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Lack of C e m n  Procedures to Shorten L~tigabon -- e, Summary 
Adj udicatlon 
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Secb0n A Overall Concept and Importance of the Commercial Reglster -79- 

Secuon B 
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(2) 
(3) 
(4) 
( 5 )  
(6 )  

Commercial Register's Consmnts 
Not Cross-Indexed by name or Trade Name 
Organized by Distnct -- Not Centralized for all of Egypt 
Excessive and Burdensome Procedures for an Enterprise Reglster 
Not all Enbhes are Now Requ~red to be Registered 
Insufficient Informahon to be Registered 
Modem Technology not Adequately Utdlzed to Realize the Cornrnerclal 
Register's Full Potenual for the Pubhc and the Market 
Prollferahon of Different Buslness Registers 
Commercial Register Enforcement Powers may Require Expansxon or 
Change to Insure Max~mum Compliance 
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Secbon C Recommendahons -86- 
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(c) Incomplete and Ineffecuve System for Mortgages on Movable 

and Intangible Property -90- 



(d) Inadequate System of Mortgages Reduces Flnance for Egyptran 
Enterpnses -91- 

(2) Inadequate Legal Framework for Commercial LRaslng -92- 
(3) Overall Comprehensive Revlew and Modernlzauon of the Civil and 

Commercial Code IS Requlred -93- 

CHAPTER 12 COMPANIES LAW -95- 

Sechon A Introduc~on and Background 
(1) Overview 
(2) The Economic Pollcy Role of Incorporated Companles 
(3) Overv~ew of Legal Forms of Compames and Buslness Enutres m Egypt 

(a) Indlv~dually Owned Establishment (Sole Propnetorship or Sole 
Trader) 

@) Unincorporated Companies -- General and Limited Partnershlp 
(c) Incorporated Companles (Corporatrons) 

(1) The Jo~nt Stock Company 
(11) The Llmlted Liabll~ty Company 
(111) The Partnershlp Limlted by Shares 

(d) Shared Charactenstics of Incorporated Companles 
(e) Branch 
(f) Represen tahve Offices 

Replace Current Company Formation Procedures wlth Simple 
Registration in the Commercial Reglster 
Current Company FormaDon Procedures are Cumbersome 
Compan~es Should Be Formed by Slmple Streamlined Reglstratron at 
the Commerclal Reg~ster 
Use Negabve Llsts for Foreign Shareholders or Partners 
Eliminate all Documents Except for Appl~caDon, Company Amcles, 
and Identificatron 
Secunty checks not to Delay Reglstratron 
Eliminate Government Evaluatron of In-lund Shares 
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Cornpan~es Law Enforcement Framework 
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EXECUTIVE SUMMARY AND RECOMMENDATIONS 

PART I 

EXECUTIVE SuMh.IARY 

Sectlon A Pur~ose  and Organlzatlon of R e ~ o r t  

1 T h ~ s  report undertakes to analyze and make recommendations regarding consmnts In 
Egypt's legal and judicial sectors wh~ch l n h ~ b ~ t  the proper functioning of a market economy It 
is based on an assessment of Egypt's legal and judicial sector requested by the Insbtutional 
Development Support Office ("IDS") of USAID/Egypt per the contract scope of work appended 
as Attachment i Also to be consulted are the World Bank's 2-volume 1992 Report on 'The 
Pnvate Sector Regulatory Environment ' In Egypt', and two unpubl~shed reports of the Egypt- 

Volume I Execut~ve Report and Volume I1 Man Report, hereinafter referred to as "I 
World Bank Report" and "I1 World Bank Report" 
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U S Legal Exchange Project -- namely, Phase 1, February 7 - 18, 1993 and Phase 2, Apnl4 - 
20, 19932 

2 The man report conslsts of 21 Chapters organised into Parts A, B, C, and D Part A 
reviews the purposes and background of the report itself and provides an overview of Egypt's 
legal, law-malung and court system Part B analyzes the consmnts Imposed on market dnven 
economlc development by Egypt's court and dlspute resoluuon system Part C examines the 
consmnts on a properly funchonlng market economy created by Egypt's substanuve commerclal 
laws and related lnstitutlons Part D sets forth conclusrons and recommendauons The length of 
the report requlres that it also be arranged In four volumes as follows Volume I conmns the 
Execuuve Summary and a compilation of recommendauons for each of the major areas of 
constmnts addressed by tne report, as well as summary and demled tables of contents, Volume 
I1 conslsts of Parts A and B, Volume I11 compnses Parts C and D, and Volume IV conmns 
attachments and notes of selected Interviews and wntten comments by selected interviewees 

Sectlon B Role and Nature of a Market Oriented Legal Svstem 

3 The government's chlef funcuon in a market dnven economy is that of an enabling agent 
which creates the conditions needed for the market to funcuon properly by responding efficiently 
to an Infinite number and vanety of individual business decisions, contracts and transacuons 
which propel the economy forward Such condihons include appropnate macro-economic 
policies, adequate physical ~nfrastructure, an effective educational system, social stablllty and 
overall secunty In addlhon, a well-conceived legal and inshtubonal framework IS essenual to 
encourage and facil~tate pnvate sector economic acuvity generally and forelgn and domeshc 
Investment In particular Conversely, the lack of appropnate laws and legal Insututlons or poorly 
deslgned laws and lnstituhons can senously hlnder or prevent a market economy from 
funchoning properly to generate des~rable investment, business and job creaung acuvity 

4 In general, modem, comprehensive and well-deslgned commerclal laws and lnshtubons 
should 

(a) Provide the clanty, stability, pred~ctab~lity and confidence needed to facilitate productwe 
buslness and investment actlvity 

(b) Reduce the costs and nsks of entenng Into pnvate buslness transacuons 

(3) Reduce the barners to entry and operanon of enterpnses, as well as the mobllity of 
pnvate Investment 

(c) Provlde efficient mechanisms for the orderly exit of enterpnses wh~ch f a 1  

Heremafter referred to as "Phase 1 Legal Exchange Report" and "Phase 2 Legal 
Exchange Report" respect~vely 
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(d) Allow market actors to structure an infinite number of transachons among themselves 
with the maxlmum possible freedom from government interference consistent with preserving 
the integnty of the market from fraud, theft, monopol~sbc behavlour and restncuve anl- 
compeuuve business practices 

5 To achieve the above ams, a well-conceived market-enabling legal system must 

(a) Provide the means for pnvate economic actors efficiently to make and enforce contracts 
which govern transacbons among them -- namely 

( I )  Courts able to enforce contracts fully, effec~vely and quickly, and 

(2) Modem substanbve commercial laws which set out clear and complete rules, 
procedures and statements of duues, nghts and effechve remedies, but whlch avo~d 
imposing lnflexrble formulas and mandatory terms on contracting partles 

(b) Enable the public and the market actors -- u, suppliers, customers, creditors, potenbal 
partners, etc -- easily to obmn basic, key ~nformabon about individual enterpnses in the market 
through effecuve inshtuuons and requirements for public reglstratlon and disclosure of such 
information by all entities doing business 

(c) Reduce government interference in economic transacbons to the mlnimum poss~ble 
consistent with protecung health, safety, the environment, and the free market itself -- because 
government interference inevitably reduces the speed and number of possible pnvate business 
decisions and transachons which in turn reduces economic acuvity, growth and development 
Government Interference can be reduced by 

(1) Eliminating bureaucrabc review and approval of pnvate sector economic 
transacuons and contracts as much as possible by, In turn, malung rules and procedures 
as clear, complete, simple and automabc as possible For example, forrnauon of a 
corporation should become a simple matter of registenng essenbal informauon at the 
Commercial Reglster instead of extenslve review and approval of company arucles and 
numerous other documents by the Compan~es Department 

(2) Promoting compliance with health, safety, environmental, land use, tax and other 
laws through selective and qual~tative government inspections and investlgabons -- as 
opposed to the concept of assumlng non-compliance and attempbng to inspect all 
enterpnses comprehenslvely3 

(3) Leaving enforcement of laws and contracts IargeIy to the economic actors 
themselves through lawsu~ts in the courts and providing for actlve government 
interference and enforcement efforts only In compelling circumstances, such as cases 

See also I World Bank Report at pp xxil-xxni, Annex A at p 20 
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where economlc actors perpetrate senous fraud, deception, monopoly, restnctlve business 
pracuces or other activities whlch unlawfully threaten the public and the market 

(d) Provlde laws and enforcement machinery to protect the free operauon of market 
mechanisms from monopoly, unfar compeuuon fraud and predatory, mu-compehuve busmess 
practices k, a well-funcuonlng free market economy needs protechon from pnvate 
monopol~sts and antl-competiuve business pracbces as well as from government bureaucrats and 
overreg ulauon 

(e) Establish institutional~zed procedures for malung, revlewing and revislng laws and 
regulabons wh~ch lead to well-considered economlc legislauon which is understood and generally 
supported by the public as follows 

(1) An inshtuuond economlc law and pohcy analysis capability to review, develop 
and revise economic laws regulatlons and insutuhons whlch support and implement the 
nat~on's economlc pollcy 

(2) Obmning regular, broad-based review and input from the pnvate sector and the 
publlc in a clear inst~tuhonal~zed manner regarding proposed draft laws and regulauons 
affechng commerce and investment in Egypt by advance clrculabon of such laws to 
business organizations and the public, followed by publlc heanngs 

(3) Insutut~onalized post-enactment educauon of the public regarding major new 
commercial Iegislatlon or regulations by means of regular conferences or seminars for 
lawyers, judges, relevant government officials, business execuhves and concerned 
ciuzens which would a m  to develop a shared understanding among all concerned p m e s  
about new commercial laws, regulatlons and inshtuuons in order to promote compliance 
and ensure success 

(4) Systematic post-enactment monltonng of new laws and regulahons to ascerkun 
whether they are achieving their economlc policy objecUves and, if not, to prepare 
technical amendments to correct defaults or make changes in relevant Inshtuuons or take 
other corrective acuons as necessary, such as changes In administrahon or addihonal 
tmnlng of officials, judges and lawyers 

Sectlon C Background and Overview of L q a l  and .ludrc~al Sector Constraints on 
E~vpt's  Market Economv 

6 Egypt's 20-year expenment w~th  socialism and central planning adversely affected the ab111ty 
of its legal Infrastructure to facilitate and encourage pnvate sector economlc development, inter 
a l~a ,  by - 

Skew~ng laws agrunst free market actlv~ty 

Arrestrng the modernization of older commercial laws and insututions 
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- Drastically reducing the number of pnvate lawyers and judges experienced in 
corporate and commercial Uansachons and Iltlgahon 

Senously diminishing the quality of legal educabon 

7 As a result, although Egypt has carned out major market onented economlc reforms In 
recent )ears, the pnvate sector has not grown as rapidly or attracted as much domestlc and 
foreign in~estrnent as i t  should have, in substanbal part because of senous consmnts imposed 
by the commercial law system Such construnts include those llsted In the following subsections 

(1) Case Delays, Judgment Enforcement Drfficult~es, Inadequate Arb~trat~on Rules. 

8 Court case delays, difficulties in enforcing judgments, inadequate arbitrahon rules, and other 
problems in the judicial sector Impede adequate and effectwe enforcement of contracts which 
are essentld to the operahon of a free market economy (Chapters 5, 6 and 7) Among the most 
important causes of case delays are 

(a) A severe shortage of judges and lawyers expenenced, special~zed and traned in 
commercial law matters resulting from the socialist penod as noted above 

(b) Powerful incenbves to delay cases by contract obligors because obligees are not awarded 
-- and obligors do not pay 

(1) Adequate compensahon for losses in contract value from ~nflahon, actual attorneys 
fees or litigation costs, and 

(2) Effectwe sanctions for fnvolous delays 

(c) Lack of modem effectlve case administration and calendanng methods 

(d) Overreliance by courts or government appointed experts 

(e) Easy opportunities and incenhves to appeal 

(f) Inefficient and uncertan service of process and other court procedures 

(2) Lnadequate Unlverslty Legal Educat~on System 

9 An inadequate, overcrowded university legal educauon system stresses rnemonzatxon rather 
than legal analysis, legal wntlng, verbal comrnun~catxon sblls and problem solving (Chapter 
1 and 5 )  
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(3) Lack of Post-Degree Contlnulng Educat~on tor Judges, Lawyers and Offic~als 

10 There is a dearth of organized and effecbve programs of post-degree onentatlon and 
continuing education for judges, lawyers and court and government officials involved in the 
commercial law enforcement and dlspute resolubon process (Chapter 5) 

(4) Inadequate Legal Information Systems 

11 Lack of e~ther a well indexed, hard copy law-finding system or a complete, integrated full 
text computenzed database for laws, regulabons and published court decisions makes it difficult 
for lawyers, judges and legislators -- much less the publlc -- to know and predlct the rules 
governing pnvate sector business and Investment acuvlty (Chapter 8) 

(5) Antiquated Commerc~al Law Inst~tut~ons - u, The Commercial Reglster 

12 Anbquated, Inadequate instltutlons supporting the commercial law system Outmoded 
technology, rules and organization prevent Egypt's Commercial Register, for example, from 
properly performing its role and fully realizing its tremendous potential in providing essential 
information about individual enterpnses to the public and free market actors -- e, suppliers, 
customers, creditors, or potenbal partners Fully and properly computenzing it  would make it 
a highly effective lnstitubon which could support modernizing efforts in other commercial law 
fields (Chapter 10) 

(6) Outmoded Laws -- e, Clvll and Commerc~al Codes 

13 Outmoded commercial laws not revised dunng Egypt's long absence from free market 
economics in lts socialist penod thwart modem business development For example, outdated 
provisions of the Clvil and Commercial Codes preclude Egypt from effechvely benefihng from 
modem developments In business and financial transacbons such as secured transachons, asset- 
based financing and equipment leasing because of the lack of a modem system of creahng non- 
possessory secunty interests (1, mortgages) in all forms of tangible and intangible property 
(Chapter 1 1) 

(7) Lack of Instltutlonal~zed Econom~c Law and P o k y  Analys~s 

14 Lack of a well-funcboning lnstitut~onal~zed economic law and policy analysis capability 
limits the capacity to develop well-conce~ved economic laws, regulahons and insbtutlons needed 
to support and implement the Nabon's economic policy as well as the capacity to analyze and 
determine how best to eliminate unnecessary legal, regulatory or institutional constmnts which 
Impede equitable economic development 

(8) Lack of Inst~tut~onahzed Pr~vate Sector Input on Econormc Leglslat~on 

15 Inadequate institutional means of obtaning comprehensive input on proposed economic and 
busmess legislation from the pnvate sector and the publlc all too frequently leads to 111- 
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cons~dered legislation which lacks understanding and support from the pnvate sector and the 
publlc (Chapter 20) 

(9) Inadequate Post-enactment Publ~c Education on Commerc~al Laws: 

