlEgypt 

APPENDIXC 

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 

(I) General InformatIOn On The CorporatIOn 
(II) Corporate Management 
(III) Workplace Atmosphere 
(IV) Corporate EffiCIency and ProductIvIty 

NAMES AND TITLES OF INDIVIDUALS PRESENT AT THE INTERVIEW 

PLEASE PROVIDE 
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(A) AudIted finanCIal statements of the company from 1992 to 1997 and answer the follOWIng 
questIOns m wntmg for the same tIme penod (See Attached lIst of questIOns In ArabIC) on 
page 19 

(I) Total number of work force for 

ProductIOn Departments AdmmlstratIve Departments 
(a) Permanent staff (a) Permanent staff 
(b) Temporary staff (b) Temporary staff 

(2) Loans 

Long Term Loans 

Over-Draft 
FacIhtIes 

Dates and ongmal amounts of the loans 
Repayments made and balance due on each 
Interest rate charged and amounts of Interest paId year 

Year obtaIned, Its value, mterest rate and mterest payments 

(3) PhotocopIes of each of the follOWIng 

(a) ESA Company stock sale contract and loan agreement between the ESA AsSOCIatIOn 
and the Holdmg 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 Issued usmg ADALA's computer program model 

(e) The factors used to determme Stack AllocatIon and the weIght of each 

(f) Annual Reports of the ESA AsSOCIatIOn 

(4) Newly developed systems after pnvatIzatIOn 

(a) IncentIve, costmg, accountmg, orgamzatlon structure, any new added departments 
and theIr functiOns 
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I GENERAL INFORMATION ON THE CORPORATION 

Smce the company was pnvatlzed has there been an Impact on 

(A) AdmmlstratIve Matters 

General Question 

What IS the hIStory of the company In your own words? What does It do? 

Specific Questions 

(1) What IS the present organIzatIOnal chart of the company and how does It compare to the 
organIzatIOnal chart before the firm was pnvatIzed? 

(2) Have you modernIzed your accountmg system? Old any computenzed system eXIst before 
pnvatizatlOn? Has one been mtroduced or updated smce the company was pnvatIzed? 

(B) Market Served/Customers 

(1) Have any new departments been added? A marketmg department? 

(2) Do you feel your company IS more competitIve smce It was pnvatlzed? 

(3) Have you entered or eXIted from any markets? 

(4) Have you added! dropped any customers? 

(5) Is the company spendIng less, or spendmg more on sales and marketIng? How much 
comparatively speakmg? 

(6) Do you face more competitIOn? 

(7) Have any of the above been due to bemg pnvate? 

(C) ProductIon Process 

(1) What kmd of supphes or raw matenals does your company purchase? Do you have greater 
optIOns now as to supphers? Have econOImes been achIeved? 

(2) Have you made any new Investments m machInery and eqUIpment? 

(3) Have you dIsposed of unneeded machmery and eqUIpment? 

(4) Has maIntenance of eqUIpment Increased smce the firm was pnvanzed? 

(D) InventOries 

(1) Do vou have mventones of products that are sold? If so, have theIr levels of mputs and 
outputs changed? Have)- ou disposed" of unneeded mventones of mputs or outputs? Have 
you Introduced new Inventory control processes? 
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(E) Other Assets 

(1) Has vour finn acqUIred!dlsposed ofland or buddmgs? Does the company have tltle to all Its 
assets or IS It leaSIng some from the holdIng company? What are the lease condItIOns? 

(F) Fmancl3l 

(1) Receivables Are there payment problems for products or servIces sold? 

(2) Credit/debt Is debt service a problem? Is bank credIt easier or harder to obtam? Is supplIer 
credIt easier or harder? 

(G) Labor 

(1) How many full time and part-tIme admlrustratIve employees has the company had from 1992 
to 1997? ProductIOn department employees? How many adnumstratlve and productIon 
department employees are five years or less to retirement age? 

(2) Have you Increased! decreased the number of workers SInce pnvatIzatIon? 

(3) Do )OU have "excess" workers? 

(4) Could you reduce the payroll Without affectIng Input? 

(5) Has pnvatlzahon mcreased your fleXIbilIty m regard to the above? 

(6) SkIll MIX Do you have the nght labor skIll mix? Ifnot, what are the ImpedIments? 

(H) Taxes 

(1) Has pnvatlzatlOn had an Impact on the taxes your company pays? 

(I) Other Issues 

(1) Do vou see any other advantages to pnvatlzatlOn? Technology access? Market access? 

(J) PhYSical Inspection ofthe AdmmlstratIve, Plant, or Site FacIlities 

If pOSSible, an on-site reVIew of the company's faCIlItIes can give addItIOnal data ( In a 
maJonty-owned ESA company, are employees takmg better care of the premIses and the 
eqUipment?) Look for 
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State of eqUipment 
MaIntenance 
If employees look busy or are relaxmg 
What are people dOIng? 
See new eqUipment such as computers 
Observe how employees are workmg and how fmlshed products, proVIded servIces 
(are) or project SItes look 
Would vou accept the company s firushed products, constructIOn, or servIces as a 
chent or customer? 
How does the company mamtam qUalIty controls? 
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II CORPORA TE MANAGEMENT 

General QuestlOn 

Explam how the ESA functIOns m your own words 

Specific Quesnons 

(I) What effect has the ESA/ESOP had on your Job as CEO to manage the firm effectIvely? 
Why? Can you glVe some examples? 

(2) How many ESA representatIves are on the company's board of dIrectors? What effect has 
thts had on your abIhty to manage the company? 

(3) What has been the level of absenteeIsm, percentage of employees amvmg late (tardmess), and 
turnover of employees per year before and smce the fIrm was pnvatIzed? 

(4) Are there any potentIal problems WIth wmch you need help m solvmg the functIonmg and 
relatIOnsmp of the ESA to the company? 

(5) 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 
expenence, etc) 

III WORKPLACE ATMOSPHERE 

(I) Do you and your Board have a VISIon of where the company should be m 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 

(2) Has the ESA/ESOP mfluenced the functIOnmg of the company and, If so, how has thts been 
shown regardmg 

(a) Employee mterest m company progress? 

(b) Employee morale? 

(c) Employee/management commumcatIOn? 

(d) CooperatIon among employees? 

(e) Employee suggestIOns to Improve the firm's performance, effiCIency, cost savmgs, 
and profitabIlIty? 

(3) Do you have a labor UnIon? What IS the labor UnIon's attItude toward employee stock 
ownershIp and the ESA ASSOCIatIon? 

IV CORPORATE EFFICIENCY AND PRODUCTIVITY 

(1) Is the company more or less profitable smce It was pnvattzed? To what extent has employee 
ownershIp had an effect on the firm's profitabIlIty? What statlstIcs or mformatIOn do you 
have you show thIS effect? 
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(a) For example, by companng the ratIOS of company sales and annual labor 
compensatIOn per year smce pnvatIzatIOn (If the ratIO becomes smaller relative 
to sales, an assumptIOn IS made that the company IS gettmg more LE out of each LE 
spent on labor and therefore, labor productIVIty IS Improvmg for the year) 

(2) Has the company mcreased sales? Have employees' attItudes changed toward your 
customers? How? What StatIStICS or mformatlon do you have to show thIS? If sales have not 
mcreased, why not? 

(3) What IS the average return on eqUIty per year smce the firm was pnvatlzed? (See company's 
finanCIal statements) 

(4) What IS the book value per share growth, wluch IS a means of estunatmg growth of a 
shareholder's mvestments (See company's finanCIal statements) 

(5) Investor returns (calculated as the mcrease m stock pnce plus dIVIdends) (See company's 
finanCIal statements) 

(6) How has pnvatlzatIon affected salanes? Has the company paid monthly, quarterly, or yearly 
mcentIve bonuses (mdependent of the 10% government-mandated profit year-end shanng 
plan)? If so, by how much per year? 

(7) Is the firm through dIVIdend payments to the ESA AsSOCIatIon repaymg Its debt to purchase 
the shares from the holdmg company on tIme? What IS the repayment penod? What was the 
ongmal purchase pnce? How much has been paId and how much IS owed? What IS the 
mterest rate charged? WIll the company be able to payoff the loan before the ongmal 
repayment penod? If so, by how many years? 
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QUESTIONNAIRE GUIDE FOR THE PRESIDENT AND OTHER ESA BOARD OF 
DIRECTORS 

(I) Workplace Atmosphere 
(II) Corporate EfficIency and ProductIVIty 
(III) Governance 
(IV) TechnIcal Issues of the ESAIESOP Plan 

NAMES AND TITLE OF INDIVIDUALS INTERVIEWED 

I WORKPLACE ATMOSPHERE 

89 

(I) What do you as an ESA Board member say to the members regardIng the concept of 
ownershIp? What does It mean to you and what should It mean to the ESA member? Are 
there certam core values WhICh you are trymg to teach the ESA members? For example 

(a) An atmosphere of faIrness and openness 
(b) MotIvatIon 
(c) Opporturuties 
(d) Success m the competItIve marketplace 
(e) EstablIshmg mcentives 
(f) Fostenng commItment at all levels 
(g) Structunng opportumties for all owners 

to partICIpate m deCISIons affectmg theIr workplace 
(h) Contmumg partICIpatory ownership educatIon and access to the company's finanCIal 

mformation 
(1) Votmg for board members preferable on a one-share, one vote-basIs 
(j) Two way accountabIlIty 

(2) What are the relatIOns between the labor umon and the ESA AsSOCiatIOn? 

II CORPORATE EFFICIENCY AND PRODUCTIVITY 

(1) What do you thmk of the oblIgatory 10% year-end profit shanng plan whIch IS applIed to all 
companIes m Egypt? If the company IS not profitable one year, do you thmk the company 
should pay the 10% year-end profit shanng anyway? 

(2) Does your company have any monthly, quarterly or other tIme penod mcentIve bonuses 
hnked to the profits of the company? Are these bonus or mcentlve programs deSIgned With 
the partICIpatIon of all of the employees or are they deSIgned solely by management? Does 
the ESA Board partICIpate m desIgnmg the programs? If your company has such a bonus 
planes) has It helped mcrease employees' prodUCtIVity and awareness of theIr eqUIty stake m 
the ESA? Why? 

III GOVERNANCE 

(1) Documents needed 

(a) ESA ArtIcles of IncorporatIon added amendments and regulatIOns, and ESA Bylaws 

(b) ESA Employee Stock Ownerslnp Plan descnptlOn 
(1) Example of ESA AllocatIOn documents and amendments 
(n) ESA ESOP trammg matenals 
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(m) Any wntten mformatIOn gIven to ESA members 

(c) The valuatIOn pnce at whIch the company was sold to the ESA and the methodology 
study whIch was used (to determIne If the ESA and the government paId faIr market 
pnces) 

(d) Annual reports and audIted financIal statements of the of the ESA for the last years 
SInce pnvatlzation 

(e) Annual statements and financIal mformatIOn gIven to the ESA members for the last 
years SInce pnvatIzatlOn 

(f) CopIes of any other documents, mformatlve brochures, letters, etc gIven to ESA 
members dunng the last year 

(2) Board MembershIp 

(a) Are ESA board members elected to therr POSItIOns on a one-person, one-vote basIS by 
ESA members? 

(b) Are alI board members ofthe ESA elected by ItS members? 

(c) What IS the length of membershIp on the ESA board? Can board members be 
reelected? 

(d) Are staggered membershIps on the board speCIfied m the ESA ArtIcles or Bylaws? If 
so, how IS membershIp staggered? 

(e) What IS the compOSItIOn of the Board of Drrectors? How many employee "blue 
collar" members are there, how many management employees? What IS the age of 
each of the current members? How many members are named by the Holdmg 
Company? Are any dIrectors named by the ESA or company? As the loan IS 
repaId, how does the composItIOn of the Board of DIrectors change? 

(3) Is votmg at the ESA General Assembly secret or open on each Issue dIscussed? 

(4) Ifvotmg IS not secret on all deCISIOns, IS votmg confidentIal m (a) the reelectIOn of eXlstmg 
members of the ESA Board of DIrectors or theIr dIsmIssal and (b) the electIOn of new Board 
members? 

(5) Are ESA Board DIrectors paId some form of compensatIOn to partICIpate on the Board of 
DIrectors? Is the amount of compensatlon reVIewed at the annual General Assembly 
meetmgs of the ESA? How IS It paId? 

(6) Are ESA Board DIrectors voted mdIvldually to Board membershIp or IS only "slate" (votmg 
for the entIre group of Board members up for electIOn) permItted? If only slate votmg IS 
permItted, how do the bylaws regulate the presentatIOn of alternatIve slates to be presented 
before the ESA General Assembly? 

