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1 TRIC AND CURRENCY CCNV:RRIOUS

“Currency Equivaleals

Official Rale (the rate used throughout this paper)

1 Egyptian pound (LE)

U.s. $2.56

1 U.S. dollar

LE 0.391

"1 millime .001 Egyptian pound

Parallel Market Rate

1 Egyptian pound (LE)

U.s. $1.55

1 U.S. dollar LE 0.65

Weights and Measures

Metric U.S.

1 meter 3.28 feet

1 kilometer 0.62 mile

1 square kilometer 0.3861 square mile

1 metric ton 1.10 U.S,. short tons

Fiscal Year

Effective January 1, 1973, the Egyptian fiscal year became identical
with the Gregorian calendar year.
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EGYPT - MISR SPINNING AND WEAVING COMPANY

Summary and Recommendat ion

Borrower: The Govermment of Egypt (GOE)

Executing Entity: The Misr Spinning and Weaving Company

Amount of Loan: $96,000,000 (Ninety-Six Million Dollars)

Loan Terms: (Two-step loan arrangement)

To the Government:

To Misr Spinning
& Weaving Co.:

Forty (40) years, including a 10-year

grace period, on the repayment of principal
with interest at 27 per annum during the
grace period and 37% per annum thereafter.

Fifteen (15) years maturity, including a
5-year grace period, on the repayment of
principal with interest of 10% for the
entire 15~year period.

Description of Project: The purpose of the project is to re-

habilitate and expand the Misr Spinning
and Weaving Company (Mehalla) located at
Mehalla El-Kubra, Egypt. The project will
provide for a substantial increase in
cotton, wollen, blends and garment produc-
tion both for the domestic and export
market with attendent increases in foreign
exchange earnings. A.I.D. will provide
foreign exchange to be used for the
procurement of textile machinery and parts,
power station equipment and parts, work-
shop and miscellaneous equipment, as well
as training and technical assistance. The
rehabilitation and expansion will (a) in-
crease machine and labor productivity,

(b) improve product quality, (c) increase
Mehalla's capability to produce blended
yarns and fabrics, ready-made garments and
wider fabrics, and (d) ensure sustained and
continuous low cost power,

ii
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Loan Application: The Government of Egypt has requested A.I.D,
to provide U.S, $96 million to finance the

U.S. share of the foreign exchange costs of
the project,

A.I.D. Representative View: USAID/Cairo has recommended authori-
: zation of the proposed loan.

Source of U,S, Funds: Fiscal Year 1976 Supporting Assistance.

Statutory Criteria: Satisfied. See Statutory Checklist,
Annex D,

Recommendation: That a loan in the amount of $96,000,000 be
authorized on terms and conditions set forth
in the Draft Loan Authorization, Annex B.

Project Committees:

USAID/Cairo

Chairperson Robert N. Bakley
Loan Officer Domenick J. Scarfo
Economist Robert J, Maushammer
Engineer Philip R. Lewis
Legal Advisor James R. Phippard

AID/Washington

Chairperson Thomas A, Sterner
‘Loan Officer ‘Michael C. Egan
Desk Officer James R, Roberts
Engineer James Cooperman
Legal Advisor Robert B. Meighan

iii
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I. INTRODUCTION

1.01 In late 1975, the Govermment of the Arab Republic of Egypt
(GOE) requested a loan from A.I.D. for $96 million to finance the
dollar costs of goods and services required to rehabilitate and
modernize the Misr Spinning and Weaving .Company (Mehalla) textile
plant. The govermment's application is attached as Annex A. Sub-
sequent to a series of discussions between Mission personnel and
representatives of the General Organization for Industrialization
(GOFI)l/ and from Mehalla, it was agreed that the GOE would became
prime obligor for the A.I.D., loan. It was further agreed that
Mehalla, in turn, after receiving a loan for $96 million from the
GOE, would repay the GOE on commercial terms (fifteen years to
maturity, five years grace period with a 10 percent rate of interest).

1.02 The project is a result of interest generated in the Egyptian
textile industry by a "Department of Commerce Textile Machinery Trade
Mission” which visited Egypt in May 1975. The project will have a
major impact on the U.S. textile machinery industry, one of our

most depressed industrial sectors. The total capital budget for

all U.S, textile firms for purchases of textile machinery in CY

1976 is estimated to be $800 million, of which $200 million will be
purchased outside the U,S, This project, therefore, will represent
more than a 10 percent increase in sales by the U.S. textile
machinery industry.

1.03 The ProJect 1s extremely important to the GOE for two

reasons. First, it assists Egypt's most 1mportant industry--
textiles~-which accounts for 50 percent of Egypt's industrial sector
employment, 25 percent of its industrial output, and 60 percent of its
foreign exchange earnings. Second, Mehalla, the beneficiary of the loan,
is the largest textile company in Egypt employing over 35,000 persons.

1.04 The Project is aimed at improving the quality, quantity and
efficiency of output of the Mehalla textile plant through expansion
and rehebilitation. To accamplish this, A.I.D. will provide the
necessary foreign exchange to be used for the procurement of textile
machinery and related training and technicel management assistance
programs.,

L/ GOFI is an organization within the Ministry of Industry
responsible for approving and coordinating all new industrial
investment in Egypt, whether public or private sector.
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1.05 A contracted textile industry consultant team from Kurt
Sulmon Associates, Inc. (KSA) was funded under the Egypt Feasibility
Studies CGrant (203-11-995-003) to report on the technical and
eoonomic feasibility of the rehabilitation and expunsion of the
Mchalla textile plant. KSA's objective in studying the Mehalla
operation was to determine: (a) technical feasibility of a
rehabilitation plan prepared by the Mehalla staff; (b) the
suitability of the proposed equipment; (¢) the adequacy of projec-
tions for supervision, labor complements and skill requirements;
(d) the efficiency and adequacy of current and proposed utilization
of space; and (e) adequacy of auxiliary facilities and equipment.

1.06 In addition, the KSA team was tasked with development of:
(a) recommendations for alternate equipment; (b) requirements for
technical assistance where necessary; (c) cost estimates for pro-

posed equipment; and (d) an economic analysis of the proposed
project.

1.07 During their visit to Mehalla, they interviewed key manage-
ment and supervisory personnel, observed individual manufacturing
units, obtained historical and current data on operating performance,
obtained sales, product and market data projections, discussed
rehabilitation plans and logical altermatives to proposed plans,

and reviewed tentative conclusions with the Mehalla management
staff.

1.08 The KSA team report was completed and forwarded to A.I.D.
in April 1976. A thoroughly complete and professional report by

KSA concluded that the proposed investment program for the Mehalla
textile plant was technically, economically and financially sound
‘based on the past and projected financial performance of the company.

1.09 This will be the United States' first assistance to Egypt's
textile industry since the resumption of aid to Egypt. We are,
however, considering two project loans in our FY 1977 program:

a loan of $15,000,000 to increase synthetic fiber production, and

a loan of $40,000,000 to increase the ability of the Egyptian
textile industry to meet growing domestic demand for cheaper
fabrics. The latter funding will be used to establish a plant for
the production of dimethyltexephthalate (IMT), the raw material for
the production of polyester staple and filament.

1.10 This paper wiil provide a detailed description of the
proposed investments. Differences from the investments proposed

by the Misr Spinning and Weaving Company in their "Study on Prospec-
tive Extemsions and Renewals" presented to A.I.D, in January 1976,
compared to those recamended by KSA, were resclved; and the invest-
ments recommended in this paper have been agreed to by Mehalla.
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N ‘ IT. BACKGROUND

A. Cotton Spinning and Weaving Industry - Historical Development

D0l The first vestiges of what might be called modern textile
manufacturing in Egypt date back to the first decades of the 19th
century when the monopolization of weaving and trading activities
occurred. In the early 1800's, the introduction of long staple
cotton gave heightened stimulus to government investment in the
industry. In the late 1800's, a second significant event toward
establishing a textile industry took place. The Egyptian Cotton
Mills Company built a spinning mill with 20,000 spindles. Although
the mills were protected by an 8 percent customs duty applied to
textile imports, the mills themselves were forced to pay an excise
tax on all imports (i.e., raw cotton, coal, dyes and machinery)
forcing their shutdown in 1907. In the early 1900's, cotton spinning
was virtually non-existent outside of the large mills previously
mentioned. In 1927 the industrial census listed only 27,184 people
occupled in the textile industry as a whole.

2.02 Up to World War II, the cotton industry consisted of wvery

small firms with only two considered modern~--Misr Spinning and

Weaving and Filature Nationale. During World War IL, the industry

was expanded and enjoyed an enormous improvement in its financial

position. The textile companies were for the most part able to

write off their equipment within a short period (six years in the
case of the Misr Spinning and Weaving Company).

2.03 After the war, the large spinning and weaving mills were
subjected by the Govermment to & system which required them to produce
specified quantities of low-grade cloth and sell it at fixed low
prices to satisfy domestic demand for cheap cotton cloth. In 1950,
a high tax on the export of raw cotton was dropped in favor of a
high tax on textile product exports. In the late 50's, the textile
export tax was eliminated, with subsidies for textile exports being

. financed by an excise tax of 2.5 to 6.0 percent on the value of raw
cotton consumed by the mills.

. - 2.0k Recent growth of Egyptian cotton textile exports has been

’ due primarily to the opening of large Eastern European markets.
Bilateral trade accounted for 48 percent of Egypt's total exports of
cotton yarn and fabrics in 1970-Ti. Although these bilateral trading
agreements have hiked nominal Egyptian export prices, it is difficult
to calculate the real prices received by the industry because they
depend upon the commodities received in exchange.
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R, Structure of the Textile Industry

2.0 During naticnalization of industrial enterprises in 1961,
most of the existing textile companies became statce-owned and were
until the end of 1975 incorporated into the Egyptian General
Organization for Spinning and Weaving (EGOSW). EGOSW was a -
holding company reporting to the Ministry of Industry, and was
responsible for operating, coordinating, supervising and developing
the textile sector. In 1974, the 27 textile companies in the
public sector had combined sales of LE 401 million (U.S, $1,027
million) and employed 266,000 persons (Amnnex F). Although some of
the companies had a small number of residual private shareholders,
over 95 percent of the shares were owned by EGOSW.

2.06 By Presidential Decree No. 111 dated September 4, 1975, all
General Organizations, including EGOSW, were dissolved effective
December 31, 1975 and all shares of the former subsidiary companies
were transferred from EGOSW to the Govermment. The decree removed
EGOSW as an intermediary and made the companies directly responsible
to the Ministry of Industry. EGOSW has been replaced by the Higher
Council which is presided over by the Minister of Industry. The
Council members comprise the Chairmen of the Boards of all the 30
textile public sector companies, as well as representatives of the
Ministries of Fipance, Agriculture, Plamming and Economy. The
Higher Council has advisory rather than line responsibilities, and
while the purpose of the decree is to give greater freedom and
flexibility to the managements of the individual companies and
hence to permit them to act in a more competitive manner, specific
policies in these areas will still have to be determined. The
management and the structure of the individual companies have not
been affected by the abolishment of EGOSW.

C. Organization, Operation and Financial Performance of the
Textile Industry '

2.07 Organization. The textile industry covers a wide range of
activities such as spinning, weaving, converting, knitting and garment
manufacturing. Since-nationalization in 1963, all spinning and con-
verting, as well as TO percént of weaving, 45 percent of knitting and
30 percent of garment manufacturing have been part of the public
sector, the balance being carried out by several hundred small com=-
panies in the private sector. Because of the dominant position of
the public sector and because only limited statistical data are
available about the private sector, the historical sgituation of the

textile industry can best be described in terms of data on public
sector firms. :

2.08 The 27 public sector companies formerly controlled by EGOSW
produce mostly cotton textiles but also manufacture synthetic fibers,
Jute products, carpets and spare parts for textile machinery. Each

L W)
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of these companies had and still has a similar organizational structure
with Boards cansisting of a Chairman, four executive directors repre-
senting the management, and four members elected from and by the
employees.

2.090 Operations. In the last eight years (1968-75), the number

of spindles and looms increased by about 40 percent and 30 percent,
respectively, Also, output per loom increased by 15

percent as modern equipment was installed. Nevertheless, investments
in new facilities and the rate of replacement of obsolete equipment
during this period heve been far from adequate since--~despite full
capacity utilization of the industry and a good potential for exports--
domestic consumption of textiles showed only a modest increase and
textile exports decreased. All mills operate four shifts, 350 days .
per year. Consequently, regular repairs and maintenance have to be }
carrled out during working hours, affecting adversely efficiency and :
actual capacity utilization. The mills are operated by local

management and technicians and, in view of the age of the equipment-- :
more than half is over 25 years old--and a continuous shortage of . :
spare parts that makes working conditions and meintenance particularly

difficult, the performance of management and supervisory personnel

for most of the companies must be rated as highly satisfactory. At ;
the same time, because of Government employment policies, the mllls f
are heavily overstaffed. These factors combine to make labor produc- i
tivity substantially lower than in the U.S. and Western Europe, but

still higher than in most other developing countries.

2.10 Domestic cotton is the industry's major raw material and i
accounts for 96 percent of fiber input. In 1975, 48.7 percent
(218,000 tons) of damestic cotton production was consumed locally by
the textile mills; the rest was exported and continued to constitute
Egypt's most valuable single export crop. In 1974, the last year for
which complete export data are available, exports of cotton and cotton
products accounted for about 7O percent of the value of all Egyptian
exports. In the same year, exports of cotton yarn and fabrics

accounted for L3 percent of exports of semi-finished and finished
"~ products.

2.11 Financial Position of the Textile Industry. An analysis of
the consolidated income statements and balance sheets for EGOSW for
the years 1968-T4 (Annex F) reveals that a careful control of input
and output prices has been exercised since all operating ratios have
stayed remarkably constant.
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TARLL 1

EGOBKW - Rey idistoriecal Financial mta
{(In Million LE)

1968 1970 1972 197L4

Sales 243 258 308 Lol
Profit after Tax 18 21 25 LL
Gross Fixed Assets 183 203 236 269
Total Assets 323 354 Lo1 514

Profit after Tax as % of Sales 7.k 8. 8.1 1.0

During the same period, internal cash generation of the EGOSW com-
panies was of the order of LE 269 million (U.S. $689 million) while
total investment was only about LE 137 mjillion, or about half. Of
the difference, same 25 percent was paid to the workers and the
remaining 75 percent went to the Govermment's budget in the form
of dividends as required by law. Leverage is quite low with a
debt/equity ratio of 23/77 for EGOSW as a whole as of the end of
1974. The foreign exchange for purchasing textile machinery has
came mostly from bilateral sources and fram the Govermment's
reserves., :

2.12 Overall, the industry has a good financial record--the

. problem being not generation but inedequate retention of earnings

for mesintenance and new investment. The substantial transfers by
the industry to *he Government~required by law and the shortage of
foreign exchange have limited the ability of the individual

companies to replace obsolete equipment and invest in new facilities.
Since the majority of Egypt's textile machinery is very old, there is
no doubt that tne textile industry will require substantial
investments.

2.13 A related matter is the complete financial dependence of the
individual companies on the Government. Up to now, the campanies have
had no freedom in using their self-generated funds and the only vehicle
of obtaining funds has been the annual budget. As a sequel to the
abolishment of the General Organizsgtions, the Ministry of Finance is
now in the process of developing a new financial policy for all

public sector companies. This is expected to allow the companies

more freedom in making use of their own funds and in borrowing from
banks. At this time, however, it is difficult to predict when this

new policy will become erfective and what specific form it will take.

D. Mehalla

2.14 Brief History. Mehalla is one of the world's larger textile
companies and its mills at Mehalla El-Kubra comprise the largest
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textile complex in the world at one single location. Mehalla is
located midwey between Cairo and Alexandria. Production started in
1931 with cotton spinning and weaving. Wool mills were added in
1939 and garment manufacturing started in 1957.

2.15 During its early period, the company concentrated its efforts
on establishing its products in the domestic market. During World
War II, the company benefitted from the reduction of imported textiles
to further expand and solidify its position in the domestic market.
Around 1950, the company began to export its products, and exports
today are an important contribution to the company's sales and
profits.

2.16 Nationalization of the company was started in 1961 and com-
pleted in 1963. ‘

2.17 Products. Today, Mehalla is a vertically integrated textile
company, from fibver to finished product. The primary products currently
produced are as follows:

(a) Cotton Yarns

Coarse, medium and fine counts. Greige, mercerized, bleached

and dyed. Singles, doubled and cabled. Used for weaving, knitting,

sewing thread and fish nets.

(v) Cotton Fabrics

Fabrics of various widths, constructions and weights for apparel,

industrial uses and home furnishings. Greige, piece dyed, yarn

dyed and printed.

(c) Woolen, Worsted and Wool Blend Yarns

Yarns for weaving and knitting.

(d) Woolen, Worsted and Woolen Blend Fabrics

Yarn dyed and piece dyed for use in apparel.

(e ) Ready-made Garments

Including shirts, pajamas, trousers, work suits, military

uniforms, aprons, shop coats and other miscellaneous apparel

products. ‘

(f) Home Furnishings

Towels, blankets, tablecloths, napkins, sheets and pillowcases.
Cotton/wool, gauze bandages and surgical dressings.
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2.18 In 1975, the company produced approximately 34,800 tons of
cotton yarn and 141 million meters of cotton fabric. Approximately

41 million meters of the fabric were dyed and 57 million meters were
printed. Approximately 1,880 tons of woolen and worsted yarns and
2,880,000 meters of woolen and worsted fabrics were produced. Rlanket
production was approximately 70,000 units and approximately 6 million
units of apparel and textile consumer products were fabricated.

2.19 Physical Size and Structure. The company covers an area of
approximately 640 acres. Within this complex are located the
following manufacturing facilities:

Cotton System Spinning Plants

Yarn Twisting Unit

Central Slashing Department

Waste Plant

Cotton Weaving Sheds

Integrated Cotton Bleaching, Dyeing, Printing
and Pinishing Plant

Woolen Plant comprising Woolen and Worsted Spinning,
Weaving, Dyeing and Finishing

Cotton Wool Plant

Apparel Plant

PHEE B GRPPO

2.20 Position within the Textile Tndustry. In 1975, the campany's
position within the Egyptian public textile sector was as follows.

Produced 15 percent of the sector's production value
Accounted for 17.8 percent of the sector's exports
Accounted for 12.1 percent of the sector's domestic sales
Accounted for 13.4 percent of the sector's total sales
Employed 12.4 percent of the sector's total employees
Paid 15 percent of the sector's total wages

1975 sales volume of the company was LE Ski,881,000
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III. THE PROJECT

3.0 The project will rchabilitate and expand the Misr Spinning
and Weaving Company located at Mehalla El-Kubra, Egypt (Mehalla).
Rehabilitation of the plant is designed to improve the quality,
quantity and efficiency of output. To accomplish the above, A.I.D.
wlll provide foreign exchange to be used for the procurement of
textile machinery and parts, power station machinery and parts,
workshop machinery, miscellaneous equipment, as well as training and
technical assistance. This modernization and expansion will: (a)
increase machine efficiencies; (b) improve product quality; (c)
increase Mehalla's capability to produce blended yarns and fabrics,
ready-made garments and wider fabrics; and (d) ensure sustained and
continuous low-cost power.

3.02 Specifically, the proposed investments are focused on 12
categories:

(a) New Cotton Yarn Spinning Mill

ObJective: To create additional capacity for producing medium-

count yarns and to spin cotton/polyester cotton blends.

(b) New Looms, Warpers and Slashers and Auxiliary Equipment for
Cotton Weaving

ObJective: To expand cotton weaving capacity.

(c) Rehabilitation of Existing Equipment

Objective: To overhaul dated equipment to improve productivity

and quality.

(d) New Twisting and Sewing Thread Equipment

Objective: To expand capacity and permit sewing thread manu-
facture for possible external sales.

(e) New Cotton Dyeing, Printing and Finishing Equipment

Objective: To increase capacity, to permit dyeing and
finishing of a higher volume of cotton/polyester fabrics, permit
expanded mercerizing, allow for wlder sheet printing and improve
overall quality levels.

(f) New Wool Mill Spinning Equipment

Objective: To expand capacity, replace obsolete equipment,
improve quality and permit special finishes for fabrics.
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() Now Apparel Unit Plus Auxilisry BEgquipment

Objective: To increase labor productivity, improve
quality and expand capacity.

(h) An Addition to Mehalla's Existing Power Plant Consisting of
a 20-Megawatt Turbine Generator, a 150-Ton Per Hour Boiler
plus Auxiliary Equipment

Objective: To provide additional power and steam capacity
and update existing equipment.

(1) New Foundry, Heat Treatment Shop and Related Equipment

Objective: To improve quality of cast iron for making
replacement parts.

(3) Overall Materials Handling System

Objective: To reduce labor requirements and costs, improve
materials flow, and to reduce bottlenecks and downtime.

(k) New Firetrucks and Related Fire Detection Equipment

Objective: To improve fire detection and fire-fighting
capability. '

(1) Technical Assistance

Objecti#e: To provide Mehalla staff with training and

assistance in modern textile management techniques and related
toples.

3.03 The following sections in this paper provide a detailed account
of each of the twelve investment areas. A logical framework is included
as Annex E.
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IV. MANAGEMENT AND LABOR

A. Mehalla's Organization

4,01 Mehalla's organization chart is presented in Annex G.
Briefly, the Board of Mehalla is composed of a Chairman, four
executive directors and four members elected from among the workers.
There is no outside representation on the Board. Each of the four
executive directors brings to the Board his knowledge and experilence
in his particular area of responsibility -- namely, Commerce and
Marketing, Financing, Administration and Engineering.

L.o2 Declisions on all important matters are taken by a majority
vote during the Board's monthly meetings. It should be mentioned
that, under Egyptian law, public sector companies must include
representatives of labor. The Boards of private sector compenies
are selected freely, and the composition of the Board 1s a matter
solely for the enterpirse to determine.

B. Senior Management

L.03 In other developing countries, public sector companies are
generally inefficient and are managed by a group of less than qualified
civil servants. Mehalla's management, on the other hand, is capable,
and each individual has at least 15 years experience in the textile
industry. A listing cf Mehalla's management, including the individual's

name, title, age, years of experience and level of formal education is
found in Annex H. :

L.oy Public Sector companies in Egypt operate under a disadvantage

in that management salaries are fixed by the GOE. For example, Mehalla's
senior management monthly salaries range from LE 100 to LE 250 (approxi-
mately $250 - $650), with the Chairman of Mehalla being the only one

to receive LE 250. 7o attract capable mid and upper-level management
personnel, Mehalla has instituted a fine fringe benefit program
including, emong other things, free housing and utilities, free medical
care, free schooling and & bonus plan. Depending on annual profits,

an annual bonus of LE 50 maximum can be paid to Mehalla's employees

and a meximum of LE 100 to Mehalla's management.

L.,o5 The 42 managers of the company range in age from 40 to 59 and
in experience, from 18 to 4l years. All of the managers have college

. degrees or vocational diplcmas. Five of the managers have received
additional education in the United Kingdom and one in the United States.
Women hold several key management positions.

L,06 The managerial staff, for the most part, appears to be
capable and dedicated. The esprit de corps among the managerial

group appears to be very high. The top management leadership is
outstanding.

4
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c. Plant Staff
4,07 Mehalla employes approximately 35,400 persons. In 1975, 925

persons were hired and 1,067 persons left for all reasons; thus the
annual labor turnover was only about three percent. Over the next
five years, 2,992 employees are expected to retire; approximately
eight percent of current employment. 1In 1975, absenteeism averaged
about four percent when military training and service and annual leave
are excluded; the figure is about 25 percent when these items are
included, The distribution of employees by department is shown in
Annex F, Page 1. :

4,08 Average overall labor productivity at Mehalla compares rather
unfavorably with textile companies in almost any country in the world;
increasing labor productivity is the company's most pressing problem,
Although older machinery is responsible to some degree, the primary
problem is overstaffing., To illustrate the low productivity point,
the following tables show averages in selected typical countries,

for cotton spinning and weaving, as compared with Mehallas

Cotton Spinning

Average Kilograms/

GCountry Man=Hour
Egypt (Mehalla) 1.7
Turkey 4,0
European Commoxn Market 10.0
Hong Kong 4,5
Pakistan 2.5
United States . 18.0
Tunisia 4.5
4,09 As stated above, the age and condition of'Mehalla's equipment

contributes to the low labor productivity. This can be seen from

the variances between two of Mehalla's six spinning mills. Mill No, 2
(1951) is equipp:d with older, more labor-intensive machinery; while
Mill No. 6 is more modera, although not the most modern. In Mill

No. 3, labor cost is 13,7 piasters per kg compared to 07.2 piasters

per kg in Mill No. 6. In Mill No. 3, labor costs represent 21.2 percent¢
of manufacturing costs, while only 12.4 percent in Mill No. 6.

4.10 To address the overstaffing problem, Mehalla has now ceased
hiring new employces and, at the suggestion of the KSA Team, will con-
tinue to operate some units that it had planned to scrap. For example,
Mehalla had planned to replace Mill No. 2, the lezast efficient,

with the mill to be financed by this loan. It has now agreed to
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continue operating Mill No. 2, producing products where quality is not
a determining factor on sales, and bringing the new mill in as No. 7.

.The new mill will also be staffed with only 499 employees -~ much below

the present average. Annex I shows the proposed staffing for Mill
No. 7 compared with (a) the average of Mehalla's two best mills, and
(b) the ideal staffing.

D. Training Center

4,11 Mehells operates a tralning center which provides prevocational
training for approximately 600 persons each year; vocational training
for about 1,000 persons; and various managerial, supervision, produc-
tivity and-cultural programs for another 2,400. Additional training

(to about 1,200 persons a year) is given to employees of other companies
including foreign textile firms. The center's staff consists of 104
full-time employees and 105 part-time employees drawn from the operating
departments. A summary of the tralning center and its activities is -
included as Amnex J.

4,12 Section V of this paper includes & description of the technical
asslistance which is an integral part of this project. It is planned

to carry out much of the instruction for the cost reduction programs
from Mehalla's training center. Also, it is hoped that Mill No. 7 will
serve as a model for staffing, operating and maintaining & modern
spinning mill. It will also serve as a showcase for American equipment.

E. GOE Role in Mehalla

4,13 The GOE exercises substantial control on Mehalla and other
public sector companies, mainly through the GOE's price-fixing
mechanism. The Egyptian labor wage structure rests on legislation
establishing minimum wage rates -- in January 1976 it was LE 12 (about
$31) per month -- in both public and private sectors. Wage increasges
are not formally linked to increases in productivity but tend to be
ewarded to keep up with the rising cost of living. In the past two
years, price rises have exceeded wege increases and thus, there has
been a fall in average real wages of about 1.5 percent. One hundred
percent of the raw cotton required by the public sector textile
companies is furnished by the GOE at a fixed price. Quantities and
prices of "rationed" goods (cotton fabrics) to be sold on the local
market are established by the GOE, as are textile products for export.
These areas are covered in some depth in the Pricing Policy section

of this paper. All plans for rehabilitation, expansion or modernization
also require the approval of the GOE., The GOE, however, does not
interfere at all with Mehalla's internal policies and operations.

4
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V. TECHNICAL ANALYSIS

A. Cotton and Raw Materials

' 5.01 Egypt is a major producer of cotton. Production increased
until 1970 when 541,000 tons were produced, accounting for 4.7 percent
of world production. By 1975, production of cotton decreased to
448,000 tons; while in the period 1970-75, domestic consumption of
cotton fabrics increased from 117,000 to 146,000 tons. In the period
1967-1973, Egyptian cotton exports, ninety percent of which is long
and extra-long staple in which Egypt has a dominant position, averaged
288,000 tons per annum. In 1974, exports dropped to 260,000 tons and

in 1975, to 207,000 tons. The following tables show the statistics
in tabular form.

EGYPT RAW COTTON PRODUCTION

Year Thousand Tons 9% of World Production
1950-54 382 4.8
1955-59 37k L.o
1960-64 436 4.2
1965-69 473 4,1
1970-T4 515 .1
1970 541 4.7
1971 511 4.3
1972 ' 512 4.0
1973 516 3.8
1974 Lg2 3.6
1975 448 3.2

EGYPT RAW COTTON EXPORTS

Seagon Thousand Tons
1966 /67 302
1967/68 261
1968/69 237
1969/70 ‘ 320
1970/71 302
1971/72 294
1972/73 303
1973/74 260

1974 /75 207
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5.02 The World Bank has estimated the supply/demand for cotton,
other fibers, yarn and fabrics as follows.

PRODUCTION[QUTLET FIOW FOR FIBERS, YARN AND FABRICS*
(in thousand metric tons)

1975 1980 1985

Cotton Crop 448 431 412
Cotton Export 230 169 116
Cotton Consumption 218 262 2%
Fibers other than Cotton 15 Lo 67
Fiber Consumption 233 304 363
Cotton Type Yarn Production 186 255 305
Other Yarns 17 13 23
Total Yarn Production 203 268 328
Yarn Export 46 46 46
Yarn Consumption 157 222 282
Fabric Production 147 211 268
Fabric Imports 18 - -

Febric Exports 19 21 23
Fabric Consumption 146 190 245
Fabric Consumption in kg per Capita 3.9 5.1 6.5

*Anmex K shows Production by type of textile and end user
for each year, in chart four.

5.03 The supply/demand balance for cotton and cotton production
indicates thmt by 1985 Egypt will have available only 116 ,000 tons

for export, less than half of the current average. The prime reason
for this decrease is the increase in population which has had a two-
fold effect. On one hand, the limited amount of arable land has to
accommodate an increased demand for food/crops; while on the other

hand, more cotton is required to clothe the growing population. Another
factor is Egypt's desire to increase the export of fabrics, thereby
earning the added value required to convert fiper fabric.