16 Lack of post-enactment conferences and semlnars for judges, lawyers, relevant government 
officials, buslness execuuves and concerned cluzens regardrng new leglslahon impus  pubbc 
understanding of new leglslauon and thereby dimlnrshes its effechveness 

(10) Ueed for Post-enactment Momtormg of Commercial Laws: 

17 Lack of systematrc post-enactment momtonng of new laws and regulahons and no system 
of technical amendments result m faulty legislauon conunumg for too long 

(11) Uncompleted Law Reforms 

18 Uncompleted business law reforms impose excessive costs and restnchons on pnvate sector 
economic development, in that many of the laws and regulahons promulgated since the "Open 
door" policy -- as well as laws, regulauons, procedures and prachces left over from Egypt's 
socialist penod -- contlnue to 

- authorize and rely on inappropriately high levels of bureaucratic intervention whlch 
unnecessanly delay and complicate transactions normally left to the p m e s  concerned m 
free market economies 

- create unnecessary barners to market entry, operahons and exit by enterpnses 

- Interfere with freedom of contract by mandahng inflexible formulas and contract terms 
whlch should be left to the p m e s  concerned or to the market 

- fa1 to provide clear and sufficient legal protection to economlc actors 

- impose excessively h~gh fees, taxes and other costs on pnvate sector transacuons and 
enterpnses 

Section D Constraints Imposed bv S~ecif ic  Substantive Comrnerclal Laws 

19 The most senous specific substantwe law constmnts identified by the man report Include 
those l~sted in the following subsections 

(1) Commercial Reglster Law 

20 See Paragraph 12 above 
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(2) Commerc~al and C ~ v d  Codes 

2 1 See Paragraph 13 above 

(3) Lnvestment and Compames Laws* 

22 A hlghly bureaucrahc Investment approval and company formauon process imposed by the 
Investment and Companies Laws unnecessanly delays the Investment and capital formahon 
needed to create new jobs in Egypt, reduces the flow of investors because of the costs imposed, 
and leads to many lost opporturuues for both pnvate sector mvestors and the Egyptran economy 
Far too many resources are devoted to bureaucrahc procedures which delay and discourage 
mvestment, whlle too few resources are directed toward creatmg investment awareness m Egypt 
and promohng Investment withm the country and abroad (Chapters 12 and 13) 

(4) Compames Law* 

23 An outdated, overly bureaucrauc Companies Law blocks full realizahon of the potenhd 
of the joint stock company as an engine for capital formation and economlc growth and 
unnecessanly Impedes ordinary company operahons (Chapter 12) 

(5) Tax Laws and Incent~ves 

24 Egypt's current income tax system, while lmproved by Law 18711993, nevertheless 
senously deters healthy, long-term Investment by means of excessively high tax rates on personal 
Income and company profits, proportronate stamp taxes on capital and an lncenhve system of 
tax holidays and exernpbons which erodes the tax base and encourages short-term distomonary 
business behaviour (Chapter 14) 

(6) Stamp Taxes and Government Fees: 

25 Excessive stamp taxes and exorbitant government reglstrabon, notanal and court fees 
d~scourage legitmate and sound pnvate sector transacuons and contracts and encourage evaslve, 
unsound business pracbces (Chapters 11, 14 and 16) 

(7) Capital Markets Law: 

26 The new Capital Markets Law fals  to provlde the proper legal infrastructure for the sound 
development of a dynam~c, well-funchon~ng capital market for corporate shares, bonds, notes, 
mutual funds, government secuntles and other Investment Instruments because of overregulahon 
and excessive bureaucrat~c Intervention In many areas and senous gaps in regulahons in other 
areas such as Insider trading (Chapter 15) 

(8) Land Register 

27 Exorb~tantly high fees and slow procedures prevent the land reglster from adequately 
serving the vital function in a market onented economy of prov~dlng cianty and secunty of land 
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utles, mortgages and other real property nghts despite the Egyphan Government's wise move 
to a modem system of land reglstrahon by plat or address (Chapter 16) 

(9) Not-for-profit Assoclat~ons and Chambers of Commerce and Industry: 

28 Excessive bureaucrahc review and approval procedures and shfllng government 
~nvolvement and overregulauon severely impede not-for-profit associahons and chambers of 
commerce and Industry In performing the useful role of mobhzmg capital and human resources 
for scienbfic, chantable and educauonal purposes and providing pnvate sector lnput to 
government decisions (Chapter 17) 

(10) Labor Law 

29 By malung it excessively difficult to lay-off unneeded employees in bmes of economic 
downturn and dlsmiss incompetent employees, the Labor Law actually creates powerful 
incenbves for investors to avoid hlnng Egyptlan employees in the first place and instead opt for 
capital intensive activities which uulize labor saving machlnes to avoid bureaucrahc hassles and 
difficulties (Chapter 18) 

(11) Anti-Monopoly, Unfa~r Compet~t~on,  Consumer Protect~on 

30 The legal system does not adequately protect free market mechanisms from monopoly, 
u n f u  compebhon, consumer fraud, predatory anu-compeuhve restncuve business prachces and 
uneconomic, adminlstrahve -- rather than free market -- methods of allocahng produchon inputs 
(Chapter 19) 

Sect~on E* Conclusions and Overall Recornrnendat~on 

31 The above constrants lead to unnecessarily hlgh costs and high nsks for Investment and 
business transachons in Egypt for all economlc sectors Newer and smaller pnvate Egyphan 
investors, however, face the highest costs resultmg from the absence of a well-funchon~ng 
commercial law system in terms of h~gh  barners to entry, operahons and credit The 
international trade and investment community also faces high costs of entry Into Egypt and 
perceives the overall Egyphan commercial law system to be a major weakness in the business 
climate which increases the nsks and costs of doing business in Egypt If pnvate sector 
development is to be broadly based among small and large businesses alrke in Egypt and lf 
Egypt is to benefit fully from ~nternahonal trade and Investment, modernlzauon of the legal and 
judlc~al sector should become a pnonty 

32 While much has been accomplished through In business law reforms since 1974, much sull 
remans to be done to modernize and complete key pomons of Egypt's commercial law 
~nfrastructure and modify other pomons before Egypt's pnvate sector can develop its full 
potential for producing goods and services, creahng jobs and compehng for producbve 
Investment by foreigners as well as ~ t s  own c~ t~zens  As the pnvate sector grows In slze and 
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complexity, a well-funct~on~ng, modernized commercial law system can facilitate its development 
by reduclng costs and nsks and by establishing clear and complete rules for the efficient conduct 
of pnvate sector achvlues in a free market economy unfettered by bureaucratic overregulaUon 
Accordmgly, a comprehensive program to modernize and reform the commercial law system IS 

needed on an urgent basls In order to promote pnvate sector economrc growth and Improve the 
distnbubon of economlc benefits throughout Egypt by means of a properly funcbonlng market 
economy 

(2)  Overall Recommendation - Comprehensive Commerc~al Law M o d e m t ~ o n  
Program* 

33 Overall, therefore, it IS respectfully recommended that a full scale, comprehensive and 
coordinated program be undertaken to moderruze the major elements of Egypt's commercial law 
and court system and infrastructure In order to e l lma t e  or -2duce the consmnts on pnvate 
sector economic development idenhfied In thls report, as well as In the Egypt-U S Legal 
Exchange Reports and the World Bank Report clted above and in Paragraph 1 22 of the Man 
Report Demled recommendations appear at the end of each of Chapters 5 - 20 of the Man 
Report and are compiled together in Part I1 of this Volume I Conclusions and a summary of 
recommendations are set forth in Part D and Chapter 21 of the Man Report 

Sectron F, Condensed Summary of S~ecif ic  Recommendatron~ 

34 By way of summary at thls point, an overall comprehens~ve commercial law and inshtubon 
modemuation program would conslst of the following components whlch are summanzed m 
greater d e a l  in Secbon G 

(1) Provide post-degree commerclal law onentabon, continuing educauon and m n g  to 
judges, lawyers and court offic~als (Chapter 5) 

(2) Improve university legal education (Chapter 5) 

(3) Reduce lncentlves for case delay by compensabng contract obl~gees fully for losses from 
inflabon, attorneys tees, libgation costs and frivolous delays (Chapters 5 and 6) 

(4) Reduce case delays by reduclng incenbves to appeal (Chapter 5) 

(5)  Reduce case delays by streamlining civ~l and commerclal jusbce administra~on through 
modem case management systems and other means (Chapters 5, 6 and 7) 

(6 )  Modernize legal ~nformatlon and law tindlng systems (Chapter 8) 

(7) Modern~ze the cornmerclal reglster (Chapter 10) 

(8) Revise and Modernize substant~ve laws to Improve the legal framework for investment, 
job creatlon and economic growth (Chapters 1 1- 19) 
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(a) Cornmerclal and Civ~l Codes (Chapter 11) 

(b) Cornpan~es Law (Chapter 12) 

(c) Investment Laws (Chapter 13) 

(d) Taxes and Investment Incentives (Chapter 14) 

(e) Capital Markets Law (Chapter 15) 

(0 Land Registrabon (Chapter 16) 

(g) Not-for-profit Assoclatlons (Chapter 17) 

(h) Chambers of Commerce and Industry (Chapter 17) 

(I) Labor Law (Chapter 18) 

Q) Antl-monopoly, unfar cornpehhon, consumer protechon and trade l~beral~zatlon 
(Chapter 19) 

(9) Establish Instituhons for Makmg and Rev~sing Econornlc Laws and Regulahons (Chapter 
20) 

(a) Institutional economic law and pol~cy analysis 

(b) Insbtubonal pnvate sector and public input 

fc) Post-enactment educahon 

(d) Post-enactment rnonitonng and technical amendments 

Sect~on G* Detalled Summarv of S ~ e c ~ f i c  Recommendations 

(1) Provlde Post-degree Commercial Law Onentatlon, Contrnurng Education and 
Tralnrng to Judges, Lawyers and Court Offic~als (Chapter 5). 

35 A well-conceived program of mandatory post-degree onentabon and conbnuing educauon 
of judges, lawyers and court officials In the importance to the nabon's economy of prompt, 
effectrve enforcement of contracts -- and the means thereof -- is essential to reduce delays in 
case resolution Judges familiar with commercial law subjects will be better able to resolve cases 
more quickly than those who are not and should not feel as great a need to refer cases to 
experts Additionally, appellate court judges should have greater confidence In the decisions of 
better traned lower court judges and wlll be better able to dispose of appeals by allowing lower 
court judgements to stand Meanwhile, traned lawyers should be better able to speed cases along 
by understand~ng their own cases better and by drafbng clearer and more precise pleadings and 
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bnefs S~rn~larly, better m n e d  bad~ffs and court officials should perform Important tasks such 
as servlng papers and enforcing judgments more efficiently 

(2) Improve University Legal Educat~on 

36 A cnhcal need also is to Improve commercial law knowledge and -- even more important 
-- analyncal and legal wnung siulls at the umverslty level Because of the large number of 
undergraduate students, efforts should be focused on graduate students in commercial law Thls 
would provide a manageable, self-selected target group with a demonstrated commitment to the 
field It may be desirable to involve university commercial law faculty and/or graduate students 
in the conhnuing educahon programs for judges and lawyers discussed above to the extent 
practicable 

(3) Reduce Lncentives for Case Delay by Compensatmg Contract Obbgees Fully for 
Losses from Mation,  Attorneys fees, L~t~gation Costs and Frivolous Delays 
(Chapters 5 and 6) 

37 Achon should be taken to remove powerful lncenhves for delaying court cases by contract 
obligors and debtors by 

(a) Awardlng full compensahon to contract obligees for losses from inflahon 

(b) Awarding full attorney's fees and other 11tigaUon costs to the winnlng party in cases 
where nghts and obliga~ons are cleat 

(c) Awarding effechve sanchons to p m e s  Injured by fnvolous delaying tacucs 

(d) Chang~ng Clv11 Code delay payment provisions to allow payment of amounts equal to 
bank interest rates on savlngs deposits Instead of the low amounts now provlded for -- 1, 4 
to 7 percent 

(4) Reduce Case Delays by Reduclng Incentives to Appeal (Chapter 5)- 

38 To reduce the delays caused by the exlsung appeal process 

(a) Allow appellate courts discretion to decline appeals 

(b) Lrmlt first level appeals to queshons of law rather than also reviewing facts 

(c) Reduce or ellrn~nate nghts to Introduce new evrdence and new theones 

(d) Restnct appellate courts to matters rased on appeal 

(e) Empower the Cassat~on Court to reach a final judgment on the first appeal 
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(3 Reduce Case Delays by Streamhung Clvll Just~ce A d i r a t i o n  through Modern 
Case Management Systems and Other Means (Chapters 5, 6 and 7) 

39 Reduce delays and Injushce resulhng from exlstmg case management procedures and other 
causes as folIows 

(a) Introduce a modem, effecbve system of case management and calendaring 

(3) Replace the judlclal summer holiday with rotatlng hol~days through the year 

(c) Provlde for more efficient and rellable means of servlng court process 

(d) Reduce rellance on government appointed experts by allowing p m e s  to Introduce thelr 
own eXpeR witnesses 

(e) Replace excessive, percentage court and government fees wlth a low, flat fees 

(f) Improve enforcement of judgments by, &r &, prov~dlng means of dlscovenng 
judgment debtor assets and streamllnlng foreclosure procedures 

(g) Substanhally Improve and upgrade judlclai facll~t~es and support staff 

(h) Enact modem, comprehensive arbltrabon leglslahon 

(6) ~Modernrze Legal Informat~on and Law Flndlng Systems (Chapter 8). 

