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Introduction

During the last two years, the Government-owned textile industry has made serious
attempts to privatize its operating units. The original plan was to privatize through the
public sale of shares (IPO’s) in these companies. In textiles alone there were over twenty
Affiliated Companies, owned by three Holding Companies. Although it was presumed in
the early stages of this process that the companies would qualify for IPQ’s, it was found
that excessive debts, redundant labor and yearly operating losses limited the attractiveness
of the majority of these firms. Those which escaped these conditions and could post profits
with little or no debts were attractive contenders for privatization; the others, however,
were difficult to prepare for such action.

In 1996-97, ownership of Unirab’s shares by private stockholders reached a
majority. Subsequently, in 1997-98, KABO and Alexandria Spinning and Weaving were
also sold through IPO’s. However, further progress has been limited, even though there
are still several GOE firms that would be attractive candidates for purchase by private
enterprises. Nevertheless, the potential these firms have selling their Government-heid
shares will depend on the terms of the offer. Over pricing could scare away even the most
serious contenders.

Because the outright sale of loss-making or run-down textile firms is difficult at best,
one of the Holding Companies decided to lease some of their facilities. It was generaily
recognized by the three Holding companies that the Affiliated Companies were probably
unwieldy in their current organizational structure, with extensive vertical and horizontal
integration with multiple units of spinning and weaving housed in each of the AC’s.
Discussions arose as to how individual units could be sold or leased, and it was under this
umbrella that several leases were developed. The most important one was by the Korean
conglommerate Dong II for the lease of the best ESCO facility. However, two other leases
were also consummated, one for the dyeing and finishing facilities at Cairo Silk and the
other for 40 Sulzer weaving machines at the same AC.

Based on this precedence, additional private sector parties were identified who had
an interest in leasing other facilities in some of the other AC’s. But in the course of
negotiating new leasehold contracts, it was found that there was little experience in
developing sound contracts that would be beneficial to both parties - for the Government as
well as the private lessee’s. As a result, the new leases were not concluded and both sides in
the negotiations felt betrayed at one point or the other. It was at this time that the APRP
suggested developing a series of workshops on the principles and key issues involved in
developing leasehold and management contracts. In the interim, the Minister of Public
Enterprise issued a decree whereby the Ministry would “rent” the textile facilities to its
current management for one year periods. This is a form of performance contract.
Nevertheless, the one year arrangements do not embrace privatization, even though this
may be useful for stopping the resource drain by turning loss-making firms into profit
making units (some debt alleviation, early retirements for the labor force, and additional



capital for machinery repair and replacements have been added to the “rental”
agreements), a prerequisite for healthy privatization.

It should be noted at this time that although it might be beneficial to the private
sector to purchase loss-making, rundown, obsolete facilities for reasonably low prices
without the debt burdens and redundant labor force, this does not serve the Government
well. The GOE invested heavily in these companies and they currently employ large
numbers of workers. Selling these units at their market value for both the buildings and
machinery that have fallen into disrepair, would lead to extensive de-capitalization of
Egypt’s flagship industry. For this reason, leasing or management contracts may be the
only viable alternative.

As an alternative to IPO sales and performance “rental” agreements with current
management, the leasehold or management contract may be an attractive option. Each of
these actions is considered to be “privatization” by the GOE and USAID, as long as the
private sector is the lessee or manager. What is necessary, then, is to develop a transparent
procedure that will identify facilities which could be placed under contract and to solicit
potential lessee or management contractors. Since the ultimate leasehold or management
contract will have to deal with existing debt, in-place employees and management,
buildings and machinery repair, machinery replacements, and a host of other issues, it has
been agreed that the participating parties in this negotiation should develop a set of
guidelines that could be adopted across-the-board and that would serve the interests of
both sides. To support this idea, an APRP Benchmark was developed and approved by the
GOE and USAID, stipulating that such a set of guidelines would be created and approved
by the corresponding responsible ministry, the MPE,

In order to start developing these guidelines, an initial workshop was developed for
preliminary discussions, to which the private sector was invited (and attended) along with
Holding Company and Affiliated Company personnel, MPE officials and consultants, and
technical assistance contractors from the APRP. The Agenda for this workshop is
presented below, and the workshop materials, attendees and recommendations are
attached. The workshop was viewed as extremely successful because of the richness and
depth of the discussions and by the fact that several high level officials and private sector
representatives attended the sessions.

Based on the discussions at the workshop, it was recommended that a committee be
formed from amongst the participants, which would have the responsibility for drafting a
paper comparing operational leases and management contracts with financial leases and
performance contracts respectively. Second, the committee would visit several ongoing
leasehold operations in Egypt to try to understand how they are operating and under what
kind of contractual arrangements. Third, it was suggested that either the committee travel
to India and/or France to evaluate their forms of leases/management contracts or that
knowledgeable representatives from entities in those countries be brought to Egypt for a
series of seminars and workshops. The committee will commence work as soon as the
respective TOR’s are approved.



Course Outline
“Achieving Privatization Through Leasing”
Basic Principles of Leasing

Background

Leasing of textile mills has become a viable option for privatization in Egypt.
Three factory leases are currently in place and more are being considered. However,
there seems to be no standard principles or guidelines for development and managing a
lease contract. A set of lease options will be presented to the participants in small groups,
and they will have the opportunity to discuss the key issues for each lease option. The
second case will present a hypothetical situation. Each group will be required to act as if
they are a company and will have to select their preferred option and justify their
selection. This course will use the case studies to illustrate the basic principles and key
issues involved in developing a lease contract.

Course Content - Key Issues

Buy or Lease? This is the critical question and the reasons for making a
decision,
one way or the other, depend upon qualitative judgments as to
what might happen in the future with regard to land values, cotton
prices and price controls, redundant labor redeployment, and

factory profitability.
Lease Options Operating Leases, Financial Leases, Land Leases, Straight
Purchases
Determining Security Deposits, Grace Period, Annual Payments, Deferments,
Lease Payment Salvage Values or End-of-Lease Purchase Options, Lead Time,
Schedules Transition Time
Labor Issues Labor acceptance requirements, early retirement, redeployments

Lease Management How is the lessee supervised by the lessor, what are the conditions
that the lessee must meet to fulfill the terms and conditions of the
lessor, and how can the lessor enforce these conditions?

Leasing Contracts  Unsolicited Proposals, Letters of Intent, Tendering Documents

and Documents (Responding to advertisements), Leasehold Agreements, Legal
Enforcing Documents, Management Guidelines and Wamnings,
Complaints, Claims and Accusations.
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Draft

Leasing Seminar

Duration: 2days
Period: /11/98 - /11/98
Place:

No of attendants

Time Table

First Day : /09/1998

No Activity Duration | Timing | Responsible’
1 Introductory Session 1 10:00 11:00 | H
12 Open Discussion 1 11:00 1200 |H+L
3 Coffee Break 0.5 12:00 12:30 | Admin.
|4 ‘ Main Key Issues in Leasing 1 12:30 1330 | G+ L
. Stress On: 5
Leasing Approaches
Legal aspects
Definition of Fair Lease Value |
5 | Open Case Study (Soived) r 13:30 14:30 A+G
6 6Lunch Break 1 . 14:30 15:30 - Admin.
7 | Case Study No. 1 0.5 (15:30 16:00 | A
8 Case study (1) Group Discussion |1 16:00 17:00 { A+G+L
* H=Dr. Hallouda

A= Eng. Adel Elsayed
G =Dr. Gamal Awad

L= Lawver

Admin. = Administration
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Second Da

.| No Activity Duration| Timing Responsible

1 Case (1) .. Group discussion (cont.) | 1 10:00: - 11:00
]

2 Group presentation for case study | | 1 11:00 12:00 | H+G+L+A
el | 3 Coffee Break 0.5 12:00 12:30 ! Admin.

4 Wrapping up Session 0.5 12:30 13:00 | H
L ~‘

4 Case Study |l Presentation 10.5 113:00 13:50 A

' (Decision Making Case) ' |

- 3 '

5 Case study (Group Work) 1 - 13:30 14:30 A+G+L
w 6 | Lunch Break 1 14330 15:30  Admin.

7 Presentation of groups decision (By 1.5 15:30 17:00 H+A+G
- Group Leaders) ‘ : :

—
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REFERENCE MATERIJALS

for

Training Workshop on Leasing Procedures

November 15-16, 1998
Palestinian Hotel, Alexandria

Sponsored by:
Agricultural Policy Reform Project
In Collaboration with:
Ministry of Public Enterprise
Ministry of Agriculture and Land Reclamation

Ministry of Trade and Supply
ICES/NCF
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TECHNOLOGICAL. | ~ |* INTERNATIONAL . MATURATION OF ' 8 i, k
CHANGE ECONOMIC MARKETS IN FALL OF COMMUNIST
eFaster and better INTEGRATION DEVELOPED - AND SOCIALIST
Communication COUNTRIES REGIMES
Gy ey s Y Lat sFewer tariffs (GATT) «More countries linked to
«Currencies linked via sSlower domasuc the capitalist system
«Faster and better floating exchange rates { growth sMore Privatization
transporauon. sMore global capital | eMore aggressive Ramadd 48 J sl 3,
certy el flows exporters. ’
«More information By o5y 3 S g U] sMore deregulation
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i
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' THE GLOBALIZATION OF MARKETS AND COMPETITION
J
l |
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i MORE HAZARDS MORE OPPORTUNITIES
| . More Competition. ¢ Bigger markets..
l e Increased speed. « Fewer bartiers
h 4 k4
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LARGE-SCALE CHANGE IN ORGANIZATION

To avoid hazards and/or capitalize on opportunities, firms must become stronger
competitors. Typical transformation methods include:

Reengineering. Mergers and acquisitions.
Restructuring. (S:tlxﬂatt‘tuixlc ;i;;\ge.
Quality programs. ge..