5.04 For Egypt to maximize its foreign exchange revenues, it can
import cheaper short staple cotton end release more valuasble long

and extra-long Egyptian cotton for export. The traditional price
relationship between short staple and Egyptian long and extra-long
cotton has been $0.71 and $0.56, respectively. Import of foreign
cotton has been considered on several cecasions by the Govermment and,
until recently, rejected on the advice of Egyptian agriculture experts,
who feared that imported cotton could carry diseases capable of
infecting and destroying the local crop. However, trials indicate
that short staple cotton can be imported and utilized safely in the
area of the city of Alexandria.
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K00 Anotheyr measure to alleviate the shortagse ot tibers would be
importation and,'or local production of polyester fibers in Egypt to
release long staple cotton tor export. Polyester can be easily blended
with cotton. Tolyester-cotton (65/35) blended fabrics are superior to
10 percent cotton in terms of durability, dimensional stability, and
easy-care characteristics. Use of synthetic fibers in Egypt is
economically sound as polyester staple can be landed in Alexandria

at $0.50 per pound FOB compared with Egyptian cotton which, even at
current depressed prices, commands between $0.80 and $1.25 per pound
(average $0.90) FOB Egyptian port. The long-range price trend also
favors polyester. Since 1966, the price of cotton has increased from
$0.29 to $0.64 per pound while the price of polyester, despite the
quadrupling of oil prices, dropped in the U.S. domestic market from
$0.80 to $0.55 per pound. The trend toward polyester is worldwide,
both in developed as well as developing countries. In the perlod
1967-1971, world imports of man-made fabrics increased from $682 to
$1,263 million; i.e., by 85 percent, or twice the rate of growth of
cotton fabrics. While in 1960 cotton accounted for 68 percent of all
fibers used in the world, by 1972 this figure had decreased. to 52
percent, and it is estimated that by 1985 the cotton share may be as
low as L4 percent. On the other hand, the share of polyester increased

from one percent in 1960 to 1l percent in 1972 and is expected to
reach 25 percent in 1985.

B. Facilities

1. Processing

5.06 Production facilities consist of two complétely integrated
systems for cotton and wool -- going fram fiber to finished products --
~and supporting facilities consisting of a L4 MY captive power plant,

tfoundry and workshops, fire fighting equipment and an administrative
‘and housing complex.

5.07 Mehalla's cotton system consists of six spinning mills with
a total of approximately 280,000 spindles; 13 weaving sheds with a
total of 4,854 looms; and dyeing, printing and finishing facilities
capable of processing 128 million meters of fabric a year.

5.08 Mehalla's wool system consists of nine woolen cards; 3,636
woolen spindles and 105§BE worsted spindles; 176 looms; 16 combers;
and related equipment (shearing, dyeing, etc.).

5.09 At various points in both processes, products are either
sold or further processed to a more finished state, including the
"manufacture of household items (blankets, “owels) and garmets. The

flow of the material may be seen fram the following table.

i
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Mehalla's 1976 Production Plan

Finished
Cotton Wool Garments
Cotton Cotton Cotton Wool Wool
Yarn Fabrics Gauze Yarn Fabrics
(MT) (000 Meters)  (MT) (MT) (000 Meters) (000 Units)
Export 7,000 45,000 650 - - 2,283
Domestic 1,700 83,500 1,000 540 2,560 4,2
8,700 12%,500 1,650 540 2,560 §,522
Internal 26,500 20,000 - 1,390 760 -
Total 35,200 148,500 1,650 1,930 3,320 &,522
5.10 For Mehalla's cotton system this project will (a) add one

new spinning mill of 54,078 spindles, with flexibility to spin cotton/

polyester blends; (b) increase weaving capacity by a net addition of

214 looms (670 new, 456 scrapped) and the rehabilitation of 89h

weaving looms, 3,570 winding spindles and 1lh4 combing heads; (c)

increase the capacity to produce twisting and sewing thread by adding
" new twisters, reeling machines, winders and mercerizing equipment;

and (d) a wide range of equipment for dyeing,printing and finishing
facilities.

5.11 ‘Upon completion of the addition and renovaticns to the cotton
system, production will increase as follows:

Cotton System

1976 vs 1980

Cotton Yarn Cotton Fabrics Cotton Gauze
(MT) (000 meters) (mT)
1976 1980 1976 1980 1976 1980
Export 7,000 12,000 45,000 55,00C 650 650

Domestic ~ 1,700 1,000 83,500 85,800 1,000 1,000
8,700 13,000 128,500 1k0,800 1,650 1,650

Internal 26,500 29,200 20,000 22,800 - -
Total 35,200 L2,500 148,500 163,600 1,650 1,650

5.12 For Mehalla's wool system, this project will provide new
woolen spinning equipment, new worsted spinning equipment, three
new warpers, new weft winding equipment, 151 new looms and fabric
finishirg and inspection equipment. Upon completion of the project,
production will increase as follows.
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Wool System

1976 vs 1980
Wool Yarn Wool Fabrics
(MT) (000 Meters)
1976 1980 1976 1980
Export - - - -
Domestic 540 720 2,560 2,655
Internal 1,390 2,264 760 l,%zg
Total 1,930 2,98E 3,320 ,430
5.13 The other major investment in processing equipment in this

proposed project will be in the garment plant, where 435 sewing and
finishing machines will be scrapped and new ones added; plus the
purchase of a range of auxiliary equipment (cutting tables and
knives, spreading machines, drills, etc.) With this new equipment
in production, output is expected to increase as follows.

Garment Plant

(000 units)
Export 2,283 3,000
: ~
Domestic gf%%g ;j%%%
2. Power Plant
5.14 . Mehalla's textile plant requires steam at various stages

of its manufacturing process. Given the fact that Mehalla must generate
this steam, it is more economical to pass the steam through a turbine
generator, prior to utilizing It in manufacturing, and generate

electric power. Also, Mehalla's plant operates 350 days a year,

2L hours a day. Given the critical nature of the manufacturing

process, a reliable, continuous power supply is a must. Purchasing

and selling power to the Electric Authority is accomplished by a
connection with the national grid.

5.15 Mehalla's power plant was erected in two stages and was

started in 1948, 1Initially installed capacity was 20,000 KW, delivered
by two turbogenerators of 10,000 KW each built by Metropolitan Vickers.
Two standby units of 2.5 Megawatts each completed the initisl generating
section. In 1948, tkree oil-fired boilers were erected, followed in
1956 by a fourth boiler -- oil-fired but convertible to coal. Each
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one of these four boilers, part of the initial stage, has a rated
capacity of 45 tons per hour. The initial power plant was built on
a 3,000-square meter area, not including smoke stacks and cooling
towers. Another 2,400 square meters were added to the second stage
in 1959 to install two Skoda turbogenerators of 12,000 KW each,
raising the total generating capacity to 44,000 KW. The second
stage included two oil-fired boilers, each of 110 tons per hour
capacity. Maintenance problems caused primarily by the age of the
equipment have seriously affected generating capacity, and Mehalla
obtalns a portion of its daily consumption from the grid.

5.16 The present average power consumption is estimated at 26,000
KW and peak consumption at 29,500 KW. Since the complex includes
very many individual consumption points, mostly operating in three
shifts, the peak consumption is not significantly different from the
average and approximately fifteen (15) percent higher.

5.17 Aside from the present need for additional power, this project
will further increase demand. The new spinning plant (No. 7), including
refrigeration (for polyester), is estimated to consume 4,000 KW per
hour. The expansions in wool and garment manufacturing will account

for another 1,500 KW per hour. In addition, the more modern equipment

replacing old equipment requires a hlgher power consumption (but lower
labor cost).

5.18 In summary, after implementation of the project, power
requirements will increase from an average 26,000 KW to about 33,000 KS;
peak requirements are approximately fifteen (15) percent over average.
To cover peak and to average an economic load, a reserve of thirty (30)

percent will be required ~- or generating capacity will need to be
about 47,000 KW,

5.19 To ameet Mehalla's increased power requirements, one 20,000
KW turbine generator and one 150-ton per hour boiler, plus ancillary
equipment, will be purchased from the proceeds of this loan. This
will brlng installed generating capacity to 60,000 KW, slightly
more than will be required after the completion of this project.
Given, however, the age of the generating equipment -- and that
Mehalla will continue to replace outdated equipment, the 20,000 KW
addition is Jjustified.

3. Foundry and Workshops

5.20 Mehalla's central maintenance department includes sheet
metal, steel and woodwork shops, a foundry and electric repair
facilities. The mechanical section produces some 1,400,000 parts a
year representing more than 90 percent of the metallic spares for
the entire complex. The woodwork shop's annual outpuv is 1,500,000
pirns, 175,000 miscellaneous wood parts, and 17,000 packing cases
for yarn export. The department employs 1,093 people including 64

supervisors, 712 skilled and 262 unskilled workers, and 55 clerical
staff.
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5.21 In a textile mill in a developed country, facilities would

" be much smaller than at Mehalla. Foreign exchange, however, has been
available in only limited amounts and to maintain production, Mehallsa
has been forced to manufacture most of its spare parts. Mehalla's
success in this endeavor has been spotty with the poorest performance
in wooden parts.

5.22 Considering, however, the size and vulnerability of Mehalla's
operation, and based on past, and possible future, foreign exchange
contraints, it is logical and desirable that Mehalla maintain a
certain degree of self-reliance in spare parts menufactured. Mehalla,
however, will review regularly with the GOE the desirability of
importing the more complicated parts and those where quality and
tolerances have & bearing on machine performance or product quality.

5.23 To increase the quality and the quantity of the spare parts,
Mehalls will continue to manufacture, KSA has recommended that
Mehalls, purchase two new furnaces (one cupola and one induction)

and replacement equipment for heat treating, forging and measuring
and calibration with the proceeds from this loan.

4. Fire Protection

5.24 As with any firm handling inflamable materiel, the possibility
of a fire is great; and for a textile company would be disastrous if
one occurred. Mehalla's last major fire was in 1975 in an open cotton
storage area. The loss was estimated at LE 3,000,000. Since then,
Mehalla has improved its fire protection system including its addition
of two fire trucks in 1972 to bring its fleet to three. It still,
however, needs additional fire trucks, one of which must be capable

of use in multi-story buildings. And two critical areas still need
fire detection equipment -- the open cotton warehouses and the garment
plant. It is proposed that two fire trucks, fire detection equipment,
plus some miscellaneous items be financed from this loan.

5. Material Handling

5.25 The size and complexity of Mehalla requires that yarn and
cloth be moved among various facilities continuously; particularly

in cotton operations where six spinning mills feed 13 weaving locations.
Improper, or poor, material handling has a major, or disproportionate
effect on manufacturing cost primarily through scheduling disrupcions,
product damage and product soilage. At Mehalla most of the material

is moved manually -- individuals pushing and pulling yarn trucks among
various locations, often outside. Also, the movement of materisl is

not logically planned; e resuli of Mehalla's growth in stages over a
fifty year period. Fer example, central collection and dispatch of
material is rarely used, despite the obvious advantages in certain areas,
with each sub-operation having its own individual system to treat this
problem, and hopefully correct it, Mehalla will employ a U.S. consulting
firm to survey the entire system and prepare a plan for the improvement
of the system. The study will be conducted in three phases -- an

analysis and conceptual design phase, a detailed design phase, and an
implementation stage.
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C. MTeclmical Assistane

Hedo Technical assistance proposed to be included in this project
fall into two categories; (a) those directly connected with project
expenditures (e.g., materials handling study, new plant start-ups
assistance) and (b) those concerning existing operations (e.g.,
industrial engineering, waste control program). Cost-wise the
assistance will more than pay for themselves through cost reductions
and increased production.

The Technical Assistance Program

Master Development Plan

Materials Handling Study

Equipment Specifications

Bid Evaluations

Survey of Cotton Spinning and Weaving

Waste Control Program in Cotton Spinning
Production Control Program in Cotton Spinning
Cost Reduction Program in Cotton Spinning
Start-up Assistance in New Yarn Mill
Engineering of Werping and Sizing

Waste Control Progrem in Cotton Weaving
Production Control Program in Cotton Weaving
Cost Reduction Program in Cotton Weaving
Garment Factory - Training and Reorganization

D. Cost Estimate

5.28 The capital cost has been estimated by KSA and reviewed by
Mehalla and A.I.D. Most costs were based on market prices effective

in March and April of 1976. The total cepital cost, expressed in
dollars at the official exchange rate, is $133,799,762 of which

$38,16L L1k is Egyptian pound costs and $95,635,548 is foreign exchange
cost. The base cost estimate is equivalent to $106,211,698 ($30,169,497
in Fgyptian pounds end $76,042,192 in foreign exchenge) o which
$81,683,289, of 77 percent, is for textile machinery; $21,799,400 of
21 percernt is for service equipment and facilities; and $2,729,000,

or two percent, is for technical assistunce. The base cost estimate
has been increased by ten percent for ccatingencies, or $10,410,689
and the base cost estimate plus contingencies has been increased by

15 percent for inflation.

5.29 We and Mehalla consider the cost estimate to be reasonable.
A sumary of the capital cost, showing Mehalla's original investment
plan and the final investment plan based on the KSA study follows in
the Summary Table. Details of each cost category are included as
Amnex M.



Item
No.

PNPOAWNS

| SUMMARY OF PROPOSED AND SUGGESTED INVESTMENT PLAN

Investment Pian

Cotton Yarn Miti 7

Cotton Weaving
Rehabilitation Cotton Equipment
Twisting and Sewing Thread
Cotton Finishing

Woolen and Worsted
Apparel

Power Station

Foundrv and Shons
Muiei.aly i Jandling

Fire Protection

Subtotal

Freight + lusurance
Import Duties

Clearirg + ! ccal Transport.
Erection

Grand Total Before Conting~ncies
Contingencies {15.5% Mehalla/

10% KSA)
Inflation (15% After Contingencies)

Total With Contingencies and
Inflation

Prqposed Technical Assistancs

Total . .

Investments In.estments
As Projected As Suggested
By Mehalla By KSA
Foreign Local Foreign Local
Exchange Currency Total Exchange Currency Total
inUS $ inUS$ uss inUS$ inUS $ uss
' 13,560,300 3.633,100 17,193,300 20,423,000 7,891,500 28,314,500
18,099,200 1 538,400 19,637,600 12,253,740 2,546,800 14,800,540
Not Requested 1,386,750 180,500 1,567,250
Not Requested 875,250 119,000 994,250
9,082,880 - 9,082,880 9,156,210 7,942,869 17,(,3,079
17,258,000 384,600 17,642,600 12,106,716 3,762,486 15,869,202
2,564,000 - 2,564,000 3,310,526 351,942 3.6¢ 7,468
6,758,00¢ 2,564,000 9,322,000 10,763,000 6,829,500 17,592,500
880.CC¢ 8R0 000 R7R 00N 719 800 1047 90
1,000,600 - 1,000,000 2,440,000 330,400 2,770,400
1,005,000 - 1,000,000 344,000 44,700 388,700
70,202,480 8,124,000 78,322,380 73,937,192 30,169,497 104,106,689
7.020,000 - 7,020,000 Include in Individual Plans
- 9,346,000 9,346,000 Included in Individual Plans
- 1,756,000 1,756,000 Included in tudividual Plans
377,000 690,000 1,067,000 Included in §.: tividual Plans
77,559,380 19,912,000 97,511,380 73,937,192 30,169,497 104,106,689
12,038,000 3,028,000 15,066,000 7,393,719 3,016,950 10,410,669
- - - 12,199,637 4,977,967 17,177,604
89,637,380 22,940,000 112,577,380 93,630,548 38,164,414 131,694,962
2,105,000 - 2,105,000
95,635,548 38,164,414 133,799,962

[

«
13

Original
A 1.D. Requust
Ref. Annex 13

Toble 1
Table 2
None
*lone
Tuble 3
Tabl:s 6 — 12
Talle 13
Tabie 4
Table §
Table 14
Table 14

26 30 27 98eg
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VI, MARKET ANALYSIS

A, Past and Present Textile Situation in Egypt

6.01 Production, consumption, imports and exports of textiles,

by major groupings, for the years 1970 - 1975 are shown in Annex N.
Since 1970, domestic consumption of fabrics has been rising at an
average rate of four percent, or by about two percent on a per capita
basis., While much lower than in industrialized countries, textile
comsumption in Egypt is higher than in countries with a comparable in=-
come per capita, This is mostly due to the existence of a sizable
domestic textile industry based on local cotton and the Government's
policy of subsidizing the prices of utility fabrics, by which a certain
quantity is allocated to each individual., These fabrics, which are
referred to as '"rationed'" fabrics, account for about 35 percent of

domestic consumption and are frequently sold below production costs
(see Annex 0),

6.02  Egypt has essentially a tropical climate and cotton products
meet 95 percent of consumer textile requirements. Textile Imports
were almost non-existent until 1975 when fifty million meters of
fabric were imported from China. Lately, easy care polyester cotton
blended fabrics have become popular; and while local production in
1974 was only 5,5 million meters (0.7 percent of total production),
three million meters were imported and an estimated seven million
meters were smugglad into Egypt.

B. Textile Fabric Forecas:

6.03 There are no comprehensive Governmeant projections of textile
demand in Egypt, and actual domestic consumption wiil largely depend
on overall economic developments in the courtry, the priority given

to exports of yarn and fabrics, the level of investmant in the textile
industry, and Govermment policy regarding price and wag-= controls,
Supply and demand forecasts for :he years 1980 and 1985 were estimated
by the World Bank as follows.

Supply Demand Balance of Textile Fabrics
(Million m¢)

1970 1975 1980 1985
(Actual) (Estimated) (Forecast)
Production _ 813 879 1,005 1,050
Imports 6 61 - -
Exports 152 L23 138 . 152
Available for Home Market . 667 817 867 898
Total Gonsumption/Demard 663 81Z 1,059 1,371
Balance (Deficit) 4 5 (192) (473)
Population (million) 33.3 37.2 42.4 46.1

Apparent Consumption per capita (m2) 19.9 21.9 25.0 29.7,#»
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6.04 Production forecasts for textiles werc based on the assumption
that existing mills would operate at present levels of efficiency and
capacity utilization. Output of the Mehalla project is included as

well as other expansions in progress or already approved, 1t was also )
assumed that the predicte«ble future drop in production due to deterior- -

ation and attrition of obsolete facilities would be compensated by
purchase of new equipment,

6.05 Demand projections were made using 1975 as a base year and as-

suming a population growth of 2.2 percent per annum 1/, and a 6.5 percent

GDP per capita growth up to 1980 and six percent thereafter., Income

elasticity of demand for textiles implied in these projections is 0,5 ==
' somewhf7 lower than the 0.7 average for developing countries as a

whole,=/ It was also assumed that by 1985, Egypt's fabric exports would

have increased at 2.1 percent perannum from 1975 to 1985, the same

rate at-which cotton consumption in the world is expected to grow,

and by 1985, return to the level achieved in 1970,

6.06 Comparing the estimated demand and supply projections, it

appears that, unless additional production facilities are provided,

in 1980 demand will exceed supply by about 190 million square meters ==

and in 1985 by about 470 million square meters. Even when assuming a

more modest growth of demand equal to about that in the last five

years (4 percent per annum), demand will exceed supply in 1980 by about

120 million square meters -- and in 1985 by about 300 million square meters,

C. Marketing of Textiles
1. Distribution

6.07" Fabrics from the fattories are sold either to public secrtor
wholesalers (80 percent), private wholesalers (15 percent), or private
garment manufacturers (5 percent), There are eight public wholesale
organizations, six of which are department stores with about 300 retail
branches throughout the country, and the remaining two sell to 30,000

private retailers, Terms are either cash or 90 days, with L.E. 10,000

credit limit per account. Rationed fabrics acccunt for zbout 35 percent

of total consumption, with each individual entitled to purchase six

meters a year =-- but not more than 26 meters per family. Most of the
‘rationed and cheaper fabrics (up to L,E. 0.3 per meter) are distributed .
in roughly equal proportion by the deparcnent stores and the two wholesale
companies. The bilk (85 percent) of so-called ''novelty fabrics" (over s
L.E. 0.3 per meter) is sold by the department stores. 1In 1974, Gairo,

1/ 1IBRD estimate
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Alexandria and Tanta, the three largest cities (which accounted for

27 percent of the population), recorded 35 percent of the retail
sales.

2. Pricing Policy

0.08 Ration Price (local market). Since 1968, ex-factory prices of
rationed fabrics are determined by the Ministry of Industry in cooper=-
ation with the Ministry of Supply. There have been no increases in
those prices since 1968; and on average, they are well below cost,

It appears, however, that the consumer does not always benefit from
such low prices, as a good portion of rationed fabrics is resold on the
black market. Domestic ex-factory prices of non-rationed fabrics have
increased during that period by 25 percent but are still about seven
percent lower than world prices. Since it is easier to get an equitable
~official price fixed {or new products than to raise the official price
on existing products, there has been a proliferation of the number of
fabrics beyond actual market requirements. Also, price controls do

not provide any incentive to manufacturers to raise and/or maintain a
high quality of domestic fabrics,

6.09 Other Local Sales There is no Ministryv of Industry or other GOE
interference in establishing the price of the remainder of cotton
fabric, finished goods or wool products. One hundred percent of woolen
manufactures are sold locally. The local demand for cotton and wool
products far exceeds the supply, so there seems to be no incentive

for price fixing among the big four public companies.

6.10 Export Prices., The Cotton Textile Consclidation Fund (CTCF),
created in October 1953 by a decree from the Minister of Industry,
establishes cll export prices on cotton goods so as to eliminate
"price competition between the various textile companies in Egypt.
The CTCF is managed by a permanent committee of 12 membexrs, all of
whom are directly connected with trade and the textile industry.
Functions of the CTCF include:
(1) the promotion of textile sales in export markets;
(2) the control of export prices;
(3) the control of the quantity of exports to countries whick
apply quota restrictions;
(4) the establishment of standard specifications for textile products;
(5) the operation of a central quality-control department for test-
ing the quality of various textile products; and
(6) the coordination of research and production planning activities
in cotton textile industries.

6.11 The CTCF is also responsible for authorizing the payment of
subsidies to an Egyptian textile firm when the export sale has been
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successfully effected, Firms receive the actual sales price of the
export product in Egyptian pounds converted at the official rate of
exchange -- plus an export incentive or subsidy bonus. (The question
of subsidies is addressed in a following section.)

3. 1I1mports and Customs Duties

6.12 Imported fabrics are subject to customs duties ranging from

75 to 100 percent ad valorem. In addition, import licenses are

very difficult to obtain and the procedure for the necessary foreign
exchange allocation is very cumbersome, Imports of fabrics have
therefore been negligible, amounting to only two percent of the market
in 1974, More recently, Government policy has changed toward some
liberalization of imports, but it is too early to say what effect

this change may have on textile imports,

4, The Export Situation

6.13 Exports of cotton yarn and fabrics are a very important element
in the national economy and provided, in the period 1970 - 1974, between
40 percent and 50 percent of the country's foreign exchange earnings

in the manufactured products category. Exports of -yarn account for
about one-quarter of total yarn production and exports of fabrics for
10 to 15 percent of total fabric production. Constrained by the lack
of modern equipment and growing domestic requirements, Egyptian expcrts
have been largely restricted to yarn and grey fabrics destined for
relatively unsophisticated markets in the Eastern Europe and Arab coun-
tries which, in the lasc five years, absorbed between 60 and 70 percent
of exports. 1In 1974, only 30 percent of the yarn and 35 percent of the
fabrics were exported to the EEC and other Western countries,

6.14 ‘The proportion of Egyptian exports in world textile trade has
been negligibie. 1In 1972, total imports or textile products by developed
market economy countries amounted to US $14,265 million of which Egypt's
exports (US $268 million) accounted for only about 2 percent of the

total, Also, in terms of volume, Egypt's share in world ‘exports of cotr-
ton yarn and fabrics decreased from 6.5 percent in 1970 to less than

5 percent in 1974, Hong Kong remained the major exporter of textiles

and clothing from developing countries, aczounting for 43.5 percent of
cottor. and 40 percent of man-made textile exports. In cotton goods,

Hong Kong was followed by India (9.7 percent), and Pakistan (7.9 percent),
- and in man-made textiles, Korea (18.4) percent and Yugoslavii (8.5 per- .
cent) were other major exporting countries, 1In the same year, the .
U.S. and the Federal Republic of Germany absor.ed 52 percent of total

cotton products and 69,2 percent of man-made textiles exported by developing
countries, : '

6.15 In the European Economic Community and the U,S., Egypt's annual
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quotas have not buen {illed tor several years and therefore, a modest
increase of Egyptian production to be exported as a result of the project
should not present any significant marketing problems, A 1975 bilat-
eral agreement with the U,S. established a textile quota for Egypt

of 73 million square meters for 1976 (11,000 tons) and 105 million

square meters for 1977 (16,000 tons), compared with average Eﬁyptian
shipments of 3,500 tons per annum for the 1971 - 1974 period._/

I1f all additional fabric production financed by the project would be

directed either to the EEC or the U.S. markets, the quotas would still
remain unfulfilled.

5. Export Subsidy

6.16 All public sector textile firms prepare projections for the
quantity of textile products they will export in the coming year., These
projections are reviewed by GOFl and, if accepted, are included in

the Foreign Exchange Budget and become the target export figure for

that year, All exports which fall within that export figure are paid

by the GOE to the exporting firm in Egyptian pounds, at the official
rate of exchange, plus a l5-percent premium representing an export
subsidy, If the exporting firm has an exceptional year and the quantity
of its exports exceeds its target, it receives no subsidy on the excess;
but one-half of the proceads for the excess are either converted at the
parallel market rate (a premium of 50 percenc) or it can receive the
amount in foreign exchange for financing allowable imports,

D, Mehaila

6.17 Sales of Mehalla's four major products, as compared with the
entire sector, are presented below in takular form for the year 1973,
Figures for 1974 and 1975 are not available, but Mehalla's market
share during these years should not differ significantly from 1973,

..(millions meters)

ments (000's)

Egyptian

Mehalla Textile Industry Mechalla's Share
Local Export Total Local Export Total Local Export Total

(percent)
N s 1848 10611 12459 46273 44327 90600 4,0 24,0 13.8
g ?QEZic 60 53 113 569 125 694. 10.6 42.1 16,3
Ready-made Gar- 3£29 2352 5781 3429 6079 908 100.0 63.% 60.8
- Cotton Gauze 1193 221 1414 1193 221 1414 . 100.,0 100.0 100.0

l/ The '"Textile Quota Agreement between the Govermment of Egypt and the
United States of Awrerica" dated December 30, 1975 is repeated in its
entirety in Annex P,
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.18 Mehaltla has an active, competent market iy organlzation
consisting of over 600 tull-time employees, Over the years, Mchalla
his cstablished an cxcellent reputation in the domestic and foreign
markets tfor its yarn and fabric products. Quality, however, has
been deteriorating over the past few years; and without improvement,
its image will tarnish. In the local market, Mehalla's products
command a premium, and the name '""Mehalla" is woven into each piece
of fabric to prevent adulteration, For garments, however, Mehalla's-

quality is not much better than its Egyptian competitors which, as a
whole, is not very good,.

6.19 Mehalla's domestic products are priced and marketed as
described in the earlier part of this section. For export products,
Mehalla uses agents in all countries except the U.S. Commissions in
these countries amount to 2-1/2 percent on cotton yarn and three per-
cent on fabric., For the U.S. market, Mehalla uses brokers (New York
and California) and sells at a net price., The percentage markup by

‘the broker depends on the market and is not known nor monitored by
Mehalla, : .

6.20 The incremental output produced when this project is compléte
is as follows.

Incremental Output

Cotton Wool Garments

Yarn Fabrics Yarn Fabrics
(MT) (Meters) (MT) (Meters) (Units)

(000) (000) (000)
Export : 5,000 10,000 - - 717
Domestic _(700) 2,300 180 . 95 533
4,300 12,300 180 . 95 1,250
Internal &/ 2,700 2,800 874 1,015 -
Total 7,000 15,100 1,054 f|1,110 1,250 -
6,21 - Mehalla, to date, has had no pfoblem in marketing its full

output, For domestic sales, we do not expect that it will have a
problem in the future if the supply/demand forecast is anywhere near
accurate {see para 6.,03), The export market will, however, present

a challenge primarily for garments, where cuality has been a major
problem in gaining acceptability in more sophisticated markets (U.S.,
EEC). Sheets account for 65 percent of the export volume. This project

1/ Sold internally for further processing and additional value added.
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will add two new products =- denim suits and sunmer/leisurce suits --
both ot which are subject to style preterences and trends. Mehalla
will continuc to study its marketing strategy throughout the life of
this project and adjust accordingly, Fortunately, if export sales

diminish, Mehalla should be able to sell all its product on the domestic
market.

B. Mehalla's Export to the U,S,

6,22 The value of Mehalla's exports to the U.S. and the percentage
of Mehalla's exports to the U.S. relative to its total exports for the
period 1971-1975 are shown in the table below, All exports were of

either cotton yarn or cotton fabrics.

Exports to the U.S.

Total Value Value of Exports as a percentage

Year of Exports to the U.S. of Total Exports
(000) (000)

1971 $ 36,606 $ 1,461 L0479,
1972 40,465 2,728 .07%
1973 43,129 2,375 .06%
1974 53,736 : 1,767 .03%
1975 44,372 390 .009%
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VII. FINANCIAL ANALYSIS -

A. Historical Financial Performance

T.01 The financial position of Mehalla is very sound and is
attributable to several factors. First, Mehalla's primary raw
material--cotton--has not changed over the past 20 years while

sales prices, particularly for exports, have increases significantly.
Second, Mehalla has been unable to make significant expenditures for
replacement or expansion of its asset base. It therefore has been
converting its fixed assets to liquid assets, at least for accounting
purposes, through annual depreciation charges. Third, and equally
important, is Mehalla's management; other firms have been faced

vith the same circumstances but have not fared nearly as well.

1. Balance Sheet

7.02 Mehalla's assets at December 31, 1975 totaled $204 million-];/ ,
of which $117 million were classified as current (for comparison
purposes KSA estimates that the replacement cost of Mehalla's textile
equipment alone would exceed its total assets); liabilities totaled
$61.7 miilion, of which $11.2 were long term; and equity totaled
$142.2 million. Mehalla's current ratio was 2.32:1.00 and its debt
to equity ratio was 30:70, boti very conservative. Followlng are

the summary balance sheet f'igures anc ratios for the years 1971 to
1075; more detailed fipures are shown in Annex Q-l.