40 To Improve legal lnformatlon and law finding systems for judges, lawyers and the public 

(a) Convert to publicahon of laws, regulabons and court declslons uslng an Integrated 
computer database 

(b) Create a full text database for all past laws, regulahons and court decisions integrated 
wlth the otficlal publlcatlon database mentioned above 

(c) Develop software allowing access to the database for legal research purposes 

(d) Publlsh hard copy laws, regulahons and court decisions In loose-leaf form to allow easy 
organizahon and updatmg 

(e) Show changes to amended laws and decrees by, u, strikeouts and underl~nlng 

(f) Developed comprehensive, detalIed ~ndexes to laws, regulahons, and court dec~slons 
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(7) h i o d e m e  the Commerclal Reglster (Chapter 10) 

41 Few lnshtutlond modernlzatron projects have greater potenbal for rmprovrng the 
funcbon~ng of a market economy m Egypt than computenzlng and central~z~ng the Commercral 
Reglster so that 

(a) All busrnesses would be muh-lndexed by name, trade name, reglstrabon number, 
address, product, capltal, and names of managers and partners rnstead of berng rndexed only by 
reglstrabon number 

(b) Full extracts on any registered enterpnse could be obtamed from any Commercral 
Reglster branch rn the country, not just the area where lt regrstered 

42 In addibon, relevant laws, and procedures should be changed to 

(a) Radically streamline commercial reglstrabon by drasucally reducing requlred documents 
and procedures 

(b) Expand regrstered lnformatlon to Include, e x ,  unpad judgments and promissory notes 

(c) Expand third party sources of lnformabon for reglstrabon to Include members of the 
publlc having appropnately authenticated documents 

(d) Insutute ngorous, comprehensive tranlng Commerclal Register officrals and inspectors 

(8) Revlse and M o d e m e  Substantwe Laws to Improve the Legal Framework for 
Investment, Job Creat~on and Economc Growth. (Chapters 11-20): 

Cornmerc~al and C~vll Codes, (Cha~ter 111, 

43 The Civil and Commercral Codes should revlsed to provrde, at a mlnrmum 

(a) A modem system of perfectrng non-possessory secunty Interests (mortgages) In all forms 
of real, personal, and rntangrble property by s~mple regrstrabon In the Commercral Regrster for 
all creditors and obligors, not only banks 

(b) Modem equlpment leaslng to protect lessors' rnterests fully by reglstrabon of equlpment 
leases In the Commercial Reglster to put th~rd p m e s  on notlce 

Com~anles Law (Cha~ter  12) 

44 A retormulated companies law should be enacted whlch would 

(a) Replace complex, hme-consuming company format~on procedures wlth s~rnple, one-day 
reglstrabon In the Commercral Reglster by reducrng and streamlining documents, procedures and 
founders requrred 
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(b) Revlse and streamline merger procedures 

(c) Prov~de more adequate protechon and self-enforcement mechanisms for non-controhg 
shareholders by, Inter aha, the following 

(1) Require cumula~ve voung for directors m jolnt stock companies 

( 2 )  Perm~t shareholders to elect as many outslde directors as they choose and 
eliminate directors' guarantee shares 

(3) Allow shareholders to name anyone they w~sh  as a proxy 

(3) Prov~de a clear statement of duhes by dlrectors, officers, and majonty 
shareholders to act In the best Interest of the company and all shareholders 

(d) Reallze more fully the potentla1 of the jolnt stock company form for economlc 
development by numerous steps lncludlng providing for unl~mlted dura~on and board of 
dlrectors' actlon by unanimous wntten consent 

(e) El~mlnate d~scnmlnahon aganst joint stock companies In various laws by 

(1) Allowlng shareholders to determine the profit percentage dlstnbuted to employees 
as per former Investment Law 4311974 

(2) Ellminaung the annual proportionate stamp tax on capltal 

(0 To gan greater natlonal economlc benefits from the advantages of the jolnt stock 
company as the best corporate vehlcle for capital formation, and capital markets development, 
ellmlnate other forms of incorporated companles In favor of two jolnt stock company forms 

(1) The publlcly held joint stock company w~th formal management structure and 
dlsclosure requlrements, and 

(2) The pnvately held jolnt stock company w~th  a slmpler, flexlble management 
structure and mlnlmum repomng requirements whlch would have all of the advantages 
of a llmlted llab~lity company, but whlch can easlly change to a publlcly subscribed jolnt 
stock company by meetlng management, repomng, and dlsclosure requlrements w~thout 
changing form 

(g) Amalgamate incorporated and unincorporated companles into a single companles law 

a Investment Laws (Chanter 13) 

45 To Improve slgnlficantly the legal/procedural framework for ~nvestment In Egypt, all 
relevant laws, regulaQons, procedures and practices should be amended in a coordinated manner 
whlch will, inter aha 
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(a) Replace Egypt's confusing mulbple mvestment reglmes with a single urufied Investment 
reglme for all Egypt~an and fore~gn mvestors based on reformulated companles, mvestment, tax, 
and other laws as outllned In Chapters 12, 13 and 14 

(b) Replace the multl-step system of Investment licensing and company formabon with 
ample, one-stop reglstrabon at the Commercial Reg~ster where all enterpnses and cornparues 
would be automaucally approved and registered as descnbed m Chapters 12 and 13 wlthout pnor 
GOFI or Investment Authority approval except for those few sensluve projects clearly descnbed 
m a short, clear and precise "negahve llst" 

(c) Abol~sh establ~shment and operahons hcens~ng and all other local and governorate 
approvals requ~red for Investment projects and provide Instead for enforc~ng health, safety, land- 
use and env~ronmental standards by qualitauve mspecuons dumg project construcuon and 
operations 

(d) Replace existlng d~screbonary tax incenbves, holldays and exemphons with the best 
mcenbve of all -- u, a stable, low tax rate -- or, alternahvely, with automatic, urufied 
mcenuves based on performance, Instead of requiring d~screbonary approval at the llcens~ng 
stage as d~scussed in subsection 4 below and In Chapter 14 

(e) Channel government resources saved by streamlln~ng the approval process for Investment, 
company formatlon, and tax lncentlves Into 

(1) Investment promobon abroad and with~n Egypt, and 

(2) Qualitabve enforcement of health, safety, environmental and land use regulahons 
through lnspecbons dunng project construchon and operahons 

Taxes and Investment Incent~ves (Chapter 14), 

46 The follow~ng measures should be undertaken to create a favorable tax cl~mate for 
Investment 

(a) Abol~sh the annual propomonate stamp tax on company share cap~tal to encourage cap~tal 
formabon and produchve Investment through incorporated companles 

(b) Abol~sh or replace w~th very low flat amounts all stamp taxes on loans, credits, and 
contracts and deallngs and percentage State Notanal fees for land and mortgage regismuon 

(c) Exempt the lmport and sale of machinery, and produchve assets from sales tax 

(d) Undertake comprehensive Income tax reform for Egypt whlch would 

(1) Slgnlficantly broaden the tax base by eliminating all tax lncenhves, holldays and 
exempt~ons and all d~fferential rates tor vanous actlvlues 
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( 2 )  At the same hme, substanually lower tax rates to no more than 25 percent for 
corporate profits and individual income 

(3) Abolish all other taxes on lncome -- 1, 2 percent State Duty and capital gans 
tax 

(4) Make any remarung Investment incenhves unlfied, automahc and performance- 
based as among vanous laws concerning Investment 

( 5 )  End heavy handed tax admrnlstrahon techniques 

(6) Reduce the Tax Department reassessment penod from 5 years to 1 year m order 
to reduce uncemnty 

( f )  Consider sh~ftlng taxabon from income enhrely to consumphon poss~bly through 
a consumptron based lncome tax to encourage savlngs and Investment as opposed to 
COrISUmphOn 

C a ~ ~ t a l  Markets Law (Cha~ter  1 3  

47 Rev~ew and revise the Capltal Markets Law In coordinat~on with of the Companies Law 
to 

(a) Ellrninate overlapping provisions as between them 

(b) Ellmlnate overregulahon by replacing ngld restncbons and excessive government 
intervenuon with clear, adequate rules and disclosure requirements, along wlth tough sanchons 
for fraud and deception and qualltahve invesbgabons by traned staff 

Eliminate fill gaps in regulahon of cnbcal subject areas such as ~nslder tradlng 

Land Remstratlon (Cha~ter  16) 

48 Considerabon should be given to 

(a) Provld~ng for the development of modem btle insurance cornpanles 

@) Computenz~ng the land registrabon and btle system 

(c) Replac~ng percentage reg~stratxon fees for land and mortgages with low flat fees 

Not-for-~rofit Assoc1atlons (Chapter 17) 

49 A new law should be enacted for not-for-profit associahons whlch would 
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(a) Make formation possible by slmple, s t r m e d  reglstrahon accordlng to clear rules 
regardmg the allowable purposes Instead of government revlew and approval 

(b) Replace the drastxc drrect government ~ntervenhon now permitted by Law 32/1964 with 
clear rules of law and qualltahve post-regrstrabon inspechons 

Chambers of Commerce and Industw (Chapter 17); 

50 Laws govemlng chambers of commerce and mdustry should be revised to 

(a) Wrthdraw all government involvement and make al l  chambers completely pnvate, 
voluntary and free of government 

(b) Make membershrp voluntary rnstead of mandatory 

(c) Allow busrnesses freely to form thelr own voluntary pnvate associauons and chambers 
of commerce and Industry 

Labor Law (Chauter 18) 

51 The exlsung Labor Law discourages hrnng Egyptians by malung terminauon and lay-offs 
difficult, tune-consuming and expensive Therefore, it must be rev~sed to encourage investors 
to hlre Egypbans by providing more freedom of contract and by ellmlnabng unnecessary 
ngldikes, lnter aha, as follows 

(a) Allow employers to lay-off or terminate employment rela~onsh~ps upon nouce or 
payment of a reasonable amount accordlng to contract without bureaucrauc mterference 

@) Lnsutute complete freedom of contract regard~ng term and terminahon 

(c) EI~mrnate the requirement to h~ re  workers through government labor offices 

(d) Make notificabon to the labor office of vacancies and new employees optlonal 

(e) Perm~t employment agencies and labor contractors to operate freely 

(f) Free unlons from all government control, make unlon membershrp voluntary, and allow 
employees to organize unlons accordlng to clear rules 

U Antl-Mono~olv. Unfalr Corn~etltlon. Consumer Protection and Trade Llberal~zat~on, 
(Cha~ter 19) 

52 To protect free market mechanisms from monopoly and predatory business conduct 

(a) All exisung laws and regulations relating to anti-monopoly, anb-competltlve bus~ness 
practices, unfar competition and consumer protecbon should be reviewed in the light of 
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Egypban and international experience and comprehens~ve new legislahon prepared, ~ncluding 
provision for an independent anh-monopoly or free trade commlsslon to guard aganst p o k e  
predatory restnchve bus~ness prachces and excessive concentrahons of econormc power whlch 
prevent market mechanisms from operating freely Care must be taken, however, to guard 
agunst overregulation which would rnterfere w~th,  rather than protect, free market mechmsms 
and free cornpebtlon 

(b) The achons recommended by the World Bank to ehrmnate restnchons on the supply of 
~nterrned~ate inputs to pnvate sector producers as outhed m Secbon B of Chapter 19 should be 
implemented 

(9) Establrsh Institutions for Makmg and Revlslng Econormc Laws and Regulat~ons. 
(Chapter 20): 

Inst~tut~onal Econom~c Law and Pollcv Analvsrs* 

53 An inshtubonal capabll~ty should be developed In Egypt to review, develop and revlse 
economlc laws regulahons and insUtutlons wh~ch support and ~mplement the natlon's economlc 
pol~cy as well as to analyze and determine how to el~m~nate unnecessary legal, regulatory or 
~nst~tuhonal constmnts on pnvate sector economic development 

&) Inst~tut~onal~zed Prlvate Sector and Public Input 

54 Regular, broad-based pnvate sector revlew and input should be obmned In a clear 
inshtuhonalized manner regarding proposed draft bus~ness laws and regulahons 

Post-enactment Education, 

55 Regular conferences or semlnars on new comrnerc~al leglslahon and regulahons should be 
held for lawyers, judges, government officials, bus~ness execubves and concerned c~hzens to 
develop a shared understand~ng about new commercial laws, regulahons and lnsotuuons to 
promote compliance and ensure success 

(d) Post-enactment M o n ~ t o r l n ~  and Technical Amendments, 

56 Systemahc post-enactment mon~tonng of new laws and regulauons should be inshtuted to 
ascemn whether they are ach~eving their economic pol~cy objecuves and, ~f not, to prepare 
needed technical amendments or make needed changes 

21 32 As a prominent Egyptian Mln~ster of Economy once stated 

"Our pnontles In Egypt are like an ~nverted pyram~d They are all at the top " 
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Slmllarly, all of the above recommendahons are cnucal to establlshlng a well-functlomg 
commercial law system whlch would facrlltate and promote a properly functlonlng market 
economy Instead of Imposing the many constmnts ldenhfied In thls report All, therefore, are 
pnonty acuons whlch should be undertaken as soon as posslble If forced to choose, however, 
the author would put the following pnontles at the top of the pyramld 

(a) Rapidly develop Egyptian courts to the point where they are able to enforce contracts 
fully, etfecuvely and qu~ckly, because contract enforcement is vital to the proper functlon~ng of 
a market economy Accordingly, the following must be done to improve the overall qual~ty of 
jusuce and reduce the case delays whlch now hamper effecuve contract enforcement 

(1) Develop and provlde commerc~al law onentabon and conbnumg educabon to 
mobvate and equlp judges, court officials and lawyers to enforce contracts promptly and 
effecbvely 

(2) Change laws, pracbces, procedures and pracuces to 

Compensate contract obligees fully for losses from ~nflabon, frivolous delay 
tactics, attorneys fees and costs to remove overwhelming incenbves for delaylng 
cases by contract debtors and obligors 

Streamline c1v11 and commerc~al jushce admlnlstrabon through modem case 
management systems and calendaring to glve judges the tools needed to speed up 
case resolution 

Reduce lncentlves to appeal 

(3) Develop a modem comprehensive, well-~ndexed hard copy and computenzed legal 
~nformabon and law findlng system 

(4) Substanbally Increase and Improve judic~al faclllhes and support staff 

(3) Modernize and strengthen the Commercial Reglster so that lt can fully and properly carry 
out ~ t s  vital mlsslon of provldlng baslc lnforrnatlon about registered enterpnses to market actors 
and the public by the follow~ng acbons 

(1) Computenze and central~ze the Comrnerclal Reglster through an on llne electron~c 
computer system so that it  can be multl-indexed by name, trade name, address and other 
key elements, as well as by registration number, 

(2) Radically streamline cornmerc~al registration by reducing documents and 
procedures required, and 

(3) Expand and expand the sources and type of information reg~stered 
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(c) Revise the Civil and Commercial Codes to create modem systems of equipment leasing 
and non-possessory secunty rnterests in all forms of property by all creditors by simple 
registration of leases and secunty agreements m the Commercial Register 

(d) Replace the time-consuming multi-step system of investment approvals and company 
tormabon wrth streamlined, one-stop, one-day registrauon at the Commercial Reg~ster where all 
enkrpnses would be automahcdly approved without pnor GOFI or Investment Aurhonty 
approval except for a few sensihve projects clearly described m a short, clear and precise 
negauve list 

(e) Abolish establishment and operabons hcensrng and all other local and governorate 
approvals required for investment projects and provide rnstead for enforcing health, safety, land- 
use and environmental standards by quditahve rnspecbons dunng the project construchon and 
operahons 

( f )  Undertake comprehensive tax reform in a manner which would 

(1) Significantly broaden the income tax base by elimrnahng all tax mcenhves, 
holidays and exemphons and differential rates 

(2) At the same hme, substanhally lower income and profits tax rates to no more than 
25 percent while abolishing all other taxes on Income including the 2 percent State 
Financial Resources Duty and the tax cap~tal gans from on sales of secunbes 

(3) Abolish the annual proportionate stamp tax on company share capital 

(4) Abolrsh or replace with very low, flat amounts all stamp taxes on business and 
financial transachons and the very h~gh court fees and fees for land and mortgage 
registrabon 

(g) Revise the Labor Law to encourage investors to hire Egyphans by allowing employers 
to lay-off or terminate employment relahonshrps upon nonce or payment of a reasonable amount 
according to contract without government interference and by allowing freedom of contract 
regarding term and terminabon in employment agreements 