(7) Do ESA Board Directors represent the ESA members In the General Assembly of the 
company for the purpose of votmg 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? 
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(8) Does the ESA have a managmg dIrector and other personnel? How were they chosen? 

(9) What IS the agenda whIch must be presented at the annual ESA General Assembly? Please 
attach a copy of the agenda and nunutes of the last general assembly and the documents 
dIscussed by the ESA Board of Directors and given to members of the asSOCIatIOn 

(10) Are the functIOns of each prmclpal ESA board member specIfied m the ESA ArtIcles or 
Bylaws? (See ESA ArtIcles) 

( 11) 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? 

(12) Is the auditor's report of the ESA's finanCial statements read at the ESA General Assembly 
Meetmg? Does It mclude finanCIal data and mformahon on how the ESA ESOP Plan IS 
currently admmlstered WIth a yearly update on share -eqUIvalent allocatIOn and vestmg for 
each mdlVldual ESA member? How detruled IS thIS InformatIOn? 

(13) Do the ESA bylaws reqUIre that the ESA-admiDlstered Employee Stock OwnershIp Plan 
finanCIal mformatlon be presented at the ESA General Assembly? If not, what are the 
reasons? Is partIal mformatIOn proVided and, If so, what IS It? 

(14) At the ESA General Assembly, IS every member attending entitled to dISCUSS the Items 
mcluded on the General Assembly agenda, and to ask members of the Board of DIrectors, and 
espeCIally the audItor, questIOns about these reports? 

(15) Are the audited ESA company financIal statements and other InfOrmatIOn normally gIven to 
all company shareholders also gIven to the ESA Board of DIrectors? If not, why and what 
mformatIon IS gIven to them? Is thIs mformatIon made avaIlable to the ESA members at theIr 
annual General Assembly? Ifnot, why and what mformatIOn IS gIven to them? 

NOTE There may be legitImate reasons why at the begInnIng of an ESOP Plan certaIn 
corporate InfOrmatIOn 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 m a General Assembly of the reasons why sensItIve 
corporate and finanCial mformatlOn must not be gIven out A process should begIn so that 
over the years an ESA ESOP Plan eXists, the mformatlon proVIded all shareholders IS gIven to 
ESA members even though they own "share-eqUIvalents" and not actual shares of the 
company 

(16) Are newsletters and regular meetIngs held WIth employees to answer theIr concerns and 
questIOns by the ESA Board? 

(17) In Egypt are the only stated restnctlOns of ESAIESOPs to usual shareholders nghts (1) The 
ChaIrman and CEO of the ESA company cannot be removed dunng the repayment penod to 
the HoldIng Company, and (2) Employee beneficIanes and members of the ESA cannot be 
cashed out m company shares, but are paId a cash ("stack") eqUIvalent? 

IV TECHNICAL ISSUES OF THE ESAJESOP PLAN 

(1) Your VIew on cashmg out employees WIth shares rather than cash 

(2) Do you thInk fundmg repurchase habIhty IS a problem? 
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(3) Can the ESA sell some of Its shares to cash out employees who are ret1nng? 

(4) Do ESA Board Dlfectors and ESA AsSOCiatIOn members understand the dIfference between 
"book' and "frur market" value? 

(5) Should "frur market" value other than Just "book" value of ESA company shares be used to 
payout cash on employees' share-eqUIvalent vested accounts when they retIre? Is this already 
bemg done? 

(6) Are employees taxed when they receIve cash from the ESA for theIr stacks? At what rate? 
Does It matter If they receIve a lump sum or IS It better to receIve partIal payment over a 
penod of years? 

(7) Do you feel ESA members really understand their nghts and obhgatlOos? What are the 
problems? 

(8) Do ESA members understand the finanCial 1OformatlOn they receIve? Is enough gIven to 
them? Do they have access to finanCIal 1OfonnatlOn of the ESA AsSOCIatlOn and the ESA 
company? 

(9) Were employees fired when companIes were pnvatlzed? Were early retIrement plans used? 

(l0) Should the eXlst10g one-person, one-vote per ESA member be changed to one share
eqUIvalent or stack votes? 

(11) Should employees retIre WIth their accounts fully vested, for example, With 5 or 7 years of 
service If they are that far away from retuement? 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 vest10g schedule equal to the repayment penod 
of the ESA AsSOCIatIon to the company or lender? 

(12) Does your ESA company and ESA AsSOCiatIOn pennlt some of the ESA stacks to be cashed 
out to retIred employees 10 the fonn ofESA company stock? How? 

(13) Do you th10k the ESA should cash out employees' share-eqUIvalents at" book" value or at 
"frur market" value? (Define "faIr market" value for the 10dlvldual 10tervlewed If he or she 
does not know) 

(14) If an employee leaves the company and IS a member of the ESA, must the employee reSIgn 
from the ESA as a member to receIve lus or her vested share-eqUIvalents (stacks)? 

(15) Does the ESA Board beheve the ESA should pay the reslgmng employees 10terest on the 
amount due them If payments are made 10 10stallments and then pay then at the then market 
value of the company's share eqUIvalents rather than their book value? 

(16) Is any group proVld1Og tralmng to the ESA Board or members? 

(17) What are the restnctlOns to perout a full-tIme employee to partICIpate as an ESA member? 

(18) What IS the vest10g schedule for ESA members of allocated share-eqUlvalents or stocks 10 
your company's plan? 
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(19) What IS the dIfference between a company share of stock and share-equIvalents or stacks? 
What nghts does each one have? 

(20) Is an rndependent appraIser hIred to penodIcally determIne the value of the share-eqUlvalents 
In the ESA members' accounts? 

(21) What method was used to determIne each ESA members InItIal and ongOIng allocatIon of 
share eqUIvalents? What are the factors used and the weIght of each? Do wages and salary 
mclude all basIC wages, bonuses, allowances, profit shanng, and Board of Duectors (BOD) 
bonuses for management? Is the length of servIce Included m the formula? Are there any 
other factors Included? Are "Breaks m ServIce" permItted? If an employee takes a leave of 
absence, does thIS tIme stIll count for allocatIOn of share-eqUIvalent (stack) nghts? 

(22) Do the ESA ESOP Plan regulatIons permIt the ESA to pay an employee takIng early 
retIrement lus or her vested share eqUIvalents over a penod of tIme? If so, how long? Is a 
market rate of Interest paId on the undo balance to the retmng employee? 

(23) In your company's ESA, are votmg nghts passed through to the ESA only on paId-for shares? 
Are votmg nghts passed through the ESA to ItS members on allocated or JUst vested shares? 
What speCIfic votmg nghts are gIven to the ESA on the shares It owns? What speCIfic votmg 
nghts are gIven to the ESA members on the allocated and vested share- eqUIvalents (stacks) 
they own? 

(24) Are ESA members notIfied on all ISSUes whIch wIll be dIscussed at the General Assembly of 
the company and gIven an explanatIOn why these Issues Will be dIscussed? Are shortened 
verSIOns of stockholder reports prepared by the ESA Board for ItS members? 

(25) Does the ESA Board of DIrectors admInIster the ESOP Plan directly or IS there an 
admirustratIve commIttee whIch does tins? If there IS an AdmInIstratIve CommIttee does the 
General Assembly have the nght to elect one or more members to tlus Admmlstratlve 
CommIttee? Descnbe the functIOns of the CommIttee or the ESA Board 
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QUESTIONNAIRE GUIDE FOR INTERVIEW WITH ESA BOARD MEMBERS AND ESA 
COMPANY EMPLOYEES 

(I) Employee Ownerslnp Culture 
(II) Corporate EfficIency and ProductIvIty 
(III) Governance 

EMPLOYEE IDENTIFICATION INFORMATION 

PosItIOn m the company ___________ _ 

Number of Years Employed In the Company __ _ 

Age __ _ Male or Female ------
Mamed ____ _ Smgle _____ _ 

Dependents ________ _ 

FORMAT QUESTIONS BASED ON POINT RESPONSE PLUS ANSWERS TO DIRECT 
QUESTIONS 

The scores are based on a 4 pomt scale, WIth "1" mdIcatlng strong dIsagreement, "2" mIld 
dIsagreement, "3" mIld agreement, and "4" strong agreement The employee should be told the scale 
IS from 1 to 4 and to please choose one number 

I EMPLOYEE OWNERSHIP CULTURE 

(I) I'm proud to own stock m thIS company 

(2) I prefer workmg for the company now rather than when It was owned by the government 

(3) Because of employee ownerslnp, my work IS more satIsfymg 

(4) Do you feel safer, more secure for } our retlfement years as an owner and ESA member? 

(5) Ownmg stock m thIS company makes me more mterested m the company's finanCIal success 

(6) Because of employee ownerslnp people here try to cooperate more 

(7) I am more careful and consCIentIOus m my work because I own stock m thIS company 

(8) Ownmg stock m thIS company makes me want to stay With tIns company longer than I would 
If I dId not own stock 

(9) Do you agree or dIsagree WIth tIns statement "ThIs company and Its people are the greatest" 
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QUESTIONS 

(A) Descnbe In your own words, }our understandmg of the ESA and ownerslup of shares m the 
company 

(B) What do you want to see happen m tlus company smce you are now a shareholder and owner 
through the ESA? 

(C) Would you leave thIS company for a company wluch dId not have an ESA ESOP Plan? 

II CORPORATE EFFICIENCY AND PRODUCTIVITY 

(10) Ownmg stock m thIS company makes me want to stay longer than I would IfI dId not own 

(11) I am more careful and conSCIentIOus m my work because I own stock m 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 mcrease employee productIVIty and efficIency? 

(14) Do vou thmk the employees take better care of the company's eqUIpment? 

(15) If you saw a co-worker not workmg hard enough, for example, takIng too many breaks or 
takIng a nap, would you tell hIm not to do It? 

(16) If the company needs to, should It lure more full-tIme employees even though they would 
become members of the ESA and partICIpate as owners of the company? 

(17) Do you thmk 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 m the company's effiCIency, produCtIOn, employee turnover, 
employee motIvatIOn and helpful suggestIOns to management smce the ESA bought shares 
from the government and you became a member of the ESA? 

III GOVERNANCE 

(19) I am able to vote my ESA "stack" (share-eqUIvalents) as I WIsh 

(20) Employees In my company have more Influence In corporate declSlon-makIng than they 
would If they dId not own ESA stacks (company share-eqUIvalents) 

(21) Ownmg stock m thIS companv makes me more mterested m the company's finanCIal 
performance 

(22) Employees here have more say m company deCISIOns because they own stacks 
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(23) Employees here have more say 10 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 10dIVlduals vote your 
share-eqUivalents the way you Instructed them to do so? 

(F) Do you understand the difference between own1Og a share of stock ill the company and a 
share-eqUivalent ("stack") ill the ESA? What IS It? 

(G) What ESA and company financIa1mfonnatlOn IS gIven to you by the ESA at the General 
Assembly? Is any other k10d of 1OformatlOn proVIded? What kmd? 