Historical Balance Sheets

------------- in U.S.$000,000--==-c=coc=-=
19T% 1972 1973 1974 1975

_Cash and Receivatles 52.8 37.1 33.0 b1k 39.5 -
Total Current Assets 102.5 9k.2 '90.6 108.9 117.2
Total Assets 171.9 171.1  169.1 163.5 204.0
Current Liabilities 39.3 30.8 27k b1.0 50.5
Total iatilities Li,8 37.9 33.4 49.2 61.7
Total Eguity 127.1 152.2 135.7 139.3 142.2
Current Ratio 2.61:1 3.06:1 3.32:1 2.66:1 2.32:1
Acid Test Ratio 1.3%:1 1.20:1 1.20:1 1.01:1 L0T.:
Debt/Equity Ratio 26:7Th 22:78 20:80 26:Th 30:T70

1,/ At the official exchange rate.




2. Incame Statement

T.03 The results of Mehalla's operations for the years 1971 through 1975 with
significant performance ratios; detailed statements are shown in Annexes Q-2 and G-3.

Historical Income Statements

In 1000 U.S.$ 5-Year
1971 1972 1973 1974 1975 Total
Net Sales 95,681 100,855 105,080 12k,992 1k0,715  5€7,323
Cost O_f Sales ' 82)07)"‘ 8)"‘)802 87,Od+ 89:360 108)306 )"‘51)5)4[/
' Gross Margin 13,607 16,053 18,076 35,632 32,k09 115,777
Marketing Expense 2,228 2,523 2,5Th 2,523 2,LLL 12,2%
Administrative Expense 4,620 5,984 6,162 7,238 6,948 30,352
Operatirg Profit 6,759 T,546 9, 3k0 25,871 23,017 72,533
Subsidies 7,966 4,889 3,03k 3,254 1,987 21,130
Other Income 1,290 1,35k4 3,043 1,964 1,297 8,948
Net Before Tax Profit 16,005 13,789  15,k17 31,089 26,301 102,411

As a percent of net sales, the above represent the following:

Gross Margin 1k.2 15.9 17.2 28.5 23.0 2%
Marketing Expense 2.3 2.5 2.4 2.0 1.7 2.2
Administrative Expense L.8 5.9 249 5.8 L.9 5.4
Operating Profit (Without Subsidies) 7.1 7.5 8.9 20.7 16.4 12.2
Subsidies 8.3 L.8 2.9 2.6 1.k 3.7
oOperating Profit (With Subsidies) 15.k4 12.3 1.8 23.3 17.8 14.¢
Net Before Tax Profit 16.7 13.7 4.7 2k.9 18.7 12.1

7§ 30 1¢ 9%%q
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T.Ok The above five years' average operating profit of 12.8
percent (or 16.5 percent after export subsidies) is substantially "
greater than experienced by the typical U.S., textile fimm. For
reference, following are the percent of operating profits for the
major fims: ‘ ~

Burlington Industries

9.29
J. P. Stevens T.29
West Point Pepperell 8.31
Springs Mills 9.02
M. Lowenstein 5.46
Dan River 5.09
Cone Mills 7.83
Cannon Mills 5.80
Collins & Aikman 8.62
Dominion Textlles 12.07
Fieldcrest 6.93
Riegel Textiles T.50
3. Profit by Major Products

T.05 To provide & basls for evaluating the feasibility of new

equipment purchases, below are cost of sales and profits by major
product groups for the year 1974 and the first six months of 1975,
in summary form. The detailed analyses are contained in Annexes
Q-4 and Q=5.

Gross Margin and Operating Profit by Product

197k : O Months 1975
Cost of Gross Operating Cost of Gross Operating
Sales Margin Profit Sales Margin Profit
Cotton Yarn 54.3 45,7 37.8(1) 55.6 Ly Y 37.7(1)
Cotton Fabrics 7T79.2 20.8 13.0(1) 80.8 19.2 12.5(1)
Cotton/Wool 79.6 20 12.7 76.1 23.9 17.1
Garments TTT 22.3 14,5 TL.7 28.3 21.6
Carded Wool “ .
Yarn 83.0 = 17.0 9.4 93.3 6.7 .0
Worsted Wool ‘
Yarn 83.1 16.9 9.1 8a.k 10.6 3.8 )
Wool Fabrics 62.6 37.4 29.6 TL.0 £9.0 22.2
Total - TL.5 28.5 20.7 73.8 26.2 19.5

(1) The percents for cotton yarn and fabrics exclude export subsidies.
In 1974, the subsidies amounted to a 6.9% of net sales for cotton
yarn and 1.8% for cotton fatric. In the first six months of 1975,
these subsidies amounted to 3.9% for cotton yarn and 1.0% for cotton
febrics. Overall, these subsidies amounted to 2.6% of total net
sales in 1974 and 1.2% in the first six months of 1975.
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The above ratios are provided for reference only. They are not
used 1in subseqpent eveluations because transfers between areas are
based on costs. They do, however, indicate all product categories
involved in the proposed investment plan are profitable.

k. Dividend Policy

T.06 Mehalla is a public sector corporation under control of
the Ministry of Industry and, as such, is subject to GOE policy on
the distribution of profits. In brief, this amounts to & distribu-
tion of almost all profits--T5 percent to the GOE, through the
Ministry of Industry, and 25 percent to the employees. Moreover,
for the past few years, Mehalla has been prepaying dividends to the
GOE based on estimated profits; a ‘practice that is common in Egypt.

B. Project Financing Plan

T.OT It is proposed that this project be financed on a two-step
basis; that is, that the GOE be required to relend the A.I.D. loan to
Mehallisa on commercial terms. Proposed terms to the GOE are recom-
mended to be at A.I.D.'s lowest concesslcnary tems--principal
repayment in 40 years with a ten-year grace period, with interest at
two percent during the grace period and three percent during the
repayment period. Proposed terms to MEhalla are principal repayment.
over a l5-year period including a five-year grace period with interest
at 10 percent during the life of the loan. The latter terms are con-
sistent with Egyptian private sector rates and equal to current rates
for prime companies funding themselves from the international money
market.

7.08 " Interest payments over the life of the loan will total the
equivalent of $92.8 million. The total principal and interest payment
from Mehalla to the GOE will total $188.8 million, significantly more
than the GOE will repay to A.I, D.--without considering time--and will
represent an addition to Egypt's budget. Annex Q-6 shows the detailed
interest and amortization expense campumations for Mehalla.

T.09 Total project costs are $133,799 902, of which $95,635,548
are foreign exchange costs and $38, 16£ are Egyptian currency
costs. The A.I.D. loan will finance mpst of the foreign exchange cost
and the local currency cost from Mehalls's internel cash generation.
The cash flow analysis covered later in this section shows that
Mehalla will generate the required fungds.

C. Project Profitability
l. Sales

T.10 The incremental produciion resulting from this project is,
priced at 1976 prices, equivalent to $52.2 million, an increase of 35. L
percent over Mehalla's estimate for 1976 (which we have ueed throughout

-~




Page 34 ot 52

as the base vear). The projected increases arce only those resulting
rrom machinery--cither new or veplacement. No value was atiribtuted
to Lthe extensive technical assistance program which is expected to
materiadly incerease oulput. Shown below arc the 197¢ and 1080

sales figures, by product, projected with and without the project.
Annex Q-7 contains & more detailed analysis.

Project Incremental Sales
1976 vs. 1980

Tn 1,000 LE ‘ In 1,000 U.S.$
Troduct BEst. ProJ. Est. Proj.
Oategory 1976 1980 Increase 1976 1980 Increase
Cotton Yarn 10,838 16,760 5,942 27,789 43,024 15,235
Cotton Febrics 30,267 37,235 6,968 77,605 95,470 17,865
Cotton/Wool © 1,064 1,06k - 2,728 2,728 -
Wool & Worsted . ,
Yarns : 2,332 3,110 T8 5,979 7,974 1,995
Wool & Worsted ' ' :
Fabrics 4,823 5,964 1,1k 12,366 = 15,292 2,926
Carments 8,197 13,727 5,530 21,007 35,196 14,179
Total 57,521 77,880 20,359 17,484 199,684 52,200
2. Profit
.11 Profits, before taxes and dividends (but after interest and

depreciation) are estimated to increase from $24.9 million in 1976

to $29.5 million in 1980 and to $39.2 million in 1990--ten years

after completion of the project. Again, only the contribution to

the project obtalned through new and replacesd machinery was considered.
A sammary of Mepalla's profits for various years is shown below; a
detailed analysis is includ=d as Amnex Q-8. The internal financial
rate of return is 12.8 percent.

Mehalla's Profit by Years

----------- in Millions of U.S,$~----=----=-

Net Profit Profits as a
Year Sales Before Taxes % of Sales .
1976 147.5 ek,9 17%
1977 147.5 20.5. 149
1978 152.7 17.8 | 129
1979 ; 173.6 25.3 15%
1980 199.7 29.5 . 15%
1985 199.7 33.0 17%

1990 199.7 39.2 20%
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7.12 The temporary decrease in profits during 1377 and 1978

is attributable to increased interest and depreciation expenses on
new project assets before full utilization of the equipment. Annex
Q-8 contains a detalled Projected Profit Schedwle prepared by KOA.
An cotimated incremental operating profit of $13.4 million due to
thic projecl, betore the payment of interest and recelpt of other
“income, was also prepared by KSA (see Annex Q-9).

D. Mehalla's Debt Service Capability

T.13 The cash flow analysis presented in Annex Q-13 shows that
Mehalla will generate sufficient funds to satisfactorily service

the project loan and its other long-term debt. In 1982, the year
principal repayments commence, the debt service ratio is projected

at 4.2:1.0. By 1987, it will drop to 2.9:1.0 and in 1990 to
2.2:1.0.,

E. Cotton Prices

T.14% At the present time, Mehalla is paying & price for raw
cotton that is approximately 4O percent of the world price. If the
controlled price of cotton to Mehalla is increased by the Egyptian
Government, it is possible that Mehalla may have to pay an additional -
amount for its cotton of between $660 and $390 per metric ton ($.30
to $.45 per pound). This would amount to between $16,972,560 and
$25,458,840 increased costs (and decreased before-tax profits) per

yeor.

.15 However, after-tax profits (and cash flow) would be reduced
only between $6,279,847 and $9,419,770 annually after application of
63 percent for taxes, dividends and mandatory investments.

T7.16 Over the l6-year period between 1976 and 1991, this would
amount to a reduction in cash flow of between approximately $100,000,000
and $150,000,000. This is 40 percent and 60 percent of the projected
cash flow of $250,000,000 that is indicated as available after debt
repayment in Annex Q-13, Cash Flow Analysis. '

T.17 - It is to be pointed out that the above calculations do not
provide for any government export subsidies such as are presently
paid ($3,250,000 in 1974 and $1,987,000 in 1975). Undoubtedly, if
the price for raw cotton pald by Mehalla were allowed to rise to
worldwide prices, export subsidies of some sort would be continued.
This would obviously improve the cash flow.

7.18  The above, however, does indicate that the project would
still be viable even if cotton prices were allowed to rise to natural
levels and no export subsidies were paid.
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F. Financial Covenants

Tl As previoucly discussed, Mehalla is a public sector corpora-
tion subject to the Government's cash depleting dividend policy.

To help ensure the continued financial good health of Mehalla,

A.I.D. will require that certain financlal covenants be included

in the loan agreement (see Section XII ). The covenants are
designed primarily to safeguard Mehalla's working capital, particu-
larly cash, and to maintain it at a level vhich will allow Mehallsa
to operate at increased production levels.

7.20 Although Mehalla enjoys a strong financial position with
respect to the ratio between debt and equity, its actual paid-in
capital is low. At December 31, 1975, net worth amounted to $1k2
million, of which $10 million was paid-in capital and the remainder
wes earnings retained over the last 50 years. Such a position leaves
the company vulnerable to Government requests for dividends. To
protect Mehalla fram a debilitating drain on its assets, during loan
negotiaticns we will see an undertaking fram the GOE and Mehalla that,
within one year from loan signing, Mehalla's paid-in capital be increased
to the equivalent of $100 million (in terms of Egyptian pounds, an
increase fram 4.0 million to 40.0 million) by capitalizing retained
earnings (in the U.S., a stock dividend).

Te21 As a further precaution, and to provide additional protection
to working capital, we will also seek an undertaking that Mehalla
restrict the source of its dividends to only accumulated adjusted

net earnings and preclude the purchase or redemption of the company's
capital stock. Further, during loan negotiations we will seek from
Mchalla an undertaking to maintain a current ratio of 1.5:1 and & -
debt to equity ratio of 1.5:1. Dividends, borrowings and prepsyment-
of debt will be restricted if Mehallas is in default of either ratio.

T.22 ~ Finally, to ensure that sufficient locel currency is avail-
able for the completion of the project, and to ersure that Mehalls -
does not start a new project until it has proven it can implement

this project, during loan agreement negotiations, we will seek fram
Mehalla an undertaking to obtain A.I.D.'s approval for the acquisition
of capitel additions that exceed a total of three million Egyptlan
pounds in any one year. ' '

7.23 The fext of the financial covenants is “‘ncluded in Section
XIIT. .

G. Egypt's Debt Service Capability

T.24 Egypt's outstanding medium and long-term debt as of
December 31, 1975 was $5.1 billion. An additional $2,620 million
of debt was oved in tha form of bank credit facilities outstanding
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(including unutilized credits). About two-thirds of the medium
and long-term debt were repayable in convertible currency.

T.25 Egypt's repayment burden on medium and long-term debt and
on suppliers is estimated at $720 million in 1974 and $753 million
in 1975. This represents a debt service ratio of 32.3 percent and
35.5 percent in 1974 and 1975, respectively. In 1976 the debt
service ratio 1s not expected to change appreciably.

7.26 In view of Egypt's heavy debt service burden, A.I.D.
normal concessional loan terms are proposed--UL0 yesrs, including a
10-year grace period, with an interest rate of 2 percent per annum
during the grace period and 3 percent per annum thereafter. With
these terms, particularly the 1lO-year gracé period, the repayment
prospects for this $96 million losn appear favorable.

L
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VIII. ECONOMIC CONSIDERATIONS

8.01 The problems confronting the Egyptian industrial sector
and the textile industry within it are synonomous. They include,
among, other things, lack of investment due to a scarcity of

foreipm exchange, low labor productivity due to over-employment,
GOE price controls, GOE subsidies, and GOE control over all major
Inwstments. Given these restraints, the Egyptian textile industry
huas not performed too badly overall. The IBRD has estimated that
value-added in the textile industry increased in real terms in 1975
by about T percent.

8.02 It is our understanding that the GOE is considering a far-
ranging economic liberalization program, with a goal of shifting
from direct economic control to one that more closely resembles a
free market system. The IMF has recently discussed with the GOE -
such issues as a unitary exchange rate and the elimination of
subgidies. However, from past experience, it is generally felt

that an economic reform program will be a slow process in Egypt,
especially since it may well lead to internal conflicts. A considerable
decentralization of decision-making is an essential condition of the
liberalization process. This is likely to create inconsistencies
with other, centrally determined, policy obJjectives. For example,
if public enterprises are given a free hand, they may move toward
reducing the overstaffing that is prevalent in these organizations.
This mey be contrary to GOE employment goals, particularly in the
short run. Another area of competing aims may arise from the need
to rationalize the exchange rate and fix it at a realistic level.

In Egyptian circumstances, this would mean a significant devaluation
of the exchange rate and is likely to result in an upward pressure
on prices in the short term. The price effects resulting from a
devaluation would be especially marked on items that are wholly
imported or which possess a substantial foreign component. The
vitally important raw materials corsist almost entirely of imported
items. IT import prices increased with devaluation and prices to
the final consumer were to be maintained at present levels,
subsidies would have tc be increased, Thus, both the GOE budget
deficit and domestic resources required to service externsl debt
would increase.

8.03 The GOE, however, has taken some positive steps, most notably
those lifting the restriction on Egyptian citizens from holding
for=ign exchange and an attempt to reinvigorate the private sector.
The ban on Egyptians holding foreign exchange was eliminated in
February 1976. To attract extarnal zapital and technology, the GOE
promulgated Law No. 43 in 1974, which provides an incentive package -

for foreign investment and guarantées against nationsiization, except
under due process of law.
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QL 0u In order to appreciate the complexities or the GOB
textile industry and the financial and managerial factors entering
into day-to-day decision making, it is neccosary to understand
Beypt's pricing, subsidies and exchange rate policy.

A. Pricing Folicy

8.05 Ration Price (local market) - Since 1968, ex-factory prices
of rationed fabrics are determined by the Ministry of Industry in
cooperation with the Ministry of Supply. There have been no

increases in those prices since 1968 and on average they are well
below costs. It appears, however, that tLe consumer does not

always benefit from such low prices as a significant portion of
rationed fabrics is sold on the black market. Domestic ex-factory
prices of non-rationed fabrics have increased during that period

b 25 percent but are still about 7 percent lower than world prices.
Also price controls for these fabrics result in proliferation of the
nunber of fabrics beyond actual market requirements and do not provide
any incentive to manufacturers to raise and/or maintain a high quality
of domestic fabrics. ' '

8.00 Other Local Sales - Neither the Minister of Industry ncr
other GOE agenties intervene in establishing prices for other than
rationed cotton fabrics, finished goods or wool products. One hundred
percent of the woolen manufactures are sold locally. Since the local
demand for cotton and wool products far exceeds the supply, there
seems to be no incentive for price flxing among the big four public
campanies. (Mehalla, therefore, considers cost and normal market
factors in arriving at its local price structure.)

8.07 Export Prices - The Cotton Textile Consolidation Fund (CTCF),
created In October 1953 by a decree from the Minister of Industry,
establishes all export prices on cotton goods aad thus eliminates
price competition between the various textile companies in Egypt.

The CTCF is managed by a permenent camittee of 12 members, all of
wvham are directly connected with trade and the textile industry.
Functions of the CTCF include:

(1) The yramotion of textile sales in export markets;
'(2) The control of export prices;

(3) The control of the cuantity of exports to countries which
apply quota restrictions;

(1) The establishment of standard specifications fo. textile
products; '

(5) The operation of a central quality control department for
testing the quality of various textile products;
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(¢) Te coordination of vesearch and production planning
activitics in colton textile industrics.

e CTCF is also responsible for authorizing the payment of subsidies
to an Egyptian textile firm when the export sale has been successfully
effected. Mehalla receives the actual sales price of the export
product, in Egyptian pounds converted at the official rate of
exchange and, in addition, an "export incentive" or subsidy bonus.

B. Subsidies

8.08 Raw Materials. The price of raw cotton has been fixed by
the GOE at well below world market prices since 1964. Mehalla has
already purchased its CY 1976 raw cotton requirements (40,000 m/tons)
from the GOE and the price per m/ton is still as it was in 197k.

The cost to Mehalla of the CY 1976 cotton was LE 13.5 million

(about $34.6 million). It is difficult to know exactly what the
world market price of this cotton purchase is because it includes
many different grades; however, Mehalla estimates the world market
price to be about 175 percent of the price it pays, or, in the case of
this year's purchases, approximately $60.0 million. Mehalla contends,
with some Jjustification, that this subsidy is partially offset by

its loss of sales revenue on the sale of "rationed" goods. In 1975,
Mehalla claims it lost the equivalent of about $5.7 million on the
sale of "rationed" goods. This loss represents merely the difference
between the cost of sales and actual sales revenues and does not
include the loss of profit.

8.09 '~ In preparing its profit and loss projections through 1985,
Mehalla has used the same price for raw cotton that it currently pays;
it anticipates no change in the GOE's pricing policy for raw cotton
in the foreseeable future. We agree 'that it is reasonable to assume

that public sector textile companies may continue to enjoy this bonus
for a number of years to come.

8.10 Export Subsidy. To encourage exports, the GOE has instituted
another subsidy. In addition, the exisience of the Parallel Foreign
Exchange Market stumulates exports of such. items as cement, cotton
yarn, textiles and petroleum, all of wiich are exported by the public
sector only. Mehalla prepares, as do the other rublic sector textile-
firms, projections for the quantity of cotton products it will export
during the following year. These projections are reviewed by the

~ Ceneral Organization for Industrializatioa (GOFI) and, if accepted,
are included in the Foreign Zxchange Budget and becams the target
export figure fcr that year. Any exports of cotton products which
fall within that export figure are pali by the GOE to the exporting
campany in LE at the official rate of exchange ($1.00=392);
supplemented by a 15 percent subsidy (15% x 39P = 5.85 P).

7
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3.0 The nrallel Foreign Exchange Market. 18 Mehalla wiches
to export cotton goods in excess of the target figwe, it can reap
some of the benefits of the parallel market, since it can receive
payment in Egyptian pounds for a portion of the above target at the
parallel market rate or Mehalla can keep a portion in FX to finance
imports. There are no restrictions on the use by Mehalls of these
funds paid at the parallel market rate. During the last three
months of 1973 (parallel market instituted in September 1973),
Mehslla earned nothing; in 197k, $1.7 milllon, and in 1975, the
amount was $2.2 million.

8.12 It should be noted that subsidies are paid only on exports
to hard currency countries, except exports to Jordan, Iraq, Sri
Lanke,, Bangladesh and Ghana which receive special treatment and

for which Mehslla receives a 5 percent subsidy. No subsidy is

paid on exports to soft currency countries or which are termed
"clearing currency countries”. In 1975, Mehalla's exports totaled
LE 17.5 million and Mehalla's subsidy receipts totaled approximately
LE 1.0 million.

C. Farm Price Policy

8.13 ‘For the major field crops, the farmer has to sell a certain
part of his crop to the GOE at a fixed price announced to the farmer
in advance. The Agricultural Credit Bank (ACB) receives the quota
from the farmer on the basls of grade and pays the farmer. Quotas
established by the ACB differ from one crop to another. The average
farm price for a given commodity is that price which, if multiplied
by the total quantity of the commodity produced, would give the total
velue of 'the crop. It is a weighted average representing the prices
received by all methols of sale. Quantities of the commodity kept
for home consumption or used as seeds in the following year are given
the same average price as for quantities which have been sold. The
average farm price is calculated for each province taking into con-
sideration the amourts cf the rrop going into different channels.

The national average ic calculated Ly taking the amounts produced

in different provinces as weigats. In 1968, the average price
received by the farmer for 157.5 kilograms (one'metric'Khntar) was
LE 17.46 =ané this price increased to LE 25.50 ir 1975.

8.1k The farm price for colton represents the weighted average

price received by the farmer for all varieties and grades. This is
defined by the GOE as the averege prices farmers receive for their

products sold at the farm, or to any point to which farmers deliver
their product.

8.15 The farm price structure is further complicgted in that the
GOE subsidizes zll the agricultura: inputs. The farmers are provided
with better variety and improved seeds at a price below cost. (In
the case of cotton, the GOE has to provide seeds annually, while
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for other crops ey are provided every three yearc. b The QOB hae

rixed Lhe price of fertilizer al the cost of fertilicer in 1900, -
The GOE has not adjusted this subsidy even in light of the big
increases In fertilizer prices experienced during 1973-75. Other
minor subsidies include the cost of transportation of gypsum for
improving soil conditions, subsidy of irrigation for sugar cane
producers and for agricultural extension projects. In the case
of cotton, the GOE shares the cost of controlling cotton leaf
worms and the boll worm infesting the cottom crop.

8.16 The GOE policy on farm prices is that the farmer should
receive a monetary return above cost to induce him to increase
production. While Egyptian agriculturalists concede that the
farmer does make a modest profit, they argue that for the major
crops the price received by the farmer is no where near equitable.

D. Econamic Return

8.17 In view of the camplexity of Egypt's pricing, subsidy,
rationing and exchange rate policies and practices, overall and in
the textile industry specifically, we have not attempted to prepare
an internal rate of return analysis based on a restructuring of
prices, costs, subsidies, taxes, wages, etc., on a shadow price
basis. Such an analysis is further camplicated by the need to
differentiate between the different yarns, fabrics and garments for
cotton, wool and blends as well as intermediate products entering
Into the production stream. Such an IRR undertaking would take
many moniths to prepare and the assumptions used would at best be
rough estimates in many instances and thus subject to challenge.
While it would be an interesting exercise to go through such
‘calculations, its principal benefits would be a demonstration of
the adjustments in Egyptian economic policies necessary to bring
about & rational pricirg structure. We doubt that in: these circum-
stances en internel return analysis would be useful in assessing
the merits of this particular project.
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IX. SOCIAL ANALYSIS

A. General

9.01 Mehalla has always ensured the welfare of its employees and
the benefits enjoyed by the employees are substantial--especially as
they relate to workers in other parts of Egypt or other developing
countries. Specifically, Mechalla has:

(a) Initially contributed to the expansion of the government
hospitals in the city of Mehalle El~Kubra so that these hospitals
could offer medical services to Mehalia's workers. In 1946, with
the assistance of the Ministry of Health, the company built two
hospitals for tuberculosis and epidemic fevers. And in 1947, it
bullt and equipped a 257-bed hospital to provide ccamplete medical
treatment for employees and their families, at no cost to the
employee;

(b) Financed the comstruction of a nursery school, two primary
schools, two secondary schools and, in coordination with the
Ministry of Education, an industrial preparatory school;

(¢) Initiated the formation of a number of workers' cooperatives
ir2luding housing, cottage industries (hand-made carpets, needle-
work and upholstery items), poultry production and consumer goods
(food prcducts and household appliances). Each of the cooperatives
is self-sustaining; and

(d) Provided a complete range of social services including a
spacious, well-furnished recreation club, a lending library,
playgrounds, theaters, and a sports complex.

9.02 Emplcyees receive 25 percent of the surplus profit, of which
LO percent is distributed in cash and the remaining 60 percent is dis-
tributed indirectly through Tinancing the benefit programs described
above. The A.I.D. loan will have no immediate direct effect in
improving the employees' social well-being beyond what is alreedy
more than satisfactory by any reasonable standairds. However, as was
demonstrated in the financial and economic analysis of this paper,

the A.I.D. loan will impact directly on improving production and sales
of Mehalla products. This, in turn, will increase Mehalla's profits
and, if history is any Judge, Mehalls's employees will continue to
reap a share of that prosperity.

B. The Role of Women .

9.03 Mehalla employs 2,900 women, which is eight percent of its total
vork force. In economic terms, women enjoy equality with the male work

population, that is, if a woman is performing the same task as that o

¥y

X
»

i SR e et 4 i 18



Page 44 of 52

performed by & man, she will receive the exact same rate or amount
of remuneration.

a0l Complete equality for women in Egypt will more than likely
take decades to realize. The same 1s true, to a much lesser extent, v
at Mehalla. In this semi-socialistic enviromment, women are treated
with benign consideration. Women work only one shift (during daylight
hours); without exception, they cannot work later than nine o'clock

in the evening; they are released from work fifteen minutes before
the end of the day shift to minimize the possible commingling of

the sexes in the streets. Also, pregnant women are given special
treatment. A pregnant woman is given one month's leave with pay to
have her child. Thereafter, she is given one hour's leave with pay
per day for the next two years. Once her child attains the age of
two, she can enter her child in the nursery school, free of charge,
vhere the child will be well cared for while the mother works.

9.05 The Cheirman of Mehalla is a religious and enlightened
individual. He points with pride, certainly with ample Justification,
at the humane treatment and respect that the female employees now
receive. On the other hand, he feels that further major improvements
in the role of women (e.g., working the night shift) will probably be
a slow and long process. At any rate, Mehalla will certainly be in
the vanguard in atterpting to further ilmprove the lot of womer in a
principally male-daminated Egypt.
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X. ENVIRONMENTAL ANALYSIS

A. Textile Plants

10.01 This project does not introduce any environmental dangers.
To the extent that this project is one of modernization and rehabili-
tation, the replacement equipment will decrease the nolse level and
the quantity of fibers and dust exhausted into the atmosphere because
of the technological improvements made to these machines.

10.02 Equipment for expansion will generally be the most modern
and its design will include the necessary safeguards to minimize dis-
agreeable effects to the environment. For example, Mehalla's new
spinning shed (Mill No. 7) will be equipped with air filters. The
design of the new buildings provides for temperature control (i.e.,
alr conditioning)for technical reasons--however, at the same time
creating bHetter working conditions, The design will also allow the
noise level to be kept within reasonable bounds. Cards will be
equipped with floor waste exhaust filters to minimize dust hazards.

10.03 The textile equipment financed by this project will not
“increase to any significant degree the amcunt of effluents currently
being discharged. Fire-fighting equipment and technical teaching eids
being financed under this project wlll enhance the safety to employees
and the plant.

B. Power Plant

10.04 The new steam power plant facility will consist of a 20

MW addition to an existing 44 MW steam power plant. The original
power plant was iInstalled in 1948 and 1959 and has been in operation
since that time. Actual increase in load for this project is estimated
at about 20 percent, or ‘rom an existing load of 26 MW to a projected
load of 31.5 MW. Since tne new 20 MW units will be more efficient than
the original units, actual increase in fusl consumption will be in the
order of 10 to 12 percent.

10.05 In evsluating the impact on the environment, onty the boiler
svock dilscharge of flue gas to the atmospnere need be considered.
Noise and water pollution are not a problem since the new mits will
operate at a lower decibel level, and forced draft cooling towers

will be used. This is a closed cyclie system and does not require an
outside source of cooling water.

10.06 As with any steam power »lant, exhaust gases dischraged frm
the smokestack may cause unacceptable levels of pollution unless
preventative measures are taken. This boller will burn heavy fuel

oil (Mazout) with an ash content of 0.3 percent, sulfur 3 to 5 percent,
no aitrogen, and a vanadium content of 0.002 to 0.003 percent. The

S
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major air pollutants as a result of combustion could consist of
rarticulates and sulfur dioxide. Both of these pollutants can be
etTecetlively cantrolled by proper plant desigm. The design engincer :
will evaluate the environmental impect aind air pollution will be
controlled through the use of electrostatic precipitation, scrubbers,
stack height and other envirommental equipment as required.
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XI. IMPLEMENTATTON

A. Schedule

12.01 Given the complexity of this project, it is not possible

at this time to provide a detailed implementation schedule. For
example, certain procurement must be sequenced properly (the spinning
plant must precede the weaving plant), and the lead time for some
items is short, while that of others is long. Also, certain civil
works construction must be completed prior to installation. We can,
however, state that all procurement will be camplete within three
years and start-up of ell operations will commence within 3% years.