Source: From the New Rules: How to Succeed in Today's Post- corporate World by John P. Kotter. Copyright @ 1995 by
John P. Koter. Adapted with permission of the Free Press, a Division of Simon & Schuster. )
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Table (1} Memorandum of understand for Steel Authority of India Limited (SAIL)

The columans show the weighing factors of important criteria

NO. MOU in 1989 - 90 MOU in 1990 - 91 MOU in 1991. 92 MOU in 1992- 93 MOU in 1993- 94
i- » Productlon of crude * Production + production {25%); production {weightage 15%); ¢ financlal
. steel (welght, 80%); (welghtage 27 5§%); performance;
2- » Gross margin / capital e projects Inc|ﬁa—i;\-§'ﬁ7 + projects including R&D (15%), profil and profit-related area « projects; and
employed (15%); + R&D (15%); (50%);
3 » Project schedule e gross margin !capilai_ '« cosl control measures, human resources development + production,
{10%); and employed (12.5%}); especially energy {15%);
' consumption and inventory
reduction measures {25%)
4- » Customer satlsfaction | =« customer salisfaction ‘"rmgﬁi!dm T projects including R&D {10%);
{15%). {10%); cmployed (15%); and
5- i e % tested In saleable «» Customer satisfaction (10%)? Customer satisfaction and | o
steel (15%); and commercial areas (10%).
6- V ":-energy (;SI_;S-UIT‘IPUOD a w:“mtan fGS—OUfC(‘.‘S T 7 - i
(cost reduction development (10%).
measure}{10%); and
7- ] "« human resources o T T
development (10%). .
= A third party consisting of High Power Committee {HPC) Assisted by an Ad hoc Table Force (ATF} was empowered to oversee ministries / depar‘tmenl w.rt
MOU ., This was a great victory for the reformats of the system . The reform was backed by late P.M Rajiv Ghendi who participated in the 1 st MOU
negotiation,
4
1 1 3 1 3 3 3 | 3 1 1 1 1 1 1 1 1 1
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¢ it was with some difficulty that the government was convinced that the

signatory to the Memorandum of Understanding(MOU) should not be
allowed to evaluate.
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INTRODUCTTION
on
THE POINTS PUT FORTH FOR DISCUSSION

1/ The Environment of Globalization and its Reflections :

In this item we put forward in shont the §actons that ended with ent-
erning the transitionak stage to the age of Economic GRobalization, and
what emenrged as pressing changes fon the institutions, the agencies and
the countries to .increase the ability to interact within the new environ-
ment,

2/ Responses and Reactions in the Countries :

What happened in the countrnies was [undoubtedly} nelied on and affected
by their economic and political circumstances, thein technolfogical potent-
ialities as well as theirn main concepiions with negand to the nequirements
of the coming ena. The attempt to compare has showed that alf has concentn-
aled on efevaling [(increasing) the productivity, the competitive abilily and
self-neliance inspife of the incnreasing alliances.

3/ Leasing as an Introduced Alternative :

Leasing i8 considened as an alternative to achieve effectiveness and
efficiency absolutely on femponarily, and it also provides the chance of
management developing and/on rnestructurning and invesitment .indinectiy.

4/ The Situations in Egypi and the Method of Convension :

The ondentation {trend) in Egypt was Ltowards suppornting and siimula-
ting (motivating) the nush of the private secton and the privatization of
the public secion along the past period, and the resulits werne oscillaling
(swinging) between the possibilily to proceed on in this side on fo necon-
Siden other orndentations and entries with nespect io the privatization of
ithe public secton and {.inding a {ramewonk forn integration.

2l



5/ |Pre-decision Tree) Pre-feasing Lead Time :

This includes studying the cincumstances of the companies §rom the
technical, financial and administrative viewpoints, as well as the avai-
Lable oppontunities plus anticipafed risks, while faking into considena-
tion the points of weakness and sitnength in the company, and fo give impo-
ntance to the transitional pendiods.

6/ Negotiation :

1t 45 emphasized here that the Lesson has to deal with the feasee as
a customer, and to give him a compfete {needom of action (on decision),with
the continuous partnernship in observatlion. (fofLow-up). Therefore, it is nece-
ssany to display gesturnes of cooperation forn sake of achievement duning the
period, and efficiency Lo proceed on aften it finishes (sustainabilily).
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THE LEASING SYSTEM

Prepared by,
On. AWAD MUKHTAR HALOUDA

1- The Environment of Globalization and its Reffections :

The nofe played by the public sectorn in the different countries, deve-
Loping on developed, couldn't be suspected as a stage during the nestmuct-
wiuing perdiod on the conversion to self-neliance, especially fon the devel-
oping couninies at the beginning of independance in the wake of the exposi-
tion to varnious kinds of colonialism. The nole of the private seclon siarn-
ted with the aim to develop the indusiries, 80 as to catch the age of indu-
stry, and with the passage of time, social burdens ane added and the aggre-
gate technology and nequirements wene not absonbed. Now the evaluation of
the penformance of this secton culminaies in the aggregate netunn with nes-
pect to the agghegate invesiment in the different countries.

1t neally happened .in many countriesd that the secton has Larngely siopped
keeping pace with the developments and changes .in the neafms of, products,
production meihods and management siyles in comparison with the intennational
Level, particularly, in the developed and the cooperating countries [the albi-
ances}.

The wurgent conversion to the manket economics at the international Level
has come after the collapse (fall) of the Sovief Union which is nelatfed back
by many to the ftechnological change and the scope of the efficient use of the
information technofogy, consequently, the shift to the unipofarily happened
and codncided with the grow up of the mankets .in many devefoping couniries,
(in Asia and South America}, wich ends with the emergance of the Urguay Agree-
ment aften a profonged dialogue, hence an intennational economic integration,
no mattern what are the sitimuluses that motivated the speed achievement of glo-
batization.

The economic globalization, in addition 1o pushing fechnological deve-
Lopment nate forwanrd, have radically changed ithe Labour environment as a
whote, hence necessitating the neconsideration of the activity kinds {sonts)
and fields, in addition to the management siyfes fon every institution and

3



each country within specific time Bimils that obligate the expansion of
comprehensive studies, gollowed by adopting a system to face the change,
and to wonk forn the quick nesponse in the thansitional phases.

Figute No. (1) shows an .integrated vision of the thansitional factons
and the wide changes within the organizations, 40 as Lo confront the .inter-
national competitive challenges and cope with if.
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Fig- No- ()

- 6 -

Economic and Social Forces Driving the Need for Major Change in Organizations

TECHNOLOGICAL
CHANGE

. Faster and
better
communication

. Faster and
better
transportation.

s  More
information
networks
connecting people
globally

INTERNATIONAL
ECONOMIC
INTEGRATION

Fewer tariffs (GATT)

Currencies linked via
floating exchange rates

More global capital
flows

MATURATION OF
MARKETS IN
DEVELOPING
COUNTRIES

Slower domestic growth.

Moze aggressive
€Xporters.

More deregulation

FALL OF COMMUNIST
AND SOCIALIST
REGIMES
More countries linked to

the capitalist system
More Privatization

THE GLOBALIZATION OF MARKETS AND COMPETITION

MORE HAZARDS (R1$KS)
o More Competition.
o Increased speed.

MORE OPPORTUNITIES

e Bigger markets..
¢ Fewer barriers

Reengineering.
Restructuring.

Quality programs.
Mergers and acquisitions.

LARGE-SCALE CHANGE IN ORGANIZATION
To avoid hazards and/or capitalize on opportunities, firms must become stronger
competitors. Typical transformation methods include:

Mergers and acquisitions.
Strategic change.
Cultural change..

Kotter. Copyright

@ 1995 by John P. Koter. Adapted with permission of the Free Press, a Division of Simon & Schuster.
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The §inst nush of the economic globalization has Led to the conception
of offering the commodity and/orn the service, 80 a8 to be of the highest
quality ak a specific price, by benefifting from the preparation in the Peast
codting places on the cheapesit Laboun-fonce fon sake of a competitive price
An any of the markels whether of the Limited .incomes on the high incomes, to
increase the profits fon the operatons andfon the persons |individuals) §ina-
neing the manufacturing process on service offering. Thus, new market {eat-
wres have emenged, the most important of which are the foffameing :

* Qualitly : 4t includes quality gqumeiion, and conformity with the specific-
ations, finst time and atl the Lime to attrhact and satisfy the buyer, and
fo creal an atmosphere of confddence.

* Price : the cosl of the product comes at the top, and the company has ito
conform with the different markets with negand 2o selling.

* Posi-sale Senvice : which has changed entirely Lo suppont selling.

To observe punctuality by delivery at due Limes, and to entern the mankets
in advance. So, the value of time has emenged fLoating on the surface.

These previous efements are called Quatity, Cost and Deliveny, (GCD).

* The conception of Environment : has sianted fo be neffected and an exampfe
i85 the {ield of textiles as the impontance of concentrating on the natural
naw-based cloth has emerged with a Little bit of exaggeration.