(H) Do you understand the mformatlon you are gIVen? If not, does the ESA asSOCIatIOn, company, 
holding company, or ADALA help you understand the financIal and other mformatIon about 
your partICIpatIOn 10 the ESA? Is It suffiCIent? If so, why? If not, why? What do you feel IS 
lacktog? 
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APPENDIXD 

FULL FINANCIAL FOR ESA COMPANIES SURVEYED IN TIllS REPORT 
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I\Igrt AlION. & Prdit sta'l11J :n100 404&: 1~OO 3l1~ 100g: 1CX)(I 12tlJ 22% ·Z1l60 .gAl 1945J 11?JAI ·261AO ·261% 

a:£Ilt\8J..E 54% WI< Wit 61% ffiOlc m'1c 0.06 11% -am ·1% 0.02 4'AI 0.04 fIlAi 
FMIt\8J..E 46% 4(Jl1c 41% ~Ic Fic 31% -a06 ·13% 0.01 1% -am -6'AI -a04 ·12'/0 
A:tnn &p. / R:'vS\lE 34% 4501c 33% 12% 14% 15% 0.11 32% -a12 ·Zl% -a21 -6rAl am 14'A 
Irterest &p.! R:'vS\lE 4% 4% 4% 3% 3% :Jllc 0.00 ·f1'AI 0.00 2% -am ..gAl 0.00 1f1lA 
'Nst lrane I R:'vS\lE 

--.----~ -- ~ L._. J2% 14% 18"1c 18"1c 15% 0.03 29"AI 0.02 1!fAl 0.04 J20AI 0.00 -2'/0 
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Qn::Iensed financial SIaten'I:!rts 
V\Bci Kan amo 
Balance Sheet 
In LE Millon In LE Millon 
Assets 91192 92/93 93194 94195 95196 rgJT 92/93Gt7Mh 93194 Gro.vth 94195 Gro.vth 95196 G-oNth 

Current~ LE % LE % LE % LE % 
Cash 1200 1513 3416 3411 4093 1794 2.41 a1'.4 1903 126"/0 -005 0% 6.82 17% 
Trade Recetvable 12463 15500 13989 12446 11115 13438 3031 24% -15.11 -10% -15.43 -11% -13.31 -12% 
,AJ10IIaI1Ce of DouI:tfuI .Aa:ounts -655 -864 -943 -699 -807 -772 -3.09 56% -079 9% 2.44- .26".4 -108 13% 
Inventory 2478 2300 2854 2403 2589 2865 -118 -SJ.4 4.94 21% -4.51 -16% 186 7% 
Qher Current /lssfis 2025 2870 4044 2IJ77 2804 4002 845 42% 1174 41% -967 -24% -2.73 -10% 
T etal Current /lssfis 17677 21379 23300 20038 19794 21327 3102 21% 19.81 9% -ZT22 -12% -8.44- -4% 

Non-Currert Assets 91192 92/93 93194 94195 95196 rgJT 92193 G-oNth 93194 G-oNth 94195 Gro.vth 95196 G-oNth 

RxedAssels LE % LE % LE % LE % 
Equlpnmt 51£lJ 6862 72.44 8376 8199 9345 16.82 32% 382 8% 1132 1t1'/o 4.23 !P/o 
Clher Rx.ed Assets 11 £lJ 1395 22.25 28U1 36.78 4163 2.15 18% 830 59% 5.82 26"/0 8.71 M'.4 
Leased Rxed p.SSfJs 

l.sss. Accutrulated DepreCIation -3826 ..fIJ08 -61fIJ -6857 -7622 -7868 -1182 31% -1152 23% -6.97 11% -765 1(1% 
Sub-TctaI 2534 32.49 3300 4326 4855 62.40 715 28% OfIJ 2"/0 1017 31% 5.29 11% 
FA l.hder CoostructJon 133 446 922 477 707 497 3.10 228% 4.76 1Ul% -4.45 -4lJO/o 2.30 33% 
rota Rx.ed Assets 26.70 36.95 42.31 4803 55.62 6731 1025 38% 5.36 15'/0 5.72 1~/O 759 1~/O 

l..org T erm.Aco:xJnts Rerelvable 997 953 1147 618 483 210 -044- -4% 194 ,aJ% -5.29 -46% -135 -28% 
T eta! /Jss£ls 21344 'SJZl 28738 'SJ519 25839 282.74 46.83 22% ZT11 1(1'/0 -2679 -9% -2.2D -1% 

T eta! /Jss£ls Turnover 058 040 038 034 034 038 -018 -31% -0.01 -4'/0 -004 -12% 000 0".4 
eqUip Turnover 2.~ 150 151 105 098 116 -081 ·31% 001 1% -046 -31% -006 ·6% 
Fixed Assets Turnover 4.60 2.79 2.59 183 156 160 -181 -39% -O.2D -7% -0.76 -29% -OZT -17% 
NR Turnauer 103 070 084 075 084 085 -033 -32% 014 19% -009 -11% 009 11% 
III~I""'Y Turnauer 4.96 4.36 384 365 335 377 -059 -12".4 -052 -12% -018 -SJ.4 -031 -9'.4 
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Condensed financial Statements In L.E Mlilloo 

Wadi Kom artx> 
Balance Sheet 
UABlUl1ES 91/92 92/93 93/94 94195 9&96 96/1J1 92/93 GrOY.th 93/94 GrOY.th 94195 GrOY.th 95'96 GrOY.th 

Current lJablhtles LE % LE % LE % LE % 
OIerctaft 172 2'Z1 067 795 000 #DIV/OI 172 tlDlVfOI 055 :no/6 -100 -239I'Ai 
Trade Payalles 858 1075 1211 7512 4599 5885 2.17 25% 136 13% 6301 520% -2913 -63% 
Other Payalles 54.72 75.52 9675 000 2979 34.98 20fKJ 38% 2123 28% -96.75 -1{)(1'/6 2979 1(J(1JAi 
Total Current lJabillbes 63:1> 8627 110.58 n':S 7645 10178 22.97 36% 2431 28% -3319 .-»'/6 -094 -1% 
tET''MJRI<JNG CAPITAL 113'" 12752 12302 12899 12149 11149 1405 12% -4flJ -4% 5.97 5% -7flJ -6% 
Non-Current lJabllltles 
Long Term Loans 4665 6187 6135 553) 5195 4291 1522 33% -051 -1% -6.06 -10% -335 -6% 
Other Reserves 7058 7400 7601 7613 7590 8179 348 EPAi 2.51 3% -044 -1% -023 0% 
Total Non-Current lJablhbes 11723 135.93 13793 13143 12785 124.70 1870 16% 2.00 1% -6.flJ -EP/6 -3.58 -3% 

Total lJablhlles 18053 222.20 248.51 m82 204.30 226.48 

Stockholders eqUity 91/92 92/93 93/94 94195 95'96 96/IJ1 
Padmcapta 560 560 560 560 560 560 000 O'Ai 000 0'/6 000 0'/6 0.00 O'Ai 
Reserves 2731 3247 3327 2999 3290 3487 5.16 19% 080 2% -3.28 -10'/6 2.91 g>Ai 
REtaned Earrungs 1618 1559 1579 000 000 1618 -059 -f'Ai 
Total stockholders' EqUity 32.91 3807 3887 51n 54.09 5626 5.16 16% 080 2% 12.90 33% 2.32 IfJAi 
TotaIlJah &StockhoIcIers EqUity 213.44 260.27 28738 260SJ 258.':S 282.74 4683 22% 2711 10% -26.79 -91'/6 -2.20 -1% 

21344 alO27 '2B738 alO59 25839 '2B274 
000 000 000 000 000 000 

Investment In 98'/0 Interest &)95 &)95 &)95 

I 

RUum 01 Eq.IIty 65% 108% 84% 18% 26% 19>Ai 043 67% -024 -22% -067 -79D/6 009 33% 
CurertRatlo 197 180 127 161 145 132 -017 -g>Ai -053 -30'/6 0.34 27% -0.15 -11% 
Del:tlEq .. llty RatIo 549 584 639 403 378 403 035 6% 056 10% -2.36 .. 97% -026 -7% 
Dett RatIo 712 684 751 483 421 363 -029 -f'Ai 067 10% -2.68 -36% -062 .. 1EPAi 
SalestoW:; 108 081 089 068 071 097 -028 -25% 008 10% -021 -23% 003 EP/6 
ESA Ratm 0111M!1.'iment _____ 17"~ 26% _ 2fJOAi 

----'-~--
0.17 - .. ~--~% 
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Condensed Financtal staterrents 
VVadI Kern Qrbo 

-

W:lrkforce statistics 91/92 92193 93/94 94195 95/96 96197 92193 GroYAh 93/94GroWh 94195GroWh 9S'96GnMth 
Production [Rparfn'l:!nts 
Permanent staff 951 910 883 852 847 8ffi -47 .. 5% -27 -3% -31 -4"/0 -5 -1% 
Temraary staff Cortracts 375 3E6 346 334 332 335 -19 -5% -10 ..:1'/0 -12 ..:1'/0 -2 -1% 
Tdal Production Depts. 1332 1266 1229 1186 1179 1191 -66 -5% -31 ..:1'/0 -43 -3% -7 -1% 

MnI'lSf:ratlw Staff 
Permanent staff 200 199 193 100 185 187 -10 -5% -6 ..:1'/0 -7 -4"/0 -1 -1% 
Tet1'lIXX'ary staff Cortracts 16 15 14 14 14 14 -1 -6% -1 -7% 0 0'/0 0 0'/0 
Tdal MnmstratJVe 1Rpts. 225 214 'JJJ7 200 199 201 -11 ·5% -7 .. 3% -7 -3"/0 ·1 -1% 

Ccnpany-\Vde worldorce 
Permanent StaT 1166 1109 1076 1038 1032 1043 -5l -5% -33 ..:1'/0 -38 -4% -6 -1% 
TE!I11JOI<IY stat Contra::ts 391 371 360 348 346 349 -20 ·5% -11 ..:1'/0 -12 ..:1'/0 -2 -1% 
Tdall\b. cI v.orkers 1551 14IKJ 1436 1386 1378 1392 -77 -5"/0 -44 ..:1'/0 -50 -3"/0 -8 -1% 

lIbkers~on 
Average W:lrkeIfV\bge p.a trI31 8182 7869 7rJZT 7533 862B 1452 22% -313 -4% -842 ·11% fDj 7% 
Average V\brkerIPrclit Share p.a 383 538 886 9tfl !178 !114 156 41% 347 66% 62 7% 31 3% 
Avaage ~er/Payp.a 7113 8721 8755 7975 8511 9602 1fDl 23% 34 0% -7BO -9% 536 6% 

ANAI\OAl..RAllOS 91/92 92/93 93f94 94'95 95'96 96/97 92/93 GroI.th 93194 GroI.th 94195GroMh 95196 GroI.th 

LE % LE % LE % LE % 

Rxed ~ Turr'DIer 485 317 331 203 178 173 -168 -38'/0 014 4'/0 -128 -39% -025 -14'/0 
r:nstRENenue 54% OO'A 59"10 61% 65% 69% 006 11% -001 -1% 002 4'/0 004- 6% 
OINRevenue 46% 40% 41% 39% 35% 31% -006 -13% 001 1% -002 -6% -004- -12% 
ReJenueiEqJty 3]30;( 27(J3A 282% 17(J3/o 160% 192'A -103 -28% 011 4'/0 -112 -4(1'/0 -009 .tjO/o 

Net IncomeIE~ty 35% 33% 39% 31% 29% 28% -002 -7% OUT 3)"/0 -008 -3)"/0 -002 -9% 
~ctaI WJrkforce 19CQ:L __ . _ 7887 ..... 6953 7624 

.-
63:£ 62.89 7765 -9.33 -1?/O 6.71 10'/0 -1288 -17% -047 -1% 
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Detailed Fmanclal Statements in LE Million 

Wadi Kom Ombo 
91192 92193 93194 94195 95/96 96197 92/93 Growth 93194 Growth 94195 Growth 95/96 Growth 

Income Statement LE % LE % LE % LE % 
Revenues 12280 10291 10948 8782 8666 10809 ·1989 16"" ·2166 ·20"A. 2143 25% 1972 ·99% 
Cost of sales 
Wages 784 858 823 744 815 936 074 9% -079 -100Al 1 21 15% -065 -87% 
Other costs 5793 5267 5628 4648 4857 6513 -526 -9% -980 -17% 1656 34% 517 -98% 
Total Cost Of Goods Sold 6577 6125 6451 5392 5672 7449 -452 -7% -1059 -16% 1777 31% 445 -98% 
Profit Margin 5703 4166 4497 3390 2994 3360 -1537 -27% 331 8% -1107 -25% -396 ·13% 
Admin & Seiling Exp 
Wages 264 353 307 230 223 265 089 34% 046 -13% -077 -25% -007 ·3% 
General Admin & Selling Exp 1327 1428 2084 252 319 325 101 8% 656 46% 1832 88% 067 21% 
Interest Exp 538 424 461 225 265 377 -114 -21% 037 9% -236 51% 040 15% 
Depreciation Exp 1045 1349 1315 697 766 245 304 29% 034 -3% -618 -47% 069 9% 
Other Allowances 2637 2889 1227 562 653 981 252 10% -1662 -5B"" 665 -54% 091 14% 
Total Exp 5811 6443 5394 1966 2226 2193 632 11% -1049 -16% -3428 64% 260 12% 