12.02 A precise schedule will be prepared by a U,S. consultant

and Mehalla, using CPM/PERT methodology and utilizing Mehalla's 32K,
1CL 1903 S computer. The U,S, consultant will be required to train

a team of Menalla's employees in CPM/PERT techniques and will make
periodic supervisory visits during the life c¢f the project. A notice
inviting interested firms to submit their qualifications and their
technical proposal for this work was published in the Commerce Business
Deily on May 22, 1976 with a July 12, 1976 closing. See Annex R on PPT,

12,03- With the above qualifications, the overall project schedule
will be as folliows.

Loan Authorization spproved June 1976
Loan Agrecment signed June 1976
Preparation of IFB's Jul./Dec. 1976
Consultant for Master Plan employed August 1976
roject consultants employed Sept. 1976
Conditions Precedent met Sept. 1976
Pro ject evaluation June 1977
Project evaluatiun June 1978
Final date for opening L/C June 1979
All equirment Installea June 1979
All equipment test-operated Sept. 1979
Consultant's final report Oct. 1979
Final evaluation (end of project) Oct. 1979
Terminal Disbursement Date June 1980

B. Contracting Procedure/Procurement

12.04 Consulting services/teclmical assistance are planned to be
divided into tkree contracts: ,a' the Master Planning; (b) the
Meterial Handli:z Study; and (c¢) all others. Mehalla will adhere to
Handbook 11 (Cowntry Contracting - Procuremeat of Professional Services)
in selecting and contracting for all ccnsultants.
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12.05 The U.S. consultants wlll oversee Mehalla to insure that
the procurement of equipment to be financed by A.I.D. is conducted in
conformity with A.I.D. regulations. The responsibility, of course,
will rest with Mchalla. A,.I.D., has already provided some legal
avslstance to Mehalla in explaining A.I.D. requircments regarding

the terms and conditions of IFB's and A.I.D. procurement regulations.

12.00 KSA has identified approximately $20 million of textile machine;y
" that 1s available from only one U,S. supplier. A.I.D. will review '
these procurement actions to ensure that competition is not available

and, on the sole source procurement items, will ensure that prices
are reasonable.

12.07 All equipment, materials and services will be of U.S.
source and origin.

C. A.I.D. Financing Procedures

12.08 All procurement financed by this loan will be financed by
Letters of Commitment (L/Comm), as will the cost of services performed
by U.S. consultants. At the request of Mehalla, A.I.D. wlll either
iscue direct L/Comms for procurement and services to the U,S. firms

or open L/Comms witk a U,S., bank(s) selected by Mehalla. The pro-
curement L/Comms will 1ist the items eligible for loan financing, and
appropriate Letters of Credit will be issued thereunder to eligible
suppliers furnishing equipment and commodities.

D. Monitoring and Reporting

12.09 Upon signing of the Loan Agreement, USAID will issue an
Implementation Letter which, among other things, will contaln the neces-
sary guldance and details on the types of reports (e.g., progress,
shipping) and the repciting formats to be followed. Throughout the
life of the project, the U.S. consultant will monitor the project

to ensure satisfactory project progress. Any routine problems,
together with corresponding suggested solutions, will be brought to
the attention of USAID in the form o2 monthly reports from the
consultants and Mehalla. Serious problems requiring immediate
attention will be brought to the personal attention of the USAID
Project Manager and his counterpart in Mehalla. Project progress
will be determined by measuring actual results against master CPM/
PERT retwork developed by the T.S, consultant and will be discussed
at quarterly meetings between Mehalla, the U,S. consultant and USAID.

E. BEvaluation

12.10 Mehaila will provide USAID with periodic reports on the
deiivery of inputs as specified in the logical framework. These
reports will assess the progress achieved in the procurement agsembly
and installation of textile machinery and related services.
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12.11 One year after the execution of the Loan Agreement, a Jjoint
USAID Mehalls evelustion ¢f the project will e conducted to examine
whether:

(a) the delivery of the project inputs is on schedule;
(b) the assumptions made are still valid; and
(¢) the project outputs can be completed as originally scheduled.

12.12 Further, should items on the CPM, PERT network fail to
be achieved within 90 days of the date indicated, USAID will
internally evaluate the project to determine what corrective steps
will be undertsken and if redesign is necessary.

12.13 One year after the first evaluation, a second evaluation
will be concucted in the same manner and with the same scope a&s the
initial evaluation. Upon project completion, USAID and Mehalls will
conduct an "ex post facto" evaluation to determine that the end of
project conditicns have been esgtablished.

F. Eligibility Dete

12.1k The eligibility date for financing any bona fide U.S. dollar
project cost will be July 1, 1976, at which time the loan Agreement
will be signed by authorlzed representatives of the Arab Republic of
Egypt, the Govermment of the Unlted States of America, and Misr
Spinning and Weaving Company (Mehalla).

G. Teminsal Dates

12.15 Conditions Precedent. The terminal date for meeting Conditions
Precedent to Disbursement will be 75 days from the date of Loan Agree-~
ment signing, the date by which funds will be needed to finance the
services of the consultants who will prepare. the Master Development
Flan.

12.16 = Letters of Commitment and Disbursement. The terminal date
for opening letters of commitment will be June 30, 1979, the date by
which ell orders will\p; placed; and the termlnal date for disburse-
ments will ts June 30,:1980, nine months after all equipment has been
commercially oderated, to allow for final payment after guarantee
tests are complete.

R
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XII. AECOMMENTATION, CONDITIONS AND COVENANTS

Ya

A. Recommendation

13.01 Subject to the conditions and covenants listed below,

we recommend that A.XI.D, authorize a loan to the Government of Egypt
in the amount of $96.0 million for rehabilitation and expansion of
Mehalla's textile mills. We further recommend that the loan terms

to the GOE be that the loan principal be repaid in 40 years, including
a ten-year grace period, with interest at two percent (2%) per annum
during the grace period and at three percent (3%) thereafter; and that
the Government of Egypt relend the funds to Mehalla at an annusl
interest rate of ten percent (10%) with the principal to be repaid
over a l5-year ped od, including a five-year grace period. Procure-

ment of equipment and services shall be of United States source and
origin.

B. Conditions Precedent to Disbursement

13.02 Prior to the first disbursement or to the issuance of the
first Letter of Commitment under the loan, the GOE shall furnish to
A.I.D. in form and substance satisfactory to A.I.D.:

{a) An opinion of the Egyptian Ministry of Justice or other
legal counsel satisfactory to A.I.D. that “the loan agreement
and the corresponding sub-loan agreement have been duly
authorized and ratified by, and executed on behalf of, the

GOE ard is a valid and legally binding obligation in accordance
witk its terms.

(b) An opinion of the Chief Legal Officer of the company, or
other counsel acceptable to A.I.D., that the loan agreement
and the corresponding sub-loan agreement have been duly
authorized and/or ratiried by and executed on behalf of the
company, and ‘hat they ccastitute valid and lega’ly binding
obligations of the company ir szcordance with their teras.

(c) The names of the persons who will act as the representatives
of the GOE and Mehalla, together with evidence of their wuthority
and the specimen signature of each.

(d) Evidence that the loan prcceeds will be made available to
Mehalla at an interest rate of %2z percent (10%) per annum
with the principal to be repaid over a 1l5-year pericd
including a five-year grace period.

(e) An executed coniract for the services of a U.S. consulting
firm for the preperation of a master plan for project execution.
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The conditions (a) - (e) above shall be included in the loan
authorization.

C. Covenants

13.03

The GOE and Mehalla will be required to covenant:

(a) Execution of the Froject

(b)

(c)

(d)

(e)

(i) To carry out the project with due diligence and
efficiency, and in conformity with sound engineering,
construction, financial and administrative practices.

(i1) To cause the project to be carried out in conform-
ance with all the plans, specifications, contracts,
schedules, and other arrangements, and with all modifi-
cations therein approved by A.I.D. pursuant to thils
agreement.

(1ii) To submit fcr A.I.D. approval prior to implementa-
tion, issuance, or execution, all plans, specificatiomns,
corstruction schedules, bid documents, documents concerring
solicitation of proposals relating to eligible items, comn-
tracts, and all modifications to these documents.

Funds and Other Resources to be Provided

(i) To make available on a timely basis any Egyptian
currency and any foreign currency in addition to the loan,
for the punctual and effective carrying out of comstruction,
maintenance, repair and operation of the project.

Operation and Maintenance

(1) To operate, maintain and repair the project in con-
foermity with sound engineering, financial and administrative
practices and in such manner as to lnsure the continuing and
successful achievement of the purposes of the project.

Menagement

(1) To provide qualified and experienced management for the
project ard to irsin such staff as may be appropriate for the
meintenance and operation of the project.

Continuing Consultation

(1) To ccoperate fully with A.I.D. to assure that the purpose
of the loan will be accomplished. To this end, the GOE, '
Mehalla and A.I.D. shall from time to time, at the request-

e,
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of any party, exchanye views throuyh their ropresentatives
with roemrd to the progress of the brojoct. the perfomaice
of the GOF and Mehalla of its oblipations under the loan
agrecnent , the performance of consultants, contractors and
suppliers cngaged on the project, and other matters relating
to the project.

(f) Finencial Planning

A.I.D. will seek during loan agreement negotiations the
following undertakings fram the GOE and Misr Spinning and
Weaving. These undertakings are negotiable and thus are
not being included in the loan authorization.

(1) Within one year from the date of this agreement,
increase the Mehalla's paid-in capital from Egyptian poumds

four million to Egyptian pounds forty million by capitalizing
reserves.

(i1) wWithin one year from the. date of this agreement, prepare
a study of the pricing policy for textiles, taking intc account
A.I,D.'s observations on the subject as part of a continuous
dialogue on the development of the textile sector.

(1ii) To maintain a ratio of current assets to current
liabilities of at least 1.5:1 (60:40} and not to incur or
to have outstanding any long-term debt if the aggregate

- principal amount of Mehalla's outstanding long-term debt
exceeds 150 percent of Mehalla's net worth.

(iv) Not to (a) declare any dividend or to meke any other
distribution with respect to its capital except out of
accumulated adjusted net earnings; (b) purchase, redeem or
otherwise acquire, directly or indirectly for any consideration,
any such capital; or (c) otherwise reduce its capital or prepay
any long-teim debt, if, after giving effect to any such action
the ratic of current assets to current liabilities would be
less than 1.5:1 (60:40).

(v) Not to make expenditures, or commitments for expenditures,
for capital additions In any one year which exceed Egyptian
pounds three million (L.E. 3,000,000), except those expendi- .
tures and commitments required for carrying out the Project.
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ANNEX A

MINISTRY OF LECONOMY AND
FOONOMIC COOPERATICN

Economic Cooperation Division
Office
of the Under Secretary

Mr. Wilbert R. Templeton
A.I.D. Representative
Embassy of the U.S.A.

CAIRD Cairo, 29th April, 1976

Dear Sir,

May we refer to AID/CAIRO . :tter of 15/4/76 signed by
Mr, R. N. Bakley and addressed 1.> Mr. Hassan Abdel Fattah, Deputy-
Chairman, General Organization jor Industrialization, Cairo, for
the project of rehabilitation ard Modernization proposed for Misr . -
Spinning & Weaving Company, Meh:. .la-Kubra, and which financing is
cortemplated to be made through AID funds from 1976. The relevant
technical and economic studies v+re conducted by KSA (Management
Consultants) as agreed upon witl. AID/Washington.

AID office in Cairo has corinunicated to Misr Spinning &
Weaving Company, Mehalla Kubra, -:he content of a cable from AID/W
stating that the consultants report has been finalized and recommend-
ing an investment of 96 million JS Dollars including 2 million US
dollars in technical assistance. The Egyptian side is therefore

requested to submit an official .oan application in compliance with
the time-table agreed upon.

I hereby formally solicit iiie loan in question and am plezsed
to enclose herewith a brief repo:t outlining the following:-

I. General Description o: the Company.

II. General description o’ the proposed projects.
III. Expected cost of the u.oposed projects.

IV. General time table of »>rojects.

V. Estimated benefits.

Inticipated additior profits of return on
investment.
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I am looking forward to cc-clude the proposed project as

scheduled and hope my request wzuld be forwarded to the campetent
authorities as soon as possible.

Best regards,
Yours sincerely,

/8/ Gamal El-Nazer

Gamal El-Nazer
Under Secretary of State

for :
Econamic Cooperation
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DEPARTMENT OF STATE

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON

THE ADMINISTRATOR

LOAN AUTHORIZATION

Egypt: Misr Spinning and Weaving (Mehalla)

Provided from: FAA Section 532 ("Security Supporting
Assistance Funds")

Pursuant to the authority vested in the Administrator, Agency
for International Development ("A.I.D.") by the Foreign Assistance Act
of 1961, as amended, ("the Act") and the delegations of authority issued
thereunder, I hereby authorize the establishment of a loan ("the Loan")
pursuant to Part 2 Chapter 4 Section 532, Security Supporting Assistance,
of said Act to the Arab Republic of Egypt ("Borrower") of not to exceed
Ninety-Six Million Dollars ($96.000,000§, such. funds to be made available
by subloan to Misr Spinning and Weaving Company ("the Company") a publicly
owned Egyptian corporation, to assist in financing the foreign exchange
costs of materials, equipment and services for the modernization, improvement
ana construction of company facilities in Mahalla, Egypt.

1. Terms of Repayment and Interest Rate. The Borrower shall
repay the Loan to A.1.D. in United States Dollars within
forty (40) years from the date of the first disbursement
under the Loan, including a grace period of not to exceed
ten (10) years from said date. The Borrower shall pay to
A.1.D. interest in United States Dollars at the rate of
two percent (2%) per annum during the grace period and
three percent (3%) thereafter on the outstanding balance of
the Loan ard on any due and unpaid interest.

2. Source and Origin. Equipment, materials and services financed
under the Loan shall have their source and origin in the
United States.

3. Procurement Waiver. To the extent that equipment required for
~ the project is determined to be available from only one eligible
‘source, proprietary procurement is authogized from that scurce.
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4, Conditions Precedent to Disbursement. Prior to the first
.disbursement, or to the opening of a letter of commitment
under the Loan Agreement, the Borrower or the Company shall
furnish, in form and substance satisfactory to A.I.D.:

(a) A legal opinion of the Egyptian Minister of Justice,
or other legal counsel satisfactory to A.I.D., that
the Loan Agreement and the Sub-Loan Agreement have
been duly authorized or ratified by, and executed on
behalf of the Arab Republic of Egypt, and that they
constitute valid and legally binding obligations thereof
in accordance with their terms.

(b) A legal opinion of counsel for the Company satisfactory
to A.I.D. that the Loan Agreement and the Sub-Loan
Agreement have been duly authorized or ratified and
executed on behalf of the Company, and that they
constitute valid and legally binding obligations of
the Company in accordance with their terms.

(c) The names of the persons who will act as the representatives
of the Borrower and the Company for the Project, together
with evidence of their authority and specimen signatures of
each.

(d) Evidence that the Loan proceeds will be made available to
Mehalla at an interest rate .of ten percent (10%) per annum
with the principal to be repaid over a fifteen (15) year
period including a five (5) year grace period.

(e) An executed contract for the services of 2 U.S. consulting
firm fcr the preparation of a master plan for project
execution.

5. The Loan will be subject to such other terms and conditions as
A.1.D. shall deem appropriate.

“Daniel Parker

Date
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June 9, 1976

EGYPT - MISR SPINNING .AND WEAVING CO, PROJECT
CERTIFICATION PURSUANT TO SECTION 611 (e)
OF THE FOREIGN AS{IISTANCE ACT OF 1961
AS AM:NDED

I, Wilbert R. Templeton, the Pr:ncipal Officer of the Agency

for International Development, Lgypt, having taken into account,
among other things, the maintenivice and utilization of projects
in Eaypt previously financed bt the United States, do hereby
certify that in my judgment E- - : has both the financial capa-
bility and human resources car:. ility-to effectively maintain
and utilize the capital assistan>e to be provided for the re-
habilitation and expansion of thz Misr Spinninc and Weaving Co.'s
plant at Mehalla El-Kubra. .

ni

(0Ll Gece oo
Wilbert R. Templetdn

AID Representative

DATE: June 9, 1976
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The following abbreviations are used:
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FAA - Foreign Assistance Act of 1961, as amended.

FAA,

1973 - Foreign Assistance Act of 1973.

App. - Foreign Assistance and Related Programs Appropriation Act, 1974. ?

MMA - Merchant Marine Act of 1936, as amended.

COUNTRY PERFORMANCE

Treatment of U.S, Citizens and fimms,

1.

FAA § 620(c). If assistance is to a
govermment, 1s the govermment liable
as debtor or unconditional guarantor
on any debt to a U.S. citizen for
goods or services furnished or ordered
where (a) a such citizen has exhausted
avallable legal remedies and (b) debt
is not denied cor contested by such
Zoverrment? '

FAA § 620(e)(1).

If assistance is to

a goverrment, has it (including govern-

ment agencles or subdivisions) taken
any action which has the effect or

nationalizing, expropriating, or other-

wise seizing ownership or control of
property of U.S. citizens or entities
benefically owned by them without
taking steps to discharge its
obligations toward such citizens or
entities?

FAA § 620(0).
Act § 5.

FMisherman's Protective
If country has seized, or

irposed any penalty or sanction against,
any U.S. fishing vessel on account of its

fishing activities in intermational =
waters,

None of the known claims of

any U.S. citizen asserted

against the GOE meets the ;
criteria of this section. In i
any event, Egypt has agreed
to participate in a Joint
Cormission to consider debts
of Egypt to U.S. citizens
and will seek to negotiate
settlement of such debts.
The Secretary of State has
determined that Egypt's
agreement to establish a
Joint Commission to discuss
compensation of American
rationals constitytes taking
appropriate steps for the
purpose of this section,

No instance of any such

seizure or imposition of i
such penalty or sanction is :
now known. ’
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a. b any deduction required by Fisher- a. Not Applicable. .
men's Pretective Act been made? %
b. has complete denilal of assistance b. Not Applicable.

been considered by A.I.D. Adninistrator?

Relations with U.S, Goverrment and Other Nations
y,

No instance of any such
present course of conduct
is known.

FAA § 620(a). Does recipient country fur-
nish assistance to Cuba or fail to take

apprepriate steps to prevent ships or air-
craft under its flag fram carrying cargoes

FAA § 620(£).

FAA S 670(4).

“FAA § ¢£20(1)., Has the country permitced,

9.

to or from Cuba.

FAA § 620(b). TIf assistance is to
a govermment, has the Secretary of
State determined that it is not
controlled by the international
Cammunist movement?

Is recipient country
a Communist country?

Is recipient country
in any way involved in (a) subversion
of, or nilitary aggression against,
the Unitad States or any country
receivirg U.S. assistance, or (b)
the planning of such subversion or
aggression?

or failled to take adequate measures to

rrevent, the damage or destruction,
by mob ection, of U.S. property?

FAA § 620(1).
to 1nst1tut,e the investment guaranty .
program for the specific risks of
expropriation, in convertibility or
confiscation, has the A.I.D., admini-

stration within the past year considered

denying assistance to such goverrment
for this reason?

If the country has failed

-

The Secretary of State
has determined that Egvpt
is not controlled by the
international communist
movement ,

No.

The President has not
determined that the recipient
country is involved in such
coriduct .,

The President, in accordance
with the requirement of
section 620()) has considered
terminating assistance to
Eevpt and has determined
that no sufficient reason
exists not to furnish the
assistance.

Egypt has reactivated its

Investment Guararty Agreement
with the U,S.




10.

~ 11,

12,

13.

14,

Fohoo ¢7(n). Does recipient country
flenish goods to North Viet-Nam or
prerridt-ships or aircraft under its
flag to carry cargoes to or from
North Viet-Nam?

TAA § 620(q). Is the goverrment of
the recipient country in default on
Interest or principal of any A.I.D.

loan: to the country?

FiA § 620(t). Has the country
se‘ered diplomatic relations with
the United States? If so, have they
been resumed and have new bilateral
asslstance agreements been negotilated
and entered into since such resumption?

FAA 8 €20(u). What is the payment

status of the country's U.N. obli-
fFacions? If the coutry 1s in
arrears, were such arrearages taken
intc account by the A.I.D.
Administrator in determining

the current A.I.D. Operational
Year~ Budget?

A § 481, Has the govermment of
19“1D*UHL country falled to take
aderpuate steps to prevent narcotic
dru;s and other contrelled substances
(us dellned by the Comprehensive Drug
Atise Prevention and Control Act of
1377) preduced or processed, in whole
< in gart, in such couatry, or trans-
pceried through such country, from being
s501d 1llegally within the jurisdiction
of ruch country to U.S. Governme:rt
personnel or their dependents, or fron
entoering cthe U.S. unlawfully?

——————
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The recipient country is rot
kerwn to be engmaged in such
a course of conduct.

No such default exists.

Reconciliation 1s taking place

between the books of AID and
the Govermment of Egypt in
regard to several very minor
amounts.

Egypt severed diplomatic
relations with the U.S, in
1967. Diplomatic relations
have now heen resumed. MNew
bilateral assistance agree-
ments have been entered into
since such resumption.

Egypt has paid all of its

outstanding U.N. obligations.

No.

. — g
- o -
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15. .4 3 559, If (a) military base is There is no military base in
- Tocated in recipient country, and was Egypt within the definition of

~nstructed or is being maintained or this section. ‘
vorated with funds furnished by U.S.,
1d (b) U.S. personnel carry out
atlivary operations fram such base, .
n3s the President determined that the
~ermment of recipient country has
autnorized regular access to U.S.
correspondents to such base?

Milita-y Expenditures

16. FAA § 620(s). What percentage of The President has taken into
country budget is for military account each of the listed
expenditures? How much of foreign considerations as to current
rxchange resources spent on military military expenditures by the GAO
cquipment? How much spent for the and has determined that these
purchase of sophisticated weapons do not inhibit economic ald
rystems? (Consideration of these to Egypt but rather that the
points 1s to be coordinated with projected program contributes
the Bureau for Program and Policy to the underlying intent. of
cocrdination, Reglonal Coordinators the FAA which seeks to reduce
and Military Assistance Staff (PPC/RC).) arms costs and to stimilate

economic development.

© CONDILICNS OF THE LOAN

" Gener:! Soundness \

17. 5§ 611(2)(1). Prior to signing of The necessary plans and cost

_~an will there te (a) engineering, estimates are completed.
"‘nancial, and other plans necessary

v carry out the assistance ard
{(\1; a reasonably firm estimate of “he

~~zt to the Unlted States of the
wigistance?
18. iAo 511(a)(2). If further - No further legislative action
,_ Iceislative action is required within is required to irplemznt
: ~scinient country, what is basis for the prcgram than conflrma-
~r:mnable expectation that such action tion action pertaining to
‘1111 be completed in time to permit the signed loan agreement.

wrderly accomplishment of the purpose
of the loan.

RS




19.

ih, ' v 2(e). If loan is fer Capital
Aot trnwey and all U,S. assistance to
rr ot row exceeds $1 million, has

't . or Mrector certified the country's

capohillty effectively to maintain and
utiiize the project?

-~ Loan's t¢ aticnship to Achievement of

" Country and Regional Goals

20.

2l.’

Fis. § 601(a). Information and conclu-
sl ns whether loan wlll encourage ef-
foois of the country to: (a) increase
+« “low of international trade; (b)
fo .er private initiative and competi-
ticn (¢) encourage development and

us: of cooperatives, credit unions,
and savings and loan associations;

(4 discourage monopolistic

praciices; (e) improve technical
efriciency of industry, agricylture,
and commerce; and (f) strengthen

free labor unions.

FAA % 619, 1If assistance is for
re -5 Independent country; is it
{ir 'nish~d through multilateral
or izations or plans to the
ma¢imum extent appropriate?

" Loan's .r.ect on U.S. and A.I.D. Program

22.

Frr 3 601(b). Information and
¢ lusion on how the loan will

er~urage U.S. private trade and
ir .cstment abroad and how it will

cr  urage privaete U.S. participation

ir lorelgn assistance programs
(i ~nding use of private trade
ot 115 and the services of U.S.

pr:-.ate enterprise).

(Annex
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The A.T.0. Represantive in
Eqrpt Mg so certificd,

The Grant will increase the
flow of international trade
and improve technical
efficlency of industry,
agriculture and commerce.

Egypt 1s not a newly
independent country.

The great m,jority of funds
expended are for gpods and
services from private U.S.

concerms.

is
i



(Annex D)
Page 6 of 10

23. }_;-_._'\_.___.“:‘,_-_-\:lgd). If a c‘apit.:ll Yes.
P Ject, are engineering and

pcvesstonal services of ULS.

fiivw and their affiliates

uee 1 to the maxdmum extent )
consistent with the national o
Lrterest?

24, FiA § 602, Information and con- Procurement of goods and
Ciusion whether U.S. small business services will be pursuant to
will participate equitably in the _ established AID regulations.
funishing of goods and services '
fianced by the loan.,

25. . § 620(h). Will the loan promote No.
o assist the foreign aild projects

o1 activities of the Commnist-Bloc
contries?

26. TAA § 621. If Technical Assistance Technical assistance will be
: g Timanced by the loan, informa- to the greatest practical extent
i :‘on and conclusion whether such from private enterprise on a

assistance will be furnished to - contract basis,

ti;2 fullest extent practicable as

. ads and professional and other

services from private enterprise

21 a contract basls. If the

{acilities of other Federal

arencles will be utilized,

{1 fo:mation and conclusion on

. wether they are particularly

v .l.2ble, are not competitive
~ % 1 vrivate enterprise, and

.i be made avzilable without \

.~ ‘nterference with domestic \

LS.

Loan' . l.ance with Specific Requirements

27. -~ L £60. Will loan be used to No.

f. nce police training or related
program in recipient country?
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_ 28. TFAA § 114, Will loan be used to pay No.
or performance of abortions or to

motivate or coerce persons to
practice abortions?

29 FAA § 60U(a), Will all commodity Yes.
procurement .financed under the loan
be fram the United States except as
otherwise determined by the President?

30. FAA § 604(b). What provision is made Commodity procurement in bulk
to prevent financing cammodity pro- - 18 not to be financed.
‘curement in bulk at prices higher -
than adjusted U.S. market price?

31. FAA § 604(d). If the cooperating Yes.
country discriminates against U.S.
marine insurance campanies, will
the loan agreement require that marine
insurance be placed in the United
States on coommodities financed by

the loan? .
- 32.° FAA § 60U(e). If offshore procure-’ There will be no such

rent of agricyltural commodity or procurement,
product is to be financed, is there .

provision against such procurement

when the domestic price of such

comodity is less than parity?

33. FAA § 608(a). Information on ' Consideration will be given
: measures to be taken to utilize to the use of excess prope!
U.S. Govermment excess personal when practical. :

preperty in lieu of the procure-
ment of new items.

34, FAA § 611(b), App. § 101. If loan No water-related land rescurce
finances water or water-related is to be financed.
1and resource construction project
or program, is there ‘a benefit-cost
computation made, insofar as
practicable, in accordance with
the procedures set forth in the
Memorandum of the President dated




Faan § 611(c). If contracts for con-
struction are to be financed, what
rrovision will be made that they be
let on a competitive basis to
maximum extent practicable?

Fau § 612(b); § 636(h). Describe
steps taken to assure that, to the
roxirm extent possible, the country
1= contribiting local currencies to
reet the cost of contractual and
other services, and foreign currencies
c.ied by the United States are uti-
1lized to meet the cost of contractual
ard other services.

" Sectian 30 and 31 of PL 93-18

- TFFA of 1973). WL11 any part of
the loan be used to finance
directly or indirectly military

or paramilitary operations by the
U.3. or by foreign rorces in or
over Laos, Cambodia, North Vietnam,
Jouth Vietnam, or Thailand?

toction 37 of PL 93-189 (FAA of 121%!,
' ;'-n;., § 111. W1l any part of this loan
> Uzed to aid or assist generally or

. the reconstruction of North Vietnam?

4\

34 § 522(d). Does the United States
«.m excess foreign currency and, if

+ 1, what arrangements have been made
for its release?

Fis § 620(g). What provision 1s there
asminst use of subject assistance to
cimrensate owners for expropriated or
rationallized property?

A4 § 620(k). If construction of _
productive enterprise, will aggregate
nlun of assistance to be furmnished -
=+ *h» United States exceed $100
railllion?

(Annex D)
Page 8 of 10

The Grant Agrecment uill go
’m‘i‘ﬁo

The agreement will sq provide.

Endeavor is being made for
negotiation of an agreement
for the reliease of U.S.-
owned non-P.L. HBQ‘pomds.

The agreement will not permit
such use,




b2,

43,

Ly,

usn

47,

L8.

,-‘9.

Fr. § 636(1). Will any loan funds be
used to finance purchase, long-term
lease, or exchange of motor vehicle
manifactured outside the United States,
or any guaranty of such a transaction?

App. § 103. Will any loan funds be
used to pay pensions, etc., for
military persomnel?

App. § 105, If loan is for capital
project, is there provision for

A.1.D. approval of all contractors
ard contract terms?

App. § 107. Will any loan funds be
used to pay UN assessments?

App. § 108, Campliance with regu-
lations on employment of U.S. and
local personnel. (A.I.D. Regulation
. -

App. § 110, Will any of loan funds

be used to carry out provisions of -
FAA § 209(d4)?

A, 5 112, Wil any of the funds
ar;ropriated or local currencles
Fenerated as a result of AID assist-
ance be used for support of police
or prision construction and adminis-
tration in South Vietnam or for
support of police training of South
Vietnamese?

Avp. § 113. Describe how the
Comuittee on Appropriations of the
Senate and House have been or will
be notified concerning the activity,
program, project, country, or other
operation to be financed by the Loan.

—
A e RO

(Annex D)
Page 9 of 10

No.