(h) Revise and modernize the Companies and Capltal Markets Laws in a manner which fully 
realizes and promotes the potential of the joints stock company form as an engine for capital 
formation and economic growth and whlch removes exlshng unnecessary bureaucrahc and legal 
imped~ments to ordinary company operauons 

(1) Enact comprehensive leglslahon protecting free market mechanisms from monopoly, 
unfar competition, anti-competitive business practices and consumer fraud 

Q) Free not-for-profit assocrations and chambers of commerce from excessive government 
controls over formation and operations 
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(k) Establish inshtuhons for economic law and policy analys~s, pnvate sector and publ~c Input 
to econormc legislahon, and post-enactment publlc educabon, mon~tonng and correction of laws 
and regula~ons affecting commerce and investment 
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EGYPTIAN LEGAL AND .TUDTCLAL SECTOR ASSESmNT 

REPORT AND RECOMMENDATIONS 

VOLUME I: 

EXECUTIVE SUMMARY AND RECOMMENDATIONS 

PART 11: 

COMPILATION OF DETAILED RECOMMENDATIONS 

TO REDUCE OR ELIMINATE 

CONSTRAINTS ON MARKET DRIVEN ECONOMIC DEVELOPMENT 

IMPOSED BY EGYPT'S LEGAL AND JUDICIAL SECTORS 

This Part I1 of Volume I collects in one place the detaled recommenda~ons of this report as 
complled from the Chapters and Paragraphs indicated Recommendauon summanes are c o n m e d  
in Part I above and Part D and Chapter 21 of the M m  Report 

Sectlon A,  Cha~ter 5 Recornmendat~ons to Reduce Case Delavs 

5 61 A coordinated multi-pronged effort is required to reduce heavy case loads and case delays 
plaguing the Egypban court system In th~s  regard, the recommendabons contamed In the 
following paragraphs are respectfully offered for cons~derauon 

(1) Requlre Specialuat~on and Cont~nu~ng Education of Judges, Lawyers and Court 
Officials: 

5 62 To reduce over-reliance on court "experts" and otherwise to speed processing of 
commercld cases, as well as to improve the overall quallty of jushce in the commercial field, 
conslderatlon should be glven to developing a cadre of judges hrghly experienced, speclallzed 
and traned in commerclai law cases by 

(a) Requiring judges to become specialized in commercial law (and other fields) in 
accordance with existing rules as described in Paragraphs 3 12 and 3 13, and 
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@) Establishing and manmning a ngorous, comprehensive and high quahty program of 
onentauon, refresher and advanced courses and semlnars in commercial law for commercial law 
judges as follows 

(1) All new judges would undergo a one year onentabon course before t h g  the 
bench m the way that new prosecutors formerly underwent a one year onentabon 
course4, since reduced to three to sur months Such a course would Include such toplcs 
as 

- A review of the overall commercial law framework 

- Refresher courses on all major substantwe areas of commercial law -- a, 
contract nghts and remedies, commercial paper, mortgages, leasing, loans, 
companies, taxahon, etc 

- Explanahon of the importance of speedy and effecuve enforcement of contracts 
to the Egyphan economy 

A thorough analysis and explanahon of the effects of inflauon on the value of 
contracts where enforcement IS delayed and whether and how compensahon for 
losses due to inflation could be awarded to a contract obligee or creditor under 
exishng Egypuan law 

- An explanauon of the costs incurred by partres m pursuing hhgahon, including 
the actual amount of attorneys fees 

- Clinical t m n ~ n g  on conduchng evidenhary heanngs with hve teshmony, 
quesboning lawyers, wnhng opinions and developing computer hteracy and slalls 

Clinical tmning on modem case management methods 

(2) Judges would also have the opportun~ty and the requirement as their w e e r s  
advance to pmcipate in advanced seminars and courses whlch would systemahcally 
cover all key commercial law subjects In addihon, required seminars would be 
conducted on major new commercial legislation with~n 90 days of publ~cahon of the new 
law 

(3) Ideally, Increases in judlclal compensation and bonuses, as well as promohon, 
would be bed to attendance at and performance In onentabon advanced and refresher 
courses 

One lawyer in Menla suggested that before belng selected as a judge, a candidate should 
undergo lntens~ve b n i n g  in a spec~al area of law such as  civil or commercial law, cnminal law, 
family law, etc for a penod of 2 years 
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(3) Preferably, some refresher and advanced sernlnars and courses and semlnars on 
new leglsla~on could be conducted ~olntly with lawyers as a means of improving 
communlcahons between lawyers and judges 

( 5 )  One lawyer interviewed by us suggested that judges also should attend annually 
pracucal t ran~ng courses m certam special laws together with the officials responsible 
For example In the case of the Pubhc Notary Law, judges could o r g m  meetings and 
presentabons w~th persons speclal~zed m pubhc notary work for example 

(2) Reduce Case Delay Incent~ves by Cornpensatlug Contract Obhgees Fully for Losses 
from Inflation, Frivolous Delay Tactics, Attorneys Fees and Cost.: 

5 63 Incenuves to delay by contract debtors and obbgors can be sharply reduced by the 
followmg measures 

(a) Empower and mandate judges to award damages for losses in the value of contracts due 
to inflahon based on the consumer pnce index or other reliable mflahon mdex, m addihon to 
the pnnc~pal amount of the obl~gahon owed together w~th  Interest Agiun, cornmerc~al law 
refresher courses and advance semlnars for judges should illustrate how to calculate losses 
resulhng from lnflatlon and other factors caused by delays In contract performance 

(b) Addihondly, change the Civil Code interest provisions from the 4, 5 and 7 percent hrmts 
now ~mposed to a formula whlch would allow payment of amounts equal to bank rates of interest 
on savlng deposits 

(c) Empower and mandate judges to impose effechve sanchons on p m e s  for fnvolous tacbcs 
whch would be pad  to the other party For example, m a recent U S case m whch our office 
was ~nvolved, the U S D~stnct Court ordered a lawyer to pay the other party court ~mposed 
sanchons of almost $ 3,000 for fil~ng fnvolous papers which wasted the hme of the court and 
the other party By contrast, In Egypt, as noted In Chapter 4, the maximum sanchons are Uny 
fines payable to the court -- not to the injured party -- of between L E 1 and L E 20 (or 
between U S $ 0  30 and $ 6 00) 

(d) Judges should be empowered and mandated to award actual attorneys fees and other costs 
incurred by the winnlng party in bnnglng a case instead of the nominal amounts now awarded - 
- cemnly,  in cases where the wlnnlng party's nghts, or the losing party's obhgauons, are clear 

(3) Reduce Case Delays Through Modern Case Management Methods 

5 64 A modem effective system of case adminlstratlon and calendaring should be introduced 
which would draw on the comparahve experience of other countries as well as successful 
examples from the vanous court systems w ~ t h ~ n  Egypt Such a system would ~nvolve the 
following features 

(a) Strearnlinlng case filing procedures by reducing a number of steps and officials ~nvolved 
from 5 steps and for officrals to one or two 
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(b) Requmg courts to estabhsh a calendar for each case, whch would specify deadhe dates 
by which partles must submit documents and evidence As one business execuhve interviewed 
by us in Alexandna suggested 

"There should be a hrne llmit for every step of the case procedure even if th~s  
means amending the procedural laws " 

5 65 One soluhon might be to dlrect the clerks of the court not to accept papers filed after a 
calendar deadhne similar to the Cassahon Court clerk At the same hme, the Cassatlon Court 
should calendar a response by the General Prosecuhon for a specific deadhe f ~ g  whch the 
response would be ignored if not filed on bme Sirmlarly m the Councll of State, the 
Commissioner's report would also be subject to a case calendar Fmally, all courts would set 
calendar dates m advance for issulng judgment 

5 66 By way of supplement to a more effechve case administrahon system as recommended 
above, vanous lihgation shortening procedures -- such as summary adjudicaQon procedures, 
shpulahons by p m e s  to agreed facts, and judicial encouragement of settlements -- could be 
introduced 

5 67 The current summer judicial hollday should be replaced by a system whereby courts 
rematn in constant session and judges have rotabng holidays throughout the year 

(4) Change Appeal Process to Reduce Incentives lo Appeal. 

5 68 To reduce the delays caused by the existlng appeal process, considerauon should be given 
to 

(a) Allowing appellate courts -- especially the Cassahon Court -- to decline to consider cases 
and leave lower court judgements standing 

(b) Limihng appeals to queshons of law, rather than reviewing or retrying factual matters 
as well In other words, the scope of review for courts of appeal would be restricted pnmady 
to queshons of law as is the case with the Cassahon Court This would end the duplicabve 
procedures whlch now characterize the first level of appeal 

(c) Reducing or eliminahng the nght of appellants to introduce new factual evidence and new 
theones and arguments for considerahon by the court of appeal 

(d) Empowenng the cassabon court, at its ophon either to reach a final judgment on the first 
appeal or to remand the case back to the court wh~ch made the error depend~ng upon the 
requirements of justlce under the circumstances 

(e) Restricting the court of appeal only to Issues, matters and arguments msed on appeal and 
not require them to consider arguments and matters msed at the lower court but not rased on 
appeal In other words, the "Appeal Carrying Effect" doctnne whlch requires the court of appeal 
to review the entlre record of the case below would be elim~nated 
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(5) AlIow Partles to Present own Expert Witnesses* 

5 69 To Improve confidence in the judicial system, considerahon should be given to pen'mttmg 
the p m e s  to Introduce their own expert witnesses 

(6) Improve Efficiency of Servlce of Process. 

5 70 To solve the problem of inefficient and unrehable service of process, the following could 
be done 

(a) Provide for service by reg~stered marl to the address of p m e s  who are registered 
businesses in the Commercial Register (but w~thout an envelop to avoid the clams made by 
some that, although they received the envelop, ~t was empty) 

(b) In the case of companies authonze service by dellvery to the company's registered 
address rather than to the company's chief execuhve or manager 

(c) Provide for service of process by licensed pnvate process servers as well as court 
bal~ffs  

(7) Replace Excess~vely H ~ g h  Court and Government Fees wlth Low Flat Fees: 

5 71 To eliminate cases concerning assessments for court fees and other government fees, the 
current system of percentage fees based on the "value" of cases or land or other property should 
be replaced with a system of relahvely low flat fees, similar to those obtaning in the Uruted 
States courts At the same ume, the penod withln which officials can reassess for taxes and fees 
should be reduced from 5 years to 1 year 

8 Open Commumcatlons between Lawyers and Judges on Mutual Concerns: 

5 72 The channels of communicahons between lawyers and judges on common problems of 
mutual concern could be substan~ally improved by 

(a) Conduc~ng joint seminars on commercial law topics as recommended above, and 

(b) Providing for representabon by the Lawyers' Syndicate on the general assemblies of court 
and the Supreme Judicial Council in the way that the General Prosecuhon is now represented 
Or, alternatwely, develop a system of adv~sory boards of pnvate lawyers for each level of courts 
and schedule a mlnlmum number of meebngs per year between the judges and such advlm;ory 
boards Law professors could also play a part on such adv~sory boards 

(9) Increase and Improve Judlclal Facll~tles and Staff 
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5 73 As suggested by the Egypt-U S Legal Exchange ~rojece,  considerauon should be given 
to provid~ng judges with law research clerks These could be bnght young law graduates who 
are wnsrdemg careers as judges Such clerks could have the specific job of asslst~ng judges to 
prepare cases by outlrnlng Issues, perforrmng legal research, and preparing proposed draft 
judgements Such clerks could be ass~gned for a one or two year penod, sirmlar to law graduates 
entenng pnvate pracbce who must work for a lawyer for two years As pointed out by the 
Egypt-U S Legal Exchange Project 

"Th~s would provide a cadre of law clerks who could be of great benefit to the 
judges, glve young lawyers an opporturuty to see ~f they really want to become 
prosecutors and judges and grve the judiclal selecbon enuty a chance to evaluate 
the performance of judlcial appllcant~"~ 

5 74 Conslderahon should be given to malung substanbal Investments to improve the physical 
~nfrastructure of jusbce by 

(a) Refurblshmg and renewing old court houses and court rooms and bulidlng new ones 
Appropnate physical facillbes are important to convey to judges, htlgate and the pubhc the vital 
message that dehvery of jusbce is taken senously by the authonbes 

(b) Providing judges with offices and office facllihes where they can carry out theu work 
in confer with colleagues rather than worlung at home 

(c) Provldrng a r  conditioning which to enable courtrooms to be used longer, possibly with 
rotatmg benches of judges dunng the day and full bme dunng the summer 

(d) O b ~ n r n g  modem equipment for the transcnpbon of oral tesbmony and providrng tramed 
short hand court reporters for the purpose of operabng such equipment 

(e) Undertalung a program to develop, staff and equlp hbranes in court houses throughout 
the country each of wh~ch would conmn a complete collecbon all of Egypt's pubhshed laws, 
regulabons, treabes and published court decisrons for the purpose of lnsunng that judges have 
easy access to the laws and regulabons whrch they are lnterpretlng and enforcing Preferably, 
such legal matenals would be avalable both in hard copy, and, as discussed below in Chapter 
8, electronically through computer terminals and computer diskettes 

Section B* Cha~ter  6 Recomrnendat~ons to Lm~rove Enforcement of JudgrnenQ 

6 14 To improve enforcement of judgments, ~t is respectfully recommended that laws and 
procedures be rev~sed as necessary In order to 

Phase 1 Legal Exchange Report at p 25 

Phase 1 Legal Exchange Report at p 25 

Execut~ve Summary - Page 28 



(a) Provide for a means through court exammabon and cross exarmnabon of requrnng a 
judgment debtor to reveal the nature and location of all of lus assets as well as assets to which 
he has access through h ~ s  children, spouse and other close relauves 

(b) Enable a judgment credltor to selze and foreclose on assets whlch the judgement debtors 
has In fact treated as his own even though they are m the name of a relabve 

(c) As already recommended m Paragraphs 5 35 and 5 70, replace the current system of 
percentage court fees based on the "value" of cases with a system of relahvely n o m a l  flat fees 
slmilar to those obbning in the Unlted States courts 

(d) Empower and mandate judges to impose effechve sancuons for judgement debtors who 
fnvolously file cases for injuncuons for the sole purpose of delaymg or avoldlng execuhon of 
a fmal judgment and on th~rd parhes who file groundless resbtuhon suits Such sanchons should 
be at least equal to the cost In terms of inflahon or lost savings deposlt interest and should be 
payable to the judgment creditor, not to the court 

(e) Insutute streamlined mortgage foreclosure procedures base on the best comparahve 
experience of other countnes suitably adapted to the Egypuan environment 

(f) Provide high quallty tranlng to court baliffs in judgment enforcement procedures and 
techniques 

&3m&C, Cha~ter  7 Recomrnendatron to Enact Com~rehens~ve. Modern Arbltrat~on 
Leelslat~on 