Operabng Income -108 -2277 -897 1424 768 1167 -2169 1999% 1380 ·61% 2321 ·259% ·656 ·85% 
Other Revenues & Ex~nses 
Pnor Pen ods revenues 1001 3799 1636 324 1081 629 2798 280% ·2163 ·57% ·1312 -80% 757 70% 
Pnor Pen ods Expenses -383 -1250 1052 -584 -711 -587 ·867 226% 198 ·18"" 468 -44% ·127 18% 
capital Gains 083 119 168 055 045 057 036 43% 049 41% ·113 -67% ·010 ·22% 
BOD allowances -007 -007 -01 -01 000 ·007 000 0% -003 30% 
Allowances written back 879 533 488 535 000 879 -3A6 ·39% -045 -9% 
Misc revenues 1440 1458 1643 587 523 438 018 1% 185 13% ·1056 ·64% -064 ·12% 
Total Other Revenues & Expenses 2141 4126 3267 908 1416 1062 1985 93% 859 ·21% -2359 -72% 508 36% 
Income 8eforeTax 2033 1849 2370 2332 2184 2229 -184 -9% 521 28% ·038 -2% ·148 -7"'" 
Income Tax 878 603 844 713 625 650 ·2 75 ·31% 241 40% -131 -16% -088 ·14% 
Netlncome AfterTax 1155 1246 1526 1619 1559 1579 091 8% 280 22% 093 6% -060 -4% 

Profits Distribution In LE '000 
Workers 596 --797 1272 1313 1348 1358 20090 34% 47530 60% 4120 3% 3500 3% 
Board Of Directors Profit Sharing 332 405 97 291 190 140 7260 22% -30760 -76% 19450 201% ·10140 -53% 
BOO allowances In LE 000 70 70 100 100 7000 000 0% 3000 30% 
Total Mgmt Allow & Profit Sharing 332 405 167 361 290 240 7260 22% -23760 ·59% 194.50 117% ·7140 -25% 

- ---
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DDIEdRnmal9ataIB m InLEMlhm 

Wdtm1ClT1x> 
BBmSat 
/Js:Bs 91192 gam ~ 94$ gj$ g;s 9'lmGtMth ~GtWh 9f$<loAth ~QoI.fh 

ClmrtfJEESs LE % LE % LE % LE % 
Q::eh 126: 1512 341E 3411 4)9: 1791 241 21'/0 19m 121/0 -alli O'A 682 fJOlc 
Tra:eFe::avct:le 14463 1ffiCI 13lfE 1444:: 1111!: 134 a: 3131 .3rf/o -1511 -1tP/o -1543 -11% -1331 -12Yc 
,lIIlommd I:httftl Km.rts -5[£ -86:1 -94.: -69: -807 -Tl';. -3m Sf/o .ai9 9% 244- -~/o -1UJ 13'1c 
1n.e1ay 2478 ~a: 2854 24m 2la:i 28ff -118 -5'/0 491- 21% -481 -16'/0 183 7'A 
1n..e:tJ I B tslnSnnbes 062 112 112 112 112 11t1 OBJ BfOA 000 0'/0 000 O'A 000 CPA 
()f-s' d:JJt a:mrts 196: ZTfE 3l3; ~ff 2392 ~a: 7flj «1/0 1174 43'/0 -961 -27'/0 -27J -1O'A 
T eta Clrrert/lEfBs 1'i67i 213J.3 ;ma: aB.:Jl 191~ 21327 31CR 21'A 1981 g/o -2172 -12% -844 41A 

~fJEs;js 91192 gam ~ 94$ gj$ g;s 9'lmQol.fh ~GtWh 9Ri<loAth ~QoI.fh 

J1)ajAms LE % LE % LE % LE % 
lEd 09: 02: O/'E 4~ 53! 1071 .a61 -it'PA Q49 18P/o 345 442Yc 1CB Vic 
BJldrg:; 187 411 3fE 12: 581 a31 244 1Z1A .a72 -8'/0 -281 -67% 4~ ~ 

Ftpprrrt 81El) 6162 7244 81iS SlfIJ 9146 1682 32% 382 W/O 1131 16'/0 423 £PA 
T ra1:JXl1 Ei:f.Jp are as: 164:: 2121 2417 2371 a4J 8M 791 9'1/0 475 21/0 29; 12Yc 
Teds 011 021 Oal O~ O~ 03: 010 91% Olli .3'f/o alB 31% 000 CPA 
Funtue&FOOues oro O~ oa: 101 114 143 .am -'FA om gAi 015 fJO/o 013 11% 
I.s!s JJtxunId.fd .. ....lla5 -alaJ -mBJ -111.51 -i672 -18m -1182 31% -115Z ~ -6m 11% -71» 1O'Ic 
Sb-Tcta 2l~ 324: ~a: -'323 48[£ 62.{J 715 aJ'A QED ,ZIG 1011 31% 5~ 11'..1 
FA UlirCl:rSn.dKn 13: 44:: 922 47i 7S!l 497 3'1) ZlfA 476 1(7OAi -44ll 48'A ~~ 3'fA 
Tdli RJS:I/eBs 2i7tl 3195 4231 48m 6562 6131 1025 3JI/o S:I; 1£p/O 57..2 14'A 7ES 14'..1 
la"gTemAmrts Rmvctje 997 95: 114i 61E 48: 21C .a44 41/0 191- 27Ai -Sal ..e/o -1~ -2J'A 
Tct.aAiBs 21344 aIl21 31731 aIl51 2B31 3274 «iEn 22% 2111 1(1/0 -Zi9 .g/o -22) -1'A 

--_.-
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ll!Ia!sj Rra-aal9ael1 a m InLEMlhm 

WdIm10rlD 
BBmSut 
LUaUliES 91/92 Sl93 m'94 9t$ $'93 9?Sl Sl93GoMh m'94<lotJh 9f$QwJh $'93GtWh 

Qmrt uctJldJes u: % u: % u: % u: % 
0Iat.tcft 1~ 2Zl 067 7g: 172 Qffi 32% -1m -Z9/c 
TrailA¥tles aa: 1Q75 1211 7512 459: !:Bffi 217 2JI/ii 1~ 13'A, fUm 5a1/ii -22!J -61'/c 
Sut-tamL.a:rs 4ff 101 465 1(l1/c 

.tmuD~ 402 4~ 111 S3: 24 Qm ZfA -3m -7lJl/o -111 -1lX1/ii 53J 1(l1/c 
DvldntR¥Jje 118: 1343 222: 3~ 35: 1fll 1:f/ii 882 tlJ'A, -22Z -1lX1/ii 382 1(l1/ii 
ora-A¥tIes 22CE 24.53 3257 248 11% 8Of. 3'1/0 -3l.51 -1lX1A Qoo 
OliaTa"s-<re::lt 1:Ban:s 16B: 32~ 4:181 1602 2807 1582 9f/ii 8aJ 2J'A, 4182 -1lX1/ii 16C1l 1(11A 
Tda Qmri uctJhtJes 633) 8l2i 11Q3l Tl~ 7845 1017a 22f1l :B/ii ;N31 aJlA, -:n1S -31'10 .am -1% 

/lEfWR4N3CIRTJIL 11341 12152 121a1 121~ 121~ 111AS 140; 12% -4BJ 4'A, 597 !flO -7BJ -8'/c 
r\tnO.mrt uctJldJes 
l.crg T amL.a:rs 43ff 6187 613: ffi:Il 519: 4291 1522 3110 .081 -1% -6a; -1(110 -33; -8'/c 
ora-Fe:a\e; iUeE 740: ieSi ie13 759: 81t.:: 348 !fA 281 3'10 .a44 -1% .o~ CP/c 
Tda I'blO.mri lImhbes 1172l 1:fim 137m 13143 127ai 1a\7(l 18itl 18'10 2aJ 1% -6BJ -5'10 -3fB -:fA 

9aHD<Bs' E:qJty 9'IIE2 gam m94 ~ 9l'f5 $KJl 

FadlnQpta sa: Sal sa: Sal sa: sa: QOO CP/ii aoo O'A, Q(XJ 0'10 aoo O}l 

R:!:a\e 2731 324i 3327 239: 329:: 3487 516 19'10 all) 2% -3aJ -1(110 291 9'A 
RmI'l::dE"anrg5 1618 1S53 1S~ QaJ aaJ 1618 .alB 4'/c 

Tda 9aU'D<Bs' 6:pty 3291 :lim :li81 51.77 5400 $31 516 18'10 all) 2% 12g) a1/ii 232 4'/c 
Tda Lm &9a:H1jcbsEq.Jty 21344 an2i au~ ansa 2B:I! 327~ 4683 2ZIci 2111 10'/0 -Z79 -9'10 -2aJ -'FA 
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Detailed FlI'1anclal Statements mLEMllhon 

Wadi Kom Onbo 
Workforce statistiCS 91/92 92193 93/94 94195 95196 96197 92193 GroVl.th 93/94 GI'O\\4h 94195 GrovAh 95196 GI'O\\4h 
Producbon Departments 
Permanent Staff 951 910 883 852 847 856 -47 .. 5% .. Zl -.'1'~ -31 .. 4% -5 .. 1% 
TemperaI}' Staff- Contracts 375 356 346 334 332 335 .. 19 .. SV~ .. 10 -.'1'~ .. 12 -.'1'~ .. 2 .. 1% 
Total Producbon Depts. 1332 1266 1229 1186 1179 1191 .. 66 -SV~ ..JT -.'1'~ -43 .. 3% .. 7 .. 1% 

Ac:m1llStratNe Staff 
Permanent Staff 209 199 193 100 185 187 .. 10 .. SV~ .. 6 -.'1'~ .. 7 -4!'~ .. 1 .. 1% 
TemperaI}' Staff- Contracts 16 15 14 14 14 14 .. 1 .. 6% .. 1 .. 7% 0 0% 0 0% 
Total Ac:mnlS1:ratJve Depts. 225 214 '1!Jl 200 199 2.01 .. 11 -SV~ -7 .. 3% -7 -.'1'~ .. 1 .. 1% 

=-,.,..... '.I WIde workforce 
Permanent StaT 1166 1109 1076 1038 1032 1043 .. 51 -SV~ -33 -3% -38 -4!'~ -6 -1% 
T et'llJOI'aIY StaIf- Contrcds 391 371 360 348 346 349 -aJ -SV~ -11 -.'1'~ .. 12 -.'1'~ -2 -1% 
Total No. ct Y«lI'kers 1551 1480 1436 1386 1378 1392 .. 77 -SV~ -44 -.'1'~ -8J -3% -8 -1% 

\I\brkers CompensctlOl'l (perIlli:I1eI1t only) 
Average \Mx'kerlWage p.a 6731 8182 7869 7027 7533 8628 1452 22% -313 -4!'~ -842 .. 11% 505 7% 
Average \Mx'ker/Profit Slwe p.a 383 538 886 947 978 974 156 41% W 65% 62 7% 31 3% 
A~~er/Paypa 7113 8721 8755 7975 8511 9602 1ro7 23% 34 0% -780 -9% 536 6% 

FINANCIAL RATIOS 91/92 92193 93/94 94195 95/96 {Jj/g'/ 92/93 Growth 93/94 Growth 94195 Growth 95'96 Growth 

LE % LE % LE % LE % 

Rxed A$(ts TurOOler 485 317 331 203 178 173 -168 .. 35% 014 4% -128 -39% -025 .. 14% 
COSIRevenue 54% WI. 59"10 61% 65% 69% 006 11% -001 -1% 002 4% 004 6% 
CMiReJenue 46010 40% 41% 39% 35% 31% -006 -13% 001 1% -002 -6% -004 -12% 
RevenuelEquty 373% 270"10 282% 170% 160"10 192% -103 .. 28% 011 4% .. 112 -40% -009 -6% 
Net IncomelEq..lIty 35% 3301. Jg>/o 31% 29% 28% -002 -7% 007 20% -008 -20% -002 .. 9'~ 
Revenueltotal workforce L£'(X)() 7887 6953 76.24 6336 62.89 7765 -933 -12% 671 1(J'~ .. 12.88 .. 17% -047 -1% 
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Detailed Finrn:18I Statermrts tnLEMIlion 

REGVVA 
91/92 92193 93194 94195 9Sl96 96197 92193 GroI.th 93194 Gt'oI.Ah 94195 GroI.th 9Sl96 GroI.th 

II1COI11! Staterrert LE % LE % LE % LE % 
Ravenues 4189 64.11 6171 66.06 7161 8676 2222 51'.16 3tl) SO.AJ -165 -2% 555 8% 
CcS:ofsae3 
I.JIkq:!3 518 985 922 555 870 693 461 90'.16 "()63 -6% -3.61 4fPAJ 3.15 36% 
Ctl"er cx:sts 2504 3833 37T1 3735 4107 4888 12.29 47% ..()ffi -1% ...(l42 -1% 3.72 9% 
T eta CcS: a G:x:ds &:lid 3122 4818 4693 4290 49T1 55.87 16.96 54% -119 -2% -4.00 QAJ 6.1J1 14'.16 
Prdit Mcrgln 1067 15.93 Zl72 23.16 2184 :f)89 5.26 49'.16 4.79 P.AJ 2.44- 12lAJ -132 -6'.16 