No.

Yes.

\

The committees have been

notified 15 days in advance of
obligation.



(Annex D)
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50. #rp. S5 601. Will any loan funds be , No.
ucef for publiclity or propaganda
purposes within the United States
not authorized by Congress?

51. Ap. § 004, Will any of the funds No.
appropriated for this project be
used to furnish petroleum fuels pro-
duced in the continental United
States to Southeast Asia for use
by non-U.S. nationals?

52. MMA § 901.b; FAA § 640C. ‘
~ {a) Compliance with requirement Yes.
that at least 50 per centum of the
rross tonnage of commodities (com-
puted separately for dry bulk
carriers, dry cargo liners, and
tankers) financed with funds made
avallable under this loan shall
be transported on privately owned
U.S.~flag commercial vessels to
the extent that such vessels are '
available at fair and reasonable -t
rates. '
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Projeey Title & Number:

PROJECT oz(
LOGICAL .

Mballa Textile Plant .

SUMMARY

Avnex E

MEWORK

Lite o° Project I
FromFY  _  wFY_ " °
Tota! WS fuming ¢ " . "

Date Prepares ** .o | -, 1 - '~

“NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATOHS

MEANS OF VERIFICATION

IVPORTANT ASSUMPTIONS

Prog «7ii or Sactor Goal: The broader objactive to

which this project contribytes:

Provide nccessary resource requirements
In ¢quipment, materials and manpower for
eslablishing a dependable flow of high
quality cotton and cotton blended
products for export to generate GOE
foreign exchange.

Massures of Goal Achisvement:

- lIncreased Spinning and Weaving
Textile Industry sector GDP.

- increascd net export sales.

2.

3.

Mchalla Annual Reports

Cotton Textile Consolidacion Fund
records

Ministry of Economy Balance of
Payments records.

Astumpticns for schieving goa! targets.

1.

2.

Nu COE palicy instituzed which s a
disircentive to expaoret.

No major world recession wh:ich may
affect the market for textile products.

Project Purpose:

- rehatilfrate and e¢xpand the Mehalla

Spinning and Weaving Textile Plant.

- lucreane exports for torelgn exchange,

- supply local market with competitively
priced vextile groducts

- protect eaployment of thousands of
persoans

Conditions that will indicate purpose has been

achieved: End of project status.

- an annual aduitional operaiing
profit (before taxes, interest
and subsldics bu’. including denre-
clatton) of appruximately
$18,000,000.

- an increase ir sales volume of
approximately $50,000,000 by 1180
over projected 1476 pre projec: vol

- utilization of existing labor

force to staff ncw and expandel

manuflacturing operations,

Mehalla semi-annual and annual
production reports

pme ,

Assumptions for schisving purpose:

1.

Textile and reluted equip~zre will be
operated and maintained sacisfactorily
by Mchalla.

Supply of raw saterials (-.g., raw
cotturs, dyvs, ¢te.) is urairterrupted.
Mchalla continues te pascess and ateract
capuble, experienced nani,eors.

Future increuased custs Cu... 2 by
inflation will Y¢ passed on to cus~
tomers thereby mailntaining profic
margin.

Outputs

= establishment of a4 more efficlencly
operating textile plant.

- attainmgreut of good financial return to

lasure tuture viability and profltabllicy

ot the Mchalla company,

Magnitude of Outputs: ¢

- increased labor productivicy

d machine efficiencies '

= increased abllity to produce
standard yarns

- Increased ability to produce
better fabric gradces.

- Increased ability to praduce ready
made garments for export.

- increased eff{ciency of woolen and

worsted onc¢rations
= inepeged cunucity to produce
quality yarpns for ey=art

Final report of U.S. Consultant and
USAID field visit

Auum;niom for achieving Owtputs:

ability to {mprove pruduct cuality
especially for exporis.

atcainment of labor produstavity in order
to staff ecxpanded operations with curren:
work force

continuation of strong, eff{c¢zzive leader-
ship

abilfty to generate proffts and cash flow
nceded to pay back borrowtizs required
for large scale improvo-ent ;rogras.

Inpuis:
l. Textile and related equipment and
peiln (AeleDe)

2. Consulting services of a U.S. firm
(A.L.D !

3. Local services for transpo:ting,
arr=mbling and installing e¢quipment
(¥challa)

4, Testlug of cquipment (Mchalla)

implementation Target (Type and Quantity}
1. Equipment and parts on site by
Scpeember 1978,

?. U.S. Consulting firm in count:y
by October 1976.

3. Equipment and parts on site aad
installation completed by
February 1579.

4. Pinal report of U.S. Consultant.

®Precize magnitude will be set by
aurvev recommended under Tachaicel

Arsis.ance portion of PP,

z.
3.

4.

Monthly reports of U.S. firm and
USAID spot visits.

Mchalla notifications to USALD.
U.S. Consultants reports and
USALID field visits.

Final report of U.S. Consultant.

Assumptions for providing inputs:

1.

2.
3.

G,

Equipment and parts availa®lce and no
undue delays will be crcrzintered in
procurcment and shiprent.

No delays cncountercd 1n ccntracting
with U.S. Consulting firm.

Mehalla provides tinancirg of local
currency costs in a timely carner.
No major dcivcts {n cquipment and
parts procured.

1 30 1 #%eg
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PUBLIC SECTOR TEXTILE COMPANIES

- 107

ANNEY W

TVey v 1 R
0T ot

4

MANAGUMINT AND WORK FORCY bY COMPANY AND FUNCTION

(This schedule includes all personne. employed within the public sector of the
industry)

l ; ! T I it ' !
: COMPANY | PROD! I~ NAINTEN. MKIC ADMINIS= iSOCLAL/%TOTAH E
U IO & SERV, | ‘TRATIVE | OTHER l
; : I : : ] i
. MCHALLA EL KUBRA ' 22,132 4.810 ; 627 1.696 , 5.603 15.268
2. LSCO | 13.012] 4.356 | 383, 2.501 ! 2.996 1.I5F
3. MISR - MELWAN 0507 Fe b oa38d 1300 1,908 17,009
L. RATIONAL g.7ar . 3.97 | 3250 1,002 | r.9e2t 15 uma
5. EL S1OUF | P02 agesl RS By S 719041508 Y EEE)
6. EL NASR CO. "CHOURBAGUI" JE TR o S O U T 6
7. ORILNT LINEN & COTTON ki Soon8l e e . 502 R C7SET 3 AR
8. KAFR LL BAWAR , JLLU5TH Ca.353 T 2045 1570 i LIRS RS S R
J. EL NASR - DAMIETTA ro3.%06  SBST IS0 706 © T3S, 1.4971
0. DAKAULIA L= 705 | 127 782 Y
i 11, VTPLR ECYPT I . 36y 368 | 48l 214 | 871+ 2.pmY |
L s LLXTRAL, Sy S aay vLrof ) 24%c 697 © 24402 1nAcw !
13, MYSR SUEAS:N B RO [ 4.0t LHERE 4 922 | 2.366, 9.72%
b ra. Amam & UNITZD SPL & WEAVING! S.ni6 1.323 | 198! 992 | 2.039; 1U, 68
' 15. ALEXAXDRIA SP, & WEAVING | 4.030 1.155 § 127] 550 9771 6.869
[ Thy TME OTUTN SP. & WEARENG CO.) 2.0)8) 769 1 66 347 672" 4vi3% !
Vo B AETEA | 34081 -1.098 [ 308% 6By | &EIY 4.645
' 1d, 5L WASR DYEING ¢ FESTEAINE A4 4.7 3T 1,418 i 633 | Pl RIS
DRy CATRD SF. VALY DMEINE | o bRy 1.82% L 2Tyl 768 . B H
i 28, MBI NI TS G B T e 288 F5a 22¢ \ ThET B
Ty, VTl JEL e P TR | SO O
25 ol i | e TE LG 1 129 834 (8700wl
S ME CONNERL = PORT SN SR TR L 373 P 446 j }09. 2.bnd
Sy B NieSE JELOTHYNG Lol @S O 510 837 ! 664 N30
Tl MTSR IRAYON : y 2.1.5£ e (B SR i T ZOR 840 hH.nA
2n. GLNLRAL JUTH PRODUCTS -2t acERE o B 358 | 90E.  Buih
27 ARAY CARDET M'PHOLSTENY TV L - S L " I 450 TeO !
' : j L | j ;
I. T I | ;
LT Ak 1153.0 70, 47.300 /5.6051 21. | '9 .
! i

(Ve
(98 ]
~

37.396:265.8

Source @
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TEXT]LE INDUSTRY

Nunber of Spiidles 2/
Nwiber of Locms 3 ,
Production of Cotton Products:
- Cottor Yarn
- Cotton Fabrics
- Average Count
- Production per Spindle &/
PSSP LURTARRAT R VLt Icecm _.‘:,"
Consumption of Coltor. Froducts:
_ Cottén Yarn: § Local

' % Export
Cotton Fabrics: % Local

¢ Export

*

_ PKGDUCTION AND SALES stag 151168V

1961

1,501
25.5

157.5
92.7
2h.2

105.0

[}

76
2l
- B8
19

1968

1,531
25.5

157.L
102.3
2’105
103.0
' N

75
25
81
19

1569

1,615
25.8

162.4
106.1
2h.7
101.0
).

12
28

19

P4

pspa——__ s

A ——

Partially estimated

Thousands

Thousand metric tons

Cotton Count

Kg per spindle per anmm
Metric tons per loom per' annum
Including imports

ISENSE

ek

Yearbook of the Federation of Fgyptian Industries, 1973

1970

1,697
2807

164.5
110.3
25.1
97.0
3.8

73
27
80
20

1972 1915 Y/

1,80 2,120
29.2 33.6

179.2 186.0
115.9 141.0

26.2 N.a.
97.0 87.7
.0 h.2
;2 79
21

82 90 8/
18 10

< ode.
a Nal\Y

% 30 -



CURNENT_ASSETS:

Cash

Accounts Receivable

Raw Materjal Inventory ~
Finishcd Goods Invenloxry
Supplies Inventory

Work in Process Invenlory
Total Currcnt Asscts

FINED ASSETS:

Machinery and Equipuent
Other Fixed Assets

Cross Fixed .(coets
Accurmlated D= preciation
Construrtior in Progress

SPNTSE

OTHER 1}V
Total Assets

CURRENT LIABILITIES:
gank Overdraft

A«. ounts Tayable
T.xes Tayable and Accrued Fxpense

Total Current Liabilities

LONG-TFRM 1IABILITIES:

1ong-Ferm Debt

EQUITY:

Capitsl .
rotafucd Farnings (Reserves)

Total Equity

pot1atl Liabilitice

HISTORICAL EAIANCE SHEETS

PGYPTIAN GEN'RAL OKCANIZATION FOR SFINING 4D WIAVING
(§n million LE)

1/
1968 1969 1970 1971
13 16 18 15
61 67 67 80
38 3 &7 &7
50 36 3 3l
14 25 27 29
28 2 ] a1
204 an 229 29
111 114 125 131
1 I8 78 €2
183 i83 203 213

87 96 105 116

11 12 12 22
12 19 % . %
m % 356 are

29 2 29 27

$7 58 60 64
29 3 A %
118 118 120 125

3 39 47 55

&4 & &S &7
126 13 142 151
170 177 - 187 198
170 v - 18 198
323 3% 354 378
= . - . e - Wl

1/ v.ars 1968 to 1970 arc nding June 0.
A1l other years ure as of Peceaber 3.

1972

66
47
31
32

A
2

145
) 4
23

131
35

-
401

26
3

117

1973

17
64
46
32
35

224

426

Sy

2 |

iR
[

26

53
5
38

20

165

~e
o

154

ke

87
38

165

$0
220

270

5té
- .

XaNay

v 30 sseg
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" Total Value of Production
Jages and Salaries
Materials & Commodity Inputs
Zervices & Non-Comxdity Inputs

Jepreciation
fadirect Taxes

%st of Coods Froduc -°
Tpcrating Profit
3ther Capenses

Fofit Before Interest and Tax
nterest R

frofit Before Tax
“ax

Xofit Aftex Tax

Tatfos
Operating Profit ‘as % of Sales

Profit Before Wax as % of Sales

Profit After Tax a= % of Sales

———— e i e —= =

HISIORICAL 1:COME SIATINNTS

EGYPIIAN GENERAL ORGANIZATION FOR SPINNING_AND WEAVING
(in million LE)

. Vi
1967/68 1968/69 1969/70 .19_791.11.
243 241 258 276
47 53 57 60
125 123 127 135
15 15 16 17
11 1 11 12
A3 13 14 15
211 215 225 239
22 32 33 37
8 _6 - _4
2% 26 28 33
2 3 -3 ., 3
22 23 25 30
& _& 4 _4&
A8 ) 2L 26
13.2 13.6 12.8 13.4
9.1 10.5 9.7 10.9
7.4 7.7 3.1 9.4

e —— — | — —— —

1/ For years 1967/68 -~ 1270/;1 fiscal yuar ended Jme 30,

Thercaft. ¢ y:ars «ded Do

@.._._....,_. e

i

_?u-r 31 . -

270

fuy
~J
I

&
N
&

i
|

("
et A AN~
-~ HO W

& |

o &
[ .

1

b JPY

r, 1
ﬂg o

12.7
10,5

8.6

o
& o




Purchases |
(manayer)

R

Lucal

E

___]_

S DR B

N ase‘] Ware ‘;m-sm'][ o
1 1

"ﬂha._!la _

Tolle o. C"-'"f‘”"”?"__

Chairmman®*
S R ' R I IR F
A Finance Al iniste *ion
Ja | -
(arzger)* (**znayer)* (72-23¢ry
il - » ]

l

“aoort

L ]

o

1 ,

]
i Aud\t\hg. |

e

C-‘
=
-
[l
73
< d
)V
Q
) 5
[x™

foreign Cuutoms
Purcrases I J Clearance , L ——l ) >4
L — l - - -

|
E:Q

Foxer
Station
. water Pct.1c
Plants Gonerat1on

~ars of Mehalla's Board of Nirectors
swcan of Mehalla‘s Board of Directors

[ng.hocrlnq
. {tanager;*

PR Wt
S R

I

Mills
___,]_

A1 eads of Prouduction, Frocessing,
Finishing, Pac;agtng, Qua]rty

Yechanical
wirkshops

A

- - Shipping, etc. Opcrations

- Control,
Constructio Report to the Chair:an,

fainte~ance
-
P
_ i
f““',"_rr"" —-f"*' Matbd b Bt 4 - B g - N - <3
. o - .- . x oo - -
. " c b i .

x|
o |2
® |2
i3
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o
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TSP M2 AT

~ Dr . Mi-uMLD EL SAYED EL-G:CRCOTRY

PERALLA

MilhR-1RL GLCURANTS

_MARCH 1976

Y*ARS OF

ASL EXFERIENCE O.L FpTio.

LA VAN,

Fducation

——— e

1T OVIERTD REDEL o TN VAR 57 32 Fi-p ce Jeneral Mumgper & Dircter, F 7 1eL3

2) MITaE) L9 28 S¢ine T erel Myger & Dlvectar. .

2) YUUSWLT b T L SARRIET L L3 A F-olrvering Sererel Memecer & ] T8, o~ MOP
iretive Scnerel Moeger & ® . ik Coo Ltillen -

2 EL TIN MSHMCD g0 3

4)

5) A“DEL FeLIM AnDEL E2MID FI RIFAL

6) FaTisglLg MOUAVED EL KON

7) MCIR5 MOEMED FL RANA

8) FLILNMLD FANZI RIS AN
Q) E!NICTeZ FILLEM ASDEL MixSOUD
Y T8 p0.D ALY ceMava
11)1ERLVIM FATEY EL FOULY

12;¥O0ETAFA ALY EL-FEOGA

5 285

o~

Aonirge
i1l Seterel Minager.

57 k14 M2
30 Rrelestig Cenered Yomagor,
59 29
20

Pirctesiig Merncer.

Stores & Custcens Cleererce Memsper,
29 18 Locel Seles Mengzer,
18
36

Dyjert Seles Menuger,
Cottoz Affeirs M:n

38

a;ere
Stetistics & Costing Memager.

Dipl,cl Art & Iniocirl

B.Com, 1¢/5,

D:tl. of Ze~~rec ~ 1736,

8.C =, ~ 1954,
B.Cow, ~ 1556,
B.Com, - 1055,

Scecndiry Stidles (Sef

noe) = 1937,

Hegh Come, Striles ~ 1642,

obeg
aNNV
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MM TRLEET ARG A7AB
FI SpIT AT14 MTILTARA

SalhH MOTZ MO

OC% iFpTI0N

M. zer of Dete Procecsing
end Wiges,
P!‘.g‘ REX Lo .V.;-,".gsc-r.

Vai. 1l Treat-ent Meneger,
Verg 't :a) Training Merogere

Taot Ytten Nopre! K
bt AL o

Security & Diielpline Mamegers

Vechinical dorkstor GenMursger

Fower S"'tz,t:on Cueral Yunngers
date Plnt Mesagere
Blecicicel Manejer.
Meinlenerce Meruger.

B2l Dept.Merager.

DA 0N

- B.Com,~ 1951,

V.Ce,2.ntnern A-irds trutien

fri= T ke - 1759

B.Com, = 1758,

bl 3
S STy = 1WA,
C.S, - Lonien - 2948,

R.Ce, - 1'.‘}6.
Tve “emea (24 o) [
- e e . v

B.S¢.Fnze ~ 1927,

B.Se.Tge = 192,

B2, - 1752,

Dirl.of Art % el tes - 144G,
B.Sc.Prg, ~ 1952,

B,Cc.Frge ~ 1757,
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B a VY E

26) SHERY.EP FE.LDI 4LEL VALKE
27) AZDIL MINLIM EL YAVANI
28) kIz¥ ¥EpLIL EL LEmFGUX

29) A¥DEL KulLE FL 2D

Q1) MATFLIZ AMLL RL 220Y

32) HIURAZL RNRAR (VISHA
33) SHLIE RINLEIN RL WANIL
3y) MOHAVED RASEAD 4-DEL RAZEX

35) A-UEL FATTAE A20U CFF

A2 RIPLFIENCE

—— e .

58

56

59

45

il

45
57

YEARS OF

40

4

n

21

20

)

19
36

CUTRRTIIN

Irdustrisl Control Meneger.
%ol Mid) ¥iseger for
Proiaction Jerinne Rexperinants.

#2351 Menuger for Spirning,
Leeving & M.ointenw.ce,

ol Firisl:vg Meroger,

Fiafeling X inlenarce Menuger.

rinicting fredicts o Mongger,

*

Cofection Mengzer,

Siviong Geneeanl Mo | er,
‘A gving Melr.terer.ce Menager,

Baaving Merager,

EUUCATION

— e e

-~ Dijloz=u of At & Infusi:ies - 193§
- Dirl,Cotton Spimming, Lodem-~ 1936

Dipl,ef Seourlexry Tredo ~ 1937,
Diplo=p of Art & rdusiries - 1977,

- Blc.Iifustriel Cledstoy ~ 1953,
- Dirl,ef Djelng - Lorden - 195C,
~ Feldew of Guidéd of Dyers,

LG.’."!G!! - I%C.

- B,Se.Erz, ~ 1752,

- Dir‘. L T 'z'ﬂf.l" '.“ ‘. R &
Firiatr o af [r.v o= w3
| 3G TIPS 1957

B.Sr Eng Clle-istry ~ 1756
~ O25c-a of Art - 191,
- B:pl Fozh Instiite of
Art Profczcore - 1953,
R, Cc.Brng, - 2955,
Dirlcma of Seccrdery Trele - 1937.

= B,Se. g, = 1957
- Woaving Dipl,, Loxdon ~ 1960,

./... )
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36) A7 pLY Fl DAVES

37) FeRz5 2T BUGHOLDT SLLIVAI
)

AED ZRSSIN MpWUSL FL #FIFL

39) AVLD SEMY ETTFLL

LC) ASDEL BRIl HAMLY ImZpuIM

L1) ELMAL FEL LIN TeaepTr v vl

nt,

LIE

2
50

53

YFARS OF
E{PL=. ENCE

18

17
23

CIRATION

S

W aving Mrojeretion Veniger

S:tinning Mol arece Yo,

Frecescing Nrneral Nenager,

Frrode Ralgtices Mool o on

U )
g
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T i B e et 4
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LABOR CONV . 'LEMENT
NEW YARN MiL L. PROJECT
(MEDIUM COUNTS - 533,000 SPINDLES)

ANNFX 1
Page 1 of 1

Staffing Required
for Three Shifts
At Levels of
Labor Productivity
Process Present

Target {deal

Direct and Indirect Variable Labor

Opening 32 ) 15 20
Carding 17 10
Combing _ 59 36 20
Drawing 64 36 15
Roving 6¢ 28 16
Spinning 262 181 163
Winding 159 107 100
Subtotal <59 413 334
Indirect Fixed Labor
Cpening 20 8 x 15
Carding 27 13 J
Combing 21 10 7
" Drawing 16 6 4
Roviny 12 \ 8 6
Spinning 30 14 12
Winding 35 12 50
Clerks _ 3 3 3
Utility Workers 6 < 2
General 17 - 10 10
Subtotal 187 86 68
Grand Total 846 499 403

Overall Labor Productivity

Kg./Man-Hour 251 4.25 5.26



ANNEX_J

Page 1 of
MENALLA TRAINING . Tt 197%
Establishod in 1956 in our mills %o serve as : '~ :iallsed training organe
(A) OBJECTIVES .
(1) Provocational training for beginners.
(2) Training for prazotion, upgrding and updatin; for adults.
(3) Sunervisory tralning and managerial developmout courses.
(&) Rehabilitation of handicapned workerse.
(BY ACIVITIES OF THZ TRAINING DEPT.:
[ B
SSRIAL A S T vV X T Y No. of tralnees T 0T AL
1 Prevocational training for beg’-ners 600 600
2 Vocational training (spinning, veaving,
finishing, ready-made garments,
mechanical and elecirical work:!ops
and quality cmtrol)‘f
PRODUCTION 500
SATETER ARCE 5003 1000
3 Suporvisory and managerial %raining. 300 300
| 4 Adult education and literacy. 500 500
5 Productivily seminars. 400 400
8 Cultural and indueiion courses: €0 600
7 Cutmof=plant activities (mission-, i
prograrmea, visits) 600 600
x Total of our own trainees. 4Lo0C 4000
Coverage: sbout 1l8.
8 Trainine servicos for others
(educntional and production centres). 200 1200
% Totat "Se VS BElEETR Capnct by - 5200 5200

() Staff: 104 full=timera * 105 part~timors.

Spinning, weaving {cotton, wool and blends). res(xy-que; garaents, mechanics and

electricity, managemont training, aduld edu:ition and literacy, induatrial safety
and caivil defense.

All our centrgs are equipped vith ihe necesiary machinery, pilots and wudc-visual alds.

We are planzing %to modernise those contres 7’ introducing nov methods and aids
(closed circuit T.V., visual cassettes, et
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SECTION I: RECOMMENDED TECHN!CAL ASSISTANCE

A. GENERAL BACKGROUND

The proposed technical ass:.in: programs have the following general
objectives: '

1. To aid in ensuring the proper selection of equipment.

2. To aid in ensuring timely, «ifective implementation of the rehabilitation
and expansion program.

8. To aid in ensuring that the capital investments result in optimum returns.

4, To aid in achieving productivity -and quality improvements and cost

reductions over and above those attributable to the proposed capital
investments.

5. To aid in establishing improved planning and control procedures to ensure
continuing results from the ehabilitation and expansion programs.

€. To train personnel in modera techniques of textile management.

While all c¢f the recommended technical assistance programs are deemed to be
important to both the ensurance of the optimum results of the proposed
capital expenditures and to the attainment of additional improvements, one
particularly is connected intimately with the proposed investment programs
and deserves special mention. This is the apparel technical assistance program.

B. APPAREL TECHNICAL ASSISTA" 7E

The apparel technical assistanc- .- 7ran: is described in detail in Section VII of
Part Two. Apparel manufactunng is highly labor intensive; where machine
productivity depends primarily ‘1ipon the individual operators. Therefore, the

~ production system, the work-in-srocess controls, individual workplace design,

- operator methods, operator and s;pervisory training and attention to individual
motivation and activity level ae more critical to overall productivity than
equipment. The purchase of new equipment without the proper attention to
thes¢ other aspects will not rerult in the desired levels of productivity and
quality. For this reason, the apoarel technical assistance program has been
included as part of the capital investment proposals.

—d
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SUMMARY OF PROPOSED TECHNICAL ASSISTANCE PROJECTS

Below is a summary of the proposzd technical assistance projects, excluding the
apparel technical assistance which has been inclucded in the overall apparel

investment.

Program

Master Development Plan

Materials Handling Study

Equipment Specifications

Bid Evaluations .

Survey of Cotton Spinning and Weaving

Waste Control Program in Cotton Spinning
Production Control Program in Cotton Spinning
Cost Reduction Program in Cottor. Spinning
Start-up Assistance in New Yarn Mill
Engineering of Warping and Sizing

Waste Control Program in Cotton Weaving
Production Control Program in C¢- .on Weaving
Cost Reduction Program in Cottor Weaving

Total Estimated Cost

Estimated
Cost

$ 70,000
165,000
60,000
120,000
50,000
160,000
120,000
400,000
160,C00
60,000
200,0C2
140,000
400,000

© $2,105,000

Following is a brief description cf the scope of work envisioned in each of the

proposed technical assistance prog;-ams.

MASTER DEVELOPMENT PLAI’

The implementation of the proposad rehabilitation and expansion plan must be
planned carefully and monitorec. effectively in order to ensure optimum

~ results. Because of the complexiiy of the project and the interrelationship
@ong manufacturing units, the sequence and timing of each element of the

roject bear on the overall resulis. For example, increased weaving capacity

prior to the development of ‘ncreased yarn supply could result in idle
equipment; equipment procurem32nt prior to completion of physical facilities
could result in unnecessary capitid being tied up; and eqcuipment erection prior

tc personnel training could result 1 low equipment productivity.
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. It is recommended that a master plan be developed, using the Critical Path
- Method (CPM) and that the plar be monitored frequently, ideally through the
g . use of the Program Evaluation Rn‘iew Technique (PERT).

The general scope of work envisici'ed in this program is as follows:

i Development of a thorouy.. understanding of each aspect of the program
l and the interrelationshirs of -he individual projects.
]
I
|

— Development of a projec  -etwork,” a graphical representation of the
project plan, showing the in‘er-elationships of the various activities.

In conjunction with Mehall:i management, determination of realistic time
estimates for each element cf the program.

| —  Review of the “network” for each individual project with the responsible
Mehalla manager for that project.

‘ — Obtainment of agreement of the elemental “network” and the overall
( project “network.”

Development of input requicements, frequencies and responsibilities for
project status review and ev:luation.

Development of review aid status evaluation procedures, including
consideration of the use of Mehaila's computer.

—  Training of several Mehalla prersonnel in the CPM and PERT techniques.

Training of someone in Mehulla to act as overall project coordinator.

Periodically monitoring the program and reporting of findings and
recommended actions to Mehalla’s ‘2nior management. .

This assistance ideally shouid "¢ . ovided by an individual or firm skilled in

CPM and PERT techniques ond with intimate knowledge of the textile and
- } apparel industries. The assist:. -« will require several months of on-site work at
; Mehalla at the very beginning .. :ne project, followed by periodic visits to
i monitor the project throughout th:: duration of the project implementation.

The estimated cost of this assistance is $79,000.
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E. MATERIALS HANDLING

In Section X, Part Two, a study of the overall materials handling systems has
been recommended in order to determine the economic jus:ification for ™

improved materials handling and. if justified, to specify the type of system - .-
% which should be installed.

} Because capital expenditures for improved materials handling should not be
' made until after a feasibility/conceptual design study has been undertaken, this
[ study should be conducted as soon as possible. Different from the other
i recommended technical assistance programs, this study must be conducted
! prior to a final capital investment decision and development of specifications of
'-l equipment.

| The general scope of work for .nis assistance is described in Section X, Part
1 Two of this report. The assistance is suggested in three phases as follows:

|

t

(

Estimated
Cost i
'\ Analysis and Conceptual Design Phase $ 50,000
| Detailed Design Phase 40,000
A : Implementation Phase 75,000
;:& |
] Total Estimated Cost $165,000
I
l. F. EQUIPMENT SPECIFICATIONS
1
‘ : The development of equipment specifications is among the first steps in ?
; implementing the proposed pioject. The proper development of these
: specifications is vital to the success of the project. Mehalla. management has
considerable experieace in deve:oping equipment specifications; and, among 3 *
the Mehalla management, there is : great deal of technical expertise.

However, there are several factors which cuggest that assistance in the
development of the equipment sp=-ifications is desirable:

1. The magnitude of the propased investmert will require not only the
development of specificat oris for each individual major piece of
equipment but also an ov:rall review cf the specifications, requiring
knowledge of cotton, woolen and worsted systems of manufacture.

:M@/A/
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o

Since the specifications sho:1.d be developed as soon as possible, outside
assistance, unencumbered ‘nth daily managerial responsibilities, could
serve to expedite the process

3. Since U.S. equipment is involved, it would be highly desirable to have
someone intimately familiar with U.S. equinment and U.S. equipment
suppliers involved in the development of the specifications.

The general scope of work involved in this assistance is outlined below:
Development of a thorough understanding of each project.

— Development of a thorough understanding of the end product
specifications from each project.

— Development of desire? capabilities, capacities, performance

characteristics, flexibility ard technical criteria for each major item of
equipment.

Preparation of written specifications for submission to potential suppliers.

All of this work should be done in conjunction with Mehalla management,

working intimately with each <ey marzger in the development of the
specifications.

The estimated cost for this assistarice is $60,000.

BID EVALUATIONS

The objective evaluation of the »ids and proper selection of equipment are
fundamental to the success of tie project. As with the development of
specifications, outside assistance in the evaluation of bids by persons intimately
familiar with the projects involved and with U.S. equipment could aid in

ensuring proper selection as well «s reducing the time of Mehalla management
for this detailed work.