7 06 Egypt's archac and incomplete arbltrahon framework represented by Procedure Code 
Sectlons 502-513 should be replaced wlth comprehensive, modem legislahve machinery for both 
local arbitranon within Egypt and international arbltrauon wlthln Egypt and abroad In tlus 
regard, draft legislahon is now before the People's Assembly whlch is based on and slmlar to 
the UNCITRAL Model Law on Internahonal Commercial Arbltrahon According to Dr 
Moharned Aboul Enein, Dlrector of the Caro Regional Centre for Commercial Arbitrauon, the 
drait Egyptian legislabon would provide the framework for mternahonal and local 
arbitration Passing and implemenhng this law is one of the most important steps whlch Egypt 
could take in the field of dispute resolubon A number of other countnes, as well as several 
states of the Unlted States of Amenca, have successfully used the UNCITRAL Model Law as 
the bass for their own arbitrahon leglslanon 

Sectton D Chapter 8 Recomrnendat~ons to Modern~ze Legal Tnformat~on and Law 
Flnd~np Systems 

8 11 To render knowledge of Egypt's laws regulahons and published court decls~ons easily 
accessible to judges, lawyers and the publlc, it 1s respectfully recommended to 

(a) Convert official publicahon of the newly issued laws, decrees, and court decis~ons -- 
u, the Oficzal Gazette and the Egyptran Bulletrn and published court decisions -- to pnnung 
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from a database created by full text entry of all newly issued laws, decrees and court declsions 
In thls way, at least all future laws, decrees and court precedents will already be entered Into 
a full text database 

(b) Create a full text database for all past laws, decrees and court declsions whlch would be 
mtegrated with the official pubhcahon database described m sub-paragraph (a) above u h g  
to the extent posslble the valuable work already done by the Cabmet Inforrnatlon and Decis~on 
Support Center as well as the court decislon databases developed by the Muustry of Jushce and 
the Councll of State 

(c) Develop "user-fnendly" software wh~ch wdl allow lawyers and judges to access the 
database for legal research purposes s~mllar to Lazs and Weszlaw programs developed m the 
Unlted States 

(d) Publish Hard copy laws, decrees, other legisla~ve instruments and court declslons m 
loose-leaf form which would enable users to update and organlze them by subject easlly 

(e) Provide opuonal, hard copy publlca~ons also should be done in a manner whlch shows 
the changes made by amendments to laws and decrees by dev~ces such as strikeouts, underhung 
and/or bold face 

(f) Develop cornprehenslve and demled Indexes to the Oflczal Gatecfe, the Egypnan 
Bullenn, and publ~shed court declslons for hard copy research 

Sect~on E: Cha~ter  10 Recommendattons to Modernize the Comrnerc~al Reg- 

10 34 It IS respectfully recommended that the Commercial Reglster Law, regulahons, prachces 
and procedures be revlewed and revlsed In order to 

(a) Rad~cally srmpllfy and streamline commercial reglstrahon procedures by replacing the 
present requrrements for numerous documents and pre-registraoon inspecbon procedures wlth 
a simple process of filing a complete, but short registrahon/appl~ca~on form together with 
company arucles Severe penalhes would then be lmposed for knowingly prov~d~ng false 
lnforrnatlon or matenal omissions All pnor approvals by other government entlbes would be 
ehminated including the requlrement of authonzatlon by the local chamber of commerce or 
Industry All foreign branches would be reg~stered m a similar manner upon presenhng the 
required form together with a duly authenticated cemficate of reglstrahon from theu home 
countnes instead of the company's complete artlcles at associabon All enterpnses -- including 
fore~gn branches -- would be reg~stered unless the actlv~ty appears on a negatlve l~ s t  as forb~dden 
or requiring spec~al review and approval 

(b) Implement the recommendakons made I n  subsequent chapters to sueamllne the i~vestment 
llcensrng and company formahon process by combining those procedures with registrahon in the 
Commercial Reg~ster and ellminaong the requlrement of pnor approval by the Investment 
Authonty or the General Organizabon for Industnalizabon (GOFI), agan except for projects 
specified In a short, clear "negabve Ilst" 
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(c) Expand enforcement powers and replace pre-registration inspections wlth post-reg~strahon 
inspecuons to ensure compliance wlth the requlrernents to reglster new enterpnses and slgruficant 
changes to enterpnses already reglstered and to ensure that the ~nformauon reglstered is accurate 
and complete 

(d) Complete computenzauon of all offices of the Commercial Register and put them "on 
h e "  In such a manner that an extract on any enterpnse can be obtamed from any Comrnerclal 
Office in the country rather than only from the Commercial Register office of the dlstnct where 
the enterpnse IS located and registered -- a, an apphcant m Aswan wdl be able to obkm an 
extract or an enterpnse In Suez 

(e) Reorganize the Commercial Reglster erther uslng computer te~i~nology or by hand so 
that, at a mirumurn, an extract can be obtarned on an enterpnse srmply by provldlng the name 
or the trade name or even part of the name of the enterpnse - G, provldlng the commercial 
register number would no longer be the only means to o b ~ n  an extract of a registered 
enterpnse 

(f) Requlre the Cornmerclal Reglster, once ~t is recognized andfor cornputenzed, to provide 
many addlt~onal services, such as 

(1) Provldlng names and commercial reg~ster numbers of enterpnses reglstered at a 
parucular address 

(2) Producing llsts of firms engaged In pmcular lndustnes or fields 

(3) Produce lists of all enterpnses m which a named ~ndividual IS a founder, partner 
or manager 

(g) Expand the requirement to reglster in the Cornmerclal Reg~ster to mclude all enbues 
dolng buslness In Egypt including representatwe offices, not-for-profit associahons, professional - - 
firms, non-trading cooperahve socieues and forelgn contractors operaung under the ausplces or 
funding of USAID, the United States Forelgn Military Assistance Program, the World Bank, and 
other foreign and ~nterna~onal donors, whether such contracts would be considered to be a slngle 
transacuon or not 

(h) Expand the lnformahon to be registered to include unpad judgments or presented and 
unpad promissory notes and possibly other matters 

(I) Expand th~rd party sources of ~nformahon for reg~strauon to include bankruptcy 
receivers, company l~quldators, and any concerned members of the publlc having appropriately 
officially authenticated documentation, such as officials abstracts of court judgments Agm,  
severe penalhes would be imposed for reglstenng fraudulent lnformahon 

Q) Cornblne other buslness registers wlth the Commercial Register after the latter has been 
cornputenzed lncludlng but not l~mited to the Industrial Register, the Importers Register, the 
Exporters Reg~ster, the Commercial Agency Register, the Trademark Register, etc 
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(k) Carry out a ngorous, comprehenslve program of tmnmg Commercial Reglster officials 
and Inspectors to better appreciate and carry out the important role of the Commercial Register 

Sect~on F Chapter 11 Recommendatlons to Modern~ze the Cornrnerc~al and CIVII C o d e  

11 16 It is respectfully recommended that a comprehens~ve review and modernuahon of the 
Civll and Commerclal Codes be undertaken to provide the enabhg legal framework needed for 
modem business and financlal transacuons m Egypt At a mumurn, these and other relevant 
laws, regulauons, practices and procedures should be amended andlor new laws and regulahons 
promulgated m order to provide for 

(a) A modem system of perfectmg secunty rnterests and mortgages by all creditors - 
and not just banks -- In all forms of property lncludrng real property, personal property, and 
~ntanglble property by slmple reglstrauon of a secunty agreement m the Commercial Register 

(b) Modem equlpment leasing m a manner that protects the lessor's Interests m the leased 
property as agmst Innocent h r d  party transferees fully and adequately by, for example, 
reglstrabon of equlpment leases in the Commerclal Reglster which would protect the lessor's 
interest by putung thlrd parues on notlce 

(c) Other financlal and commerc~al transacbons In accordance with modem intemabonal 
commercial and financ~al pracuce 

(d) Replacing the current system of exorbitant percentage fees for registenng mortgages with 
a system of very low, flat fees such as L E 50 for each feddan of mortgaged land to make credit 
less costly and more accessible to investors and businesses -- especially smaller ones7 

Sect~on G,  Cha~ter  12 Recommendatlons for Com~anles Law Reform 

12 106 It is respectfully recommended that a reformulated comparues law be enacted 
whlch will 

(a) Slmpllfy and streamline formation procedure for all companies, both incorporated and 
unmcorporated, by replacing the exisung complex, bureaucrauc and ume-consuming procedures 
with simplified reglstratlon In the Commerclal Register charactenzed by the following measures 

(1) Reduce the documents to be submitted to no more than 3 -- an applicahon form, 
company mcles  and idenhficahon documents 

7 See also Chapter 5 on litigation and resulung case delays created by hlgh government 
fees, Chapter 14 on the constrants on investment and desirable economic acbvity Imposed by 
exorb~tant government fees and taxes, and Chapter 10 on the d~sincenbves to land reglstrabon 
and secunty and clanty of land titles posed by excessive fees 
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( 2 )  Minlmum review of company amcles to ensure only that the company's objects 
are not plainly unlawful, that there IS an address, and that the capital structure is 
described in the mcles  In other words, clearly stated legal requlrements for company 
mcles  would be set forth in the law but pnmary responsibhty for the legahty and 
enforcement of a company's mc l e s  would be left to the parbes concerned, rather than 
demled and time-consuming review by government officials 

(3) Use negauve lists to exclude unperrmtted objects or achvihes by foreigners or the 
pnvate sector generally 

(4) Conhnue secunty checks but ehrmnate them as a pre-condihon for formahon 

( 5 )  Transfer responslblhty and habhty for evaluabon of m-kmd contnbuhons to 
capital from the government to the p m e s  concerned but requlre full Qsclosure 

(6)  Reduce jolnt stock company founders from 3 to 2 

(7) Impose severe pendhes for knowingly providing false informahon or matenal 
omissions 

(8) Institute qual~tahve Inspecuons of random samples and cases w~th reasonable 
grounds for suspicion to promote compliance 

(b) Revise and streaml~ne merger procedures by means of, inter &, the follow~ng 

(1) As In the case of company formahon, transfer respons~billty for evduahon of the 
merglng companies' assets to the parues concerned and independent auditors or 
appmsers instead of government officlds or committees 

(2) Replace min~stend approval w~th the opportunity for revlew by an mdependent 
monopolies or free trade comrnlssion subject to stnct hme and other requlrements and 
as part of a revision of the am-monopoly law in Egypt as discussed below m Chapter 
19 

(c) Prov~de more adequate protechon and self-enforcement mechan~sms for non-controlling 
shareholders by the following steps 

(1) Require cumula~ve vohng for directors in jolnt stock companies 

(2) Inshtute shorter terms for board members and espec~ally reduce terms of board 
members appo~nted by the founders to no more than the hme requlred to hold an elechon 
at the first general shareholders' rneetlng 

(3) Permit shareholders to elect outs~de directors if they choose ehrnlnahng the 
requirements that directors must be shareholders and must deposit guarantee shares 
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(4) L~beral~ze proxy rules to allow shareholders to name any one they wish as a 
proxy, ~ncludmg dlrectors, w~th appropnate rules requlnng full d~sclosure of matenal 
facts by those sohcitlng proxies 

(5) El~minate the rule ~nval~datmg shareholders' meehngs when an msufficlent 
number of board members or board officers attend 

(6) Provide a clear statement of duty whlch forbids d~rectors, officers, and majonty 
shareholders from abusing non-controlling shareholders by appropnatug company 
opportunltles for themselves and whlch requues them to act m the best mterest of the 
company and all of ~ t s  shareholders 

(7) Provide a clear nght of shareholders to sue for breach of duty by duectors, 
officers, and majonty shareholders Independently of acuon by the shareholders' general 
meetlng 

(8) Strengthen requlrements for the ~ndependence and power of aud~tors 

(9) Requlre an independent audit committee of the board of dlrectors elected by the 
non-controlhng shareholders for certain widely held companles 

(10) At the same hme, balance the need to protect non-controlhng shareholders agamst 
the need to allow the companles to grow and cany on business m an effic~ent dynarmc 
way 

(d) Realize more fully the potenbal of the jolnt stock company form for econormc 
development purposes by means of the following 

(1) Prov~de for a more flexible capital structure by elimlnahng muurnurn cap~tal 
requlrements for jo~nt stock companles 

(2) Provide for a sounder and more c e m n  capital structure by ellmnabng pmally 
pad shares 

(3) Ellm~nate unnecessary restnctions on the issuance and transfer of secunues such 
as 

- Preventing issuance by a company of shares hlgher than the nomlnal value except 
for a premium jushfied by the auditors report 

- Restnctlng founders from selling thelr shares before publ~cahon of financ~al 
statements for two full fiscal years 

- L~m~tmg issuance of bonds to the value of the company's assets except m 
except~onal circumstances 
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(4) Clearly prov~de that jo~nt stock wmparues have unl~rmted durahon unless 
otherwise specified In the arucles in order to promote econornlc and buslness stabhty 

(5 )  Clearly and fully prov~de for ~ntenm dlvldend distnbuuons ~nstead of only annual 
div~dends 

(6) Permit the board of dlrectors to take achon by unarurnous wntten consent m place 
ot board rneeungs 

(7) Reduce excessive government mterference m shareholders' meetmgs by 
ellmlnahng requuements that nohces of meetugs be sent to government agencies, 
representahves of such agencles be perrmtted to attend shareholders' meetmgs on a 
regular bas~s, and mlnutes of such meetmgs be subnutted to the Compames Department 
or other agencies 

(8) Bnng Compan~es Law provlslons Into llne w ~ t h  Investment Law provlslons by 
el~mlnaung nahonality requlrements for founders of jolnt stock compmes and dlrectors 

(0 El~rn~nate dlscnminahon in vanous laws agmst  joint stock companles by 

(1) Allowlng shareholders to deterrn~ne the percentage of profit to be distributed to 
the employees accord~ng to a formula s1m11a.r to that of former Investment Law 4311974, 
and 

El~m~naung the annual proporbonate stamp tax on capital 

(g) Eliminate the l~mited liability and partnershrp l~mited by shares forms of incorporated 
companies, leaving Instead only the jolnt stock company form whlch could be e~ther 

(1) A publicly held joint stock company whlch will have a formal management 
structure and reportmg and d~sclosure requirements mandated for such companles by the 
Capital Markets Law or the Compan~es Law, as appropnate, or 

(2) A pnvately held jolnt stock company which could have a s~mpler, more flexlble 
management structure and rnlnlrnum repomng requirements whlch wlll enable mvestors 
to have all of the advantages of a 11rnite.d liabil~ty company, but whlch can be easlly 
changed to a publicly subscnbed joint stock company when necessary and desirable to 
mse  capital or other finance through lssulng shares or other secunbes to the public by 
meehng management, repomng and disclosure requlrements in accordance wlth the 
Capital Markets Law, but without changing the company form, as would be required In 
the case of a limited I~abll~ty company 