Abeiances and the General Changes :

The matten needed to neach efficient resulls that could create vertical
and honizontal alliances simifan to great extent to the Japanese Keinesto-
systems on the Level of the companies and negions, and between the mufii-
national companies. These sysitems have Laid down an .international strnategy
to increase the effectiveness of the allfiance or the .integration of ithe bra-
nches. The main changes and developments in the developed countnies aggregate
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between what appeared as inherent .in the conceptions of change management
and alliances, and the creation and the estabLishment of the devising abif-
ity, the divestitune principfe, the reconsideration of management autonomy
in State institutions and in the public sector companies bnown by autonomy,
divestitune and integnity.

In the coming item, we wilf explore the cincumstances .in the developing
couninies adopied sccialism, the targets this tnend ended with, and what is
achieved of it, as well as presenting what happened .in some developed coun-
inies with negand o divestiture (Liberalization) and/on privatization,before
moving Lo the situations in Egypt and the avaifable allernatives, in addition
1o presenting Lease dimentions as one of the effective alternatives, the pre-
Lease Lead time and the negoiiation between the Lesson and the Leasee.

2- Responses and Reactions in the countries :
2-1 The Ungent Changes .in the Socialisi Couniries :

2-1-1 The situations in the socialist countrnies are different from thein
countenrparts in the capilalist ones Lhough all has <inifiated the
change and the devefopment as the general cincumsiances langely
specified the nequired ungent change inends. Countny case-studies
may show in detaif the potentialities of neaching the efficient
confonmity that probably helps Egypt in Selecting the aliernatives
put fonth for choice, 50 a8 to be generalized in the next siage.

2-1-2 The Genenal Cincumsfances .in the Sccialist Countrnies :
The transition to the market economics and globalization has clarni-
fied the faifure points with nespect to the Central System (PLanning)
and Socialism. These points are necapitubated as foflows :

2-1-2-1 The fack of initiatives by the private secton due to monoply and
strnict contrnol by the goverrment and pubtic secton.

2-1-2-2 The Lack of continuous development because of the absence of
competfition.

2-1-2-3 Nationalizing the former private projects and the appearance of
what is catlled Management by Instrwuctions.
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7-1-2-4 The absence of divestiture (transparency) in the information
on activily details within the Pubfic-Business Secton.

2-1-3 The Targeted Changes :

Depending on the circumstances and the changes in the economic envino-
rment, the targets and the nequinements have become :

2-1-3-1 Stimulating the initiatives by the private secton to start and
participate in all the activities, incfuding the encouragement
o the direct foreign investments, s0 Long as it doesn't have
any passive neflections (negative). _
2-1-3-2 Etevatling the efficiency of the pubLic secton’'s performance by
Liberating management in a neally practical way for the coming
cenfuny, in addition fo start {inding competition to prepare
forn this centuny, and to stop monoply by the public secfor in a
multiple of fields. There is a discussion .in morne than one nefe-
nence about that the farget was the divestiture of what is going
on, but pofiticians directed it to privatization.
2-1-3-3 Reducing the burdens on tax payerns and stopping subsidies. .
7-1-3-4 Pushing formwand and encournaging the citizens' .initiatives through,
stopping Subsidies and monopolization of economic activities,
plus the fair distribution with respeel to all activities and
adopting the stopping of the nationalization process.
2-1-3-5 Finding the means that Leads to furthen developmenti through, §in-
ding and introducing naw research and technological activities
An vanious nealms with Special emphasis on those enfoying the
Lop prionity.

2-2 Used Abfernatives :

2-2-1 Many aliternatives wene used and on fop of the List comes the Priv-
atization with its foun choices. However, with negard Lo the oifhen
choices, most of the countries took the French and the Japanese
expeniments (experience) as an exampfe .in addition fo privatization
though {ulfilled in many countrnies afier the restructuring of the
compandies.
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The four welf known alterinatives are :
The four methods fon privatization, namely :

1- Selling through, (Safe by competitive bids)

- 2- Public offering of shares through the stock exchange and dinectly to

the public.

3- Selling orn allocating a quoia fon the personnel (Management employee
but out).

4- Liquidation and sale of assels.

We shall be acquainted with the process of price evaluation through
s Three alternatives, upon presenting the monetary {ield |financial scope).

The following is a presentation for the French and Japanese approches
(entrances), foliowed by what has been {uffifled through amended methods
(approaches) .in Asian countries, considerning India as our main exampfe .

2-2-2 The French and Japanese Appnoach :

2-2-2-1 France represents the capitalist countny which gives a role fo
the public secton {the pubfic sectorn is nesponsdible fon one-thind
0f the national income) and a nofe to the government as well.
France stanted its altempt to develop the public sector through,
Ancreasing the greedom of management afong with concluding a con-
naet on the standand (Level) of performance and accomplishment of
achievements, which was actuafly called, "THE PERFORMANCE CONTRACT™.
This, plus detemmining the sysiem of judgement when assessing on
evaluating the achievements, provided that, the authonity {body])
entrusted with this Lfask L8 not o be known in detaifs.

2-2-2-7 On the other hand, Japan which i8 known as the country Seeking
the fonmation of an empire, and hence profit is not the target
of its individual .institutions (associalions), .in other wonds,
it Looks fomwand to increasing its pariners in the mankel as a
prionily rathen than neafizing a consdiderable (big) profit.
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Moneovern, many consdidened it as the country that succeeded in
attaining the development process, to escape the overnall control
o4 the United States on Europe.
Furthenmone, some claim that the difference bedween the private
and the public sectons is very difficult (clear) as negards the
deals in Japan, since thene is& a sont of unified behaviour prev-
ailing there, almost agreed upon.
How will Europe deal with Japan where distinciion between public
private has Little meaning ?
Japan, in its atfempi to develop its public sectorn, has foficwed
the means of (managing the changes), logethen with .increasing the
Liberalization (freedom) of management, in view of decreasing the
overheads, plus ithe conversion into semi-governmental associations.
They were transformed to semi-governmental onganizations and in
final phase it is going fo be privatized.
ALso, Japan has issued a repont on its vision, which, 1 believe,
it would be appropriate to put it into some points of benefif with
nespect to sebting the main factons for privatization, inspite of
the differences befween countries :

a~ Libenalization of management, afong with controfling the .inconrect
orn the unfairn actions.

b- Commitment to the night {due) inputs, of which (the trained Labour-
fonce), and the assistance in completing the shortage .in any element
04 the main environment [(infrastructure).

e~ Sefecting the proper and most Suitable timing.

d- Looking after the financial aspecis.

2-2-3 The Approach of. Developing Socialist Asian Couninies :
2-2-3-1 The approaches are numerous, and S0 are the extent of successes.
Howeven, it could be gathered in the unsuccessful privatization
attempts, which didn't Lead to any improvemeni in Zhe produclivily,
particubarly in the maintenance sector, some of which were develop-
‘ment, nestructuning then privatization, this Led to mone successfuf
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nesulfts, and some {on Lop of which were South Korea and India}
adopted and followed the French appnroach (system},i.e.,Pernfon-
mance Contract {P.C.), along with making and introducing the
necessany adaplations.

2-2-3-7 The Indian approach : it came on many stages that gives a clean
image 1o the acquined development, as it §irst adopted {took)
the MEMORANDUM OF UNDERSTANDING (MOU) a8 an amendment to the {P.C. )
fon a period of five yearns as shown in table (1) belaw :

MOU fon the Indian Steal Company {SAIL) :

9§-1990 90-1991 91-1992 92-1993 93-1994
T Raw sieal for Production Production Production Financiaf

producition, [weighing (weighing {15%) achievement
(weighing 60%)  27.5%) 25%)

? Marginak progit/ Projects projects incl- Progitability Project; §
oceupying the  including uding,research and refevant

capital (15%) nreseanch § § development (50%}
deu%tomemt {15%)
15%)

3 Profect phasing Marnginal controfling cosi developing Production
[Ac.hedu&mg 108) profit/ measwies particu- human resowrces
oceupying Lanly Leads to {15%)
the capital decreasing cons-
{12.5%)  umed enengy §

stoned siocks.
4 Consumen condumen Marginal profit/ profects inckt.
Satisfaction satisfaction cccupying the rnesearch &
{15%) (108} capital (15%) development(10%)

5 Rate on cnit- Consumen sati- Consumen satisfactio
erion fon tes- faction {10%), & area of commercial
ting the safabfe and advertisment ox comm-
steal (15%) ercial aspects (10%)

6 consumed developing the
enengy human nesounces
{measuning (10%).

the decrease

in cosis},
(10%), and

7 developing
the human
resownces

(10%)



Memorandum of understand for Steel Authority of india Limited (SAIL)

No. MOU in 1989 - 90 MOU in 1990 - 91 MOU in 1991-92 MOU in 1992- 93 MOU in 1993- 94
1- « Production of crude » Production e production {25%); ’ e production (welghtage 15%); ¢ financial
' steel (welght, 80%); (weightage 27.5%); performance;
2- = Gross margin / capital e projects including e projects including R&D (15%); | « profit and profit-related area « projects; and
employed (15%); e RE&D (J5%); {50%);
3 + Project schedule » gross margin / capital | « cost control measures, « human resources development + production,
(10%); and employed (12.5%); especially energy (15%);
l consumption and inventory
\ reduction measures {25%)
w1 a » Customer satisfaction » customer satisfaction | e gross margin/capital « projects including R&D (10%);
! (15%). (10%); employed (15%); and
5. e % tested in saleable « Customer satisfaction (10%); o Customer satisfaction and
steel (15%); and commercial areas (10%).
6- s energy cohsumptlon e human resources
{cost reduction development (10%).
measure){10%); and
7- * human resources
development (10%).