The general scope of work involvec 'x this assistance is as follows:

— Determiration of bid - -ation critcria such as cost, guarantees,

conformance to specifi. - :-.. ‘echnical assistance, similar equipment in
~ place, etc. ‘

Determination of value to be - :..gned to the various criteria.



Detailed review of the :'¢s in order to evaluate each according to the
evaluation criteria.

Discussion of bid review analvsis with appropriate Mehalla manager.

Preparation of written rep:it on the evaluation of each major item of
equipment.

— Review of final evaluation with senior Mehalla management.

Determination of supplier cr request for additional information or revised
bids if required for final det:-mination.

Ideally, this assistance should be pzovid'ed by the same source which provided
assistance in the preparation of equipment specifications.

The estimated cost for this assistar ce is $120,000.
SURVEY OF COTTON SPINNING AND WEAVING

As pointed out in Sections I and II of Part Two of this report, cursory analyses
permitted during the course of tais study indicated that considerable potential
exists for cost reduction in the ex’<ting cotton spinning and weaving operations
through improved labor productivity, improved machine efficiencies, reduced
waste levels and improved production planning and control. These cost
reductions could amount to severzl million dollars annually. Since the existing
_operations are intimately involvea in the proposed project, their efficiency and
costs are fundamental to overall project success. In order to identify and
quantify the cost reduction potential and develop plans for improvement
programs to achieve this potential, a survey of the existing cotton system
spinning and weaving operations s “2=commended.

The general scope of work envisior ed for this program is as follows:

Page6 ,f 28
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ollection of data and infor nation from each cotton system spinning and
weaving uni* on items such as: :he following:

—  Product mix.

— Lot size.

— Machine speeds.

— Job assignments.

— Indirect labor complem:nt.

—  Supervisory complement.

— Package sizes.

—  Waste levels.

—  Quality levels.

— Running conditions (stc.p levels, ends down, etc.).
—  Work-in-process levels.

—  Productivity (machine =-.1 labor).
—  Unit balance. )
—  Machine downtime

— Elemental costs (raw r-*erials, labor, overhead).
Interviews with manufacturing management.
On-the-floor observations an«l studies of major operations.

Development of cost, productivity, waste and quality performance for
each unit. '

Comparison of current performance with achievable performance levels.

Development of cost reducticn potential in each unit by cost element.

Development of a cost redu-ion program plan detailing the following, by
unit:

—  Cost reduction goals.

—  Programs required to effect the improvements,

— Techniques to be used. )

Mehalla staff required tc. implement the programs.

—  Training required to presare the Mehalla staff,
Priorities and sequence of implementation.

Estimated calendar time for each program.

—  Outside assistance requiicd,

— Esiimated cost of eact. ~-ogram,

— Estimated cost/benci - :latic  hip from each program.
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8. Preparation of a written 1eport covering the findings, conclusions and
recommendations.

The resulting report should form the basis for the decision to embark on the
improvement programs in ‘he cotter spinning and weaving units described
below. The survey would de-¢rmine the feasibility and economic justification

¢ these programs. While ou.* -~ ~v analysis indicates that the programs could
result in substantial benefi's. .si¢ proposed survey should be undertaken to

verify this and to provide Meh2!!z management with a study of the economic
justification and a plan of implementation.

The survey should be conducted by a firm or persons with in-depth textile L
experience and skilled in manageinent techniques such as industrial engineering,
production planning and control, waste and quality control.

The estimated cost of this study is $50,000.

|
L ‘ 1.  WASTE CONTROL PROGRAMS

o : Assuming the economic justification for a program of waste reduction and

g l’ control in the cotton spinning ard weaving units is confirmed by the survey,
| the following general scope of work is envisioned. The scope of work, of
i course, would be defined in greater detail in the survey report.

1. Identification of current waste levels by process, type and cause. E

2. Development of waste control reports by process, type and supervisory %

and managerial unit.

3. Development of corrective action to reduce waste created by improper E

machine settings, poor mai:itenance, improper handling, and operator
created.

waste on cost and profits - ¢ on theory and practical applicaticn of waste

|
|
4. Conduct of supervisor :'- ~anagement training session§ on effect of
control.

Establishment of standard levzis of waste by process, type and supervisory
. - and managerial unit.

6. Follow-up with managers, supervisors, maintenance personnel and
operators to ensure desired p:tformance.

e
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7. Examination of final prodict specifications and raw material input to
determine potential for raw material savings through improved lav-down
and blending techniques, blerding by micronaire, etc.

8. Development of overall, coordinated waste control reporting system
including  supervision, unit management, department management and
summary and exception repo -ts for top management.

9. Training of several key Meh ila personnel in waste control procedures and
in monitoring the program :c 2nsure continuing results.

10. Documentation of all techn’'ques, procedures and controls and conduct of
management seminars to ensure understanding and acceptance.

These programs should be conducted by a firm or persons with in-depth textile
and waste control experience, .

The estimated costs of the technical assistance for these programs are $160,000
for spinning and $200,000 for we iving.

PRODUCTION CONTROL "RCGEAM

Production scneduling and contvol at Mehalla are extremely complex,
particularly in the cotton spinning and weaving area with its six spinning units
and 13 weaving sheds. The deveto~ment of an effective production planning
and scheduling system can aid in ensuring no idle equipment time due to
unavailability of stock, in reducing work-in-process and capital tied up in
inventories, and in improving custcmer service, From observations made during
this study, there were indications that a modern production control system is

needed at Mehalla. With the mocernization and expansion program, the need
for such a system will become mo: e acute.

The general scope of work envisioned for this assistance follows:

1. Review of current prouuaiion planning, scheduling and control
procedures.

2. Collection of informatior on production levels, product mix,

work-in-process levels, ra'’s materials inventories, finished goods
inventories, throughput time:. etc.

g
b

}
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3. Identification of current responsibilities for production planning,

scheduling and control anc conduct of interviews with key personne!
involved.

4, Description of current system, including inputs, outputs, frequencies,
reports, controls and responsibilities..

5. Identification and quantification of improvement potential .in terms of
reduced downtime, reduced work-in-process and improved service.

6. Conceptua’ design of ‘mproved system including general input-output
requirements, responsibilities. nortions to be computerized, etc.

7. Review of conceptual desigr. w.th Mehalla management.

8. Detailed design of the improved system, including programming
specification.

9. Monitoring of Mehalla’s progiamming staff and program testing.
10. Training of key users of the 7/stem.

11, Monitoring to ensure forecas* results,

This assistance is estimated to cost $260,000.

COST REDUCTION PROGRAM IN COTTON SPINNING AND WEAVING

Cost reduction programs in the ¢otton spinning and weaving plants should be

considered if the proposed sunvey of these operations indicates a desirable
cost/benefit relationship. We are of the opinion that these programs can easily
be justified. The programs wouli be especially timely in achieving increased

labor productivity in order to ensure the ability to staff the expanded

operations from the existing worl: force.

The general sccpe of work envisioned in the cost reduction programs is as
follows:

1. Selection and training = '~ o 20 capable Mehalla employees in time and

motion study, frequency i ~king techniques, work sampling procedures
and basic principles of ir.d.s7°2! engineering.

v
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Taking one operation 7+ 1 ° "ne, supervise and direct the engineering team
to accomplish the follorr

— Analyze methods and prosedures.
— Improve methods and procedures.

Determine proper jo» loads for direct labor through work
measurement,

—  Determine expected ma:hine efficiencies.
—  Determine proper indirect labor complements.

Establish standards for machine speeds, package sizes, labor

complements, machine efficiencies, productivity levels, and running
conditions.

Establish control repcrts for comparing actual performance to
standard.

Establish procedures for frequency checking running conditions.

Train two training coordinz:ors, one for spinning and one for weaving,
and 20 to 30 instructors in analytical training methods.

Supervise the implementation of analytical training programs for
retraining employees in the improved methods.

Conduct management seminm on industrial engineering, analytical
training and cost reduction.

Conduct supervisory develorinent seminars to expose line supervisors to
the basics of industria! engincering and analytical training and to develop
involvement of the supervisois in the cost reduction programs.

Supervise follow-up, contrc] and monitoring programs to ensure
achievement of results and ccrtinuation of the improved performance.
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In addition to the cost reducticns which would result from these programs,
they would provide the comp:~v with a trained group of work study and
operator training personnel and ‘ndustrial engineering and analytical training
programs which could be extenc 2d into other areas of the company.

These programs would require st veral calendar years for completion, and the
estimated cost is $400,000 for sp..:ning and $400,000 for weaving.

ENGINEERING OF WARPING AND SIZING

The warping and sizing operations are centralized, and the quality of the sized
beams has a significant effect on weaving efficiency. As pointed out in Section
I, Part Two, one percent increase in weaving efficiency could result in
additional contribution of abcut $80,000 per year. Therefore, it is
recommended that an engineerir 7 program be conducted in this department,
concentrating on improving the qua'i.. of the sized beams but also including

methods impruvement a.c¢ icrelopment of standards for equipment
productivity and labor, '

The estimated cost of this program ‘s $60,000.

START-UP ASSISTANCE IN THI{ NEW YARN MILL

To ensure an effective start-up o: the new yarn plant, a program of technical
assistance is recommended. The program should include the following:

1. Development of standards tcr productivity, machine efficiencies, labor,
waste and quality.

2. Development of control and reporting systems for productivity, machine
efficiencies, labor, waste and cuality.

3. Training of first-line supervisicn.
4. Implementation of an analyt .-al training program for operating personnel.

5. Development of a schedule for machine erection, machine commissioning,
personnel intake and training and production buildup.

6. Overall coordination of plant s:art-up.

The estimated cost of this ass.. = . is &7.50,000.

of 28
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GENERAL OBSERVATIONS

A. LONG-RANGE PLANNINC

1.

Introduction

During the course of th.: -*udy, the desirability of the preparation of a
formal long-range plan was -oted. In view of the size, product diversity
and complexity of the ccmpany, coupled with the dynamic nature of
world textile markets and textile production and the rapid development
and increasing cost of textile technology, the need for a formal long-range
plan for Misr Spinning and 'Veaving Company is particularly acute.

Philosophy and Objectives

As the first step in the de:lopment of a long-range plan, it is suggested
that management develop a clearly stated corporate philosophy. This
should state the basic beliefs of management and what the company
“stands for.” It should place emphasis on those aspects of the company
which management wishes to stress, for example, its people, product
quality, product develorraent, technological leadership, efficiency,
customer service, etc. The philosophy should articulate the underlying
mental attitude against wh ch corporate objectives can be developed and
within which management :ctions and activities will be taken.

Following the statement of corporate philosophy, a brief set of overall
corporate objectives should be developed. These should include the

. following:

— Financial objectives.
—  Markst objectives.
—  Growth objectives.

Market Plan

The marketing plan should ‘orm the basis of the overall long-range plan.
This plan should look out nto the future in a fairly definitive way for

three yeass and in a gener:l way for at least five years. The market plan
should include at least the f:llowing:

a.  Analysis of domestic niirket By major product group.

b.  Analysis of export ma>::ets by major product group.
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c. Analysis of major <apet - -<rs domestically and in the export
MaiKe .

d. Analysis of the comzanv’s strengths and weaknesses in such areas as
product design, procuct quality, product costs, and customer service.

e. Determination of percen: of sales desired for domestic and export by
major product group.

f. Three-year projection, hy year, of sales volume, by major product
group, and by country.

g. . A more general projecticn for at least five years of sales volume by
major product group for domestic and export sales,

h. Identification of areas :. weakness and plans for improvement, for
example, product develcpment, sales force, product quality, etc.

4. Manufacturing Plan

The manufacturing plan should be developed from the marketing plan.
Current manufacturing capavilities and capacities should be compared
with the marketing projecticns. Requirements for additional capabilities
or capacities should then be developed. Cost estimates for equipment
replacement or additions should be prepared, together with a timetable
for developing the required capabilities and capacities to meet the market

projections. The manufactur.ng plan should include items such as the 3
following:

—  Projected product canabilities.

— Projected capacities by  -*~r product group.

—  Projected space and equi- -.2nt requirements.

Plans for effecting productivity and quality improvements.
—  Projected expenditures fir plant and equipment.

— Projected labor requirem2nts.

— Projected manufacturing costs.

:m/;\:
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3
Personne! and Managerer: -

Based upon the manufact.ring plan, a management and personnel plan
should be developed. Txic _aould include an analysis of personnel,
supervisory and management requirements, taking into account
anticipated turnover anc re‘’ements. Key management requirements
should be noted and candicates for filling the requirements identified.

Plans should then be developed for preparing the candidates to fill the
identified positions.

Anticipated reductions in direct and indirect labor through technological
improvements and produciivity improvement programs should be
developed and compared with anticipated requirements in new or
expanded production uniis. Plans should then be developed for
transferring and retraining t..ese personnel.

Support Functions

To support the market and manufacturing plans, the support functions
should develop plans for the.r areas of responsibility. These should include
planning and contro. systems, quality control, maintenance and
engineering, power and water, etc.

Financial Plan

Based upon the market, manufacturing, personnel and support function
plans, a financial plan shculd be developed. This plan should include at

least the following:

— Investment requirer<-.*"

—  Projected changes i: . *.:s and expenditures.
— Cash flow projectior...

—  Pro forma profit and lc= scatements.

—  Projected balance sheet;
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8. Long-Range Planning Respon; bility

Long-range planning should be the responsibility of the Chairman. It i
might be desirable to form 12 Long-Range Planning Committee consisting i
of the Chairman, Financial Director, Marketing Director and a senior
manufacturing manager. Th.- ~ommittee should develop a format for the
plan elements, establish timeiables for completion of each element and

review and approve the elen.ents and the final plan. Each year, the plan
should be updated.

The first year the plan is deve.oped will be the most difficult. However, in
view of the magnitude of the proposed expenditures and the work which
has already gone into the analysis and developmen: of these, it is
suggested that serious consideration be given to the development of a
"long-range plan by the end of 1976.

B. ANALYTICAL OPERATOR TRAINING

1. Background

Textile and apparel manufacturers are faced with a severe shortage of
skilled workers in most pa-is of the world. Due to the increased skill
requirements in these industries, employee selection, training and
retraining procedures demanil intensive appraisal by manufacturers. These
functions have assumed a new importance; and, in the majority of
companies, the need to upgride them has become critical. The traditional
training procedures followed by most manufacturers have been
unsystematic, increasingly ex >ensive and generally ineffective.

A basic analytical approach to training has been used successfully in many
industries since its developrient in Great Britain during World War II.
Since the early 1960’s, analy:ical training has given the textile and apparel
industries a scientific, specialized and systematic approach to the task of
training textile and sewing riachine operators. As practiced, it combines
basic industrial engineering with concentrated training techniques to
provide manufacturers with a highly effective means for both training new
employees and retraining es.perienced operators whose performance is
lagging or whose job content is substantially changed.

From our observations at the Misr Spinning and Weaving Company, it is
our opinion that the applic:tion of analytical tzainirg to the training of
employees in the proposed new manufacturing anits and to the retraining

of current employees r-::d lead to significant improvements in !
productivity.

I(§A
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Obijectives of Analytical Training

The underlying purpose of analytical training is to provide a company
with the means to develop :nd improve human skills and performance
rapidly and effectively. Providing good training and retraining for a
company’s emplovees ‘= » hurrane and worthwhile project. To be
successful in this develoy zent of operator skills, analytical training must
be caretuiy planned, -uided and controlled in order to achieve the
following specific object:ves: '

a. Increased Productivity
Increased productivity i; realized by:
— Training new operttors faster.

Raising the perforinance of experienced operators by retraining.

— Raising the performance of transferred operators (experienced
operators who have been changed to a different job or product).

Reducing labor turnover or failure rates, particularly among
new employees.

b. Reduced Labor Turnover or Failure Rate

The turnover rate, or failure rate, in most companies tends to be
highest during the learning period. Once a new operator achieves the
performance level of the experienced operators, he or she tends to

stay with the job except for mainly unavoidable causes and
particularly upsetting circumstances.

Analytical training -as .3 m: 2 effect on the inexperienced operator
turnev:r, or failure ~v -elping new operators to gain job satisfaction
and high performa: -2 ::  arnings in a much shorter time.

Control and reductior ©-  awanted turnover, or failure, during plant
start-up or expansion . _s0 of particular importance, since during
expansion it is usually recessary to dip lower into the labor pool for
new recruits or transfers; and the lower down the list of qualified
prospects a company jdJes; the greater the need for intensified

training.
\m

i
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Improved Quality -

Another aim of analytical training is the improvement of the quality
of operators’ work by t.ae development of correct job methods and
skills. This is true no* naly with completely unskilled operators but
also with experienced :perators who may be highly productive but
whose quality performar ce is poor.

In addition to the above, analytical training helps provide:

Improved recruiting.
Improved job methods.
Improved supervision.
Fixed overhead recovery.
Increased plant flexibilivy.

Elements of Analytical Training

Much of the success achieved with analytical training can be traced to two
key elements:

Complicated production operations are broken down to their
smaliest component sxilis through detailed scientific analysis so that
they can be taught cffectively through repetitive practice and a
“rebuilding” of the comronents into the complete operation.

The specialized analytical training technique is applied from an
engineering perspective, Training specialists who are also experienced
production engineers m.ust design and instal! analytical programs to
fit the particular conditions and requirements of the labor force, the

individual plant and :ie particular product or products to be
manufactured.

Method of Accomplishing Ot,juctives

Some salient characteristics ¢ the analytical training approach include:

a.

Separate training centers in which trainees and retrainees can
concentrate upon learning without the distractions of the production

floor. These centers shctld be located within, or contiguous to, each
major production unit.

of 28
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b. Analysis of the operation to be trained isolates its various skill
elements, which provide the basis for designing a series of training
exercises. As the analvtical training program develops, a resident
training director begins "0 do this important work on his own, having

developed the necessar: skills for doing so during the initial start-up
phase,

c. Basic skill exercises aze oracticed by the operator in short, repetitive
exercises but at full r1oduction speed. As the trainess reaches a
predetermined level of proficiency in each skill, he or she goes on to
more difficult exercises. Gradually, skills are combined until the
operator is practicing tt.e entire operation.

d. Stamina buildup is achieved as the trainee progresses from short
practice runs to longer and longer cycles, until he or she develops the
stamina to perform the cperation properly over a full day.

e. Training instructors wor:: closely with the new operators, as well as
with experienced operators undergoing retraining. Under the
supervision of the traiii.ng director, they provide constant instruction
and follow-up to ersure that the training will last,

f.  Selection and testinz ~rocedures must be modernized to give
analytical training pro>rizms the best opportunity to succeed. In
particular, proper testing of new recruits and retrainees makes it
possible to match the abhilities of an employee, such as finger
dexterity or eye-ﬁand ccordination — with the physical requirements
of a particular operatior.

Obviously, one of the most .mportant phases of the analytical training
program begins with the sea:ch for and selection of the training director
and instructors. The success of the training program depends upon these
people since they are the otizs who have the day-to-day contact with and
responsibility for those beinc trained. ‘ '

Their training is equally important and must be under the initial guidance
of a graduate engineer specializing in textile/apparel training and with
experience in the specific or closely allied product.
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Typical results achieved in plan's using analytical training have been:

Reduction in Training Times

— Successful Trainees
— Unsuccessful Trainees

69%

59% -

Reduction of Unearned Pay (cr. Losses
Sustained Due to Guarantced Wage)

— Successful Trainees
~ Unsuccessful Trainees

67%
54%

Reduction of Replacement C:st: . 65%

Productivity Increases Retrainees 32%

An understanding of these nunbers can only lead one to the conclusion
that other improvements mus: follow and that everyone involved must
benefit. As mentioned earlier, some of the additional improvements take

the form of such things as:

— Increased eamings.

—  Overhead recovery.

— Reduced turnover.
= Improved quality.

— Increased flexibility.

— Improved morale.

— Improved supervision.

INDUSTRIAL ENGINEERING

The industrial engineering function :t Mehalla is weak relative to the potential
for cost reduction and overall m:nufacturing improvement. As pointed out
ov¢ of the primary challenges to Mehalla
management is to improve labor - voductivity. Industrial engineering can be the

several times in this report

primary function ior the deve’

-t of productivity improvement.

:/X/(.(\%‘. \
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It is recommended that addition~' mphasis be given to industrial engineering;
that an effective industrial enpineering staff be developed. that specific

programs with quantified goals l'e planned and that the industrial engineering
effort be measured against these gcals.

As labor costs increase, the competitiveness of Mehalla may diminish unless

considerable effort and attent:on is devoted to the improvement of
productivity.

I
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TECHNICAL ASSISTANCE — NEW FACTORY AND REORGANIZATION

e s S S e i o R S

We believe the foregoing shows that, while the proposed investment is feasible,
an investment in equipment alone would be difficult to justify. The new
factory should be set up in the best manner known, and the existing factories
should then be reorganized or corverted to emulate this model. The basic
objective should be a reduction in the total unit labor cost by improving
productivity while increasing ope:z:or take-home pay and quality of the
finished product.

»;é These goals can be achieved, but = good deal of technical assistance will be
required before the following changes and improvements are accomplished.

At the heart of the reorganization is a change from the present line system to
what is called a mobile bundle unit /MBU). Essentially, a MBU is a production
system based on a bundle as the urit of work and operations are divided for
maximum efficiency. The job con.ent of each operation is set for this
efficiency without regard for the b.Lancing required in a straight line. Work
tables are designed for each operation, and specific handling methods are

determined. Thus, each operator’s ea: ings are dependent only on her own skill
and the effort she puts forth.

i

: Bundle storage is provided for on sm::l (2’ x 2’) bundle trucks with casters, and
these trucks serve as the pickup anu .isposal rack for each garment. On many
g ' front and back pants panels, the tricks are equipped with clamps to further
facilitate the handling. Each machin: is powered by an individual motor, and
each work table is located to permi: minimum travel time to get and dispose
bundles. The main advantages of this <’stem are:

YR, 2 2
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1. 'The unit production is no longe: .umited to the slowest operation.

2. The rigidity of the line svsten is eliminated, making possible maximum
utilization of motion economy principles through table designing.

3. Work in process can be accumu ated between each operation, permitting
greater production flexibility.

4. Each operator can work as rapidly as he is able to without dependence on
his co-workers.

5. It is possible to balance part-time jobs by transferring operators during the
day. )

6. It is possible to counterar: the effect of absenteeism and turnover by
transferring operators and >v overiime to a greater extent than is possible
in the straight-line system.

7. It is easier to expand or contract the unit size for changes in demand or in
styles.

8. It allows individual incentives which are superior to group incentives.

The main disadvantages are:

1. It requires better supervision — better judgment and application of time.
2. Bundle handling is necessary.

3. It requires more wark in process

4. It requires a longer production cycle than astraight-line system.

‘For those garments planned and now made, we believe the advantages far
-outweigh the disadvantages.

As the first step in the proposed conversion, an action plan should be
developed, probably as a part of a detailed factory planning report. This action
plan should be a joint effort betv 2en management and the technicians; it
should assign responsibilities and 7 iriti.-; and it should include a timetable
for completion of the various steuvs.
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Although by no means complete and no: necessarily in order, such a plan might
include the following:

1. Develop complete action plan. -

o rgll,awm&é T o pe: e

2. Start detailed factory planning r~port: S %

a. New factory —

— Garment specificaiions.

—  Machinery specifici...ona.

— Layout.

—  Cost, volume and efficiency projections.
b. Existing factories.

3. Select management and engineers Zor foreign training and plant visits.

4. Trial patterns and samples.

5. Visit foreign factories and equipm nt suppliers.

6. Schedule new equipment trials, °

7. Correct and finalize patterns; run inal sample cuts.

5 8. Complete equipment trials and evaluation. Specify, order and schedule § ;
equipment delivery and setup dates.

9. Complete planning report.

10. Complete layout plans for new and existing factories.

11. Complete building construction.
12. Relocate existing factories.

13. Explanations to employees — -1 v:-range actions and long-term plans.

14. Review personnel procedures ar? - - -lize changés.

oy
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15. Design payroll svstem: initial tra ning of management and clerks.
16. Select people for initial training.

17. Start supervisory training.

18. Begin training center.

19. X% of equipment and operators in new factory.

20. 100% of equipment and op>ra‘ors.

21. Review and update planning repor and action plan for existing factories.
22. Specity, order, etc. equipmeut ‘or sxisting factories.

23. New factory to X% efficiency. .

24, Start conversion of first existing factory.

25. Ete.

Although the above is important, the greatest value from technical assistance
will come during the plant start-up and comprehensive cost reduction and
quality improvement program. Some >f the major elements of this include:

1. Organize or reorganize the :.ctories into desirable units; consider
combining the cutting rooms, p:uts sections, etc. Prepare layouts of these.

2. Specification of machinery, attachments and storage facilities if not

accomplished in the planning report. Follow up on deliveries, setups and
carpentry work.

3. Design and have printed bundle production tickets. These should be
serially numbered to help preve 1t cheating and should provide spaces for
each operator’s clock number o '~itials to assist in quality control efforts.

4. Complete design or revision of nayro. system and train clerks. System to
provide: : " ‘

a. Gummed sheets for atte~ " 'rce, production and off-standard times as
well as space for produc... ~ ~kets.

b. Simple yet effective and timely cost, production, efficiency and

operating reports for manag« ment’s use. A
N~ /
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5. Revise materials handling and :utting procedures to support new system
and layout.

6. Design improved workplaces to reduce handling times.

e’

7. Introduce selected equipment, «ttachments and work aids such as thread
; trimmers and stackers meant to educe labor content, job complexity and
3 training times. Make certain thes? provide more consistent quality.

8. Standardize the method of l:ndling at each operation and establish
training curves for the jobs.

9. Train operators to use the new equipment, attachments and methods and
motivate them to perform well.

1 10. Implement scientific training program. As discussed elsewhere, this is a
formalized training approach designed to effectively fill vacancies, to
upgrade capabilities, to retrain existing employees to improve their
productivity and quality, ana to assure that new operators are properly
trained in the shortest possible time. This type training is especially useful
on the more difficult jobs a1ving .onger learning times, and these should
probably be started early in the project.

i
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11. Continuously try to simplify the make of the garment where this can be
done without lowering the intinsic value or appearance of the finished
product.

12. Work measurement to develop standards for all operations and to equalize
earnings opportunities. Individi.al incentives should be used throughout
the factories, hopefully withou: a ceiling or maximum. Additionally, the

] quotas should be established wusing proper allowances for the job and

? ' machine — not just one allowance figure across the board.

13. Rate or quota installation and . ollow-up to prove the standards for each
operation as installed. Of all the elements, this is the most time
consuming; it is also the most irr pjortant and is the key to success.

14. Design and install quality contrc; procedures and train personnel.

15. Select and train utility operatoxs’ and install utility and transfer incentive
plans.
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16. Since the operation is currently overstaffed, continuously work toward

17.

restructuring the organization to reduce indirect labor.

Formal training and development of management, staff engineers and
supervision both in the factor” and in classroom sessions. This is the
second key to success, and tor‘cs should cover both the technical and

human relations aspects of their jobs. A short list of some of the items
that should be covered includes-

&

Cost Controls:

~  Payroll procedures.
—  Cost reports.

Quality Control

—  General consideration:.
—  Specific in-plant procecures.
—  Quality specifications.

Engineering Techniqu--

—  Capacity studies.

— Follow-up.

—  Methods improvement.
— Quotas and piece rates.
—  Slide rule use.

.— Sewing equipment.

— Incentive plans.
Production Flow

— Balancing.
— Production systems.
— Work in process.

Personnel

—  Operator orientation.

—  Operator training.

— Turnover and absenteeirm.
— Handling grievances.

— Company policy.

—  Safety.

—  Maintaining morale,

— Discipline.
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18. Manualization of all prcredures, operation bulletins, quality
specifications, methods, time values and rates, workplace sketches, etc.

With these things in place and operating as they should, we are confident that
the garment plant will continue to ir.aintain or improve its vital position in the
company.




Item
No.

1.

10.

Description

Processing Equipment C!F Value
Import Duty on 1. (12%)

Clearing + Local Transportation +

Erection

Auxiliary Ecuipment + Accessories
CIF Value -

Import Duty on 4.
Clearing + Local Transportation for
Spares (5%), Including Duty (12%)

Electrical Substation, CIF +
Distribution + Installation + Duty

Airconditioning Equipment, CIF +
Installation + Duty

Subtotal Equipment Installed

Construction 22,880 Sq. Meters -

Total Investment (Excluding
Working Capital)

APPENDIX 1
SUMMARY OF INVE “MENT PLAN — YARN MILL NO., 7
NEW YARN COUNTS — iv EDIUM COUNTS ~ 54,000 SPINDLES

ANNFN M
Paoce 1

Estimated Costs

Foreign
Exchange
inUSS$

$15,137,000

152,000

1,742,000

757,000

785,000

1,850,000

€20,423,000

$20,423,000

Local
Currency
in.S$

$1,816,500

152,000

209,000
9,000

- 91,000

200,000

380,000
$2,857,500

5,034,000

$7,891,500

Total
Uss$

$15,137,000

1,816,500
304,000

1,742,000
209,000
9,000

848,000
985,000

2,230,000
$23,280,500

5,034,000

$28,314,500

e
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APFSNDLY 2

SUMMARY OF INVE' "V V" PLAN — COTTON WEAVING

N

Estimated Costin US $

Estimated
Foreign Local Total
Exchange Currency in :
item Description inuUSS inUSS uss
1. Processing Equipment and Acceassories :
CIF Value $10,446,800 $10,446,800
2. import Duty on 1.(12%) $1,254,000 1,254,000
3. Clearing and Local Transportation
and Erection 105,000 123,000 228,000
4. Auxiliary Squipment and Accessories Included in item 1.
5. import Duty on 4, Included in Jtem 2.
6 Clearing and Local Transportation for 4 Included in item 3.
7. Spares (10%) Including Duty {12%) 1,044,500 125,300 1,169,800
8. Electrical {Renovation and Connection Only)
Estimated 134,000 134,000
9, Airconditioning (Updating Only) Estimat<d 50,000 50,000
Subtotal Equipment Installed $11,596,300 $1,686,300 $13,282,600
10. Construction {Updating Only) 10,050 a- 365 :
Estimated 655,000 655,000

Total Investment {Excluding Working C1sital)  $11,596,300  $2,341,300  $13,937,600
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10.