(h) Amalgamate incorporated and un~ncorporated companies into a slngle general companies 
law which will allow for unified formation procedures and duhes by managers and controlling 
shareholders and partners to outside investors and the publ~c 
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Sectlon H: C h a ~ t e r  13 Recomendat~ons  to Revlsed and Streamline Investment Laws 

13 63 It is respectfully recommended that legislatron be enacted, regulations promulgated and 
officlal achons taken regardmg investment m Egypt m order to replace Egypt's confusmg 
mulbple Investment reglmes wlth a single unified Investment regime for all mvestors based on 
both reformulated companles and tax laws as outlrned m Chapters 12 and 14 and a slngle new 
urufied rnvestment law wh~ch w~l l  among other thmgs 

(a) Declare that Increasing pnvate sector mvestment m Egypt by both forelgn and Egypban 
Investors is a nabonal pnonty 

(b) Treat all Investors equally regardless of nahonahty 

(c) Cover all fields of Investment 

(d) Provlde for a set of guarantees applicable to all Investors mcluding 

(1) Guarantees aganst nabonalizabon, confiscahon and expropnabon without prompt, 
adequate and effecbve compensabon and without a judicial order 

(2) Free transfer abroad of payments for all purposes required mcludlng profits, 
capital repatnation and payments for -- s, -- imports, royalhes and fees 

(3) Freedom from all controls on pnces, profits and salanes 

(4) Freedom to manage the business free from government Interference 

(5 )  Guarantees aganst depnvahon of licences or other nghts without mdependent 
court revlew and due process of law 

(6) Freedom from admin~strabve attachment or selzure without a court order 

(7) Guaranteed access to the courts or to bind~ng arb~trabon for disputes generally 

(8) Guaranteed arbltrabon of d~sputes w~th the government if the Investor so chooses 
s~rmlar to Amcle 8 of former Investment Law 43/1974 

(e) Replace the exishng bureaucrahc, tlme-consuming mulh-step system of Investment 
llcenslng and company forrnatlon by mult~ple nah0na.l and local government agencies wlth a 
slmple one-stop reglstratlon system at the Commerc1a.l Reglster -- as demled m Sewon B on 
company formation In Chapter 12, Section D of thls Chapter and the following Paragraph 13 64 
-- where all enterpnses and companles would be automahcally approved and registered without 
pnor GOFI or Investment Authonty approval except for those few sensibve projects clearly 
described ln a short, clear and precise "negabve 11st" 
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(f) Transform the Investment Authonty ~ n t o  an mvestrnent promotion agency with 
appropnate powers to promote and fachtate mvestment among both foreign and Egypttan 
investors and to create awareness of the importance of encouraging and fachtatmg mvestrnent 
among the Egypt~an bureaucracy and the pubhc at large 

(g) Transform GOFI into an mdustnal mvestor service o r g m t l o n  providmg Investors and 
potenhal investors w~th needed mformat~on about lndustnal supphers, customers and markets 
m Egypt 

13 64 To improve significantly the legal and procedural framework for mvestment m Egypt, 
we strongly recommend streamhung the mvestrnent approval process by amendmg all relevant 
laws, regulabons, procedures and pracuces m a manner whch wdl srmultaneously 

(a) Replace the exlsung complex, rnulb-step system of mvestment hcensmg and company 
formahon approvals by multlple Government agencles with a slmple one-stop registrahon system 
for enterpnses and cornpanles at the Commercial Reg~ster as descnbed in Secuon B on company 
formabon In Chapter 12 and in Sector D of thls Chapter In other words, appllcauon would no 
longer be made to GOFI or the Investment Authonty for approval or registrahon of Investment 
projects Instead, investors would slrnply register enterpnses or companies at the Commercial 
Register as descnbed in Sectlon B of Chapter 12 on company formauon Enterpnses and 
companies would be automabcally approved and reg~stered for all lawful objects and all projects 
except for those few sensihve projects clearly descnbed In a short and precise "negahve hst" of 
projects 

(b) Abohsh establishment and operabons (E&O) licensing and all other mvestment project 
approvals at the governorate and new community level now required by Law 453/1954 and 
Instead provide for envlronmental, health, safety, land-use and other standards to be enforced 
by qualitative lnspectlons dunng the construcuon and operauonal stages Instead of through the 
licensing process as dekuled In Section D (3) of Chapter 13 

(c) Replace hme-wasting d~scret~onary approval of tax incenbves pnor to commencement of 
a project preferably by means of a thorough comprehensive tax law reform which will elirnlnate 
all exrstrng tax exernptlons and hol~days and replace them w~th  the best tax incenhve of all -- 
namely, a stable, low tax rate -- or, alternatively, with automahc, unified mcentives based on 
subsequent enterpnse performance, instead of requiring discrehonary approval at the llcenslng 
or establ~shment stage as is discussed in detad in Chapter 14 

(d) Channel government, human and financial resources saved by strearnlinlng the Investment 
I~censing, company formahon, and incenhve approval process as recommended in thls and the 
following Chapter into 

(1) Investment promohon abroad and wlthln Egypt, and 

(2 )  Qualitatwe improvements of enforcement of health, safety, envlronmental and 
land use regulations through lnspectlons dunng the project construcuon and operanonal 
stages, rather than at the investment approval and registrauon stage, 
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Section I C h a ~ t e r  14 Recomrnendatlons to Reform Taxes and Tnvestment Tncent~ve 

14 70 It 1s respectfully recommended that the following measures be undertaken to create a tax 
chmate much more favorable to lnvestment than now exlsts m Egypt 

(a) The propomonate annual stamp tax on the share capital of Incorporated compames should 
be abohshed In order to encourage and facditate capital formauon and productrve lnvestment 
through Incorporated companies 

(b) All stamp taxes on loans, cred~ts, and other business deahgs and contracts should be 
abolished or replaced by very low, flat amounts 

(c) All percentage State Notanal and reglstrahon fees for land transfers, mortgages and other 
transachons should be replaced by very low, flat fees as already recommended m Chapter 5 

(d) The import and sale of machinery, equipment and other productwe assets should be 
exempted from sales tax 

(e) A comprehenslve lncome tax reform for Egypt should be undertaken whch would 

(1) Significantly broaden the tax base by ehmmat~ng all tax mcenhves, including tax 
holidays tax exemphons, and d~fferenhal tax rates for d~fferent acbvlbes and taxpayers 

(2) At the same ume substanhally lower the rates to no more than 25 percent for 
corporahons and for individuals 

(3) Abolish the 2 percent add-on to Income and profits taxes by the Duty for State 
Financ~al Resources Improvement under Law 1471 1982 

(4) Abolish the 2 percent capital gans tax on secunhes sales imposed by the Capital 
Markets Law 95/ 1992 

( 5 )  End heavy handed tax admlnlstrahon techniques such as d~sallowing reasonable 
business deduchons 

(6) Ehm~nate the enormous uncemnty created by the system of allowing the tax 
authonhes 5 years w~thln wh~ch to reassess taxpayer lncome -- and then a further 
indefinite penod by slrnply sending the taxpayer a reassessment before the 5 years IS up 
-- by mandaung a reasonable penod for reassessment of, say, 1 year after whlch a tax 
matter should be closed to further review by the tax authonues except In clear cases of 
fraud 

(7) Replace comprehenslve audlbng of all taxpayers wlth qualitahve auditmg of 
selected samples of taxpayers 
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(f) To the extent that investment ~ncenbves are r e w e d ,  they should be made automabc, 
performance-based and unified as among the vanous laws c o n c e m g  and affecbng lnvestment 
mcludmg the Investment Law, the Income Tax Law, the Tounsm Law, the New Commumhes 
Law and the Capital Markets Law, but a g m ,  the best soluhon for encouraglng Investment is to 
eliminate all tax lncenuves and lower tax rates substanhally 

(g) Considerahon should be given to shifhng taxahon from mcorne entlrely to consumphon 
possibly through a consumphon based Income tax to encourage savings and lnvestment as 
opposed to consumphon 

Section J *  Cha~ter  15 Recommendations to Revlse the Ca~ltal  Markets Law 

15 22 It is respectfully recommended that the Capital Markets Law and its regulahons be 
reviewed and revised in coordinabon with review and revision of the Cornpmes Law to acheve 
the following 

(a) Overlapping provisions as between the Comparues and Capital Markets Laws should be 
eliminated to avo~d confusion and possible confllct 

(b) Overregulation should be eliminated by replacing n g ~ d  restnchons on, and excessive 
government intervention in, market transacbons with clear regulauons regarding disclosure to 
investors of all matenal facts known to affect a pmcular  company or transachon mvolved This . - 

should be supported by tough sanctions agiunsi fraud and deception, together with qualitabve 
inspecuons and lnvestlgabons of juslfiably suspicious cases and random samples by well m n e d  
staff 

(c) Gaps in regulahon should be filled by, for example, providing for clear regulahons on 
cnlcal subject areas such as insider trading and requmng a mlnlmum trading volume for h s ~ g  
on a stock exchange 

(d) Finally, as already recommended in Chapter 14 on taxes and tax mcenhves, it is 
respectfully recommended that both the 2-percent capital gans  tax and al l  tax lnCa"weS 
conmned In the Capital Markets Law be eliminated along with other investment incenuves In 
favor of a low, stable tax rate on business profits 

Sectlon K Chapter 16 Recommendations to Improve Securltv and Clarltv of Land 
Ownershl~ 

16 07 Conslderatron should be glven to encouraglng and provtd~ng for the development of 
modem tltle insurance companies 

16 08 Consideration should also be glven to computenzing the land reglstralon and l t le  system 
to improve speed, efficiency and accuracy with respect to t~tle searches 

16 09 The exorbitant percentage fees for registratlon of land and mortgages should be replaced 
by very low, flat fees in order to encourage registratlon The goal of land registratlon law and 
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pohcy should be to m s e  revenue, but to encourage registrahon of all land and all tltles and 
mkrests m land Perversely, the ulhmate effect of hgh  land and mortgage registrahon fees is 
to reduce, not mse,  government revenues l l u s  is because excessively hgh registration fees 
deter land and mortgage reg~strahon whlch means that relahvely few land owners and 
mortgagees actually pay them, prefernng to delay or avoid registrahon Moreover, mcomplete 
land and mortgage registrabon discourages mvestment and overall econormc growth and activity, 
and lower economic achvity, m turn, reduces potenhal government revenues from mcome and 
sales taxes Conversely low, flat fees would encourage land and mortgage reg~strahon whch m 
turn would facil~tate investment and econormc growth leadmg to hgher government revenues 
from Income and sales taxes Addihonally, as noted m Chapter 5, low, flat fees for land 
registrabon would reduce hhgahon relabng to disputes over reassessments of fees for land 
registrabon based on the "value" of the land Also, as noted m Chapter 11, low, flat fees for 
land transfer and mortgage registration will greatly improve the opportumhes for long term 
credit financing of investment projects 

Sect~on L, Cha~ter  17 Recommendations to L~berallze Not-for-~rofit Associat~ons and 
Free Chambers of Commerce and Industrv 

17 10 A new law should be enacted for not-for-profit associahons whlch would 

(a) Make formation of not-for-profit assoclabon possible by simple registrahon -- preferably 
in the Commercial Register -- according to clear rules regarding the allowable purposes for such 
associabons instead of requiring extensive pre-registrahon government review and approval 

(b) Drashcally reduce the direct government ~ntervenhon now authorized by Law 32/1964 
by utlllzlng instead quahfied and selechve post-registrahon mspecuons comblned with sbff 
penaltxes for fraud and abuse of not- for-profit status 

17 11 The laws and regulabons governing the chambers of commerce and industry should be 
reviewed and rev~sed to 

(a) Wlthdraw all government involvement and support and make the chambers completely 
free of the government, 

(b) Make membership voluntary instead of mandatory, and 

(c) Officially allow, enable and encourage businesses freely to form thelr own voluntary and 
pnvate associabons and chambers of commerce and Industry according to clear rules regardmg 
thelr purposes and operauons 

Sectton M Cha~ter  18 Recornmendat~ons to Revlse the Labor Law to Encouraa 
Investors to Hlre E s v ~ t l a m  

18 25 It is respectfully recommended that the Labor Law and related regulabons, procedures, 
pol~cies and prachces be reviewed and rev~sed generally to make h ~ n n g  Egyptians easier and 
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more atmcave to investors by providing for more freedom of contract and by ehrmnatmg 
unnecessary nglditles in the law, inter alia, as follows 

(a) Allow employers to lay-off or to t e r m a t e  employment relabonshlps upon nouce or 
payment of a reasonable amount according to contract and without bureaucrauc Interference or 
addiaonal procedures belng Imposed 

(b) Replace the rule that contmuabon of a hmted penod contract after explrahon results m 
an lndefirute contract with a provision and allow complete freedom of contract w~th  respect to 
term and termmabon 

(c) Ehmmate the requirement to hire workers through a government labor office 

(d) Make nobficauon to the labor office of vacancies and newly hued employees opbonal 
instead of mandatory 

(e) Permlt employment agencles and labor contractors to operate freely 

(f) Free unions from all government control and affillauon, make union membership 
voluntary and free, and allow employees to organize unlons according to clear rules 

18 26 The recommendahons of this Chapter are to make labor relahons--including hmng, f m g  
and dispute resolu~on--eas~er and less encumbered wlth bureaucracy This is because a freer, 
less ngld labor market will provide greater lncenhves for Investors both to m e s t  and to hue 
Egypbans The exlshng Labor Law actually discourages ~ndustnes from himg Egyphans k, 
by malung employment permanent after the first contract and by malung temnahon and lay-~ffs 
difficult and expensive, the law creates powerful incenuves to avold hlnng Egyphan employees 
m the first place 

Sect~on N, Cha~ter  19 Recornrnendat~ons to Protect Free Market Mechanlsrns from 
Mono~olv. Anti-Com~et~t~ve Business Pract~ces. Unfa~r Corn~etltlon and 
Consumer Fraud 

19 08 It IS respectfully recommended that all exlsung laws and regulabons relahng to monopoly, 
anh-compebuve buslness prachces, unfar compehhon and consumer protecuon should be 
thoroughly renewed in the llght of Egypban and lnternahonal expenence and comprehens~ve, 
modem legislation should be prepared and enacted wlth the a m  of protechng the free market 
and the consumer as follows 

(a) A law aganst unfar competltlon should be enacted whlch would clearly outlaw unfarr, 
predatory, restrictive, antl-competxuve and rnonopolishc trade practices Such a law should 
establish an independent, specialized anb-monopoly or free trade commlsslon to review mergers 
as suggested in Chapter 12 and otherwise to guard aganst excessive concenuauons of economlc 
power and anu-competiuve restnchve buslness prachces which Inhibit market mechanlsms from 
operaung freely to set pnces and allocate resources 
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(b) Enact a new consumer protecbon law whch would supplement and/or subsume exlstmg 
laws and regulatlons and would ach~eve the following goals 