+ A third party consisting of High Power Committee (HPC) Assisted by an Ad hoc Table Force (ATF) was empowered to oversee ministries / department w.r.t

MOU . This was a great victory for the reformats of the system . The reform was backed by late P.M Rajiv Ghendi who participated in the 1 st MOU
negotiation.




and §inally ended with the government's concurrence in finding a third party
Lo evaluate the contracts and situations, which cancels [nepeals) to a great
extent the dectatorship of the State's authonity. The third party, howeven,
45 a penmanent (standing) committee (HPC), off which denives (emerges} some
temporary commitiees (ATF). The Memorandum of Understanding (MOU) {olfowed
(adopted) by India, as shoun {rom the above fable ia a gradual amendment to
the Penfonmance Control [P.C.). This trend (onientation) appeanred {seems)

Lo be needed in mosil countniesd in making their executive plans in various
nealms. Thus, there was a need to funthen approach its details, with respect
Lo business (wornks) and to gradually get fo its depth fo cover; training,
neseanch then profitability, (after giving sufficient qualities (qualifica-
tions) to the administration (management) authonity and infonming it with
all details (as givings) to be neconsidened when .it gets to the stage of

the indicatons and/on contract details.

Lt was with some difficully that the governmeni was convinced that the
Signatony to the Memorandum of Understanding (MOU) should not be allowed
1o evatuate it.

3- Leasing as a set forth alternative :
3-1 Leasing coufd be an entrance (approach) Lo reach the foffowing :

3-1-1 Liberalization of management

3-1-2 Indineet invesiment

3-1-3 Development of Labour-fonce

3-1-4 Developing the production system

3-1-5 Jumping over time Limitation {obstacle).
3-1-6 A step towards the toital privatization

Thertedone the main point is to detewmine the targeted resulis from
Leasing (whether short on Long-Lenm Leasing).

Table (3} below gives a cfean vision on the available alternatives .

¥
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lisage alternatives

Leas.ing {1 (2) (3)
down-
payment Jimproving, enhancin orn aséistance .in Liquidity
developing the product eanly netirement
on the production sys-
Lem
The

Leaing re-training the perso- partial develop- nesearches .in

nnef ment futune gields
post
fLeasing Ssale continuily ne-Libenalization
' 04 management

4- Situations in Egypt and Conversion Sysiem :

Egypt was among the {.inst and eanly signing countrnies on the Unguay
Agheement, hence it is aiming to comit itself as much as possible to what
it has signed on. Mearwhife, this commitment should be paratlel to (cope
with) the quick trend {orientation) towards market economies.

The pubfic sectorn .in Egypt has benn convented from associations,
{onganizations) for entering new work hornizons (realms) to developing the
self-capabilities and potentialities, into a state of satisfaction with both
Labour-fonce and social responsibility, which in tuwmn Led to, a decrease in
the nates of development and production.

29
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4-1 The signing on Urguay Agreement was concfuded, thus the emphasis was
directed Lo providing the opportuniiies to the private secton ,pfus
giving Lt dome privileges and advantages to encounage the investments.
However, the scope of industries which will be given the top prionity was
not decfaned or pubfished,

4-2 The frames of ithe Holding Companies were nestructured as negards the
the types (kinds on sonts) of companies affifiated fo them. Also, the
Ministny of Public Wonks was fonmed fo be nesponsible forn all {ields.
Howeven, there was no appearance or spreading to a policy that conn-
ects the activities of various specialized minisirnies and affiliated
companies, with the Ministry of Industny occupying the fop rank, where
ownenship (property) doesn't sitop the overallf comprehensive pelicy, as
it is the case neganding the nelationship of minisiries of Industiry
and Trade in mosit countrnies.

4-3 The investment processes .in any development fon the public wonks secton's
companies were stopped, due to the increased rates of Banks' debits, pfus
the deep believe [convince} that the nequired Lump-Sums could be huge,
while the retwn i8 not clear (vague).

4-4 TilL now, the pubfic wonks sectorn didn't have actual deferminilive and
effective capacities.

4-5 The secton, as it i8 the case .in most countrnies, was focussing on a
{given} production which s usually typical, but nevern Looked at markel
Satisfaction even at the beginning of the open-door-policy, and to
Aome extent untif now,

4-6 There is no effective on efficient dealing-networnks, meaning {eam-wonk
befween companies on between companies, scientific neseanch and varnious
ministries neither before non aftern the restwueturning.

4-7 There is a sort of hesitation in nelying on the Local products, plus
an attitude on a trend oniented towards whateven imponted and/on what
{8 produced recently by the modenn and .imponted equipments under given
License.

Yo
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4-8 No announcement has been made negarding any system on abternatives
to move fomward Lowarnds inereasing the capacities of the pubfic works
Sectorn' s companies on Lo Liberalize thein management.

4-9 At the beginning, the system of companies' sale {selling the companies)
was adopted basically, then was followed by Leasing and managing, howe-
ver, no announcement was made ad negards the formation of mixed and
joint groups to do whatever necessany towands the existence of the
detailed mechanisms Lo neach the mone efficient and much prof.itable
nesults.

5- Lead Time-Pre-Pecision Thee :

In addition to determining the sale price, which {8 followed .in the
privatization system, and which can be considered as a basis for determ
ining the Lease value, it is also essential to take into account the foff-

ouwing aspects :

5-1 T.ime and Change :
At this point the effect (impact) of Lime on the company's status
Shoutd be sfudied with its various dimentions, such as :

~ The company's standard of performance, its direciion towards profil on
not onfelse increasing the financial bundens.

- Perfonmance and cuwrent competition and the additions (what coufd be added
throughout the time span) Like the entrance (involvement) of naw compefet-
ons on not, plus quality Levels.

- Setting forth the production technofogy as well as showing its suitability
and appropriation to the changes and fypes of equipments used and the .impact
of all these {actorns on the sale-price and zhe-development of qualily Levef.

5-2 Imagining the dimentions of neform and/on development :

This is done to know the profit neturning to the Lessee and the cost
borne {paid) §or this netunn, hence we can also bnow the following :

g
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- The extent of potentialiiies available to factony (pfant) improving to
prepare it gor Leasing, (Lead Time-Pre-Decision Trnee), while taking the
equipments inlo consideration,£i.e., maintenance, repaire on development.

- Personnel training and adding new employees.
- Reaching the quality standard nequested at the market.

- The s4ize of requined budget to promoie the performance Level cunrentty,
and in the future, pfus present and future chances [opportunities).

- The time-span (period] necessary to achieve the development and to start
the production fon the markets as well as profit-making (nealizing neturr).

5-3 In this negand, it is imporntant to study : whose responsibility,the
time (duration necessany fon this and the available chances. And, this
comes Lo some extent under the item covering the analysis of potentia-
Lities and weak-points, plus availfable opportunities now and in the
near future and/on ithe cunnent and expected nishs.

6- Negotiations :

This process needs Lo be nevised by the nesponsibfe person (an expent)
as explained eanlien, panticularly with respect to the sifuaiions, the time
gacton and the degree of confidence, on the one &ide, and the ability Lo
control all this on the othern. Thus, it is8 basically dependent on the capa-
bilities of each of the negotiatons, thein needs and the extent of insistence
upon taking the decision {decision-making process). Therefone, the consufta-

- Lions while preparning for this process are very essential too, and are never

£ess impontant than those .invofved .in the preparation process forn ithe deter-
mination of the Lease value. In other wonds, it should be done through speci-
alized consuliants {expents) fo nevise and neviaw all estimations properly,

(as shown in table 4 belaw), which indicates the factons included in both
dinections, i.e., the coopernative attitude (direction) and the guandian on
controfled direction, and I, personally, prefen the former trend [cooperative).

Y
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This pfus, the fufune aspects (outlook}§ the time facton .

Also, partnenship could exist in the negotiation process, (a8 shoum in

Figure 2 below).

FIGURE 2
NEGOTIATION

]f F
Consultancy aspect Lessee situations Lesson situations Consul-

3 4

<+ Negotiation factons r—‘ egotiation ﬁac.ton# tancy
Aspect
Lessee Lessor
See next page fon table {4)
Transfated by,

HODA RASHED
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Traits Shared by Negotiators of Both Patterns

Cooperative Effective -

Aggressive Effective

Self Monitors (Cooperative Traits)

Self Monitors (Aggressive Traits)

Trustworthy Dominaﬁng

Ethical Forceful

Fair Attacking

Courteous Plans timing & sequence of events
(strategists)

Personable Rigid

Tactful Uncooperative

Sincere

Fair-minded Gets to know opponent

Realistic opening position Unrealistic opening position

Accurately evaluates case Clever

Does not use threats (uses Uses threats

cooperative threats - "I would hate

to .... "rather than " I can‘s wait to

Wiﬁg to share information Reveals information graduaily

(_Problem Solving)

(Bag of information—what else

L does he have in the bag; game of

deception, appear to have more
facts & rules).

Skillfully probes opponent‘s
position

Willing to stretch facts.

Belief 1n the truth .