APFT NDIX 2A

ANN®EX M
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SUMMARY OF INVESTMENT *LAN — WARPING AND SLASHING

Description

Processing Equipment — CIF Value
Import Duty on 1. {12%)

Clearing and Local Transportation
and Erection

Auxiliary Equipmént and Accesso-ier

Import Duty on 4,

Clearing and Local Transportation for -
Spares (5%} Including Duty (12%)

Electrical {Renovation and Connection Only)

Airconditioning
Subtotal Equipment Installed
Construction {Updating Only) Estima”: -~

Total Investment {Excluding Working C:: pital)

Estimated Costin US $

Estimated
Coreign
Exchange
inUSS

$606,440

20,500

30,500

$657,440

$657,440

‘Local Total
Currency in
inuUS$ uss
$606,440
$ 72,800 72,800
112,000 132,500

Included in Item 1,

Included in Item 2.

Included in Item 2.

3,700 34,200
5,000 5,000
None
$193,500 $850,940
12,000 12,000

$205,500 $862,940
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No.

10.

APPENDIX 2
SUMMARY OF INVESTMENT PLAN

ANNEX M
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EQUIPMENT REHABIILLITATION (COTTON MILLS)

Description

Equipment + Accessories CIF
Value(1)

Import Duty on 1. (12%)

Clearing + Loca! Transportation
+ Erection

Auxiliary Equipment + Accessories

Import Duty on 4.

Clearing + Local Transportation ..:r 4.

Spa;res Including Duty
Electrical

Airconditioning

Subtotal Equipment Installed
Construction

Tota Investment (Excluding
Working Capital)

Foreign
Exchange
inUSS

1,386,750

1,386,750

1,386,750

Estimated Cost

Local
Currency Total
inUSS inUSS
1,386,750
166,500 166,500
14,000 14,000

Not Applicable
Not Applicable
Not Applicable
Not Applicable
Not Applicable
Not Apnlicable
180,500 1,567,250

Not Applicable

180,500 1,567,250 . -
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10.
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AP ENDIX 4
SUMMARY (7 iNVESTMENT PLAN
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TWISTING AND SEW VG YARN MANUFACTURING

Estimated Cost
Foreign Local
Exchangs Currency
Description inUS$ inUS$
Equipment CIF Value 825,000
Import Duty on 1. {(12%) 99,000
Clearing + Local Transportation +
Erection ‘ 9,000 9,000
Auxiliary Equipment + Accesscr es Included in 1.
Import Duty on 4, Included in 2,
Clearing + Local Transportatior for 4. Included in 3.
Spares (5%) Including Duty /17%%) 41,250 5,000
Electrical (Connvectivon Only) 6,000
Airconditioning None
Subtotal Equipment Insta'led 875,250 119,000
Construction None
Total Investment (Excluding
Working Capital ) 875,250 119,000

Total
inUSS

825,000

99,000

18,000

46,250

6,000

994,250

994,250

-
.
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(1) Building to be started early 1978, cor - ¢ :2d mia 1979.

APPENDIX 5

SUMMAR Y CF INVESTMENT

COTTON DYEING AND FINISHING

Description

Processing Equipment + Accessories --

CiF Value

Import Duty on 1, (12%)

Clearing + Local Transportation ‘—.:'s*:ection ;
Auxiliary Equipment and Accesories

Import Duty on 4.

Clearing and Local T‘ransportation on i,
Spares (6%) Including Duty (12%)

Electrical (Renovation & Connection) Estimate
Airconditioning (Updating Only) Esti—ate
Subtotal Equipment Installed

Construction

(33,100 Sq. Mtrs. Avg S154/Sq. Mtr.;(1)
(6,882 Sq. Mtrs. at $218/Sq. Mtr.)(2)

Total Investment (Excluding Working Capital)

(2) Building presently under constructior

Foreign
Exchange
inUSS

8,557,206

85,572

513,432

9,156,210

9,156,210

ANNEX M
Pace 5

Estimated Cost

Local
Currency Total
inUSS inUSS$
8,657,206
1,026,865 1,026,865
85,572 17,14
Included in 1.
Included in 2.
Included in 3.
61,612 575,044
171,144 171,144
Not Applicable
1,345,193 10,501,403
5,097,400 5,097,400
1,500,276 1,500,276
7,942,869 17,099,079
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: APP: NDIX 6
%} ] SUMMARY OF INVES™YVENT — WOOL MILL — YARN
E Estimated Costin US $
k Foreign
Exchange Local Total
}  1. Processing Equipment and Accessories -- CIF Value
: — Raw Wool Scouring 232,950
,’ff‘ ‘— Worsted Spinning 1,597,550
— Woolen Spinning 4,101,600
— Bulking, Reeling, Winding 183,800
Subtotal 6,115,900
g 2. Import Duty on 1. (12%) ' 733,908
§ 3. Clearing and Local Transportation and
R Erection 122,320 61,160
4, Auxiliary Equipment and Accessories Included in 1.
5. Import Duty on 4. Included in 2.
6. Clearing and Local Transportation on 4. Included in 3.
7. Spares (8%) Including Duty 489,272 58,713
8. Electrical (Renovation and Connection)
Estimate ' 30,580
9. Airconditioning (Updating Only) Estimat2 Not Applicable
Subtotal Equipment installed 6,727,492 884,361 7,611,853
10. Construction {6,000 Sq. Meters at $1-7- *} 1,002,000 1,002,000

Total Investment (Excluding Working C12aital) 6,727,492 1,886,361 8,613,853

(1) 50% of total 12,000 square meters to be ;uilt for wool mill to bé completed mid-'1978.

‘l

LR
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APPENDIX 7

SUMMARY OF INVESTMENT -- WOOL MILL — WEAVE AND FINISH

ANNEX M
Page 7

Estimated Costin US $

Foreign
Exchange Local

Processing Equipment and Accessories -- CI|F Value

— Weaving and Preparation 2,996,370

— Wool Dyeing and Finishing 1,591,510

— Inspection and Finishing _ 215,000

Subtotal of 1. 4,802,880

Import Duty on 1. (12%) 576,346
Clearing and Local Transportation and Erection 96,056 48,028
Auxiliary Equipment anc Accessories Included in 1.
Import Duty on 4. Included in 2,
Clearing and Local Transportation on 4. Included in 3.
Spares (10% ) Including Duty (12%) 480,288 57,635
Electrical {Renovation and Connection:

Estimate ' 192,116
Airconditioning (Updating Only) E<timzte Not Applicable
Subtotal Equipment Installed 5,379,224 874,125
Construction (6,000 Sq. Meters at $167° (1) 1,002,000

Total Investment (Excluding Working Cpital) 5,379,224 1,876,125

Total

6,253,349

1,002,000

7,255,349

(1) 50% of total 12,000 square meters to be »uilt for wool mill to be completed mid-1978.

=
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ARPENDIX 3

SUMMARY OF INVESTMEN™ PLAN — APPAREL -

NEW APPAREL UNIT PLUS EQUIPMENT REPLACEMENT

Estimated Cost in USS
Foreign Local
Exchange Currency Total
Description in USS in USS uss

New Sewing Factory Plus Equipment
Replacement (CIF Value)

{$913,750 + $21,500 x 1.10 (Freight)) 31,028,775
[$924,304 + $21,750 x 1.10 {Freight)] 1,040,659

132,069,434 $2,069,434

Auxiliary Equipment pius Accessories 405,682 405,682

Spare Parts 192,596 192,598

Erection 18,814 18,814

Technical Assistance | 624,000 824,000

Clearing, Local Transport Plus Local Installation - $351,942 351,942

Total $2,310,526 $351,942 $3,662,468




Item
No.
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(1) Includes $500,000 for turbine foundation.
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SUMMARY OF INVESTV'NT AN — POWER PLANT

Description

Equipment CIF Value
Import Duty on 1. (12%)

Clearing + Local Transportation + Erection

Auxiliary Equipment + Accessories
import Duty on 4.

Clearing + Local Transportation for 4,
Spares (5%) Including Duty (12%)
Electrical

Airconditioning

Subtotal Equipment Installed

Construction 3,000 Sq. Mtrs at 1,200
(Estimated)

Total Investment (Excluding Workiny
Capital)

Est. Costin US $

Foreign Local
Exchange Currency Total
inUS $ inUS$ Uss
10,153,000 10,153,000
1,218,500 1,218,500
102,000 1,950,000(1) 2,052,000
Included in 1,
Included in 2,
Included in 3.
508,000 61,000 569,000
Included in 3.
None
10,763,000 3,229,500 13,992,500
3,600,000 3,600,000
10,763,000 6,829,500 17,592,500
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APPENDIX 10

SUMMARY OF INVESTV ENT PLAN — FOUNDRY AND SHOPS

Description

Equipment + Accessories CIF Value
import Duty on 1. (12%)

Clearing + Local Transportation + Eruction
Auxiliary Equipment + Accessories

Import Duty on 4.

Clearing + Local Transportation for %,
Spares (5%) Including Duty (12%,
Electrical (Connection Only)
Airconditioning

Subtotal Equipment Installed
Construction

Total Investment (Excluding Working
Capital)

(1) Machinery foundations included in item :¢

s S

ANMNFX M !
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;

Est. CostinUS $
Foreign Local
Exchange Currency Total
inUS$ inUS$ uss
793,000 793,000
96,000 96,000
45,000 64,000 109,000
Included in 1.
Included in 2.
Included in 3.
40,000 4,800 44,800
5,000 5,000
None
878,000 169,800 1,047,800
None(1)
878,000 169,800 1,047,800




APFENDIX 11

ANNEX M
Page 11

SUMMARY OF IN% 37" INT PLAN — MATERIALS HANDLING

MATER!ALS HANDLING SYSTEM

Description

Materials Handling System -
(Includes $220,000 Spare Parts)

Import Duty

Clearing + Local Transportation + Erectizn

Total Investment

Est. CostinUS $

Foreign
Exchange
inUS$

2,420,000

20,000

2,440,000

Local
Currency
inUSS$S

290,400

40,000

330,400

Total
uss

2,420,000

290,400

60,000

2,770,400
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APPENDIX 12 .
g SUMMARY OF INVESTMENT PLAN — FIRE PROTECTION
~ NEW FIRE TRUCKS £ND FIRE DETECTION EQUIPMENT
] Estimated Cost in US $
E Foreign
Exchange Local Total
Two Fire Trucks Plus Fire Detection Sguipment )
(Including Spare Parts at $28,000. 344,000 - 344,000
,, Iimport Duty - 44,700 44,700
; Total Investment 344,000 44,700 388,700 ’
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HISTORICAL PRODUCTION, CONSUMPTION, IMPORTS AND EXPORTS OF TEXTILE FARRICS IN EGYPT y

(in million square meters)

Public Sector

Available for Home Market
Knitted Private Sector 3/ Grand Population

~ees= Production eee=- mem=me IMpOrts ==-—=-- - Exports  e~==e=== Woven -~=ea-ee=
Year Cotton Other Total Cotton Other2/ Total Cotton Cotton Other Total Cotton Knitted & Woven Total (million)
1970 507 k- 541 - 6 6 152 355 40 395 32 240 667 33.3
1971 524 35 559 - 8 8 169 355 43 398 36 244 676 34.1
1972 586 31 617 - 9 9 141 445 40 485 39 250 774 3.8
1973 554 27 581 - 12 12 135 429 39 468 &5 254 767 35.6
1974 504 23 527 3 10 15 97 407 33 440 50 260 755 36.4
1975 3/ 547 26 573 55 6 61 123 474 32 506 46 260 817 37.2

Apparent Consumption
per Capita

Sq, M.

19.9
20.5
22.2
21.5
20.6
21.9

kg3

1SN =
NSNS

EGOSW and Werner Intermational Managememt Consultants Interim Report, October 1975

Including synthetic fabrics smuggled into the country (estimated)

There is some export of clothing but not fabrics from the private sector; actual figures are not aveilable
Excluding jute and flax

Estimated

1 30 1 ?3eg

N XJNNV



EGYPT - TEXTILE PRODUCTION AND CONSUMPTION

RATIONED FABRICS

Specifications

Construction Average Produc- Ex-Factory Ave, Retail Totzl Deliveries in Thousand Meters
Counts NE Threads/Inch Wideh tion Cost Price Price (Zetimate) (Estimate)
Article Warp Weft Warp Weft cm Finishing LE/Meter LE/Meter LE/Meter 1969/70 1970/71 1971/72 1973 1974 1975
Grey Loomstate 14 14 52 a8 90 Calendered 0.13 0.11 0.125 18.7 21.5 24,7 33.8 0.0 48.5
Bleached Cloths 14 14 56 k1 80 Bleached 0.14 0.11 0.130 29.4 32.7 335 40.9 56.0 57.0
Zephyr 20 20 65 54 80 Printed for Men 0.15 0.14 0.155 21.7 13,5 16.7 18.9 25.0 28,5
Foulard 14 14 53 kX ] 70 Dyed 0.12 0.10 0.105 11.3 11.0 9.7 14.4 14.0 14.5
Sheet 14 14 47 30 80 Printed for Ladies 0.15 0.12 0.140 3.3 2.3 3.5 3.5 7.0 8.5
Flannelette Mabrad 20 10 58 46 70 Raised Printed 0.18 0.15 0.165 29.9 38.7 41.4 39.1 - -
Flannelette Katifa 20 8 56 41 70 Raised Printed 0,19 0.17 0,200 18.1 14.1 16.7 13.6 - -
Cambric 30 30 64 57 80 Dyed 0.13 0.12 0.130 17.1 10.7 11.1 11.6 15.0 24,5
Poplin 1 x 1 .30 30 117 53 90 Dyed 0.20 0.18 0.210 12,6 8.1 7.3 7.9 9.0 10.5
Apron Cloth 14 14 50 41 80 Dyed 0.15 0.14 0.160 1.5 4.6 4.9 4.7 6.0 6.5
Flamnelette Mist 16 10 41 38 70 Printed Nelle 0.14 0.160 - - - - 70.0 78.5
0.154 0.3 0,153  165.6 1577 169,9  188.8  236.0 277.0
T

Source: Market Aspects of the Textile Industry in Egypt, EGOSW, Cairo
1/ 1Including capital and financisl charges

1301 ?8eg
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Textile Quota Agreement Between
The Government of Egypt and
The United States of America

American Embassy
Cairo, Egypt

December 30, 1975

Excellency:

I have the honor to refer to the Arrangement Regarding
International Trade in Textiles done at Geneve on December 20,
1973, hereinafter referred to as the Arrangement. I also refer
to recent discussions between Representatives of our two
Govermments concerning exports of cotton textiles and textile
products from the Arab Republic of Egypt to the United States
of America. As a result of these discussions and in conformity
with Articles 2, 4 and 6 of the Arrangement, I wish to propose
the following agreement relating to trade in cotton textiles and
cotton textile products between the Arab Republic of Egypt and
the United States of America, to replace and supersede, effective

January 1, 1975, the Cotton Textile Agreement of May 10, 197k,

as corrected and extended.

His Excellency
Zakaria Tewfik Abdel Fattah,
Minister of Trade,

Cairo.
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1. The term of this Agreement shall be from January 1, 1975,
through December 31, 1977. During such term, the Govermment of
the Arab Republic of Egypt will 1limit annual exports off cotton
textiles and textile products from the-Arab Republic of Egypt fo
the United States of América to aggregate and specific limits at the
levels specified in the following paragraphs.
2. The aggregate limit for cotton textiles and cotton textile
products for the three years of the Agreement shall be 222,000,000
square yards equivalent. This three year aggregate limit shall be
distributed among the three agreement years as follows:

Limit
Square Yard Equivalent

1lst Agreement Year .
(January l-December 31, 1975) 45,000,000

2nd Agreement Year
(January 1-December 31, 1976) 72,000,000

3rd Agreement Year

(January 1- December 31, 1977) _ 105,000,000

3. Within the applicable aggregete limit, the following specific

limits shall apply:

Limit (Square Yards)

1st 2nd 3rd
Agreement Agreement Agreement
Year Year Year
Categories 9/26 22,000,000 36,000,000 40,000,000
Category 9
(Sub-ceiling) (19,000,000) (30,000,000) (36,000,000)
Category 26
(Sub-ceiling) (8,000,000) (12,000,000) (15,000,000)
Categories 22/23 6,000,000 12,000,000 14,000,000

Categories 15/16 6,000,000 8,000,000 12,000,000




ANNK} P
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L. (a) In any agreement year, within the aggregate limit, the
specific limits for non-apparel categories may be exceeded by 10
percent, and specific limits for apparel categories, if any are
established by mutual agreement, may be exceeded by 7 percent.

(b) shortfalls in categories given specific limits may be
used in categories without specific limits in accordance with the
provisions of paragraph 5 (hereof).

5. (a) Categories not given specific limits are subject to annual
consultation levels and to the applicable aggregate limit.

(b) Giving due consideration to the understandings of our two
Governments that there are possibilities to increase exports of cotton
textiles fram the Arab Republic of Egypt to the United States of
America so that the Arab Republic of Egypt may enjoy a greater share
of the United States' market, especially in categories other than
those listed in paragraph 3 (above), and that the possibilities for
increased trade represented by the terms of this Agreement will be
enhanced by the continued rendering by both Governments of all appro-
priate facilities to the business communities of both countries in
their efforts to identify and explore these possibilities for such
trade, thus contributing to the strengthening of econamic ties between
our two countries, and the desire of both of our Governments to maintain
the highest degree of flexibility so that the textile sector's export
plans may develop favorably according to the potential of both
markets, some categories (listed in Annex A, hereto) have been
assigned, within the annual aggregate levels, consultation levels

wvhich may be increased by mutual agreement should the trade develop.

mb,:
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(=) For categories not enumerated in paragraph 3 (above) or
in Annex A, hereto, and within the applicable aggregate level the
United States of America will not designate an annual level of lecss
than 1,000,000 square yards equivalent for any non-apparel category, *
or less than 700,000 square yards equivalent for any apparel
category.

(d) In the event that the Government of the Arab Republic of
Egypt wishes to export to the United States cotton textile products
in excess of the consultation level, the Government of the Arab
Republic of Egypt shall notify the Government of the United States
of America specifying the category (or categories) and quantity it
desires to export, and the United States will respond to the Govern-
ment of the Arab Republic of Egypt within T working days from the
date of receipt of such request by the Unilted States Department of
State at Washington, D.C., through diplomatic channels, If the
Covernment of the United States of America does not provide a
response to the Government of the Arab Republic of Egypt within the
specified period, such fallure to respond shall constitute a
favorable response.

(e) The United States of America will not respond unfavorably
to a reguest fram the Arab Republic of Egypt to increase exports in a
consultation category unless such action is necessary to eliminate resl
risks of market disruption. In the event of an unfavorable response,
the United States of America will provide the Arab Republic of Egypt
with a factual statement of market conditions in the United States of

Anerica which makes the unfavorable response necessary. The statement

5 — R R S e
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will include data similar to that contemplated in paragraphs 1 and

2 of Annex A of the Arvangement. In such evenl, the United tates

ol' America will be prepared Lo consult pro@ptly wilh the Arab Republ ic
ol Egypt to determine an appropriate course of action.

6. (a) In any agreement year exports may exceed the aggregate
limit and any specific 1limit by allocation to the limits for that
year an unused portion of the limit for the previous agreement year
(carry over) or a portion of the applicable limit for the succeeding
agreement year (carry forward). |

(b) Carry over and carry forward together shall total a
maximum of 11 percent, of which carry forward may be no more than
G percent, and carry over no more than 11 percent. For the first
agreement year only, carry over may total no more than 5 percent. The
levels of carry over and carry forward shall be calculated on the basis
of the limits of the receiving year. Short falls must actually exist
in aggregate and specific ceilings (where appropriate) of the past
year so as to provide the amount being added to the recelving year.
The amount of carry forward must be charged to the levels of the forth-
coming agreement year.

(c) The limits referred to in sub para (b) of this paragraph,
are without any adjustment under paragraph 4 above.

(d) The total adjustment under this paragraph shall be in
addition to the adjustments permitted by paragraph 4 to the limits
for any year.

T. The Government of the Arab Republic of Egypt shall use its

best efforts to space exports from the Arab Republic of Egypt to the
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United States within each category evenly throughout the agreement
yvear, taking into consideration normal seasonal factors.
8. The two Govermments recopmize that the cuccessrul implementa-
Lipn ol' this agrecment depends in large part upon mutual cooperalion
on statistical questions. The Governmeﬁt of the United Stafes of

America shall promptly supply the Govermment of the Arab Republic of

Egypt with data on monthly imports of cotton textiles from the Arab
Republic of Egypt. The Government of the Arab Republic of Egypt shall
promptly supply the Government of the United States of America with
data on monthly exports of cotton textiles to the United States.

‘% Each Government agrees to supply pramptly any other available relevant

statistical data requested by the other Government.

9. In the implementation of this Agreement, the system of cate-

gories and the rates of conversion into square yards equivalent

listed in the Annex B hereto shall apply. In any situation where

the determination of an article to be a cotton textile would be

1% affected by whether the weight or chief wvalue criterion‘provided

| for in Article 12 of the Arrangement is used, the chief value criterion

used by the Government of the United States of America shall apply.

10. The Government of the United States of America and the
Govermment of the Arab Republic of Egypt agree to consult on any
question arising in the implementation of this agreement.

11. Mutually satisfactory administrative arrangements or
ad justments may be made to resolve minor problems ariging in the
implementation of this agreement including differences in points or

— - procedure or operation. .

12. If, with regard to the provisions of the Arrangement, the




ANNFX P
-7- Page 7

Government of the Arab Republic of Egypt considers that as a result
of limitations specified in this agreement the Arab Republic of Egypt
is being placed in an inequitable position vis-a-vis a third country,
Lhe Government of the Arab Republic of Beypt may request consultation
with the Government of the United States of America with the view to
taking appropriate remedial action such ag a reasonable modification
of this agreement.

13. During the tem of this agreement, the Government of the
United States of America will not request restraint on the export of
cotton textiles from the Arab Republic of Egypt to the United States
under the procedures of Article 3 of the Arrangement. The applicability
of the Arrangement to trade in cotton textiles between the Arab
Republic of Egypt and the United States shall otherwise be unaffected
by this Agreement.

14. In conformity with Article 12, paragraph (3) of the
Arrangement, and subject to the establishment of a mutually satisfactory
certification system, exports of handloom fabrics of the cottage
industry of the Arab Republic of Egypt, or handmade cottage industry
products made of such handloom fabrics, or traditional folklore
handicraft textile products shall not be subject to the provisions.of
this Agreement.

15. Either Government may terminate this Agreement effective at
the end of an agreement year by written notice to the other Government
to be given at least 90 days prior to the end of such agreement year.
Either Government may at any time propose revisions in the terms of

this agreement.
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If this proposal iz acceptable to the Govermment of the Arab
Republic of Egypt, this note and your note of contfirmation on
Lehalf of the Govermment of the Arab Republic of Egypt shall
constitute an agreement between the Government of the United
States of America and the Government of the Arab Republic of
Egypt.

3 Accept, Excellency, the renewed assurances of my highest

consideration.




ANNEZ. A

(Designated Annuel Consultation Levels Pursuant to Paragraph 5(b)

of the Agreement )

Level

Category (Square Yards Equivalent)
1-h 5,000, 000
18/19/26 (Print Cloth) 6,000,000
21 3,000,000
27 3,000,000
28 2,500,000
29 2,500,000
31 5,000,000
3k 3,000,000
35 3,000,000
36 3,000,000
ha /b2 2,500,000
L5 2,000,000
L6 1;soo,ooo
56 2,000,000
58 - 2,000,000
60

3,000,000

AMMNEX P
Page 9



ANNEX T

Taae 10
ANNEY B
Convefsion
Category Description Unit Factor
1 Yarn, carded, singles Lb. 4.6 -
2 Yarn, carded, plied Lb. 4.6 )
3 Yarn, combed, singles Lb. 4.6
4 Yarn, combed, plied ' Lb. L.6
5 Gingham, carded Syd. 1.0
i 6 Gingham, combed Syd. 1.0
f§ T Velveteen ' Syd. 1.0
f% 8 Corduroy Syd. 1.0
i 9 Sheeting, carded Syd. ‘ 1.0
10 Sheeting, combed Syd. 1.0
e 11 Lawn, carded Syd. 1.0
E 12 Lawn, combed Syd. 1.0
13 Voile, carded syd. 1.0
1L Voile, combed syd. 1.0
'; 15 Toplin and broadecloth, carded Syd. 1.0
‘i 16 Poplin and broadcloth, cambed Syd. 1.0
ﬁé 17 Typewriter ribbon cloth - Syd. 1.0
18 Print cloth, shirting type, 80 x
80 type, carded Syd. 1.0
19 Print cloth, shirting type, other
than 80 x 80 type, carded Syd. 1.0
20 Shirting, Jacquard or dobby, carded Syd. 1.0
21 Shirting, Jacquard or dobby, combed Syd. 1.0
22 Twill and sateen, carded Syd. 1.0
23 Twill and sateen, cambed Syd. 1.0 f
2k Woven fabric, n.e.s., yarn dyed, ;

carded Syd. 1.0
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Jonversion

Jutegory  Description Tuit P tor

. Woven fabric, noe.so o yaren dyad,

cambed Sy d 1.0
20 Woven frabrie, other, carded Syd. 1.0
27 Woven fabric, other, combed . Syd. 1.0
28 Pillowcases, not ornamented, carded No. 1.084
29 Pillowcases, not ornamented, combed No. 1.084
30 Dish towels No. 0.348
31 Other towels No. 0.348
32 Handkerchiefs, whether or not in ,

the piece Doz. 1.66
33 Table damask and manufactures Lb. 3.17
34 Sheets, carded No. 6.2
35 Sheets, combed No. 6.2
36 Bedspreads and quilts No. 6.9
87 Braided and woven elastics Lb. L.6
38 Fishing nets and fish netting Lb. 4.6
39 Gloves and mittens Doz. Prs. 3.527
Lo Hose and half hose Doz. Prs. L.6
L1 T-shirts, 11 white, knit, men's

and boys' Doz . T7.234
Lo T-shirts, other, knit Doz. 7.234
43 Shirts, knit, other than T-shirts

and sweatshirts Doz. 7.234
L Sweaters and cardigans Doz 36.8
Ls Shirts, dress, not knit, men's and

boys' Doz. 22.186
L6 Shirts, sport, not knit, men's and
: boys Doz. 2k b57



£t

Catepory

l]'('

48

L9

51

52

3

54

25

56
57

58

59
60
61

62
63
64

De.eription

Shirte, work, not kunit. men's
boys'

Raincoats, 3/4 length or longer, not
knit

Other coats, not knit

Trousers, slacks and shorts (puter),
not knit, men's and boys'

Trousers, slacks and shorts (outer),
not knit, women's, girls' and
infants'

Blouses, not knit

Dresses (including uniform), not
knit “

Playsuits, washsuits, sunsguits,

creepers, rompers, etc., not
knit, n.e.s.

Dressing gowns, including bathrobes,
beach robes, housecoats and
dusters, not knit

Undershirts, knit, men's and boys'

Briefs and undershorts, men's and
boys'

Drawers, shorts, and briefs, knit,
n.e.s.

All other underwear, not knit
Pajamas and other nightwear

Brassieres and other body-
supporting garments

Wearing apparel, knit, n.e.s.
Wearing aspparel, not knit, n.e.s.

All other cotton textiles

Nz,

Doz.

Lb.

Lb.

Lb.

ANNFX P
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Zonversion
Fuotor
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50.0

32.5

17.797

10.797

14,53

k5.3

25.0

51.0

902

11.25

16.0

51.96

k.75
4.6

L.6
L.6




MAHAL! Annex Q- (
Summary Balat _ Sheets

1971-1975

U.S. $ (000)

1971 1972 1973 1974 1975
ASSETS
CASH $ 10,315 $ 9,666 $ 6.925 $ 14,371 $ 8,588
RECEIVABLES 42,555 27,517 26,080 27,058 30,965

52,870 37,183 33,005 41,429 39,553

OTHER CURRENT ASSETS 49,675 57,056 57,891 67,544 77,677
TOTAL CURRENT ASSETS 10~,545 94,239 90,896 108,973 117,230
INVESTMENTS 16,774 22,555 23,052 26,612 28,788
PLANT AND EQUIPMENT (NET) 52,605 54,343 55,240 52,936 57,981
TOTAL ASSETS 171,924 171,137 169,188 188,521 203,999
LTABILITIES & EQUITY
CURRENT LIABILITIES 39,296 30,771 27,394 40,964 50,529
LONG TERM LIABILITIES 5,525 7,156 6,092 8,289 11,256
TOTAL LIABILITIES | 44,821 37,927 33,486 49,253 61,785
CAPITAL STOCK 10, 256 10, 256 10, 256 1G, 256 10,2356
APPROPRIATED RETAINED EARNINGS 116,847 122,954 125,446 129,012 131,955
TOTAL EQUITY 127,103 133,212 135,702 139,268 142,214
TOTAL LIABILITIES & EQUITY $171,924 $171,137 $169, 188 $188,521 $203,99%

1 98wy
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SumnaryM?:ﬁdLA Statement Anwex Q-l
1971-19..
Us $ (000)

ALES 1971 1972 1973 1974 1975

SALES $95,681 $100,855 $105,080 $124,992 $140,715

OTHER INCOME 9,266 6,672 5,564 5,587 4,859

3ROSS INCOME $104,947 $107,527 $110,644 $130,579 $145,574 ’
20ST OF GOODS SOLD 83,374 86,746 89,537 91,688 110,731

GROSS PROFIT 21,573 20,781 21,107 38,891 34,842
OPERATING EXPENSES 6,351 7,856 6,305 8,892 9,207

INCOME FROM OPERATIONS 15,222 12,925 12,802 29,999 25,635

NON OPERATING INCOME 575 353 2,446 854 397

NET INCOME BEFORE TAXES AND EXTRAORDINARY ITEMS 15,797 13,278 15, 248 30,253 26,032
ADJUSTMENT FOR EXPENSE PROVISIONS 1,646 1,218 1,205 8,443 8,333 .
INCOME TAXES 1,662 746 1,213 5,708 4,720

JTHER LEGAL REQUIREMENTS 1,028 950 1,307 1,785 1,403
ZXTRAORDINARY INCOME 218 505 169 239 269 !
NET INCOME 11,679 10,869 11,692 15,156 11,722
DIVIDENDS PAYABLETO EMPLOYEES 977 908 977 1,256 990
DIVIDENDS PAYABLE TO GEVERNMENT 8,789 8,166 8,784 11,315 8,914 :

ZALANCE TO APPROPRIATED RETAINED EARNINGS $ 1,913 $ 1,795 $ 1,931 $ 2,585 $ 2,393




Cost Items

Production Depariment Costs

1.
2.
3.
4,
5.
6.