Jldrnn & SelIII'lQ Exp 
I.JIkq:!3 OW 161 146 328 064- 66% ..().15 -9'.AJ 182 12f1JAJ -3.28 
GenernI klmn & Selhrg Exp 393 533 651 670 1020 1044 134 34'.16 118 22'.AJ 019 3% 35) 34'.16 
Irterest Exp. 22:} 23) 314 357 288 343 001 0% 084 :11% 043 14'.16 ..().ts -24% 
DepteaatJon Bcp. 2.5) 4.94 555 5~ 5.tl) 976 2.44 98% 061 12'.AJ "()'25 -5'.16 O~ f1'AJ 
CtI"erEx~ 011 079 325 381 303 358 068 618% 2.47 313% 055 17% "()78 -26% 
Ctl"er PJIOII9I1CES 955 163 OEO 107 144 073 -792 .. 83% -113 ..(i9O.AJ 057 114% 031 26% 
Tola Exp. 19.41 16.00 :.D42 23.73 23.15 2794 -2.81 -14'.16 382 23% 3.31 1f1'AJ "()'5B -3% 
Operbf'lg Incorrr -&74 ..Q61 0:1) -0.57 -131 2.95 8.07 -92% 097 -145'.AJ ..().1J1 -290% "()'74 58'.16 
other Re./enues & 
Alar Pencrl; rEWenuE:S oro 4251 040 304 400 058 4191 6Q9f1'AJ ~11 -99% 2.64- 600% 096 U'AJ 
Alar Peno:S Exp:nses -2Z1 -4189 -381 -149 -1 EO -101 -3962 1745'.16 38.08 -91% 2.32 -61% "()'01 1% 
PJICMa"alSWltten tack 031 000 tlaViU 000 tlaVlOI 000 tlaVtfX 031 1(XJ'AJ 
Msc. rEWerulS 1143 323 463 OEO 122 Of£> ~aJ -7:!'AJ 140 43% -4.13 -B!1'AJ 072 5!1'AJ 
Tola other Revenues & Expenses 976 385 122 2.05 403 013 -5.91 -61% -2.63 .. 68% 083 68% 198 49'.16 
lnoorre BefaeTax 102 318 152 148 2.72 3CE 2.16 21Z'AJ -166 -5'2".AJ ..().(J4 -3'.16 124 4f1AJ 
InoorreTaK 010 
Net lnoorre /It'(s Tax 102 318 142 148 2.72 3CE 2.16 21Z'AJ -176 -55"'''' 006 4% 124 4f1AJ 

Prdits D1s1nbltlon In LE '000 
W:lrka's 000 445.70 497SJ 1154.6 12196 14918 445.70 tlaVKK 5100 1Z'.AJ 65710 13Z'A. 125.00 1U'AJ 
8c&d a IlrEdors (Mngementl_ e-gD.SJ _36.~ ,----4-2.40 . 11J19 D8 ,. 246.4 15m 71% 6.10 17% 145SJ 343% 2190 10'''' 
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Ilmlecl Rnmal9atsm1s InLEMllim 
-

R:GI\A 
BbmSat 
/JsBs 91192 92f93 93'94 9:W5 959) '4!RI 92f93Qw.th 93'94QoMh 9:f95Qw.th 959)Qw.th 

Qmrt f:f1.Bs LE % LE % LE % LE % 
QB'l 492 324 97E 602 165: 2741 -1tB -31'AJ 654 2J2% -376 -:gAJ 1054 6f'A 
Tra:eRmvctie 4137 £967 1t5~ 174<E mg;: 1276i 793J :B1'AJ 46&3 4l'/G 2776 19'AJ -Sl1 ...oA 
PlIOIB'l:ed D.d:iftj Panrt.s -O7l -OM -OtE -8110 -51EE -72.~ a.I3 ...eAJ .alB 21/G -81.51 114:1ffAJ 944- -18'A 
1n.e1ay 2347 J373 421: 47CE 50; ~~ 1l2B 6B'AJ -151 4'/G 493 12'/0 8JXl 15AJ 
Clta" d:btamrts 41E 7f£ 159i ~93 ~a: 633: 3.4l BPAJ 832 1a1'/G 3&01 1flfAJ 22JB .FAJ 
Clta" amrtPs!Ss 8a: 893 12ff am 11% 362 .o/G -12tr.l -1Q1AJ aw 
T~ QmrtPsriJfJs 6123 162m ZB31 mal m&1 mit fS5I 151% 6348 :g/G -2223 -9'Al a76 0J1 

tma.mrtfJfsjs 91192 92f93 93'94 9f95 959) '4!RI 92f93Qw.th 93'94QoMh 9:f95Qw.th 959)Qw.th 

f1)ej1¥HJs LE % LE % LE % LE % 
La-d 32' 3~ 39: Q7.; Q7.2 Q~ a3) 9'Al am U/G -2m -81'AJ a~ UA 
a..ldrg:; 13i 37.; 3tE 37i 543 54E 235 1l2Yo a21 67/G .a 16 4'AJ 172 31% 
~pmt 16aJ 1941 al7B 313J 4182 49$ 341 22% 931 48'/G 2tr.l 9'AJ 1Q44 29'AJ 
Trm:p:rt 8+lp 7fJ. 12M 1281 13~ 153: 27~ 44B 8J'AJ a38 :fA 112 9'AJ 1:t5 9'A 
R.m1Lle&RxIues QS: 1tE 13: 27-1 33; 34 am 173'AJ .(118 -12!/G 1~ 1lB'AJ a58 1l'A 
l..a:m:I R>a:lPs!Ss 4~ 462 461 aoo aoo 4m iCNt1 .am OM 
I...etrlr JJtntn.IaEdll:!pmt11aJ -'M2B -22lll ·23.16 ·2751 .JJ.41 42.74 -631 -+fAJ ·2$ 1Z"G 4.41 19'AJ -liM 1l'A 
SbTdIJ 1481 2210 2721 2B81 31t13 4BllJ 523 .FAJ 711 :!f/G 231 9'AJ 82S ~ 

FA lhirOrBruDOl 811 83J 771 3a; 44 2g: a19 2% .as -i% -382 -flfAl a81 12!A. 
T~ Rla:J1eiSs 229l al4l J4,9l :ns: 4223 51.7J 542 2fAJ 658 a/G ·148 4'AJ 876 2fOAl 
Clta" l..a-g II'lIS8rrB1 Q37 Q61 Qff Q1C Q1C Q1C a~ 6B'AJ .am .2% .am -81'AJ aw UA 
T~PEEEJs 8161 19184 aH83 mae as~ 3ll5l _~23 12fOAJ iDa; :JTJ/G -2221 -8'AJ 952 4'Al 
~. ----_._----
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IlmIEd FiIlllB saa la15 InLEMIIKJ1 

Fa3I\A 
BBmSlB: 
waUl15 gvgz 9'l5B ~ ~ $$ !ERl 9'l5BGtWh gmQw.ah 9f$GtWh $$GtWh 

o..mrtLmIJbes LE % LE % LE % LE % 
Omtcft 33l 901 224Il 27C1l 37~ 3UI SQi 161'% 1344 14/'/0 481 21'/0 1tl14 2l'/O 
Tra:i3 Pc¥t1es 362 38J 34l 6ffi 925 156: a18 5'/0 .a:Il "w/O 351 101% 2.3i af/O 
Snt-tamla:rs Qa: 121 217 alD aw afS 'IDV(J a52 41'/0 
Faa91 N:tes~e 3Z1 523 657 4~ 14: Tn 11B (i1/O 131 21'/0 -225 -31'/0 -284 -192% 
O\4c:Bl:S~e Q67 Qgj 121 791 1128 11~ a2J .t2% a.3i 2l'/o 673 lBP/O 331 31'/0 
CltB"R¥ttes 16ff 1911 2317 6472 1314i 1079: 24j 15>/0 7(1) 31% :ll~ 141% 7074 52% 
0SaTes-<mit ta8'llB 19~ 43EE ffia: 844: aiOO 131% 41A4 111'/0 -354 4'/0 -3f..tfi 
Tda Qmrt I.JctlIIbes 47.2:1l MEl! 14791 1$2;1 195.9:l 17!l9:l 3lAl 79'/0 &122 ;5>/0 .tf131 33'/0 ..Q3'J O'ic 

fB"\I\CH4N:;OfITA.. 1601 78.14 78.4l as; 1Q9:l Z7Il 6210 311% a.a; 0'/0 -6154 ·81% 1(1) 1t1/O 

N:nO.mrt Lmbbes 
I.!TgTamla:rs 1EE 15: 662 933 1311 1311 aw 0'/0 S(1) 33f/O 274 4(% 375 2JI/O 
CltB"R:e\e 2)01 825: rom 1121 1617 4219 624; 3rl% -241 ...3'/0 -tB82 -llI'/O 41B 3f/O 
Tda NnOnatlJabllbes 21 Ell MOl ai6fi 3151 2S3J 563] 624; 29'/0 2S1 3'/0 .am -iU'/O a71 31'/0 

gcxjq"dd:rS E41ty 91}32 £003 ~ 9Va5 ~ f£IJ1 
Padln~ta 551 551 557 557 551 557 aw 0'/0 aw 0'/0 alD 0'/0 alD O'ic 
Fe:aEs 117.2 1719 15~ 1732 1843 197~ SAl 41% -1ffl -11% 2lD 13'/0 t11 6'1c 
Rmra:1Eanry; Qff] Q34 643 .(J16 .JlYo 6m 179(J/o ..fi4'1 -m/O alD 
Tda 9mrdd§ fq.Jty 17~ Zi1C 2732 ~22&l 3100 2531 531 31'/0 422 1lf/O ..uJ -18'/0 111 5'1c 
Tda Lm. &Sa:HrkBsfq.Jty ai81 1918f 3Jl91 ZBal aa3l 3Il51 1(E2rI 122% 7000 31% -22al -8'/0 952 4'1c 

--
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Detailed Financial statemris mLEMlhon 

REGNA 
V\b'kforce statistiCS 91/92 92193 93194 94/95 95196 96197 92193 GrOYAh 93194 GrOY.th 94195 GrOY.th 95196 GroIMh 
Production Departments 
Penrenenat staff 1223 1233 1182 1143 1009 1087 10 1% -51 -4'/0 -39 -.1'~ -44 -4% 
T errporary staff 200 200 285 282 275 277 0 0% ·5 ·2% -3 -1% ·7 -.1'~ 

Total Producbon Depts. 1513 1523 1467 1425 1374 1364 10 1% -56 ·4% -42 • .1'~ -51 -4'~ 

Mnnlslrabve Staff 
Penrenenat staff 276 270 264 245 249 245 ·6 ·2% ·6 -2% -19 -7% 4 2% 
T errporary staff 50 45 30 22 22 21 -5 -10% ·15 ·33% -8 ·Zl% 0 0% 
Total Admnlslrabve Depts. 326 315 294 2JSl 271 2S6 ·11 -.1'~ -21 ·7% -Zl -9% 4 1% 

Conpmy-wrde worldorce 
Perrm IE!I'll't staff 1499 1&13 1446 1388 1348 1332 4 0% ·51 -4'/0 -58 -4'~ -40 -.1'~ 

T ... , .......... y staff 3«) 335 315 304 2!J7 200 -5 -1% .2f) -6% ·11 . .1'~ -7 ·2% 
Tetal No. dv.orkfQ'oe 1839 1838 1761 1692 1645 1630 ·1 0016 -TT -4% ·69 -4'~ -47 -.1'~ 

F'errrEna1t VIbrkers' ....... ,,....._on In LE'OOO 
Average V'Iar'Ier~ p.a 4,103 7,625 7,386 6,362 6,454 5,248 3522 86% ·239 -3% ·1,024 ·14% 92 1% 
Average V'Iar'IerlProfit Share p.a 0 297 344 832 949 1,117 297 48 16% 488 142% 117 12% 
A~ ~er/Payp a. 4,103 7,921 7,730 7,194 7,4()3 6,365 3819 93% ·191 -2% -536 -7% 210 3% 
BOOBoruses 20,500 36,:m 42,400 187,9Xl 209,8lO 246,400 15800 71% 6,100 17% 145,SJO 343% 21,900 100~ 

REGNA In LE Mlhon 
ANANCIAL RATICS 91/92 92193 93194 94/95 95196 96197 92193Gro1Mh 93194 GroY.th 94195 GrOY.th 95'96 GroIMh 