( I )  Protect consumers by prohlbitmg unfau, deceptive, fraudulent and 
unconscionable trade pracbces such as rmsleadmg advertls~ng and prachces 

(2) Provide consumers with specified m m u m  essential lnformahon regarding certam 
products in the market to enable them to make lnforrned choices through l a b e k g  
requirements for c e m n  products 

(3) Define and set mmmum r e q u d  q d t y  standards and specificabons 

(4) Protect consumers' health and safety from dangerous or potenhay dangerous 
products 

(5) Establish a suitable range of effecbve enforcement mechanisms such as 
inspecbons, cease and deslst orders, penalbes, etc 

(6)  Prov~de appropnate remedies for lnjunes suffered 

Such leglslauon would also protect honest and f a r  compeutors in the market as well as 
consumers Care must be taken, however, to guard aganst overregulation which would Interfere 
wlth, rather than protect, free market mechanisms and free compehhon 

19 09 In addlhon, the trade hberallzabon acbons recommended by the World Bank to lower or 
ehminate restncuons on the supply of intermedate lnputs to pnvate sector producers as outhed 
m Sechon B of Chapter 19 should be implemented m full 

19 10 Also essenbal to promobng free and fau compehhon and consumer protechon are the 
recommendauons of Chapters 10, 12 and 13 of this report to reduce bureaucrahc bamers to 
entry into the market by new firms and investors by replac~ng current Investment approval and 
company tormauon procedures with s~mpllfied one-day regrstrahon in the Commercial Register 
and otherw~se reformulating the companles and ~nvestment laws 

Section 0, C h a ~ t e r  20 Recommendatlons to Create Inst~tut~ons for Economlc and Pol~cy 
Analvsls and Pr~vate Sector I n ~ u t  to Laws Affect ln~ Buslneq 

20 09 An insbtuhonal capability should be developed in Egypt to revlew, develop and revise 
economic Iaws regulabons and insbtuhons whlch support and implement the nahon's econormc 
policy as well as to analyze and determine when unnecessary legal, regulatory or inshtubonal 
consmnts impede pnvate sector econornic development and how best to ellmlnate them 

20 10 Regular, broad-based pnvate sector revlew and Input should be obmned on an 
mshtubonallzed bas~s with respect to proposed draft laws and regulahons affectmg the conduct 
of commercial buslness and investment in Egypt through advance clrculatlon of such laws to 
chambers of commerce and industry and other business organizations The best solutlon would 
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be advance publica~on in widely circulated newspapers with a mlnlmum penod of, say, 90 days 
for all members of the public to review and comment on the proposed laws or regulabons Ths 
could be done through publlc h a g s  by adrmmstraUve authonues and parhamentary 
committees wh~ch would take tesbmony and wntten comments 

20 11 Following promulga~on of new commercial or econorruc leglslahon or regulahons, 
regular conferences or semlnars should be held for lawyers, judges, relevant government 
officials, busmess executives and concerned crtlzens to develop a shared understanding about the 
new law or regulauons 

20 12 Systernauc post-enactment monitoring of new laws and regulahons should be msUtuted 
along wlth a system of technlcai amendments to correct defaults 
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CHAPTER 1 

PURPOSE AND BACKGROUND OF REPORT 

Sect~on A, Qverview of Puruoses and Methodology 

1 01 Thls report undertakes to 

(a) Identify the consmnts  In Egypt's legal and judicial sectors which lnhlblt the proper 
functlonlng of a market economy, and 

The vlews expressions and optnlons in t h ~ s  report are those of the authors and are not .. .- ,m . . . *,,. , 



@) Recommend possible practical tt?~hnlcal soiutions hhich could be offered bk h e  
lnterna~onal donor community to remove or reduce the consmnts idenufied 

The report and its recommendations are based upon an assessment of Egypt's legal and ~udlclal 
sector m e d  out pursuant to a request by the LnsUtutlonal DeveIoprnent Support Office ("IDSm) 
of the C u o  Mission of the United States Agency for Internauonal Development 
("USALD/Egyptu) as detatled and formahzed m the scope of work set forth m the above 
referenced USAID Contract The scope of work IS appended hereto as Attachment 1 

1 02 Thls report was prepared pursuant to a work plan and an outline of topics submitted to 
USAID/Egypt on 8 July, 1993 as follows 

(a) Fust, the consultant read and analyzed relevant reports and rnatenals made avadable by 
USAIDIEgypt lncludlng those referred to m Attachment 1 

(b) Subsequently, a number of lawyers from Kame1 Law Office and the associated fm of 
Kamel, Yehla, Abul Ela & Sakr, Attorneys at Law, prepared reports on the major topics 
iden~fied in the outllne based on their own experience, knowledge and research 

(c) Thereafter, lawyers from Kame1 Law Office and Karnel, Yeh~a, Abul Ela 6 Sakr 
lntervlewed selected Egypuan and foreign business execuuves, investors, bankers and foreign 
embassy officlais, as well as selected judges, government officrals and Egyptlan pnvate and 
public sector lawyers outside of Karnel Law Office Most of those lntervlewed were from the 
Alexandria and Caro  areas In addltlon, a number of lawyers, judges and court officials were 
lntervlewed m Tank, Monofiyya, Fayoum and Menla 

(d) At the same tlrne, extensive legal research was carned out by the Consultant together 
w~th  vanous colleagues at Karnel Law Office and Kamel, Yehia, Abul Ela & Sakr on relevant 
laws and regulations 

(e) On 12 September, 1993, the Consultant submitted the first Draft Report and 
Recomrnendatlons 

(f) On 23 September, 1993, the Consultant submitted a second Draft Report and 
Recommendauons 

1 03 A list of Kamel Law Office lawyers who prepared memos performed a research, and 
conducted interviews for the preparation of thls Report is appended hereto as Attachment 2 A 
list of those interviewed for the repon is appended as Attachment 3 A volume of consisting of 
memoranda of key interviews and the wntten comments of some of those interviewed is also 
submitted herewith 



The  Role of the k g a l  Slstem In promo tin^ P r ~ v a t e  Sector Econornlc 
Develo~ment  and Investment 

1 04 A rational, comprehensive legal and insbtubonal framework IS one of the essenual 
elements needed to encourage and facihtate pnvate sector econormc acbvity g e n e d y  and 
foreign and dornestlc Investment m pmcular Of course, a well conceived, comprehensive legal 
system cannot by ~tself create or sumulate economic achvity or investment Many other factors 
are necessary mcluding, for example, appropnate macro-economic pollcles, adequate physlcal 
mfrastructure, an effectlve educauonal system, social stabdity and overall secunty But the lack 
of proper laws or legal instltuuons or poorly deslgned or outdated laws or mstltubons can 
dtscourage, impede or even strangle desirable mvestrnent, buslness and job creatlng actlvlty 
Modem, comprehensive and well designed cornmerclal laws and legal instltubons, on the other 
hand, can provlde the clanty, stabhty, and predlctabhty needed to promote and facll~tate 
beneficial and productive pnvate sector econormc development 

1 05 A good legal system provides confidence to pnvate investors Laws should be clear so 
that investors and businesses know whether contemplated transactlons are perrn~tted The 
effectlve lmplementatlon of laws is equally cntlcal to assure investors and other actors in the 
market place that contracts and transacuons in accordance with the laws will be respected and 
enforced A well-functioning market onented commercmI legal system promotes a properly 
funcuoning market economy by 

(a) Reducing the costs and nsks of entenng Into pnvate busrness transactlons, 

(3) Reducing the barners to entry and mobility of pnvate investment, and 

(c) Providing efficient mechanisms for the orderly exit of pnvate businesses that fa1 

(d) Allowlng market actors to structure an lnfinlte number of transactlons between themselves 
through contracts with the maximum posslble freedom from government interference consistent 
w ~ t h  preserving the integrity of the market from fraud, theft, monopol~suc behawour and ann- 
free market resmctlve business pracuces 

1 06 Vital to a market-onented, well funchoning commercial legal system is a properly defined 
role for the government Slnce procjarnat~on of the Infitah (Open Door) Pollcy by President 
Sadat in 1973, Egypt has been moving to a market onented economy relyxng on pnvate sector 
development from a centrally planned economy relying on government controls Ln a centrally 
planned economy, the government is the chlef actor In the economy, and the economy IS dnven 
by government commands rn accordance with the government's economlc plan Tnus, for 
example, pnces and production are determined by government decrees and factors of producuon 
allocated pursuant to government instructions all in accordance with demled government plan 
A government command economy, In turn requlres a large bureaucracy and constant bureaucrauc 
lntervenuon in the economy and in market decisions to ensure that government commands are 
carned out at every level 



1 07 By contrast, in a market dnven economy, the chef actors are pnvate sector enuues and 
mdividuals, operaung as buyers and sellers and the economy is propelled forward by an mfmte 
number and vanety of individual decisions, contracts and uansacuons by and among those 
pnvate sector actors The government's paramount functlon then becomes that of an enabhg 
agent which creates the condiuons necessary and des~rable for the market to funcuon and 
respond efficiently to pnvate sector decisions and actlons In a market dnven economy, a 
primary econormc policy objecuve of the government must be to enable an lnfirute number of 
transacuons between and among pnvate sector actors to take place as easlly and efficiently as 
possible To achieve this objtx~ve,  the government must provlde 

(a) Appropnate macro-economic p~licies -- g&, fiscal and monetary policles which produce 
low or no inflauon and freedom from controls on pnces, Interest rates, currency exchange, etc 

(b) Adequate physical mfraswcture - u, accessible, effecuve communlcauons, 
transportauon, water, power, etc 

(c) An effecuve educational system -- to develop the siulls of the work force 

(d) Social stability and overall personal secunty 

(e) A we11 conceived legal and insutuuonal frame work whlch facihtates and encourages 
Investment and job creatlng economic acuvity -- as outlrned m the following paragraph 

1 08 From the legal standpoint, the key objectives and essenual machinery for an effecove 
market enabling legal infrastructure compnse the follow~ng 

(a) Provld~ng the insutuuonal mechanisms for economic actors themselves to make and 
enforce contracts which govern the transacbons among them Such mechanisms include 

(1) Courts educated and specialized in relevant commercial laws, regulauons, 
remedies and enforcement mechanisms and motivated to enforce contracts fully, 
effectively, justly and with dispatch, and 

(2) A modem, complete system of substanuve laws In all areas affecbng commerce 
and investment wh~ch set out clear and complete rules, procedures and statements of 
dutles, nghts and remedies but wh~ch avoid imposing inflexible formulas and mandatory 
terms on contracting parhes 

(b) Promohng accessib~lity to accurate bas~c informatlon by the publlc generall, and market 
actors m parucular by estabhshmg mstltutlons and requrrements for disclosure of key mforrnauon 
by pnvate and public sectors enterprises This is accomplished in two ways requmg 
registrabon of actlviues, and disclosure of financial, legal and other key informatlon to make 
it accessible to the public 

(c) Reducing government interference 
consistent with protectJon of health, safety 

in economic transacbons 
the environment, and the 

to the mlnirnum 

free market itself 
possible 

' This is 



because government Interference ~nevltably reduces the speed and number of posslble pnvae 
economic declslons and transacuons which m turn reduces economlc growth and development 
Reduced government lnterrerence is achieved by the following principal means 

(1) Reduclng bureaucrauc review and discreuon m pnvate sector agreements and 
economlc transacuons by, in turn, makrng rules and procedures as clear, automauc, 
efficient and speedy as posslble For example, formauon of a corporauon would become 
a simple matter of registmuon at the Commercial Register rnstead of extensive review 
and approval of company artlcles by the Compames Department 

(2) Promoung voluntary complrane with health, safety and environment protection 
regulabons and tax laws, through selective and quahtauve government lnspecuons and 
lnvesugauons -- as opposed to the concept of assurnlng non-compliance by all enterprises 
and attempung to mspect everyone cornprehenslvely 

(3) Leaving enforcement of laws and contracts largely to the economc actors 
themselves through lawsu~ts m the courts and provrding for actlve government 
Interference and enforcement efforts only m compelling cncurnstances, such as cases 
where economic actors perpetrate senous fraud, decepuon, monopoly, restncuve buslness 
pracuces or other acuvltles wh~ch unlawfully threaten the publ~c and the market 

(d) Providing laws and enforcement machinery to protect the free operauon of market 
mechanisms from monopoly, unfar competluon fraud and predatory, antl-compeuuve business 
pracuces h, a well-functioning free market economy needs protechon from pnvate 
monopolists and antl-compeuuve buslness pracuces as well as from government bureaucrats and 
ovenegulauon 

(e) Establishing instltuuonalized procedures for makng, revlewlng and revlslng laws and 
regulauons which lead to well-cons~dered economrc leglslatlon whch IS understood and generally 
supported by the pubhc as follows 

(1) An ~nstltuuonal capability for econormc law and pol~cy analysls to review, 
develop and revise economic laws regulabons and inshtuuons whlch support and 
implement the natlon's economic pol~cy as well as to analyze and determine how best to 
eliminate unnecessary legal, regulatory or lnsutuuonal constmnu which mpede pnvate 
sector economlc development 

(2) Obmn~ng regular, broad-based revlew and Input from the pnvate sector m 
particular and the pubhc ~n general In a clear msutuuonalized manner regardmg proposed 
draft laws and regulauons affecung commerce and investment m Egypt by advance 
circulation of such laws to business organizauons and the public, followed by public 
heanngs 

(3) Institutional~zed post-enactment educat~on of the publlc regarding major new 
commercial legislat~on or regulations by means of regular conferences or seminars for 
lawyers, judges, relevant government offic~als, busmess execubves and concerned 



ciuzens whlch would a m  to develop a shared understanding among all concerned parues 
about how new commercial laws, regulauons and lnstltuuons are intended to operate m 
order to promote compliance and ensure success 

(3) Systemauc post-enactment momtonng of new laws and regulahons to ascem 
whether they are achevmg their econormc pohcy objecuves and, if not, to prepare 
technical amendments to correct defaults or make changes m relevant mstltuuons or take 
other correchve acuons as necessary, such as changes m admrmstratlon or additional 
wn ing  of officials, judges and lawyers 

Sect~on C: h u a c t  of S o c ~ a l m  On E m y t ' ~  Laws. Lawyers and Leva1 Educatton 

1 09 Dunng the late 1950's and 19603s, under the late President Nasser, Egypt mstltuted one 
of the most heavlly socialized and most centrally planned and directed econormes m the world 
outside of the former Soviet Bloc Egypt's 20-year experiment wlth socnhsm and central 
planning severely and adversely impacted on the ab~lity of Egypt's legal mfmtructure to 
facihtate and encourage pnvate sector economic development in four s~gmficant ways as 
descnbed in the following paragraphs 

1 10 First, and most obvlous, the substantwe laws were skewed aganst the free market 
economy and pnvate sector acuvity Thus, dunng Egypt's socialist penod (1957-1973), many 
of the laws whlch previously had supported Egypt's pnvate sector were drasbcally amended and 
many new laws were passed in order to create an economy almost enurely controlled by the 
state, to nauonallze most businesses of s~gnificant size, to favor the pubhc sector and to 
discourage significant pnvate sector economlc development mcluding both foreign and pnvate 
mvestmen t 