7.

10.
1"
12

13.

14.
15.
16.
17.

Cotton

Wool and Synthetics
Chemicals

Fuel

Spare Parts

Packing

Total Material (1. — 6.)

Wages

Misc. Services
Depreciation — Building
Depreciation — Equipment
Indirect Taxes

Subtotal (8. — 12.)

Totsl Production Cost (7. + 13.)

Less: Waste Sales

Less: Service Sales

Net Departmental Costs (14, — 15. — 16.)

Production Service Costs

18.
19.
20.
21.

N

Chemicals
Fuel

Spare Parts
Packing

Total Material (18. Through 21.)

Wages

Misc. Services

Depreciation — Building
Depreciation — Equipment
Depreciation — Transport Equip.
Indirect Taxes

Subtotal { 23. Through 28.)

COST OF SALES 1971 — 1975 (IN £E 1,000)

1971
Amount

13,326
2,347
1,317

72
1,233
337

18,631

5,933
120
240

1,214

1,660

9,167

27,798
(346)
( 61)

27,391

74
857
786

67

1,784

1,760
268

246

67
2,626

%

42.7
75
4.2

4.0
11
69.7

19.0

39
6.3

20.4

89.1
(1.1)
(.2)

87.8

1972
Amount

13,616
3,045
1,451

81
1,267
564

20,023

7,024
169
240

1,27

1,868

10,572

30,595
(472)
( 83)

30,040

88
924
681

37

1,730
1,982

247
240
125

b2

2,949

%

-

39.9
8.9
4.2

2

3.7
1.7

68.6

20.6
5
a7

3.7
5.5

31.0

89.6
(1.4)
(.2)

88.0

3
2.7
20

6.1

o Lauy

1973
Amount

13,408
2,822
1,409

81
1,346
492

19,566

7,633
154
241

1,307

1,782

11,117

30,673
(739)
( 83)

29,851

103
961
859

42

1,965
2,081

255
238
172

81

3,070

%

39.2
8.3

a4

39
1.5

67.2

224

3.8
6.2

32.6

89.8
(2.2)
(.3

873

3
28
2.5

6.7

o dMInV®mce

1974
Amount

13,265
3,670
1,578

1,547

20,631

8,320

1,365
2,051

12,196

32,826
(705)
( 61)

32,070

110

1,196
70

2,340
2,229
260

240
196

3.414

’ANNéK_,'Q'S .

%

35.6
9.9
4.2

4.2

13

65.4

22.4

3.7
6.5

328

88.2
(1.9)
(0.1)

86.2

1976
Amount

13,156
3,803
2,424

21
1,914
772

22,290
10,178

257
1,273
2,436

14,288

36,578
(819)
(136)

35,623

143
1,040
1,220

82

2,485
2,667
175
265

192

3,632

%

324
9.6
6.0

3
4.7
19

54.9

25.1
4

.6
31
6.0
35.2

90.1
(2.0)
(.3

87.7

WN,
cow

o
- N

o dVnoubo

@

5-Year Total
Amount %
66,757 37.7
15,787 8.9
8,179 4.6
450 2
7.307 4.1
2,651 15
101,131 §7.0
39,088 221
793 4
1,231 7
6,430 3.6
9,797 55
57,339 323
158,470 89.3
(3,081 (1.7)
( 414) ( .2)
154976 874
518 3
4,747 2.7
4,741 2.7
298 .2
10,304 5.9
10,689 6.0
1,408 8
1,266 7
1,203 g
791 4
384 .2
15,691 8.8
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( Annen Q-4 <

PROFIT ANALYSIS BY PRODUCT GROUPS — 1974

N £E 1,000)
Cotton Cotton Cotton/ Ready-mede Carded Worsted Wool
Total Spinning Fabrics Wool Garments Wool Yarn Wool Yarn Fabrics
1tem Amount % Amount % Amount % Amount % Amount % Amount % Amount % Amount %
1. Material Usad (Incl. Spare Parts & Packing) 20,631 654 13596 679 2336 103 532 64.0 186 36 495 76.1 3,310 86.2 177 4.1
2. Transfers in Of Processed Materisl - - - 13,133 678 - — 4,002 788 - - - - 3182 743
3.  Departmental Wages 8320 224 2797 140 3686 16.2 130 15.8 877 130 114 173 363 9.4 - 654 12,9
4. Departmental Services 206 b 12 - 137 K 16 1.9 28 B8 1 2 1 - 1 3
5. Deprecistion and Indirect Taxes 3,669 99 2400 120 828 36 54 8.5 668 1.1 30 45 227 58 74 1.7
6. Allocated Production Service Expense 6,132 138 1,773 a8 2614 115 100 12.0 156 30 k< ] 5.9 161 4.1 290 6.8
7. Subtotal (1.+2,+3.44.+6.46.) 37958 1020 20578 102.7 22,733 100.0 832 100.0 5,193 100.0 679 103.0 4,062 1046 4,288 100.1
8. Less Sales of Waste and Services 756 20 548 2.7 6 - - - - - 20 3.0 176 45 5 B
3. Total Production Cost (7. — 8.) 37,202 1000 20,029 1000 22,727 100.0 832 1000 6,193 100.0 669 1000 3886 1000 4283 1000
10. Transfers to Other Departments - - 13,133 65.6 3121 13.7 41 49 - - 568 86.2 2,673 668.2 971 22.7
11. inventory Build-up (Decrease) 2,350 8.3 266 1.3 1,087 4.8 88 108 69 1.3 3 .5 172 4.4 865 1685
12. Net Seles 48,749 1000 12,202 100.0 23,369 100.0 883 100.0 6,590 100.0 108 100.0 1372 100.0 4,227 1000
13. Cost of Sales (9.—-10.—11.) 3482 715 6630 543 18519 79.2 703 7968 5,124 777 88 83.0 1,14 83.1 2,647 62.6
14. Gross Margin (12, - 13.} 13807 286 65572 46.7 4,860 208 180 204 1,466 23 18 17.0 231 169 1,580 37.4
15. Morketing Expenses 884 20 257 2.1 468 2.0 17 1.9 130 2.0 2 1.8 27 20 a3 20
16. Administrativa Expenses 2,823 5.8 707 5.8 1,363 5.8 51 5.8 382 6.8 8 5.8 79 5.8 245 5.8
17. Operating Protit {14.—15,-16.) 10,080 207 4608 37.8 3029 130 112 12.7 09654 14.5 10 9.4 126 9.1 1,262 29.6
18. Subsidies 1,269 26 847 6.9 422 1.8 - - - - - - -

145 10 9.4 126 9.1 1262 2068

£

19. Operating Profit After Subsidies (17.418) 11,359 233 64655 44.7 3,451 14.8 12 12.7




15.
18.
17.

19.

item

Materials Used (Inci. Spare Farts & Packingi
Transters In of Processed Material
Departmental Wages

Oepartmentai Services

Depreciation and sndirect ~axes
Allocated Proauction Service £xpense
Subtotai (1.42,+43.+4.45.+6.}

{ ess Sales of Waste and Soconds
Totai Production Cost 17, — 3.}
Transfers to Other Depariments
!nventory Build-up {Decrease)

Net Saies
Cost of Sales {9.—10.—11.;
Sross Margin {12, — 33.)

Marketing Expenses
Administrative Expenses(1)
Operating Profit {14. ~ ©5, - 16.)

Subsidies
Operating Profit After Subsidies {17.+18.)

PROFIT ANALYSIS BY PRODUCT GROUPS — FIRST SIX MONTHS — 1975

Cotton
Total Soinning

Lmount % Amount %
50,734 4.5 8,753 £6.1
4728 244 1,805 555
s 8 o K
o070 101 1,416 138
7,480 2.6 858 8.3
20,934 31022 0,650 102.8
431 i 266 2.6
48,503 700.0 10,385 100.0
- - 7089 5§84
Ta A) 206 23
36,798 200.0 5,195 100.0
18,078 738 %300 55.8
7023 282 2,306 444
443 1.6 86 1.8
1,355 5.1 263 5.1
5,225 195 4,956 37.7
028 1.z z03 7.9
5,50 3.7 2,69 41.6

(IN £E 1,000)
Cotton Cotton/
Fabrics Wooi
Amount % Amount %
4,316 10.3 292 £5.9
7,599 58.1 - -
2,077 17.0 75 16.9
33 .7 2 &
3856 3.2 e g8
4,260 10.3 49 M.
72,218 100.1 443  100.0
8 4 - -
12,212 100.0 443 100.0
1,866 153 18 4
{678) 14.7) { 15) 13.4)
13,525 100.0 578 100.0
10,924 303 440 76.1
2,801 9.2 138 23.9
223 1.6 10 17
684 5.1 29 5.1
1,604 125 29 171
132 5.0
1,828 i35 99 1741

1) Administrative expenses used above based on 7/2 of total 1976 administrative expenses.

Ready-made
Garments
Amount %

159 5.5
2239 7786
427 14.7
28 1.0
27 .8
74 z.8
2,955 102.3
g7 2.3
2,888 100.0
18 .6
4,006 100.0
2,870 717
1,138 28.3
68 1.6
202 5.1
887 21.6
367 218

)
Annex Q-S
Carded Worsted
Wool Yarn Wool Yarn
Amount % Amount %
256 73.4 1.825 85.2
71 20.3 217 10.1
— - 1 -
8 1.7 109 6.1
19 5.4 81 38
362 3100.8 2,233 104.2
3 .3 90 4.2
349 100.0 2,143 100.0
302 86.5 1,238 57.8
{ 9) (2.8) 183 74
80 100.0 as1 100.0
56 83.3 752 89.4
4 8.7 89 10.6
1 1.6 14 1.7
3 5.1 43 6.1
- - 32 38
- - 32 38

Wool
Fabrics
Amount %

123 5.6
1,568 Ms
327 15.0
3 1
29 13
139 6.4
2,179 100.0
2,179 100.0
373 171

{ 37} 1.7
2594 1000
1,843 71.0
751 29.0
43 1.7
131 5.1
877 22.2
577 222

O XINNVY
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1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991

1/ The existing loan of $14,500,000 is the balance due on a previous loan. The new loan of $95,636,000 to be made
in connection with this project is assumed to be required as follows:

Required Loansl

MEHALLA TEXTILE - LONG TERM DEBT AND INTEREST PAYMENTS

/

Principal

Repayment Schedule

Loan Balance

Interest Payments2

ANNEX Q-6

/

Existing New Existing NewZ: Existing New Existing New  Combined
14500 3479 11021 1276 0 1276
23909 4228 6793 23909 891 1195 2086
62163 3787 3006 86072 490 5499 5989
9564 1528 1478 95636 224 9085 9309
487 991 95636 123 9564 9687
487 504 95636 75 9564 9639
439 5930 65 89706 28 9418 9446
65 6537 0 83169 3 8811 8814
7207 75962 8141 8141
7946 68017 7402 7402
8760 59257 6588 6588
9658 49599 5690 5690
10648 38951 4700 4700
11739 27212 3609 3609
12942 14269 2406 2406
14270 0 1078 1078
3116 92750 55860

14500 95636

25% in 1977, 65% in 1978, and 10% in 1979.

Amounts in this column represent approximate annual repayment amounts on an amortizing basis.

of the average of the previous year's and current year's loan balance.

2/ The new loan of $95,636,000 is scheduled for repayment on an amortizing basis over a 10-year period starting in

1982,
3/ Interest is applied at 10%
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Transaction

Export Sales

Domestic Sales

Total Sales

Estimated Internal Transfers

Total Sales and Transfers

Comments:

(1) 1976 production units represent present production levels and sales.
{2) Projected production levels based on revised demand estimates utilizing equipment that was originally to be scrapped {(projection of 42,200 tons compares with

- previous 1980 projection of 38,760 tons of production).

( Annex @Q-Ta™

ESTIMATED SALES INCREASES UNDER PROJECT
1976 VERSUS 1980 (IN £E)
PRODUCT CATEGORY — COTTON YARN

Estimated Sales Value of 1976 Production Projected Sales Value with Project Increase
(At 1976 Prices) (At 1976 Prices) {Decrease)
Units Sales Value Units Sales Value in Sales Value
Sold Price Total Sales Sold Price Total Sales
{Metric per Value in % of {Metric per Value in % of
Tons) Unit 1,000£E Total Tons) Unit 1,000£E Total Amount %
7,000 1,320 9,240 85.3 12,000 1,320 15,840 94.4 6,600 71.4
1,700 940 1,598 14.7 1,000 940 940 5.6 ( 658) (41.2)
8,700 1,248 10,638 100.0 13,000 1,291 16,780 100.0 5942 54.8
26,500 29,200
35,200 42,200

B/- D X3NNV




Transaction

Export Sales

Domestic Sales

Total Sales

Estimated Internal Transfers

Total Sales and Transfers

Comments:

PRODUCT CATEGORY — COTTON FABRICS

Estimated Sales Value 0f1976 Production

Units
Sold
(1,000
Meters)

128,500

20,000

148,500

(At 1975 Prices)
Sales Value
Price Total Sales
per Value in
Unit 1,000 £E
218 9,810
245 20,467
238 30,267

(1) Production gquantities used are same as used in original projection.

(2) Projectad price increases on export end local sales represent shift to more costly finishes.

e R

% of
Total

67.6

100.0

Annex Q-1b

Projected  Sales Value with Project

Units
Sold
(1,000
Meters)

65,000

140,800

- 163,600

(At 1975 Prices)
Sales Value
Price Total Sales
per Value in
Unit 1,000 £E
248 13,640
275 23595
264 37,235

% of
Total

36.6

634

100.0

Increase
{Decrease)
in Sales Value
Amount %
3.830 39.0
3,138 156.3
6,968 23.0

qZ- O XINNV




Transaction

Export Sales

Domestic Sales

Total Sales

Estimated Internal Transfers

Total Sales and Transfers

Estimated Sales Value of1978 Production

Units
Sold
{Metric
Tons)

1,000

1,650

(At 19786 Prices)
Sales Value (1,000s)
Price Total Sales
per Value in % of
Unit 1,000 £E Total

691 384 36.1
680 680 63.9
645 1,084 100.0

Comments: No new equipment propased for cottonvool production.

PRODUCT CATEGORY — COTTONAVOOL

Anriex Q-Te

Projected Sales Value with Project

Units
Sold
{Metric
Tons)

1,000

1,660

(At 1975 Prices)
Sales Value (1,000's)
Price Total Sales
per Value in % of
Unit 1,000 £E Total

691 384 36.1
680 880 63.9
645 1,064 100.0

Increase
{Decreass)
in Sales Value

Amount %

O NINNY




Transaction

Domestic Sales

Total Sales

Estimatad Internal Transfers

Total Sales and Transfers

Comments:

(1) Internal transfers include blanket yarns
(2) increass in units produced (from 1,880
(3) Increase in projected units sold {from 2

PRODUCT CATEGORY — WOOL AND WORSTED YARNS

Estimated Sales Value of 1976 Production

ANNEK Q-‘ld'

Projected Sales Value with Project

(At 1976 Prices) (At 1975 Pricss)
Units Sales Value Units Sales Value
Sold Price Total Seles Sold Price Total Sales
(Metric per Value in % of (Metric  _per Value in
Tons) Unit 1,000 £E Total Tons) Unit 1,000 £E
540 4,320 2,332 100.0 720 4,320 3,110
540 4,320 2,332 100.0 720 4320 3,110
1,390 2,264
1,930 2,984
of 190 tons in 1976 snd 200 tons in 1960.
to 1,930) over original estimate represents current production lovel.
,850 to 2,984) represents greater projected internal use for garment production.

% of
Total

100.0

100.0

increase
{Decrease)
in Sales Value

Amount %

>
£
(]
»$
o
]
~4
[ 1)




Transaction

Domestic Sales — Fabric

Domestic Sales — Blankets

Total Sales

Estimated Internal Transfers

Total Sales and Transfers

Comments:

{1) Blankets represent 70,000 units at 6.221/unit in 1976 and a projection in 1980 of 160,000 units at 6.221/unit.

ANNEX Q‘T.e

PRODUCT CATEGORY — WOOL AND WORSTED FABRICS

Estimated Sales Value of 1976 Production

Units
Soid
{1,000
Metars )

2,410

150

g

(At 1976 Prices)
Sales Value
Price Total Sales
per Value in
Unit 1,000 £E
1,860 4,468
2436 3656
1,883 4,823

% of
Total

924

7.6

100.0

Projectsd Sales Value with Project

Units
Sold
(1,000
Meters)

1775

4,430

{At 1976 Prices)
Sales Value
Price Total Sales
per Valus in
Unit 1,000 £E
2,220 6,184
2,436 780
2,248 5,964

{2) Increase of 20% in projected price per meter of fabrics represents combination of wider goods and more costly goods.

—

% of
Total

131

100.0

Increase
(Decrease)
in Sales Value
Amount %
726 163
415 1140
1,141 23.7

9/- O XINNV



Estimated Sales Value of 1976 Production

Units
Sold
(1,000
Transaction Units)
Export Sales 2,283
Domestic Sales 4,239
Total Sales 6,522
Estimated Internal Transfers
Total Sales and Transfers
Comments:

(At 1975 Prices)
Sales Value

Price Total Sales
per Valus in
Unit 1,000 ££
1,076 2,457
1,354 5,740
1,267 8,197

% of
Total

30.0
70.0

100.0

PRODUCT CATEGORY — GARMENTS

Units
Sold
(1,000
Units)

3,000
4,772

2,772

Annex Q- 7-?

Sales Value with Project
(At 1975 Prices) -

Sales Value
Price Total Sales
per Value in % of
Unit 1,000 £E Total
1,345 4,035 204
2,031 9,692 70.6
1,766 13,727 100.0

Increase
{Decrease)
in Sales Value
Amount %
1,578 64.2
3,952 68.9
5,530 675

(1) Estimated 1978 sales of 6,522,000 units represents actual current production levels (this compares with 6,000,000 used in original estimate).
(2) Projected 1980 sales represent 6,522,000 units plus planned 760,000 new suits plus estimated additional production of 450,000 units as a result of reorganizstion
of present plant. These 450,000 additional units represent 1/2 of indicated additional potential production. The total projected 7,772,000 units comperes with

original projection of $,750,000 units.

A

3.- O XIANNV
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Projrnnted Profis Afrar Taxes,

ercst and Dividerd

) ym—

Al 4G
Tage 1l of 2

.4 U5, wcalars)
2// ‘_‘J
1/ Nrmal Az tned o €/ 1/ &/ g
Estimat>d  Operating 1/ Crerating Interect Cther Net Frofit Purchese of Divicdends &

Tenr Cules Profit Ad Juiiments Frofit raymerLts Income Befcre Tux Gev't.Bonds Taxes Ket Frofit
147,484 24,186 790 24,976 1,276 1,200 2l ,900 N7 1,940 9,213
147,484 24, .86 (2,€15) 21,37 2,6 1,229 20,514 €15 12,308 7,591
152,70k 25,043 (2,489) 22,554 5,82 1,258 17,823 535 10,64 £,57
173,584 28,468 4,Eh9 33,317 9,302 1,283 25,291 757 15,175 9,357
17,684 32,784 5,049 37,833 3,687 1,312° 29,458 884 17,675 10,717
199,8L 32,784 5,249 38,033 2,£32 1,355 27,749 892 17,79 12,5
Yy,058h 322,78h PRTD] 38,233 2,446 1,358 30,185 906 18,11 1,1
197,664 32,784 5,649 38,433 8,814 1,442 31,061 932 18,637 11,~52
179,684 32,784 5,849 38,633 8,1L1 1,487 31,979 959 19,197 11,723
1,0 32,18k €,0h9 38,633 7,h02 1,533 32,904 989 19,778 12,247
17),684 32,784 f,2h9 39,033 €,5 1,580 32,025 1,021 20,415 12,
17y),00h 32, ok 6,449 39,233 5,690 1,628 35,171 1,055 21,103 12,712
17,684 32, £,6h9 39,433 4,760 1,677 3¢,b10 1,092 21,54¢ 13,-7e
19,:3h 32,(6h .,849 37,033 3,400 1,727 37,751 1,133 22,651 33, 7.7
199,684 32,18% 7,069 32,833 2,406 1,779 39, 1,176 23,52k 15,57
1,684 32,7184 7,249 40,033 1,078 1,832 Lo, 187 1,224 2L ,LT12 15,771

Szl anel cxpurt cubsidies,

7 YEsuirated suleg” nre bascd on applying 103 of projectcd increase (of #52,200,000) in 1978, 504 in 1979, and 100% in 1980.
"i.mal cperating profit” ic the "normal operating profit” of 16.4% (based on 1975 results).

This profit is before application of interest,

}/ “Alductrents™ are bosed on data developed in Annex Q-6. These ar: applied as followsn:

[reuetion

In 1,0 U.C. x.llars

Ir:preeintion

in Fresent on Hew Perscnnel
Ireprecintion Fucilities Savings Parts Total
0 ()= : -0= ~0- 150
Ls7% 1,519 (5,705) 1,226 85 (2,815)
iy R 2,312 (11,46%) £,125 423 (2,469)
L4 3,161 (11,.09) 12,251 846 4,849

Li%er 1420 adjustmens 10 increased $200,000 annunlly to reflect estinated further reductions in depreciation on existing equipment.

Bg - O \INNV
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ANNEX Q-8
Page 2 of 2

uztet cperating proerit” represents expected anrual profits besore interest, taxes and export subsidies. It is calculated as
rermal profit” plus "adjustmentc”,

srtc ac 2eveloped in Annex G-6.

s~ 1z privarily intorest recelved orn mandatory purchase:; of government bonds. |
Lelore tu profit” 1o "acjusted cperating profit” plug “othe. incame" lecs "interest payments'. !
o/ Merviatery purchaces of government bonds estimated at about 3% of ‘net before tax prolits”.

2/ "Avldends wnd tuces” sre incume texes and mandatory profit distribution, estimated as 60% of "net before tax profit”.

L )
ENE R

- O NINNY
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MEHALLA TEXTILE - NET INCREASE IN OPERATING PROFIT (BEFORE TAXES INTEREST

et Sales
iormal Cost of Sales

ormal Gross Margin
elling Expenses
dministrative Expense

ormal Operating Profit
djustments in Mfg. Cost

stimated Profitl/

ANNEX Q-9

AND EXPORT SUBSIDY)

% Of Net 1976 1980 % 1980 1980
Sales Estimate Increase Projection Increase
100 147484 35.394 199684 52200
77 113562 " 153755 40193
23 33922 " 45929 12007
1.7 2508 " 3395 887
4.9 7228 " 9787 2559
16.4 24186 " 32747 8561
.0 0 48502/ 4850
16.4 24186 " 37597 13411

/ Estimated profit is before interest, taxes and export subsidies.
See scheduled "Adjustments to Projected 1980 Operating Profit"

y- O XANNY



ANNEX Q-10
MEHALLA TEXTILE
ADJUSTMENTS TO PROJECTED 1980 OPERATING PROFIT (EXPENSES)
000%) -1980- -1980- Over Normal
1976 Normal % Mormal Projected 4 Projected {Increase)
ost Elements Estimate Change Total Amount Change Total Amount Decrease
epreciation - Present Facilities I/ 5707 35.394 7727 (20.0) 4566 3161
epreciation - New Facilities 2/ -0- -0- -0- -0- 11409 (11409)
otal Manufacturing Personnel 3/ 34614 35.394 46865 -0- 34614 12251
pare Parts 4y 3333 35.394 4513 10.0 3666 847
4850

et Adjustment Applied in "Net Profit" Calculation

/1t is estimated that depreciation on existing equipment will be reduced by about 20% over next five years due to
equipment being fully depreciated or replaced.

/The annual depreciation on new equipment and buildings is calculated in Annex 12 as $11,409,000.

‘as qi§cussed in text, the basic economic justificatibn evaluation is based on the assumption that no personnel in
addition to existing manpower will be added to produce additional-volume. The $34,614,000 represent estimated 1976

labor costs for manufacturing wages including service departments.

'Spare parts are included with the recommended equipment purchases. For this reason and because newer equipment will
requjre fewer parts replacement, it is estimated that spare parts cost will increase by only about 107 while sales
are increasing 35%. The estimated $3,333,000 represent estimated 1976 costs for spare parts in process departments

only (service departments excluded).

01- O XaNNV
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Mehalla Textile

ANNEX Q-11

Summary of Capiteal Expenditures

with Contingency and Escalation

(000$)

Yarn Mill No. 7T

Twisting & Sewing Yarn
Update Winding & Combing
Total Yarn (Cotton)

Cotton Weaving
Warping & Slashing
Cotton Finishing
Update Looms

Total Cotton Fabrics

Wool Yarn Mills
Wool Weave and Finish
Total Wool Mills

New Sewing Factory
Sewing Equipment
Technical Assistance
Totel Garments

Total Production Areas
Tower Plant Equipment
Foundry & Shops

Materials Handling

Fire Fighting Equipment
Total Service Equipment
Total Capital Expenditures

Technical Assistance

Foreigh Egyptian
Exchange Pound Total
Portim Portion Project
25,835 9,983 35,818
1,107 151 1,258
832 108 9ko
27,77 10,242 38,016
14,669 2,962 17,631
832 260 1,092
11,583 10,048 21,631
922 120 1,042
28,006 13,390 k1,396
8,511 2,386 10,867
6,80k 2,373 9,177
15,315 k,759 20,07k
1,710 230 1,940
1,689 215 1,90k
789 -0- 789
4,188 LL4s5 4,633
75,283 28,836 104,119
13,615 8,38 22,253
1,111 215 1,32¢
3,087 418 3,505
435 o7 k92
18,248 9,328 27,576
93,531 38,164 131,695
2,105 'O' 2)105
95,636 38,164 133,880



ANNEX Q-12

Mehalla Textile
Depreciation Schedule for New Facilities
with Contingency and Escalation

Depreciation Annual

(000¢) Rate Depreciation
Area and Facility Type Basis (Per cent) Expense
Production Equipment:
Cotton Yarn 31,648 8 2,532
Cotton Fabric 32,205 8 2,576
Wool Mili 17,539 8 1,403
Garments 4,633 5 232
Total Production Equipment ,025 6,743
Service Equipment:
Power Plant 17,701 6 1,062
Foundry & Shops 1,325 5 ‘ 66
Materials Handling 3,505 10 351
Fire Fighting Equimment 492 10 4o
Total Service Equipment 23,023 1,528
New Buildings:
Cotton Yarn ~ 6,368 3 191
Cotton Fabric 9,190 3 2,757
Wool Mill 2,535 3 76
Power Plant 55 2.5 11k
Total New Bulldings 22 ,EET 3 ,138
Total Project 131,695 11,409




ANNEX Q-13

MEHALLA TEXTILE
PROJECTED CASH FLOW (000 US Dollars)

1 2 3/ 4/ 5/ 6/
Net After Annual Available Capital Repayment Annual Cash Cumulative

ear Tax Profit Depreciation Funds Purchases of Debt Availability Cash
976 9213 5707 14920 3816 3479 7625 7625
977 7591 5423 13014 11449 4228 (2663) 4962
978 6594 10842 17436 15266 3787 (1617) 3345
979 9357 16260 25617 7633 1528 16456 19801
380 10899 16075 26974 -0- T 487 26487 46288
981 11008 15875 26883 -0- . 487 26396 72684
182 11168 15675 26843 -0- 6369 20474 93158
383 11492 15475 26967 -0- 6602 20365 113523
984 11833 15275 27108 7207 19901 133424
985 12197 15075 27272 7946 19326 152750
)86 12589 14875 27464 8760 18704 171454
187 13013 14675 27688 9658 18030 189484
188 13472 14475 27947 10648 17299 - 206783
89 13967 14275 28242 11739 16503 223286
190 14506 14075 28581 12942 15639 238925
)91 15091 13875 28966 14270 14696 253621

‘uNet after tax profit" (Annex 8) representf profit after interest payments, other income, income taxes, mandatory
distribution of profits, and mandatory purchases of bonds.

'Depreciation, as shown in Annex 12, is applied as follows:

(000 US Dollars)
1976 1977 1978 1979 1980

On Current Equipment ($) 5707 5423 5138 4851 4666
On New Facilities ($) -0- _ -0- 5704 11409 11409
Total ($) 5707 5423 10842 16260 16075
In 1981 and after, depreciation is reduced $200,000 per vear to reflect reduction in depreciation on existing

~. equipment.

"Available funds" are funds available to make capital purchases and repay loans. "Available funds" represent the
- "after tax profit" plus "depreciation."

%

~ "Capital purchases" are local expenditures of $38,164,414 paid in EE, recommended under project. They are applied as
10% in 1976, 30% in 1977, 40% in 1978, 20% in 1979.

?gﬁf‘p XINNVY
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Annex Q-13
Page 2

V"Repayment of debt" is per Annex 6.

Y"Ca§h available for other projects” are the funds available after local capital purchases in connection with the
project and repayment of debt.
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ANNEX R
Page 1 of 1

Project Performance Tracking (PPT)

A.1.,D, plans to finance with the proceeds of this loan a U.S. consulting
firm that will draw up a master plan for equipment and services including
five schedules for ordering. delivery, installation and testing. The
work of the U.S. consultant will be the basis for establishing a Project
Performance Tracking (PPT) system which will be used by Mehalla and
A.1.D. to monitor physical and financial progress.
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