FIXed Assets TumC7v'er 282 319 248 223 189 178 037 1.1'~ -071 -22% -025 -100~ -0.34 ·18% 
COORevenue 7SOA 75% WA 65°A 70% 64°A 001 1% -006 -8% -004 ·6% 005 7% 
CM'Revenue 25% 25% 31% 350A 3QOA 360A -001 ·2% 006 23% 004 15'~ -0.05 -15'~ 
RevenueJEqUlty 235% 278% 248% 2000A 298% 343% 042 18% -0.30 -11% 041 16% 010 3% 
NetI~qUlty 60A 14% 5% 60A 11% 12% 008 140% -009 -62% 001 24'~ 005 43% 
Revenueltotal VIOrkforoo LEOOO 2278 3488 3845 3904 4353 5323 12.10 53% 351 10% 059, . 2% 449 100~ _ .... _---------
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OJmmtRrana 9aala15 InLEMlllal 

RDI\A 
91192 9'l93 9l91- 9W5 95$ fB!1l 9'l93Go1Jh m'94C3o.At1 949)Qo.r..th g;g)Qo.r..th 

1nx:ne9mJlat LE % LE 0/0 LE 0/0 LE 0/0 
RiJm.Bs 41flJ 6411 6171 mm 7161 lIi~ 2222 5l'A 3flJ 8'A -1m -2% 5$ ~ 

O:Itdses 31?2 431C 4393 429: 1fd77 ffi8i 16$ Sf A -119 -~ -4lB -9'A 6JJl .,. 
ROitMrgn 1061 15Sl 317Al Zi'l 2181 3lfE sa; 41'A 479 :VA 244 12% -13l ~ 

Mm &SjllllJBp 1462 9.3: 117:: 148: 1461 147!i -5a; ~ 231 Be 313 2l'A .0.19 -~ 
Irtaet6<p 22: 23: 31L 35i 2EE 3~ am O'A ll8f. 3lYc Q43 14'A .Qm -», 
/lpfJlaKnSp 2SJ 491 555 5:ll 5flJ 976 244- fBI« am 12M. ~2i -8'A (3) s;, 
Tmt Bql 1941 1681 314:; Zill Zi15 2191 -281 -WA 182 ZJYc 331 18'A .QfB ~ 

QBaJrglllDlB -874 .061 Q3: .os; -131 29'i 8(JJ -9'lM 0JJl -141Yc ~Bl -2l»C .0.74 $i 

CltB'fe.eus&Bm IBE5 9.7Wi lfli 1~ 2(! 4«: Q~ -591 -6f0A -251 -ll1'A a73 fi1JA 1llJ e 
Nt IIlDlB *,T. 1al III 1~ 1A 27. lQl 216 212M -1$ ...tJYc .a14 -9'A 1.24 e 

9'l93Go1Jh m'94Qo1\1h 949)Qo.r..th 95$GtWh 

AdiIs IJsInb.tuunLEUD LE % LE 0/0 LE % LE % 
\I\btes a~ 4fiitl 4JlfIJ 1154.6 12196 14J18 4fiiV #CM1 811D 12% fB10 13lM 1Zi.aJ ~ 
BBtlQCmas(Mngllot) :llfIJ 3i3.l 424J 181.9 ~ lfi4 15llJ 71% 610 11'A 1.tfifIJ 30Yc 21m ~ 

<rEIFt\tN£ 75'1< 75'1< WI< ffPl< lUI< 6f1< am 1o/c ~Qi -8'A ~m -8'A aa; io/c 
FM~ 2»1< 2»1< 310/< 33'1< 3}J1< 3»1< .0.01 -2Yc am ZlYc am 1S'A .Qm -1!PA 
Pdm6<p/~ 33'A 1511< 1fJI< 22'1< 2JlA 11'1< .QaI $A am 19'A am 31'A .oQl -'f1'A 
Irtaet_6<p I ft\B\lE B'I< 4>1< B'I< 5'1< 4>1< 4>1< .am .:Jf'A am ~ am 11'A. .001 ..Jf'A 
: N:t In:me I ft\B\lE 2'1< 5'1< 2'1< 2'1< 4>1< 4>1< am 10fA ~lB -5Z% aw -WA QQl 41'A 
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CorK:tensed Fincn:ull S3:en ais InLEMllion 

REGJ\A 
-

Salam Sleet 
AssJjs 91/92 92193 93194 941$ 95'96 oom 92/93QwAh 93194 Qw.ti1 94195 Qw.ti1 95'96 Qw.ti1 
QmrifJEsjs L.E % L.E % L.E % L.E % 
Gash 492 3.24- 978 602 16ffi 2741 -168 -34'Ai 6.54 m2% -.a76 -38% 10.54 6of1Ai 
Ticrl3 R3a:Jvctle 2)37 0067 146.33 17400 12300 12767 79.31 _Ai 4166 41% Zl76 1!1'Ai -5(110 -41'Ai 
~ICMEIm ct D:xi:tflj kJ:nrIs -077 -044 -OS:: -6110 -5100 -72.12 0.33 41'Ai -4m 31'Ai -«J.5l 1142J1'Ai 9.44 -18% 
Irnatay a> 47 4373 4216 4700 5500 62.15 1726 66% -151 -4'Ai 493 12% 8.00 15'Ai 
aha" a.rnrt Pfs;js 1227 1663 2857 3300 62.83 63~ 436 36% 1194 72% 1141 4PAi 22.88 36% 
Total QrrertAsses 63.26 162.83 226.31 3)6.08 3)6.84 D,7IJ 99.51 15l"Ai 614J gAi -al23 -!1'Ai 0.76 O'Ai 

I\tnO.rrert fJEsrls 91/92 92193 93194 941$ 95'96 oom 92/93QwAh 93194 Qw.ti1 94195 Qw.ti1 9&'96 Qw.ti1 

Axed /'Je£Bs L.E % L.E % L.E % L.E % 
EipJ71lTl 16.00 19.41 28.78 31:B 4182 4156 3.41 22% 9.31 4JOAi 2.00 !1'Ai 10.44 2!1'Ai 
aha" Rxed PEf:Ss 13.13 2123 2165 2117 24.83 :rT:rT 8.10 62% 0.4l 2'Ai -0.48 -2% 3.66 1ffAi 
I.easa:I RxedPfs;js ____ 463 462 461 463 -401 0'/0 --
I..st!£ JJt:amIfDd lJtfredaIJon -1426 -.a1OO -2116 -215l -33.41 -42.74 -6.34 44"'/0 -2.56 12'Ai -441 1!1'Ai -5.84 17% 
s.tJ.TotJI 14111 al10 ZlZl 2961 3786 4J.tKJ 523 35% 717 36% 2.34 !1'Ai 8.25 22% 
FA l...h:i=r CmmdJoo a11 a3J 771 3.00 440 293 0.19 2'Ai -469 -7% -.a82 -SPAi 0.S1 12'Ai 
Total FIXEd Asses 22.98 28.40 34.98 33.5] 42.26 5173 54l 2tfAi 6.58 23% -148 -4'Ai 8.76 21% 
aha" lag Illfeemert 037 061 QaJ 010 01C 01C 0.24 65% -401 -.2% -450 -8:JDAi 400 0'/0 
TctaI /JsrSs 86.61 19184 26189 239.68 249.3l 2SO.5l 105.23 121% 7rlas 31% -22.21 ~Ai 9.52 4'A 

Total Asm TlI11CM!I' 0.48 0.33 0.26 0.2B 0.29 0.33 -415 -31% -4m -23% 4Q2 7% 401 4'Ai 
Equp. TlI11CM!I' 2.62 3.29 2.~ 2.11 171 175 461 26% -494 -29'Ai -425 -11% -439 -23% 
FDed J'It:I:Ss TlI11CM!I' 182 2.26 194 197 169 168 443 2tfAi -432 .14'/0 o.M 2% -42B ·1tfAi 
. PIP. T LII1O\.U' 2.00 0.64 0.46 0.38 0.58 0.68 ·141 ·69% -418 -2B"Ai -4m ·18% 42) 3f'Ai 
·lmatoryTlI11CM!I' 158 147 161 140 13) 140 -412 -7% 0.14 1O'Ai -420 -13% -410 '---------~ 
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Co m!Sed RrBllai sam ens InLEMlhoo 
-~ -- ~--

ImI\A 
-

Balcn:e&eet 
u.oaUllES 91/92 92'93 93'94 94'95 r--~ f£NI 92'93 Qo.\th 93'94<l'oAth 94'95GtMth 95$GtMth 
Qmri I.Jabhbes LE % LE % LE % LE % 
Omnft 3.38 9.«M 22.~ 2700 3723 34.41 5:66 16JO/O 1144 'IIIP/O 481 21% 1a14 Z/% 
Tra::e Pa{ctles 3.62 3.00 3.48 aoo 925 156; a18 5'/0 432 .. 8% 181 1m% 2.26 24'/0 
Cltff Pa{ctles 40.22 7185 12195 162.14 149.44 12982 3163 79'/0 S110 7rJ'/O 4119 33% .. 12.70 ·8% 
Tdal Clm!rt l.JalJ11bes 4722 84.00 14791 196.22 195.~ 179.~ 3741 79'/0 6.122 7fP/O 48.31 33% 4:MJ (p/O 
f',ETVI[R(If',GC&PITPL 16.«M 78.14 78.4(J 9.86 10.92 28.78 62.10 381% a26 0'/0 -68.54 ·87% 100 1(P/O 

f'.bl.Qrnrt l.Jablrbes 
I.al) TemLars 153 153 6.62 9~ 1311 13.11 am (p/O 5:as ~/O 2.74 41% 175 2F/O 
Cltff~ 2)04 82.5) 0000 1121 16.17 42.19 62..ai 312% ·2.41 -3"./0 -68.82 -86'/0 496 31% 
Tdal f\.tnQ.m!It I.JcDIIbes 2160 84.00 86.65 Zl.57 29.28 55.3l 62..ai 289% 2.lB 3"/0 -66.£8 .. 7(1'/0 8.71 :.1'/0 

Tdall.JalJldIes 68.82 168.75 234.5Ei 216.79 225.20 ZIi.2::I !&OO 145% 65.81 g/O .. 1771 ·8% 8.41 ,fJ/O 

SocI41ddlrs' B;J.Ity 91/92 woo W94 94'95 95'93 gyg{ 

Padln~ 5.57 557 557 557 557 557 am (p/O am 0'/0 am (p/O am (p/O 
FeB\€s 1172 1716 1532 173'2 1&43 1974 5:41 41% .. 181 .. 11% 2.00 13'/0 111 (1'/0 
Rtarm Eanrgs Of.O 034 6.43 .0..16 ·32% am 1791% -6.43 .. 1(XJ'/O am 
Tdal StocIhjc.Bs' E":!J.IlY 177!l 23.1(J 2732 22.89 24.00 25.31 5:31 »'/0 422 111'/0 4.43 -1(1'/0 111 81/0 
TdallJab. &StocWUdlIs E":!J.IlY 86.61 191.8!i 26188 239.SS 249.2] B.53 11524 122% mtn 31% .. 22.2tJ ·8% a52 ,fJ/O 

II'M!SInB1In 96%1r1erest 1739 173S 
FEIun OJ EqIty (1'/0 14'/0 (1'/0 (1'/0 11% 121/0 a£8 14J'/O .0..£8 ·51% am 9>/0 aa; 47/0 
OJrertRto 134 192 153 105 103 116 a68 44'/0 4:B -211'/0 448 -31% am 1% 
~~o 3.87 731 8~ 947 938 929 3.44 8!1'/O 128 111'/0 a89 1(P/O .0..00 .. 1% 
Qti Rilo 079 088 000 000 000 000 am 11% aQ2 21/0 am 1% am 0'/0 
faesto\I\C 261 082 083 6.70 653 3.01 -179 -69'/0 aM 81/0 5:84 676% .0..14 -21/0 
E54/itun OJ IIJIESIm!J't 1!Jl/O 17% am 'IIJW am tlJW am a15 1(X1/O 
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0lrD!rEed Rl'llmai Staterrerts In LEMlhon 

REGJVA 
- -

V\br1<face stabstaCS 91/92 92193 93194 94195 95/96 961'1l 92/93 GrcMth 93194 GrcMth 94195GroMh 95/96 GrcMIh 
ProductIon Il!partrmnts 
Perrrerenct 3aff 1223 1233 1182 1143 1Cffi 1087 10 1% -81 -4A, -39 ... 3% -44 4'A, 