Y
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A PAPER
ON THE FINANCIAL LEASE LAW NO. 95 FOR 1995

The successive progress of the Egyptian economy in the last era
has led to opening many wider horizons. The Egyptian legislate has saved
no efforts to pave the way before these horizons, and to organize what
needs to be organized so as to achieve the ultimate possible benefit from
every adopted field.

A number of factors that strongly interacted with each others have
contributed to the emergence of the need for opening the way before the
financial lease activity in Egypt, together with the need for a legal
system that provides the required guarantees for the financial lease
parties. Among those factors are the increasing role of the private sector
in the last epoch, the steps witnessed by the Egyptian economy to
liberalize it from the totalitarian constraints, the huge developments in the
production technology at the international level that made the cost of
purchasing technology- basd machines and tools very high, and finally
the necessity to have other means of providing finance to the private
sector to be able to use this technology and to go ahead without any
obstacles. Accordingly, the financial lease Law no. 95 for 1995 was
issued, taking into account all the previous considerations in addition to
the experiences of the other countries that preceded us in this field. The
idea of the financial lease started in the U.S.A. in 1952, and it received a
strong push in 1960 when the commercial banks were allowed t practice
this activity. In the same year, the first financial lease company was
incorporated in England, and the countries followed and legally
organized this activity. This took place in Italy, France, Belgium, Brazil,
Spain, and Portugal in 1961, 1962, 1974, 1977 and 1979 respectively.

Although the essence of the financial lease 1s based on the concept
that it is a contractual relationship between the financial lease company
and the lessee of money that the company leases company and the lessee
of money that the company Ileases in return for specific fees and for a
specific period of time provided that the company maintains its property
or its legal status according to which it acquires this money - which it
most probably got through purchase or rent or proxy from a foreign or a
local supplier, the tegislations of the different countries related to the
extent of the financial lease relationship between the company and the
lessee have been varied. The U.S.A. and England restricted the contract
to leasing without the optional right of purchase at the end of the lease
period. France, on the other hand, tended to approve the optional right of
purchase at the end of the lease period. The Egyptian attitude in this



project followed the French one, as it made possible the purchase of the
money by the lessee after a period agreed upon or on termination of the
lease period.

If the relationship resulting from the financial lease process is a
bilateral relation as a whale, as there is a relation between the company
practicing this activity and the supplier or contractor who provides it with
the equipment or machines in addition to another relation between the
company and the lessee, the project followed a system based on the
independence of each relation and its provisions. In some special an
limited cases, certain relationships necessitated by the nature of activity
can be established between the supplier and the lessee.

Based on all the above mentioned, the financial lease Law was
issued, divided into 5 chapters, namely:

a Chapter one: General provisions.

a Chapter two: The financial Lease Contracts.

a Chapter three: Termination of the Financial Lease Contract.

a Chapter four: The Accounting Rules and Taxation System.

o Chapter five: Penalties.

If the information mentioned in this paper sheds light on the
economic considerations that were the stimulus for accepting the
financial lease idea, the exclusive focus on the legal aspect makes us
decide that, by the issuance of the Financial Lease law no. 95 for 1995,
the Egyptian legislator has added a new confract to the nominate

The most important feature for differentiating between the
nominate contracts and the in nominate ones, according to Dr. El-
Sanhoury
means that although the nominate contracts are subject to the general
rules in the contract, they can have special provisions and they can
deviate from the general rules related to these contracts.

If we consider the financial lease contract as organized by Law no.
95 for 1995, we will find that it is a nominate contract that was given a
special structure by the legislator as it will be explained n details.

Before dealing with the special structure which Law no. 95 for
1995 came with, we have to consider the different purposes followed by
the legislator in the structure of the nominate contracts, according to Dr.
El-Sanhoury. Those purposes include:



achieve an important purpose which is to direct and determine this
contract (Al-Waseet, part IV, the selling contract) so as to cope with the

The legislator in the financial Lease Law combined between two
things. The first is that he added the financial lease contract to the named
contracts, and the second is that he targeted to cope with the new
economic conditions that require and integrated legal system for a certain
economic activity.

Searching in the features of the special structure of the financial
lease contract, whether the new provisions related to this contract or the
rules used by the legislator beyond the general regulations, implies the
answer to the following question:

Was there a need for this new law and the structure it came with?
And could not the existing provisions compensate it?

Following are the main features of this special legal structure:
First: the lessee should be registered in the special register stipulated by
Article no. (3) of the Law.

The money which is the subject of a financial lease contract
and which is required for a commodity or service productive
activity, with the exception of cars and motor bikes, should have
certain specifications.

Hence, for a financial lease contract to be concluded, the
lessee and the money in question should have certain
characteristics. These two things could not be determined except
by the law, and in the light of provision no. (89) of the civil law
which states that:

wills, taking into account the certain conditions decided by law for

Second: the confract should be written. Article no. (3) of the law
stipulates that the financial lease contracts should be registered in
the register prepared for this purpose, and the data included in the
contract and the register should be determined. These data are
related to the money leased, the parties of he contract and the



period of the contract. Hence, a financial lease contract is not
effective unless it is written.

The obligation of writing the contract here is a special
provision in relation to the general provision stipulated by Article
no. (89) of the Civil Law.

Third: The right of the lessee to be registered in the register of importers
in relation to the money he imports to be offered for the3 financial
lease. The lessee is exempted from the condition of the Egyptian
nationality with respect to the ownership of capital and the
membership of the Board of Directors.

The right of the lessee registered in the register of lessees to
be registered in the trade register on the basis of confirming his
registration in the register of lessees is considered to be a deviation

trade registers. These conditions are decided by the law and we
could not deviate from them except by law.

Fourth: Article no. (5) of the financial Lease Law states that the financial
lease contract is concluded in one of two forms:

First : The contract is concluded as a lease coniract of a special
kind which is the financial lease. In this case, the lessee
does not agree with the lessor to purchase the leased money.
Hence, we are dealing with a special kind of lease.

Second: the lessee agrees with the lessor to purchase the leased
money after the termination of the lease period. Here, we
are dealing with a compound legal process:

A - Lease for the period agreed upon as a lease.
B - Selling in the contract itself of the same money in
question acquired by the lessee.

Here we can imagine the legal problems that may arise
when the lessee does not pay the price of the money that he
acquires, However, the special structure handles this problem in 3
ways.

First: Paragraph 2 of Article no. (12) of the Law which stipulates
that:

lessee

cannot take place unless he fully pays the price specified in



Second: the first paragraph of the same Article which states that the
transferred money maintains its nature even if the lessee has
fixed it or attached if to a real estate.

Third:the financial lease contract is subject to the provisions of
Article no. (341) of the penal code.

Fifth: the condition decided by the law for the registration so that,
starting from the registration date, neither the lessee nor others can
protest to the lessor by any right that contrasts with the data of the
financial lease contract.

This condition can only be decided by a special article.

Sixth: Article no. (9) of the Law stipulates that the lessee should maintain
and repair the money leased in accordance with the purposes for
which i1t was prepared. This Article contradicts with the provision
of Article no. (567) of the Civil Law which commits the lessor to
this obligation as it states the following:

should maintain the leased property to remain as it
was delivered, and to make all the required restorations during the

Seventh: the lessee 1s entitied to directly sue the supplier or contractor in
relation to all cases resulting from the contract signed between the
lessor and the supplier or contractor except the case of the
abolishment of contract. Direct lawsuit is decided only by law.

Eight: The provisions of the legal extenuation of the lease contract as
well as the provisions of determining the lease value do not apply
to the financial lease contract.

Nineth: to consider a contract abolished without notice or legal
procedures in the cases indicated in Article no. (19), the most
important of which is the non-repayment of rent on the due date, is
a provision that contradicts with the provision of Article no. (158)
of the Civil Law which necessitates notice for abolishment of
contract unless otherwise agreed. The Financial Lease Law does
not require notice for abolishment of contract unless otherwise
agreed.

Tenth: special legal procedures are decided to repay the money to the
lessee on termination of the contract without renewal or purchase
of the money by the lessee.



If the previous points positively affirm the need for issuing a
special law related to organizing the financial lease, and this organization
was a must necessitated by the economic considerations, these same
points shed light on the most important features included in Law no. 95
for 1995.

Mohammed F. Naguib
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Lease on Punchase Decision

When deciding to fease an asset, the Leasee has to compare Bem:een
£easin and purchasing, and to choose the better alteanative. The differe-
ntiation nequines the comparison between the cuwwient value of the outgoing
monetary {Low in case of purchasing and in case of Leasing.

The economic analysis of the purchase on Lease decision could be clar-
ified in the follawing specimen :

- Specimen (practical case) for discussion :

AL Shams Company fon Weaving and Spinning needs a machine costs L.E.
24.000, and it could be obtained by purchasing or Leasing. In case of Lea-
4ing, the Company will pay an installment at the beginning of every year
forn a five-yean-ierm, and it doesn’ L enjoy tax exemplion on the Lease inst-
alfment, except on the yeans witnessed the operation of the machine only.

Also, the feaser wants o acquire a netuwn of 14% on the machine's
money (value) which doesn't have an abstruct value. In addition, the Leasex
will bean all the costs of maintenance and insurance, while the Company will
be subjected 1o a 40% tax onm the net profit. ’

In case o4 purchasing the machine, the Company will fake a Loan from
the bank at an inferest rate of 9% per year, to be paid in five yeans foge-
then with the due interest.