T errp::rnry Saff 200 200 285 282 215 m 0 O'~ -5 ... 2% ~ ... 1% ... 7 ... 3% 
Total Procb:tIon Depts. 1513 1523 1467 1425 1374 1364 10 1% -56 -4A, 42 -3% -81 4'A, 

.adml'1Stratrve Staff 
Perrrenenct 3aff 216 ZlO 234 245 249 245 -6 ... 2'A, -6 -2% ... 19 ... i'% 4 2'A, 

T errpl'aIy Saff 5) 45 3J 22 22 21 -5 -10'A, ... 15 -33% -B -Zl% 0 O'A, 

TotaI.admllSlJatrve Depts. 326 31~ 294 ar7 271 a36 -11 ... 3% -21 -7% -Zl ..g>A, 4 1% 

""" "r ... de INOIkfotce 
Per II Ellellat SIal' 1400 15)3 144> 1388 1348 1332 4 O'A, -57 -4A, -!B 4'A, -40 ~A, 

TeIlJlOI3Y SIal' 340 335 315 DI 2S11 29E! -5 -1% -2JJ -tPA, ... 11 ~A, -7 ... 2% 
Total r-.b. d \\O'kforc:e 1839 1838 1761 1692 1645 1(3) -1 O'A, -71 4% -69 4'A, -47 ~A, 

PernEna1t IJIbkers' CarpllSabon In LEfXXJ 
AveragaWaksNJag!J p.a 1,2iJ8 10,153 14,!m 16,Zl5 15,m 2&405 8866 689% 4,384 43% 1,739 1Z'A, -1,045 ... 1% 
AveragaWakslPrdit Sha'e p.a 42 108 1ST 148 153 1ST 66 151% 48 44!'A, -B -!pA, 5 3% 
A~ W:mrtAlyp.a. 1,330 10,261 14,693 16,424 15,383 25,562 8932 612'A, 4,432 43% 1,731 1Z'A, -1,040 -1% 
OOD8onJses 0 (J 0 (J 0 (J o #C1VK1 o tIaV/OI o 'l/aVf(1 o tlaVK1 

REGJVA InLEMlIlOI1 
AI'WIK:IPL RATICS 91/92 92/93 93194 94195 95196 96I'1l 92193 Grw.th 93194GroWh 94195GroWh 95196 Grw.th 

FIXOO /ls:S.s TllroIer 182 223 194 197 169 168 0.43 24% 432 -14lA, 0.04 2% 42B -1t1'~ 

CCS'FeJenue Z30A 6% 2'10 3% SOA a>A -0.17 -7111';(, -0.04 -68% 0.01 ,590.-6 0.03 4ffA, 

CNYReverue 2'A !)oA 2'A 2'A 4% 40A 0.03 1CW/O 403 -5;20/6 0.00 ...(1''' 0.02 41% 
ReJe!1.IeIEqJty 312]OA :m4% 442JlA 629JlA 6783% 74aYA 208 1% 1091 33% 18.65 42''' 4.93 7% 
t\et lncxxre£qJty -57"A -23% -3S'A -581SOA -4893lA -621]oA 035 -«P;{' 412 51% -5783 16tlXP;{, 9.24 -19';{' 
ReJeru:ltctal v.akfcrce LE'CO:> 125 125 178 211 175 210 0.01 O';{, 0.53 42% 0.33 18% 436 -?f'~ 
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Detailed Fmanclal Statements tn LE Million 

Upper Egypt Dredgmg 
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 1485 1546 1777 1363 1910 061 4% 231 15% -414 23% 547 29% 
Cost of sales 
Wages 306 308 300 002 1% 008 -3% -300 -100% 000 
Other costs 822 903 1219 1212 1601 081 10% 316 35% -007 -1% 389 24% 
Total Cost of sales 1128 1211 1519 1212 1601 083 7% 308 25% -307 -20% 389 24% 

Profit Margin 357 335 258 1 51 309 -022 -6% -077 -23% -107 -41% 158 51% 

Admin & Seiling Exp 
Wages 065 072 078 
General Admin & Seiling Exp 183 164 042 1 24 198 019 10% -122 -74% 082 195% 074 37% 
Interest Exp 655 688 076 1 01 081 033 5% -612 -89% 025 33% -020 -25% 
DepreCiation Exp 134 164 1 76 073 1 15 030 22% 012 7% -103 -59% 042 37% 
BOD Allowances 001 001 001 000 001 000 0% 000 0% 
Other Allowances 1 18 063 018 540 052 055 47% -045 -71% 522 2900% -488 -938% 
Total Exp 1155 11 51 391 839 447 004 0% -760 -66% 448 115% 392 -88% 

Operating Income -798 816 133 688 138 -018 2% 683 -84% -555 417% 550 -399% 
Other Revenues & Expenses 
Prior Periods revenues 087 088 092 004 001 1% 004 5% -088 -96% -004 
Prior Periods Expenses 024 013 001 034 011 46% 012 -92% -033 3300% 034 
Capital Gains 020 072 023 020 052 260% -049 -213% 
other Expenses 074 098 008 -0 74 -024 32% 090 -1125% 
Allowances written back 103 000 103 -103 I 

Interest Revenue 124 1 11 083 124 -013 -10% -028 -34% I 

Mlsc revenues 865 861 011 032 1 21 -004 0% -850 -99% 021 191% 089 74% 
Total Other Revenues & Expenses 928 936 172 190 219 008 1% -764 -82% 018 10% 029 13% 
Net Income 130 120 039 -498 081 -010 -8% -081 -68% -537 -1377% 579 715% 

Profits Distribution In LE '000 
Workers 0 258 75 25800 -25800 -100% 000 7500 100% 
Board Of Directors (Management) 37 24 16 -1300 -35% 2400 -100% 000 1600 100% 
BOD Allowances 51 52 55 000 5100 100 2% 300 5% 
Total BOD Bonuses 37 24 51 52 71 -1300 -35% 2700 113% 100 2% 1900 27% 

IBTCIJEgypt FmalReport 



SpecIal Study for the Pnvatl.latIon Program III Egypt PnvatIzatlOn Case Study 115 

Detailed Rnarx::aal Statal B1Is In LE MIllon 

lJRler Egyp: D"ecgrg 
Balcn:e Sheet 
Ps'!!Ss 91/92 92193 9l'94 94/95 95196 92193 GroI.th 9:W4QoMh 94195QoMh 95196 G-o.Mh 
ClI'rert fJs!Ss LE % LE % I.E % LE % 
CcSl 003 003 032 493 7$ 0.00 (1'/0 0.29 961% 4.64 145t1'/O 2.60 34'/0 
Tra:Ie Re:BVale 1189 1662 1623 1598 1491 4.73 4(1'/0 -0.39 -2% -0.25 -2% -1UT -7% 
AlICMa'ICe of Dxttful.Aa:x:xJrts -164 -193 -185 -176 -152 -029 11r/O 0.00 -4% 0.09 ..ff1/O 0.24 -16'/0 
Inventay 849 800 867 837 798 -0.49 -6% 0.61 Ir/O -0.30 -3% -0.39 ..ff1/O 
Investrrerts In SeaJntles 865 684 553 000 -181 -21% -131 -1f1J/O -5.53 -100% 0.00 

Qher debt oo:xxJ1t.s 769 589 772 186 -180 -2,30/0 183 31% -5.86 -76'/0 -186 
Qher rumrt fo.s<:RJ.s 012 007 002 490 341 -005 -4Z'/O -0.05 -71% 4.88 24400% -149 -44'/0 
Total Qmrt PssfJs 35.23 35.52 36.64 34.31 32.34 0.29 1% 112 3% -2.33 -6'/0 -1f17 -6'/0 

I\bl-O..mrt fJ.ssSs 91192 92/93 9l'94 94/95 95196 92193 GroI.th 9:W4QoMh 94195GroMh 95196GroMh 
Fixed Assfjs LE % LE % I.E % LE % 
La-d 001 001 001 0.00 00/0 0.00 00/0 .0.01 -1W/O 000 
&llcllrgs 013 016 016 019 019 0.03 2,30/0 0.00 00/0 0.03 1f1J/O 0.00 (1'/0 
EqJlprent 1153 1397 1421 1293 1578 2.44 21% 0.24 2% -125 .. 9% 2.82 18% 
T ranspJrt Equp 287 291 292 301 301 0.04 1% 0.01 (1'/0 0.09 3% 0.00 0% 
Tods 011 017 035 041 044 0.06 W/O 0.18 106% 0.06 17% 0.03 7% 
Ftmture & Fixtures 021 025 033 035 037 0.05 24'/0 aUT Zl% 0.02 6'/0 0.02 5% 
l..£lss PromJhia::l O:l!:reaatIon -1273 -1361 -1391 -1300 -1421 .0.88 7% -0.30 2% 0.85 -6'/0 -115 Ir/O 
&b-TctaI 213 387 407 386 558 174 82% 0.20 5% -0.21 ..ff1/O 172 31% 
FA lli:Jer QJnstnrllon 049 017 022 023 .0.32 -65% 0.05 29% 0.01 5'/0 -0..23 
Total Filed Assets 2.62 4.04 4.29 4.09 558 142 541/0 0.25 6% .0.20 ..ff1/O 149 ZI% 
Qher Long TennAssets 0.44 024 0.00 0.00 0.44 -0..20 -83"/0 
Derermd charges 025 013 0.00 0.00 0.25 -0..12 -920/0 
Total Assets 3785 39.56 40.93 3909 38..16 171 5'/0 137 ",.16 -184 -4% -0..93 -2% - -
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WaIa:tRranaI Scm Is18 In LE IVlII01 

LRB-Eg,pllaljrg 
Bamsm: 
L.U!BUlIES 91192 9'l93 ~ 9f$ $$ 9'l93Go1\th 93'94GoAth 9tl$GoI\th $$<loI#I 
Qmrt LBlIIbEs LE % LE % LE % LE 0/0 
Clettat 043 04; 091 3ffi 361 QaJ ?JA Q4j 92M 271 2B'A -0.01 (JA. 

TI'aER¥tiES 2EE 1 it: 221 295 177 -0.88 ..gA Q43 2I'A. Q34 1!!fA. -0.78 -44'A. 
CltB"R¥tiES 421 03: 043 967 1019 -3l1) -92'A a11 31% 921 2l12M a52 5'A 
Pa:nai~ 1CIJ 7ffi 943 082 043 683 m3DA. 1m 2fOA. -am -9fOA -0.34 -7fD/c 
CNdnisR¥fje 277 293 Q7fl Q7J Q7J -0.19 -?J/c -179 -IlPA. -o.m -8'A Qm CPA 
Tcta Qrnrt I.Jcbllbes 111(J 13.00 13.8B 17.42 16.81 1m f70A. Qm 1M 354 aJYc -0.81 4'A 

N:nrm~N300TA. at1~ 2'l49 22.7e 16.8l 15$1 -164 -?JA a21 1% -6.Bl -aJ'A. -13; ...gA 
N:nQmrt IJctlllbes 
L.rrg Temt.a:rs 815 8EE 8m 683 614 Q43 lPA -0.51 -WA. -124 -1S'A. -o.m -ffOA. 
Oh:r~ 5eE 341 345 432 44: ·161 ~ Q~ 1% Q8l ~ a14 3M 
Tda N:nQmrt lJcbllbes ~ 11~ 1152 111!i 10.00 -124 ...g/c .(J4l 4'A -0.31 .JlA -0.55 -8M 

smldcmt Bpty 91192 gam ffi9:1. 9fg) m93 
PadlnQpta 816 816 9U: 9U: 9U: Qm (JA Q84 'fPA. Qm CPA. QID (JA 
Rs:r\e; 533 633 6~ 1~ 1~ 1fR 19'A Q15 2M -6.ClJ -7IDA. am (JA 
Rtara:fEanrgs am QID QID aID 
Tda~fq.Jty 13.52 1454 15$1 10.$1 10.$1 1fR 8'A Qm i"A. -6.ClJ ...32M Qm CPA 
Tda I.Jctl &Saihti:Is Eipty 37.85 3afli 4lSl 3a1(J 3794 171 5'A 131 31A. -1m 4'A. -116 -3'A. 