Which Alternative 48 Better 2!
- Case Discussion :
1/ The First Alternative (Leasing the Machine} :

The value of the annual fease installment {5 accounted on calculated,
which enables the Lesson fo negain the value of the machine pfus a return
of 14%. This .is to be caleulated as {ollows :

24000 = 1.0 Y + 2.914 ¥ y = %i‘.‘;%- = 6132
[ ]

=Y (t-aﬂ..iuﬂ



Table of outgoing monetary §Lows

Evaluated Year Annual Lease Insialément Tax Exemption Outgoing

Monetany
Feaw
0 6132 zeno 6132
1 6132 2453 3679
4 6132 2453 3679
3 6132 - . 2453 3679
4 6132 2453 3679
5 zeno 2453 {2453)

2/ The Second Altennative (Lending to Purchase the Machine) :

The annual Loan installment is to be caleulated plus the interesis,
and since the Loan value is L.E. 24000 and the .intenest nate is 9%/year,
and duration (span) of payment on reimbursement {8 five yeans, thus, if

we get back to the Table of the cuwient value for equal .installments at

a discount nate of 9% for the five yeans in hand, we can oblain a retun
value amounting to 3.890%, and if we divided the original Loan value by

the facton, we shaltl get the value of the annual Loan installment amoun-
ting to L.E. 6170

Table of outgoing mometary fLows

in case of Lending

Yeans (1} (2) (3) {2+3)}=(4) 40%3X4=(5) (1}={5)
Anmual . . Perishing Interest Increase Decrease outgo.ing
instaliment .(nstallment in costs Ain faxes monelony

due to $Low

purchase

! 6170 4300 2160 6960 2784 3386

2 6170 4800 1799 6599 25640 3530

3 6170 4800 1406 6206 2482 3688

4 6170 4800 977 5777 2311 3859

5 6170 4800 510 5310 2124 4046

L5000 C



Table of Instalfments and Interests

Yeans Loan - Interest Loan Loan Loan
installment 93 Instaliment account acecgunt
. plus at the al the
internesls end of beginning

the yean of the yean

1 6170 2160 4010 19990 24000

2 6170 1799 4370 15619 199¢ 0

3 6170 1406 4764 10855 T 15619

4 6170 977 5193 5651 10855

5 6170 510 5662 zeno 5651

Table of caleulating the cuvrent value

of outgoing monetorny {Lows
at 5.5 %

Years outgoing Leasing status, ithe cuwvient  outgoing  the cwwent

fLows the curvrent value value {or {Lows value for

dorn the pound L.E. {Lows ~ §Lows af 5.5%
at 5.5 %

. 6132 1.0 6132

1 3679 0.948 3438 3386 3310

2 3679 0.598 3303 3530 3170

3 3679 0.852 3134 3688 3142

4 3679 0.807 2969 3809 3114

5 {2453) Q.T&S (1876} 4046 3095

17150 15831



The discount rate used is caleufated on the basis of the Lending cost
after deducting the taxes, which in this case equals :

= 9% - (1 -40%) =5.44%, i.e., neandy 5.5%.

Out of the previous presentation (explanation), it is clear that the
cwuvent vatue of oufgoing monetany fLows .in case of purchasement (s less
than in case of Leasing. Accondingly, lending the money and purchasing the
machine would be better than Leasing il, as it realizes a noiable saving
to the company amounting to L.E. 1319, caleulated as follows :

= 17150 - 15831 = 1319

Translated by,

HODA RASHED
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RESTRUCTURING
A) The Technical Restuuciuring :
The need fon technical nestnuctuning is nefated back to :

* The existence of technological rnishs surrounding the productive activity.
The non-economized manufactuning volume.

The unconformily of the machinery and equipments.

The invalidity of the production devefopment neseanch.

* The defective {impenfect) production and the weak quality control.

* Mafmaintenance.

»

»

L]

The technical nestructuring needs an analysis of ithe production and
the technological means in the folfowing way :

* Evaluating ithe technological capacities of the productive activity
* The state of the equipments, machinery and sets.

* The productive process.

* Qualily controf.

* The equipments' maintenance sysiem.

* The avaifable enengy sounces.

* The sounces of raw materiatfs.

B) The Marketing Restructuring :
The nequirement of the marketing restructurning is8 related back to :

* The inaccurate profection of the mankel needs.

* The unconformity of the product mix with the needs of the consumenr.
* Specifying the price of the products in an unrealistic way.,

* The weak sales promotfion.

* The high cost of distribution.

* The insufficient cusfomer services.

L



The markeiing nestructuring process nequines the analysis of the manket
and the marketing activity in the §oflowing mannen :

* Ideniifying the dinection of the activity quota within the market along
the feaw Last years.

* Tdentifying the market total growth nate.

* The contingent competition.

* The competitive price, pfus specifying the cost and the profit margin.
* The situation of the monopolizing sale.

* The consumen's prefenences, inclinations and needs.

The sales promotion sirnategies.

The explo.ited distribution channels.

Analysis of distribution costs.

L)

»

»

C) The Financial Restructuring :
The f{inancial nestructuring i85 a must due fo :

* The unbafanced f{.inancial strnucture.

* The incorneci invesiment decrees.

* The weak coninof through equilibriums.

* The absence of accounting responsibility.

* The .insufficient administrative data system.

* The matmanagement and debt coffection system.

* The malplanning and control over the money.

* The strained nelationships with the financing Sounrces.

* The unsuitable assessment of the tax duties and the othen Liabilities.

The {inancial restructwring process needs the analfysis of the {inancial
aclivity as follows :

* The analysis of the Liquidity sfatus, .its elements and nates.

* The neasons and the motives of depending on the foneign debis and Loans in
§inancing.

* The nofation nates of the steady assels.

-0



* Studying the profitability studies and rates.

* Evatuating the financial needs in onder to suppont the cperating capital
* Predicting the profit and Loss account as well as the {inancial situation.
* Contnol by means of using the pLanning equilibriums system and the accou-
nting questioning.

* Control over the costs, and means of decreasing it.

D) The Management Restruciuring :
The management nestnucturing {8 needed because of :

* The inefficient Leadership and supervision.

* The confused Labour relationships.

* The declined efficiency of human nesounces.

* The mal-specification of specialization (functions), duties and nresponsib-

* Specifying the inventives and rights of the personnel in an unrealistic way.
* The management nestructuring process requires the analysis of ithe management
activily in the {oflmving way :

* Studying the volume of the available human resources and how this 8 it fon
the actual operation and the nequired needs.

* Studying the sysiem of incentives fon the personnel.

* Studying the availabilily of the efficient Leadership.

* Studying and evaluatling the wonking fonce and how far it needs Lo be trained
and inlaid with higher efficiencies.

E) Laboun Restructurning :

The nestructuning oplion i8 considered as one of the effective opiions
in incneasing the initiative spinit through neconsiderning the structure and
the onganizational statement of ithe project with the aim of increasing its
scope, {inding new fields, employment pofentialities and new opportunilies
o promotion and self-assertion fon the employees of different jobs and spe-
cializations, and simultaneousfy a new treatment of the not official stwef- -
ures of the profect, through a careful scientific study that puts down the



§unctions, the specifications of its occupants, their qualifications and
expeniences.
Hence, the nestnuctwiring opiion wonks to fulfill Lo main tangets :

THE FIRST :
Employ.ing the extrna wonk-§once by §inding productive functions, .in addition
Zo the potentialily of applying ithe conceplion of earfy retinement.

THE SECOND :

Developing and clearing the project from the illegal structures as well as
the spinit of canelessness, Laziness and negligance, this plus giving an
incentive justification for promotion and proghession.

Translated by,
HODA RASHED
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Specifying the Fair Lease Value

The fain value of the asset to be Leased is to be specified (determined)
through the §ollowing steps :

Finst : Specifying the cost of the Leased asset :
2¢ *ieg You bty Teasat,
The ne are different methods of accounting §y££ogi.6m multiply, which
dinectly affectel the rgeevaluation process of assets with the aim to accomtwls

ils cost. These syRlogisbieal methods could be nestricted in what {oflows :
SW '

I- The Book Vatue :

The use of the book value method, a8 a basis for evaluating the assets,
means the evaluation of the assets with its real value at the date of acqui-
Aition.

This method of asset evaluation nelies on a number of justifications
10 be summarized as follows :

- The objectivily of the syllogism {standard) as it depends om already
happened events, which provides the potentiality of reviewing and verifying
on nevising it.

- The steadiness and the settlement (stability) .in {ollowing the book value
method .increases the confidence of the accounting data users.

In spite of the previous justifications on which the book value method
{8 based, there are many criticisms around it in case of being used in spec-
ifying the fair Lease value. 0f these criticisms :

- The fheredibility of the data included in the List of the financial siaius
because of using a mixture of units with different punrchasing powers within
one List.

- The unsuitability of the drawm accounting datfa on basis of the book value
by the decision makens, because it is umrealistic and doesn'f show the real

«



lactual) asset value.
11- The Replacement Cosi :

The neplacement cost is called the cunrent cost on the asset nepface-
ment cost. 1L nepresents the cost of purchasing assets equivalent to the
cunrently owned ones, on it is the cost of purchasing the services of these
assets if 4L 48 not possible to buy equivalent ones. So, the repfacement
cosdL method aims at the syllogism and s{atement on the assets and the costs
connected with the use on the purchase of these aslets with its current cost
on the anticipated one depending on which i8 Less, at the date of preparing
the budget on the date of use on sale.

Then the replacement cost method provides more suilable and beneficial
data fon the data users nesulting {rom the time syllogism or the book value
. which is not to be used .in the evaluation as it is meaningless to suppose
that the price of a company on an aséet now equals the sum paid fon buying
it len yearns ago.

111~ The Economic value method {D.C.F.) :

This method is based on specifying the asset value via the management
powen of this asset by discounting the monetary {Lows nesulling {rom the
necruwitment of the asset at a suitable discount rate, while taking cogni-
zance of inflation, Lack of assurance, the risks pertaining the activity
as well as the efficient asset management in the present time .intlo consid-
eration. 1t i8 also to be taken into account when specifying (determining)
the discount rate, the control by the goverument on the assel and the curr-
ent value resulting from discounting the monetary {Loxes at the specified
discount nate, which nepresents the value that the Leasee welcomes {o pay
Lo the feased asset.

Second : The Lesson's Implicit Interest Rate :
It nepresents the intenest nate coming from the investment in the fLeased

asset, which makes, at the beginning of the contract, the cunrent value of
the minimum Limit of the Lease payments and the remaining value of the asset



equal to the marnket value of the asset.
Third : Specifying the Lease Fairn Value :
The fair value is the cosl of the Leased assel as previously accounted

in Finst, plus the implicit value as accounted {caleulated) in Second, to be
divided by the Lease Term.

Boo \Udhep
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THE ROLE OF THE CONSULTANT
WITH RESPECT TO THE LESSOR AND LEASSEE

The consuliant plays an imporntant and Significant nole in the nealm
o4 offering the services and studies that push forward the Leasing process
4in steady and deliberate sieps. The nole of the consultant with nespect Lo
the Lessor and Pessee 48 crystalbized in :

1- Making management and operational audit, s0 as Lo recognize the reasons
behind the stumbfe of the asset o be Leased, through studying the functions
and the activities of this asset, plus specifying the causes of the sfumble.

2- Carnying out a study to decide the Level of the stumbfe (impediment], via
Siudying L8 Symptoms and forming a general idea about the stumbling degnree
and scope {range) of the assef.

3- Preparing a study Lo steady the stumbling asset, and Lo Lay down the meth-
ods of restructuning the asset.

4- Preparning an integrated pfan to restrwcture the assel.

The previous steps could be viewed §rom the fLesson's point of view,and
from the Lessee's as weklt.
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THE ROLE OF THE CO.-VSULTANT
WITH RESPECT TO THE LESSOR AND LEASSEE

The consultant plays an important and significant nole in the neafm
of offering the senvices and sfudies that push foward the Leasing process
in steady and delibenate steps. The nofe of the consultant with respect to

the Lesson and Lessee s crystablized in :

1- Making management and operational audit, so0 as to necognize the neasons
behind the stumbfe of the asset io be Leased, through studying the functions
and the activities of this asset, plus specifying the causes of the siumble.

2- Carnying out a situdy to decide the Level of the siumble (impediment), via
studying its symptoms and {orming a general .idea abouf the stumbling degree
and scope (range) of the assef.

3- Preparning a study to steady the stumbfing asset, and to fay down the meth-
ods of restructuring the asset.

4- Preparing an integrated plan io nestructurne the assef.

The previous sfeps could be viewed {rom the Lessor's point of viaw,and
§rom Lthe Lessee's as well,
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Case Study No. 1
Workshop on Leasing

Alternative Choices for Privatizing Affiliated Companies

Opﬁon} - Ten-year Operational Lease with Renewal or Purchase Option.

Terms of the Lease:

Lessee will takeover and absorb X =1,200 employees, while the Holding
Company absorbs Y= 400 employees for early retirement or redeployment with
the Social Fund for Development.

Lessee will make a security deposit for insurance of a sum equal to one year’s
equivalent of the labor wage bill. (1,200 times LE 5,000=LE 6.0 M)

Lessee will pay a lease rate of LE 2,500,000 annually, starting in year two of the
lease, and increasing by 5% annually.

The insurance deposit will be used to pay the second year’s lease payment if the
lessee meets all conditions of the lease up to that time.

The optional sale price (in lieu of lease renewal or termination) at the end of ten
years will be set at LE 94.0 M, a price such that the net present value of all
proceeds to the lessor from the deposit, lease payments and sale price, are equal to
the initial sale price stipulated in Option IL

NPV (Deposit + Lease Payments + Sale Price),y = Originai Sale Price=LE 51.9 M

Option II - Immediate Sale
/

Terms of the Sale:

The buyer will make a one-time cash purchase at the price stipulated by the
Holding Company.

Original Sale Price=LE 52.0 M

Optit}n III - Financial Lease

! Terms of the Financial Lease:

20% of the sale price as a down payment, LE 10.0 M.

Principal payments each year of 1/9 of the remaining balance, LE 5.0 M.
Annual interest payments of 10% of the outstanding balance after subtracting the
down payment and the accumulation of each year’s principal payment from the
original sale price.

NPV (Downpayment + Annual Principal Payments + Annual Interest Payments),, =



Original Sale Price - LE 5 million=LE 51.9 M

Option IV - Ten-year Operational Lease with Renewal or Purchase Option and Lower
Security Deposit than Option I.

Terms of the Lease:

Lessee will takeover and absorb X =1,200 employees, while the Holding
Company absorbs Y =400 employees for early retirement or redeployment with
the Social Fund for Development.

Lessee will make a security deposit for insurance of a sum equal to 1/2 of one
year’s equivalent of the labor wage bill. ( (1,200 times LE 5,000)/2 =LE 3.0 M)
Lessee will pay a lease rate of LE 2,500,000 annually, starting in year two of the
lease.

The optional sale price (in lieu of lease renewal or termination) at the end of ten
years will be set at LE 95.8 M, a price such that the net present value of alt
proceeds to the lessor from the deposit, lease payments and sale price, are equal to
the initial sale price stipulated in Option II.

The lessee will be required to present an equipment, machinery and buildings and
grounds rehabilitation plan, with 6 month milestones. If the lessee delays in
meeting the milestones, a sum of 1/3 the security deposit (LE 1,000,000) will be
assessed for each month’s delay. If the lessee falls more than six months behind
schedule in the rehabilitation plan the lessor will have the option of canceling the
lease and the lessee will forfeit ownership and all claims to rehabilitations,
replacements, installations and renovations made to date with no compensation.

NPV (Deposit + Lease Payments + Sale Price),, = Original Sale Price=LE 519 M

Option V - Ten-year Operational Lease with Renewal or Purchase Option and Six-month
Transitional Period with Delayed Security Deposit.

Terms of the Lease:

Lessee will sign lease contract but not be responsible for labor payments for six
months. B

During six month transition period, lessee will be required to conduct a Iabor
adjustment assessment (similar to that carried out in the Cairo Metallurgical
Company). This plan will be presented to the Holding Company for review and
analysis within two months of the signing of the contract. The lessor will
determine the number of workers for which the lessee will be responsible based
on the results of the analysis but not to exceed X =1,200..

The lessee will be responsible for developing an equipment and machinery
replacement and installation plan, complete with schedules for completion dates
of said renovations. This will constitute the schedule for renovation milestones.
Buildings and grounds will be renovated during the transition period at the cost of
the lessee. If the lessee uses employees of the company the lessee will be required
to pay their salaries for such work.



. A transition supervisory committee will be formed to provide overall supervision
of the studies, plan developments and renovations during the transition period.
The supervisory committee will be made up of the Holding Company
representative, an Affiliated Company representative assigned by the Holding
Company, the lessee and an outside consultant acceptable to both lessee and
lessor. This committee will be responsible for reviewing all plans, approving all
plans and supervising the execution of all plans. The lessee will be responsible
for the costs incurred for all replacements, installations, renovations and repairs
during the transition period. In the event that the lessee does not meet the
milestones stipulated by this committee, the lessee will forfeit all claims to
renovations, replacements, installations and repairs carried out to date. The
national contract arbitration court will settle all disputes lodged against this
committee.

. After the transition period, the lessee will agree to takeover and absorb X
number of employees (determined by the labor adjustment plan and agreed to by
the Holding Company, but not to exceed 1,200 employees), while the Holding
Company absorbs Y employees (in accordance with the labor adjustment plan
but not to be less than Y = 400 employees) for early retirement or redeployment
with the Social Fund for Development.

. Lessee will make a security deposit for insurance of a sum equal to 1/2 of one
year’s equivalent of the labor wage bill ( (X times LE 5,000)/2) to be paid at the
end of the transition period.

. Lessee will pay a lease rate of LE 2,500,000 annually, starting in year two of the
lease (12 months after the signing of the lease).

. The optional sale price (in lieu of lease renewal or termination) at the end of ten
years will be set at LE 95.8 M, a price such that the net present value of all
proceeds to the lessor from the deposit, lease payments and sale price, are equai to
the initial sale price stipulated in Option II.

. The lessee will be required to continue fo follow an operations plan presented
after the end of the transition period, which will stipulate additional equipment,
machinery and buildings and grounds rehabilitations for the ensuing lease period.
If the lessee delays in meeting the milestones in the operations plan, a sum of 1/3
the security deposit will be assessed for each month’s delay. If the lessee falls
more than six months behind schedule in the operations plan the lessor will have
the option of canceling the lease and the lessee will forfeit ownership and all
claims to rehabilitations, replacements, instailations and renovations made to date
with no compensation.