- ------_._----
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Detailed Financial Statements In LE Million ---------

Upper Egypt Dredgmg 

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 Dally 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% 
Tem~orary Staff Dally 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% 15 2% -41 6% -40 -6% 
Tem~oraryStaff 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 WorkerlWage pa 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 WorkerlPay p a 4993 5559 5074 0 113 566 11% -485 -9% -5074 -100% 113 100% 

Upper Egypt Dredgmg 

FINANCIAL RATIOS 91/92 92/93 93/94 94/95 95/96 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth 
I I 

91/92 92/93 93/94 94/95 95/96 92/93 Growth 93/94 Growth 94195 Growth 95/96 Growth 
Fixed Assets Turnover 697 399 437 353 342 -298 -43% 037 9% -084 -19% -011 -3% 
COS/Revenue 76% 78% 85% 89% 84% 002 3% 007 9% 003 4% -005 -6% 
eM/Revenue 24% 22% 15% 11% 16% -002 -10% -007 -33% -003 -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% -006 -70".4. -050 -1983% 055 715% 
Revenueltotal workforce LE 000 J:UZ L-__ 14_~A ___ ~§2? 1309 1965 062 4% 193 13% -318 -20".4. 656 33% 
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Condensed Finamal Stal:enB1s InLEMlhon 
- - ---

l.Wlr EgyJ:t D"ecgrg 
II'IXJ'TB Stternri 91/92 92/93 93194 94195 9&'96 92/93 Gro.IIfh 93194 GroIIdl 94'95 Gro.IIfh 95'96 Gro.IIfh 

LE % LE % LE % LE % 
RMnJes 14.85 15.46 1771 13.63 19.10 a61 .fJh 231 15'/0 4.14 -23% SAl 2ffh 
OJstdsaes 1128 1211 1519 1212 1601 a83 7"1ci 3.aJ 2f1A, -3.07 -211'16 3.89 2416 
ProfitMugn 3.57 3.35 258 151 3.~ -a22 .. 6% -aT! -23% -107 -41% 158 51% 

Pdmn &5elhng Exp 3.66 2.99 139 6.65 2.51 -a 61 -18% -1(!lJ -M'A, 526 :mf'h -4.14 -169'16 
h1erestExp 655 688 076 101 081 a33 5% -6.12 .. 89% a25 33% -a20 -2f1h 
D3p'eaciloo Exp 134 164 176 073 115 a30 22"16 a12 7"A, -1m -59% D.42 :Jl% 
Total Exp. 1155 1151 3.91 8.39 4.47 ..a 04 0'16 -7fJJ .. 66% 4..48 11!fh -3.92 .. 88% 
qJei1lng Incare -798 -8.16 -133 -6.88 -138 -a 18 2% 6.83 -8tfA, -5.56 417% 550 ~h 

Qher R:lven.es&~ 928 933 172 100 219 aaJ 1% -764 .. 82% a18 1(116 a29 13'16 
Net Incorre fitttr Tax 1~ 120 039 -4.98 0.81 ..a 10 .. 8% -a81 -68% -5.:11 -1317% 579 71!fh 

ProfHs Dstnl1tloo an L.E '000 
V\brIers 0 258 75 258.00 -258.00 -1aPA, aoo 75.00 1WA, 
Ebutf a Iln:!dors (Nbnagement) 37 24 16 .. 13.00 -3!1h -24..00 -1aPA, aoo 16.00 1W/O 
BOD AlICMa1CeS 51 52 55 5100 100 2% 3.00 !f/o 
Total aD BnIses &AlIOItt 37 24 51 52 71 

• I 

a::EI~ '7'el1c 78% 8eP1c 89>1c 84% a0.2 3'16 am 9% am .fJh ..aa; -8'AI 
PNt' RE\t1:N..E 24% 22% 1SOic 11% 16l1c -a02 -10'16 -a07 -33% ..am -24'16 aa; 32'AI 
PdnnExp/~ 2S01c 19% 8% 49% 13% -aa; -22"16 -a 12 -60% a41 524% -a3; -Zl1% 
Irterest Exp I RE\tfN..E 44% 4811c 4% ?Ic 4% aoo 1% -a4) -SUA, am 73'16 ..am -7!fh 
I\l3t Irxxrre I ~ 9>1c 8% 2% -3?1c 4% -aot -11~ ___ 4!~ L- -"A, -a39 -1765'16 a41 962% 
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Condensed FinanCIal Satemerts InLEMilhon 

Upper EQYIi [KedgIng 
Balance Sheet 
PEs:Js 91192 92/93 93194 94195 95196 92/93 Gro.Mh 93f94 Gro.M:h 94195 GroY.th 95196 Gro.M:h 
Current Assets LE % LE % LE % LE % 
Cat! 003 003 032 400 756 400 OOAi 429 961% 464 1450% 2.60 34% 
T ra:le Recavatie 1189 1662 1623 15~ 1491 473 «JOAi -0.39 -2'Ai -0.25 -2"Ai -1U1 -7% 
AlIOItB)'l;9 of CU:JIiful.Aannts -164 -193 -185 -176 -152 -0.29 18% 4lB -4% 409 -5% 424 -16% 
Irnert9IY 849 800 867 837 798 -0.49 -6% 461 8% -0.30 -3% -0.39 -5% 
Qher rurert Pe::Bs 1646 1200 1327 676 341 -366 -2Z'Ai 441 JIlAi -6.51 -49% -335 -98"Ai 
Total Q.m!nt Assets 35.23 35.52 3664 34.31 32.~ 429 1% 112 3"Ai -2.33 -6% -197 -6% 

I\bn-Cunent Assets 91192 92/93 93194 94195 95196 92/93 Gro.M:h 93f94 Gro.M:h 94195 GroY.th 95196 Gro.Mh 
FilEd Assets LE % L.E % LE % LE % 
EqLJr:mrt 1153 1397 1421 1200 1578 2.44 21% 424 2"Ai -125 -goAi 2.82 18% 
Qher Fixed kESs 3.33 3.51 3.17 3.~ 4.01 418 S'Ai 426 7% 419 !PAi 40S 1% 

I.e$. .Aro.unJated ~ea.:iloo -1273 -1361 -1391 -1300 -1421 -0.88 7% -030 2"Ai 485 -6% -115 8% 
&Jb.Tda 2.13 387 407 386 558 174 82% 420 S'Ai -0.21 -!PAi 172 31% 
FA um OJ'Sru:;bon 049 017 022 023 -0.32 -65% 40S B'Ai 401 !PAi -0.23 
Total FilEdAssets 2.62 4.04 4.29 4.09 5.58 142 54% 425 6% -0.20 -!PAi 149 27% 
00ler l.Dng TermAssets 0.69 0.37 400 400 469 -0.32 -86% 

Total Assets 3785 3956 4093 3909 3829 171 !PAi 131 3"Ai -184 -4% -0.80 -2"Ai 

Total Assets Turnover 039 0.39 0.43 0.35 0.50 400 OOAi 404 11% -0.09 -2O'Ai 415 30% 
eqUIP Turnover 129 111 125 105 121 -0.18 -1.fAi 414 13"Ai -0.20 -16% 416 13"Ai 
FilEd Assets TLmOVeI" 5.67 3.83 4.14 3.33 3.42 -184 -32% 432 8% -0.81 -2O'Ai 409 3"Ai 
AIR Turnover 125 0.93 109 0.85 12S -0.32 -26% 416 18% -0.24 -2Z'Ai 443 3:JOAi 
InwntoryTumover 175 193 2.05 163 2.39 418 100Ai 412 6% -0.42 _ -21% 477 32% 
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Condensed Finanaal Staterrerts mLElVllhon 

I LWer Eg,tJ:t ~i IY 
Balance Sheet 
UABUllES 91/92 92193 93f94 94195 95/96 92193QoMh 93f94GrwAh 94195QoMh 95/96QoMh 

Qmri l.JabIlibes L.E % L.E % L.E % L.E % 
OIerc:taIt 046 049 094 365 364 0.00 ~A; Q.45 92% 2.71 288% -0.01 (J1A; 
Tr.:r:Je Pajct:les 2ffi 178 221 255 177 -0.88 .. 33% Q.43 24'A; 0.34 15'A; -0.78 ...rWA; 
QherPay~es 798 10.76 1073 1122 1140 2.78 3S'A; -0.00 (J1A; C149 5'A; 0.18 2% 
Teta Qrrert l..Jcbhbes 1110 13.03 13.88 1742 16.81 193 ~A; 0.85 7% 3.54 26% -0.61 -'fA; 

t£T~I\GCAPlTAL 24.13 22.M! 22.76 16.89 15.53 .. 164 .. ~A; o.ZT 1% .. 5.81 .. 26% .. 136 .. 9% 
fWn.Qm!It LJab1l1bes 
l...crg Term Lam 815 858 807 683 614 Q.43 5'A; -0.51 .. 6% .. 124 .. 15'A; -0.69 .. 11% 
Qher FEserves 500 341 345 432 446 .. 10 .. 33"A; 0.04 1% 0.81 25% 0.14 3% 
Tdal Non.Q.mrt LJablhbes 13.23 1199 1152 1115 10.6(] .. 124 .. SOA; -0.47 -'fA; -0.37 .. 3% -0.55 -5'A; 

Tdall.JabIlibes 2433 2502 2540 2f351 2741 

Stockholders' Eqllly 91/92 92/93 93194 94/95 95'93 
Padln~ta 816 816 900 900 900 0.00 (J1A; 0.84 1(J1A; 0.00 (PA; 0.00 (J1A; 
fEsENes 535 638 653 153 153 102 1SOA; 0.15 2% -5.00 .. 71% 0.00 (J1A; 
FEtara:l Eanrgs 0.00 tIa1IIa 0.00 #QW 0.00 'IIQlII(1 0.00 'IIC1W 
Tdal stockholders' Equty 13.52 14.54 15.53 10.53 10.53 102 8% 0.99 7% -5.00 .. 32% 0.00 (J1/o 
TdallJab. &stockholders Eqllly 3785 3956 40.93 39.10 3794 171 5'A; 137 ,?JA; .. 183 -'fA; .. 116 -,11/0 

3785 39$ 4093 3900 38Z 
Investrrat m 9!JI1o Irterest 5.26 5.26 
IEtum OJ Etpty 1(JJA; 8% ,?JA; ..qA; 8% -0.01 .. 1iPA; -0.06 -7fJ1A; -0.50 -1983% 0.55 715'A; 
QrrertRaJa 317 273 264 197 192 -0.45 .. 1iPA; -0.00 -,11A; -0.67 .. 2.5'A; -O.tl5 .. 2% 
Dt1:IEcptyRaJa 100 172 164 271 200 -0.(.8 -'fA; -0.00 -5% 1(.8 66% -0.11 -'fA; 
D:ti RaJa 064 063 062 073 072 -0.01 -2% -0.01 -2% 0.11 18% -0.02 -2'A; 
Sales to w::, 062 000 078 081 123 am 12'A; 0.00 1iPA; 0.00 ,?JA; Q.42 ,34IA; 

CSA RJIIm OJ b.IetsImJ't -9tPA; 15'A; 0.00 #QW 0.00 #QW -0.90 1tl5 715'A; 
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Condensed Fmanclal Statements In LE Million 

Upper Egypt Dredgmg 
Workforce statistics 91192 92193 93194 94/95 95/96 92/93 Growth 93/94 Growth 94195 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- Dally baSIS 237 200 188 5 151 -37 -16% -12 -6% -183 -97% 146 97".4 
Total Production Depts 990 977 980 930 865 -13 -1% 3 0% -50 -5% -65 -8% 

Administrative Staff 
Permenenat 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 Dally baSiS 5 9 7 9 6 4 80% -2 -22% 2 29% -3 -50% 
T eta I Administrative Depts 92 101 112 111 107 9 10% 11 11% -1 -1% -4 -4% 

Coml!anY-Wlde workforce 
Permenenat Staff 743 730 745 704 664 -13 -2% 15 2% -41 -6% -40 -6% 
Temporary Staff- Contracts 97 139 152 323 151 42 43% 13 9% 171 113% -172 -114% 
Temporary staft' 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".4 

Workers Compensation 
Average WorkerJWage 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 WorkerlPay p a 4993 5559 5074 0 113 566 11% -485 -9"h -5074 -100% 113 100% 

Upper Egypt Dredging 
FINANCIAL RATIOS 91/92 92/93 93/94 94195 95/96 92/93 Growth 93/94 Growth 94/95 Growth 95/96 Growth 

I Fixed Assets Tumover 697 399 437 353 342 -298 -43% -D84 -19% -084 -19% 255 -86%' 
COSlRevenue 76% 78% 85% 89% 84% 002 3% 003 4% 003 4% 001 320Al 
CM/Revenue 24% 22% 15% 11% 16% -002 -10% -D03 -24% -003 -24% -D07 316% 
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% -D5O -1983% -050 -1983% -013 940% 
Revenueltotal 'Mlrkforce LE 000 1372 1434 1627 1309 1965 062 4% -318 -20% -318 -20% -057 -93% 
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