NPV (Deposit + Lease Payments + Sale Price),, = Original Sale Price=LE §1.9 M
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Second Day

i

No Activity Duration | Timing Responsible
iiF_1 Case (1) .. Group discussion (cont.) {1 10:00: - 11:00
r2 Group presentation for case study | |1 11:00 12:00 | H+G+L+A
T3 | Coffee Break 105 12:00 12:30 | Admin.
m4 Wrapping up Session 0.5 12:30 13:00 | H
1}6 Case Study i Presentation 0.5 13:00 13:50 | A
- (Decision Making Case)
I !
‘ é Case study (Group Work) 1 13:30 1430 | A+G+L
TE Lunch Break 1 14:30 15:30 | Admin.
% | Presentation of groups decision (By | 1.5 15:30 17:00 |H+ A+ G
T‘ Group Leaders)
]
]
-
w
-
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Case Study No. 2
Workshop on Leasing

Case Setting

Suez Spinning and Weaving Company is located in the port town of Suez, The
spinning facility that is available for sale or lease has two lines with a total of 52,000
spindles in fair condition. An equipment and machinery status list is attached. Several
components of machirery will require repair and/or replacements so that the company will
be in a condition to produce quality products for export. Estimates of the total costs for
this renovation is LE 15 million. The repair of buildings and grounds will cost another LE
2.5 million.

The spinning factory has two spinning lines, both located at one factory site. The
total labor currently working at the plant is 1,800 employees. One spinaing line has the
capacity to produce 7 tons per day of low to medium count yarn if minimal repairs are
carried out. The second line has a potential to produce everything up to high count varaos,
with 5 tons per day capacity, if fully repaired and obsolete machines replaced.

If the company is sold outright a portion of the outstanding debt will be added to the
sales price. The amount will be negotiated at the time of sale but would not exceed ten
percent of the sales price. This would apply to the financial lease as well but would be due
in the tenth vear. If the company is leased, ten percent of profits would be assigned to
retire debt after the fifth year,

The labor that is accepted by the purchaser or lessee would be subject to normal
labor practices laws in Egypt, with the understanding that lay-offs would be held in
moratorium for three years. Early retirements or reassignments could be carried out by
the buvers or lessee’s if financed by them. ]

The purchase and lease options are presented below:

1. Lease Option 1
a. The lessee shall take 1,000 employees.
b. The insurance deposit will be equivalent to the wages of 1,000 employees
for 1 yr or LE 5,000,000.
c. The lessee will be responsible for the wages of the employees at the time of
the signing of the contract.
. The annual lease rate will be LE 1,500,000.
. The annual lease rate will be increased 5% each year starting in year
three.
The lease payment will have a grace period of one year.
g. The term of the lease contract will be for ten years with option to renew or
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with first option to purchase by lessee for LE 150,000,000.

2. Lease Option 2

a. The lessee shall take 1,000 employees.

b. The insurance deposit will be equivalent to 1/2 the wages of 1,000
employees for 1 year or LE 2,500,000.

¢. The lessee will be responsible for the wages of the employees at the time of
the signing of the contract.

d. The annual lease rate will be LE 1,500,000.

e. The annual lease rate will be increased 5% each year starting in year
three.

f. The term of the lease contract will be for ten years with option to renew
or purchase by lessee for LE 150,000,000

3. Lease Option 3

three.

a. The lessee shall take 1,500 employees.

b. The insurance deposit will be equivalent to the wages of 2/3rds of
1,500 employees for 1 yr or LE 5,000,000

c. The lessee will be responsible for the wages of the employees at the
time of the signing of the contract.

d. The annual lease rate willbe = LE 750,000.

¢. The annual lease rate will be increased 5% each year starting in vear

f. The lease payment will have a grace period of one year.
The term of the lease contract wiil be for ten years with option to renew
or purchase by lessee for LE 120,000,000
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4. Lease Option 4

5. Sale

a. The lessee shall take 1,500 employees.

b. The insurance deposit will be equivalent to 1/3 the wages of
1,500 employees for 1 yr or LE 2,500,600

c. The lessee will be responsible for the wages of the employees at the
time of the signing of the contract.

d. The annual lease rate will be LE 1,500,000

e. The annual lease rate will be increased 5% each year starting in year
three.

f. The term of the lease contract will be for ten years with option to renew
or purchase by lessee for LE 120,000,000

a. The sale price will be LE 75,000,000.
b. The lessee will take 1,000 employees.



6. Financial Lease
a. The value of the financial lease is fixed at LE 60,060,000
b. The lessee will pay LE 15,000,000 at the signing of the financial lease.
c. The lessee will pay a principal payment of LE 5,000,000 per year
for ten years plus 12% interest on the outstanding principal.

7. Pre-lease agreements and transition period arrangements will be mutually agreed upon
by both parties prior to signing of the lease.

8. Contractual documents wiil hold both parties liable to the terms of the agreements.

Discuss all of these options at your table and select which option your table, acting like a
company, would prefer and state why?
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ACTIVITY NAME: Leasing Guidelines
ACTIVITY NUMBER:

Agricultural Policy Reform Project
REFORM DESIGN AND IMPLEMENTATION UNIT

Proposed Terms of Reference
Working Group to Develop Leasing Guidelines
Justification for these terms of reference:

The Ministry of Public Enterprise through its respective Holding Companies for Textiles, has developed
several leasehold agreements. Operational leases are in place in ESCO with the Korean firm Dong Il for
spinning yarn, and at Cairo Silk with Glass Co. for dyeing and finishing and with Brita Sharif for
weaving. Also at Cairo Silk a woolen blanket firm is renting (leasing) space. Several potential leases
have been advertised by the Holding Companies (Middle Egypt at Fayoum, El Siouf, and Tricona) but
none of these have been concluded for one reason or the other.

The APRP has been advising the Holding Companies with regard to the identification of potential
leaseholders and 1n negotiating the terms of the leases. A workshop on leasing principles was held in
Alexandria on November 17-18, to discuss the key issues involved in developing a lease contract.
Several Holding Company and Affiliated Company staff were in attendance, as were senior advisors to
the Minister of Public Enterprises, Shabry Aglan and Mahmoud Salem. The workshop was directed by
Gen. Dr. Mohktar Hallouda, Gen. Adel Sayed and Prof. Gamal. The theme of the workshop was to
solicit private and public company responses to a set of altemative contract agreements offered by one of
the MPE Holding Companies for a spinning company. Discussions were quite fruitful and many
recommendations were tabled during the sessions.

APRP's work with the Holding Companies to develop leases as an alternative method of achieving
privatizaiton led to the creation of a benchmark suggesting that the GOE should develop general
guidelines for management and leasehold contracts. These guidelines would deal with all of the major
issues that are required in a management or lease contract, and also develop procedures on how a
contract should be advertised, negotiated and guaranteed. In order to formulate these guidelines, this
Terms of Reference has been developed to form a "Working Group”, with representatives from APRP,
the MPE, and the private sector, that will be charged with the task of making recommendations as to
what should be included in the "management and leasing contract guidleines” that will be submitted to
the Minster of Public Enterprises for adoption.

Objective of this short term assisgment:

The objective of this assignment will be to conduct a series of activities that will lead to the formation
and review of a set of guidelines for developing management and leasehold contracts. Representatives
from the GOE and the private sector will participate in this exercise and APRP and APRP consultants
will also contribute analysis and advice. The guidelines that will be developed will be submitted to the
Minister of Public Enterprises for his endorsement before June 30, 1999. The working group will solicit
ideas and suggestions for what to include in the guidelines from the public affiliated company managers,
from the senior staff of the holding companies, advisors to the Minister of Public Enterprises, from the
private sector investors who are potential candidates as lessees or operations managers, those successful
lessees in Egypt, and many experts with experience in other industries that have tried operational leasing
or management confracts. Particular attention will be directed towards how these guidelines for
operational or management leases will be compared to or covered by the current legislation dealing with
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financial leases.
Ouputs:

® A background paper on the key issues regarding operational leases and management contracts, and
how this compares to financial leases. (To be prepared by APRP and APRP consultants)

® A series of workshops to discuss the "paper” with key stakeholders.

e  Visits by the Working Group to facilities successfully being managed under operational leasehold or
management contracts, in Egypt or other countries.

e Invitation to selected Indian experts in their version of leasehold contracts, under the rubric of
"Memorandums of Understanding."

e  Draft operational leasing and management contract guidlines.

Timing:

The Working Group will be formulated in December, 1998, and will attempt to have the draft ready for
approval by June, 1999.

Team and resources:

This TOR will cover the contracting of a team of consultants from NCF/ECIS (Gen. Hallouda - 25 days,
Gen. Sayed - 25 days, Prof. Gamal - 15 days, Counselor Naguib - 15 days), an assignment of the MPE
training and privatization specialist, Gen. Assem Shams El Din, to the Working Group for eight weeks -
-40 days, the visit of an expert from India, and a series of stakeholder workshops - 3.

RDI Unit Responsibility:

Privatization & Investment Promotion Unit, KS, with participation and collaboration of the Project
Management Unit, GK

Tasks:

Prepare a background paper on leasing and management contracts.
Study operational leasing experiences in Egypt, India and France.

Visit one country where operational leases (or a similar model} have been successfully developed.
Present the preliminary draft guidelines at five stakeholders workshops for in-depth discusssions,
comments and reviews.

Draft the final guideline recommendations and obtain MPE acceptance and endorsement.

Visit companies in Egypt that are currently engaged in operational leases and management contracts.