1 11 Second, older commercial laws and mstrtubons whch were left m force dunng the 
socialist penod were ~gnored and never modernrzed to keep pace with new developments m 
busmess and financial transachons in free market economies In other words the sociahst penod 
arrested modern commercial law development m Egypt from the late 1950's onward 

1 12 Thrrd, Egypt suffered a dmtlc decline in pnvate lawyers and judges experienced m 
corporate and commercial uansacbons and hugahon When most businesses of significant s ~ z e  
were nauonalued, opportunities for pnvate corporate and commercial law prachce all but 
disappeared Many lawyers accepted offers to go into the public sector as employees for theu 
former chents Some lawyers went abroad -- a portlon to the countries m the Arab World and 
a small number to Europe and the U S Most of the pnvate practlce opportunlues whch 
remaned were In the fields of cnmlnal defense and government regulatory work A very small 
number of lawyers were able to contlnue to practlce corporate and commercial law because they 
represented fore~gn oil companies or the few forelgn companies whlch were never nauonaW8 

For example, it has been noted by Mr Abdel Hdim Abul Ela, a lawyer with almost 
45 years of experience practicing corporate and commercld law m Egypt that few ~f any of the 
Amencan companies operaung in Egypt were ever nabonallzed 



S i d a r l y ,  as the public sector expanded and the pnvate sector correspondmgly shnveled 
commercial and corporate htlgauon also shrank, reducutg the numbers of judges famihar w~th 
pnvate sector commercial and corporate matters as well as lawyers Thus, when the "Open Door 
Pohcy" came lnto effect in 1974, Egypt was seriously short of experienced lawyers and judges 
able to comprehend and handle complex private sector commercral transactions and hugahon 
Although pmal ly  made up by the return of some Egypuan lawyers and judges who had gone 
abroad and an increasing number of younger lawyers and judges w~th  commercial law experience 

as the pnvate sector has expanded agan,  a senous shortage remms 

1 13 Fourth, there has been a senous detenorahon m the qual~ty of legal educauon Partiy, 
this has resulted from the dirmnuhon of the role of law and the posluon of lawyers m Egyptlan 
society Before the 1952 Revolution and the c o m g  of socialrsm, lawyers consututed an 
xidependent and prosperous profession Moreover, many of Egypt's modern day heroes -- 
lnclud~ng Mostafa Kamel and Saad Zaghloul (leaders of Egypt's 1907 and 1919 movements for 
independence from Bnmn) -- were lawyers as were many of Egypt's pre-1952 pnme ministers, 
minrsters and members of Parliament Correspondingly, the Faculty of Law of Caro University 
was one of Egypt's earliest and finest ~nsutuuons of hlgher l m n g  Not surpnsmgly, therefore, 
the law and legal educauon once attracted the best and bnghtest of Egypt's ambiuous youth The 
pnontles of the 1952 revoluuon emphasized other profess~ons, however -- such as, the d t a r y ,  
engineenng and medlcrne At the same ume, soclahsm removed economc and intellectual 
opportunlues from the legal professron and reduced most lawyers to posiuons as government 
functlonanes As a result, except for a few self-selected, very able students who choose law 
because of family background or other personal reasons, a legal educabon m recent hmes 
generally has fallen to those who could not score well enough on therr secondary examlnahons 
to go into the favored facultles of engineenng or medlcine and who have enrolled xi the faculhes 
of law by default Moreover, free educatlon and mass admlss~ons pollc~es have swamped Egypt's 
law facuiaes with thousands of students Wlth huge classes, the ch~ef educahonal tool has 
become the mass lectures and there IS llttle opportunity for classroom discussion, legal wntlng 
exercises or clinlcal educauon Gwen such circumstances, it  is not surpnsmg that law faculty 
grades and examinauons emphasrze memonzlng lecture notes rather than mastenng the skdls 
needed by commercial and corporate lawyers NameIy, analysis of usues, problem solvlng, legal 
wnung and verbal communicauons in negouauons and court proceedings 

, Cect~on D, The Current Econom~c Pol~cv Backmound 

1 14 This assessment takes place aganst the background of a conunumg Egyptlan Government 
Policy comrnrtment to transform Egypt's economy gradually from a socialist one charactenzed 
by cenual planning and admrnistered pnces and dominated bv large state-owned enterprises to 
a free enterprise econornlc system dnven by market mechanisms This pollcy commenced m 
October 1973 w~th  the proclamauon, by the late pres~dent Sadat, of the "Infitah" or "Opendoor" 
pollcy and has conunued up through the present day Under t h ~ s  polrcy, Egypt is contmumg to 
make major economic reforms, most recently by hberahng  foreign exchange regulabons, 
reduc~ng subsidles to both pnvate ~ndividuals and pubIic sector corporauons and commencing 

a program gradually to pnvauze its huge publ~c sector 



1 15 In t u m g  back toward a private sector market onented economy, one of Egypt's major 
tasks has been, and conunues to be, reversmg, mod~fyrng or replacing laws and regulauons 
enacted and promulgated dunng the s0Clahst penod Thus, a key element of the "Open Door 
Policy" in its earllest days was to establish an rnvestment cllmate in Egypt which would 
encourage substantial flows of fore~gn capltai and transfers of advanced technology To thls end, 
Law 43/1974 concerning "Arab and Foreign Investment and Free Zonesn was promulgated and 
later replaced by Investment Law 23011989 The pnmary goal of both Investment Laws has been 
to attract fore~gn Investors to establish selected busmesses m Egypt usually, but not necessarily, 
m associatxon with Egypuan partners by grantlng them benefits and protectxon m the form of 
exempuons from c e m n  provisions of the various laws g o v e m g  the conduct of business m 
Egypt -- mcluding corporate, tax, and fore~gn exchange laws - wh~ch were cons~dered 
disincentrves to pnvate investment Ln~ually, enactment of these benefits created a wide gap 
between hvestment Law 43 companies and compmes formed exclusively under the former 
Compan~es Law 2611954 

1 16 Because another key element of the Open Door Policy was to l i b e n h e  the Egyptxan 
economy generally in additlon to encouraging foreign investment9, the Egyptlan Government 
In the years since 1974 has changed many of the laws whch previously severely restricted 
pnvate sector business acbviues m Egypt and thereby has narrowed the gap which enactment 
of Investment Law 43 had created Accordingly, a new foreign exchange law was issued m 1976 
(Law 97/1976), a "New Cornmuniues" Law m 1979 (law 59/1979) wh~ch prov~ded lncenuves 
to businesses to locate m new mdustnal clues in the desert, followed by a reformed compmes 
law in 1981 (Law 159/1981) and a new income tax Law also in 198 1 (157/1981) Fmally, as 
already noted, in 1989, Investment Law 43 was itself replaced by new Investment Law 
23011989 More recently, rnajor legislabon has been promulgated in the fields of banhng, and 
finance (Laws 37/ 1992 and 10 11 1993), cap~tal markets (Law 9511992), public sector companies 
(Law 2031 199 1) and mantime actlvitles (Law 811990) 

Sect~on E, Advantages Offered To Investors Bv The Law and POIICY Framework of 
EevDt 

1 17 While the bulk of this report necessarily deals with legal and judicial sector w n s m n t s  
on pnvate sector development m Egypt, ~t is important to note that Egypt's legal, mstxtuuonal, 
and policy framework yet offers to investors c e m n  significant and valuable advantages and 
potential advantages as follows 

(a) A clear and growmg Government commitment to pnvate sector lnvestment and pnvate 
busmess development 

@) An economy mcreasmgly free of artlficral macro-economic pohcy dlstomons as more and 
more economlc reforms take place 

In fact almost two thrrds of the "forelgnu Investment -- i e , Investment of foreign 
currency -- since the enactment of Law 43/1974 has been made by Egyptian nauonals from their 
own foreign currency resources according to Investment Authonty sources 



(c) A slgn~ficant instltuuonal financial fm-nework for buslness a 

- A number of experienced bank -- pubhc and pnvate sector, dornesuc, foreign 
and joint venture 

- New capltal market encouragement leglslauon and regulabons which could 
provlde the basis for developing a secondary market for secunues funcuomng 
wlthin a regulatory framework 

- Several pnvate and publlc msurubons focuslng on Investment development and 
Investment finance mcluding a number of pnvate mvestment companies 

- Publlc sector development banks for agriculture and Industry 

Successful programs belng developed with USAID assistance for financing small 
businesses 

(d) A well developed and organ~zed accounting and audlung professlon wlth a long tradltlon 
ued to England 

(e) Though plagued w~th problems whch are among the major subjects of h s  report, and 
badly m need at repax, a long estabhshed and well developed legal system whch has worked 
very well m the past and could work well agam, conslstmg of 

- A well developed system of ordtnary and admlnistrahve courts, explmed m more 
dew1 below, to whlch all persons -- lnclud~ng cluzens, forelgn residents, and 
domesuc and forelgn companies have equal and virtually unlnhrblted access, 

- An organized legal profession, 

A well developed, funcuoning -- although very old-fashtoned -- commercial 
register, whlch, ~f fully and properly computenzed, could serve as the bass for 
some of the key recornmendauons in this report for cornmercral law 
modernizauon In Egypt, 

- An Official Gazette which publishes all officral documents includ~ng laws and 
decrees in Arablc in a reasonably umely fashion, supplemented by a number of 
daly,  and weekly regular and commercial newspapers pubhshed in the country 

A number of pnvate law publishers whlch publ~sh court opmons and collecuons 
of laws in an organlzed way whlch makes legal research possible 

- A law-onented populabon not afmd to go to court to defend thelr nghts 



w e heed to hiodernlze the kISL'Inst~tut~onal Frarneworh To Promotg 
Private Sector Develo~ment and Investment 

1 18 Desplte the above-described advantages, although for 20 years the Government has 
carned out a major program of economlc reforms, m response, the pnvate sector has not grown 
as rap~dly or attracted as much domestlc and forelgn Investment as it should have because of 
conswnts Imposed by the commerc~al law system Accordmgly, a comprehens~ve program to 
complete moderruzation of the commerc~al law system is needed on an urgent basis m order to 
acheve pnvate sector economlc growth and improve the d~stnbutlon of pnvate sector econormc 
benefits throughout the economy As is discussed UI dekd m the ensulng sectlons of h s  report, 
much remans to be done to m o d e m e  and complete key pomons of Egypt's commercial law 
mfrastructure and modify other poruons before Egypt's pnvate sector can develop 1ts full 
potential for produc~ng goods and services, for creatmg jobs and for compemg for producnve 
mvestment by fore~gners as well as its own citlzens As the pnvate sector grows m sue and 
complexity, a properly funct~onmg, modemed commercial law system will fachtate 1ts 
development by reduclng costs and nsks and by establ~shing rules for efficient pnvate sector 
acuvlties m a less regulated, free market economy 

1 19 The ensung commerc~al law infrastructure In Egypt suffers from the followmg problems 
developed m more deml subsequently in this report 

(a) Inefficient and Ineffectwe lmplementauon of commercial laws and enforcement of 
contracts by and through the courts consbtute a senous consmnt on pnvate sector development 
Delays and other difficulbes of enforcement of pnvate contracts, agreements and comrmtments 
lead to unusually h~gh costs and nsks of economic, Investment and busrness transacbons m 
Egypt 

(3) Antiquated, madequate lnsututlons needed to support the commerclal law system such as 
the Commercial Reg~ster, the Officlal Gazette and the Land Reg~ster The Commercial Register 
for example, although potentially a h~ghly effective institution, is stlll mantamed mostly by hand 
and is not cross-indexed Fully and properly computenung lt would make it a hlghly effectlve 
instituhon whlch could suppon many other modernizing efforts in the commercial law fields as 
IS discussed below 

(c) Outdated and outmoded commerclal laws in many areas For example, the Clvd Code 
dates back to 1948 and the Commercial Code to 1883 They do not adequately support modern 
developments in commerclal, investment credit and financial transacbons 

(d) Uncompleted busmess law reforms in that many of the laws enacted since the 'Open 
door" pollcy - as well as laws, regulations, procedures and pracuces left over from Egypt's 
socialist penod -- contlnue to 

authonze and rely on inappropriately high levels of bureaucraw intervention whlch 
unnecessarily delay and cornpl~cate transacuons normally left to the parues concerned m 
free market economies 



- create unnecessary barriers to market entry, operauons and exit by enterprises 

Interfere wlth freedom of contract by mandating ~nflexlble formuIas and contract terms 
which should be left to the parues concerned or to the market 

- fa1 to provide clear and sufficient legal promuon to economic actors 

- impose excessively hgh fees, taxes and other costs on pnvate sector transacuons and 
en terpnses 

Thus, for example, although the Compmes Law 159/1981 represented a dramahc step forward, 
~t suL1 falls far short of what IS requlred m terms of bureaucratic reducrng barners to entry, 
allowrng founders sufficient freedom to structure theu company's artlcles of assoclauon and 
providing an effecuve framework of directors' duues to protect rnvestors and shareholders 
Similarly, the Lnvestment Law reforms of 1974, 1977 and 1989, drarnatlcally ~mproved the 
cllrnate -for Investment Nevertheless, these laws and a number of other iaws' sol1 pose 
unnecessary barners to entry and substantially restnct the flow of Investment from what ~t 
otherwise could be These and other examples are discussed more fully In Part C below 

(e) Excessively hlgh stamp taxes, rncome taxes and government fees on land and mortgage 
reglsmuon, court judgments and legal transactlons discourage leg~tlmate, sound pnvate sector 
transactlons and long-term rnvestment and encourage short-term, evasrve, unsound busmess 
behawour 

( f )  An madequate, overcrowded legal educational system at the Umversity level based on 
a standard unchanging, outdated legal curriculum whch stresses and rewards rnemonzauon 
rather than legal analysis, legal wnung, verbal comrnumcatlon slalls and problem solvrng 

(g) A dearth of organzed and effective programs of onentabon, refresher courses and 
advanced substantwe and c h c a l  tramfig and contlnulng educahon for judges, lawyers and court 
officlals lnvolved m the commerclal law dispute resoluuon process 

(h) The lack of a modem, complete mtegrated and fully rndexed law frndlng system m 
pubhshed or electronic form easily accessible to judges, lawyers, officlals, law professors and 
the public throughout the country 

(I) The lack of a well-funcuonlng, ~nstitutional~zed economlc law and pollcy analysis 
capablIlty to develop or revlse economic laws, regula~ons and lnsututlons as needed to support 
and Implement the Nahon's economlc policy, as well as to analyze and determine when 
unnecessary legal, regulatory or ~nsututlonal consmnts Impede equitable economlc development 
and how best to ellmlnate them 

(J) No instltuuonalized means of o b m m g  adequate pnvate sector revrew and Input on 
exlsung, newly enacted or proposed laws and regulations whch affect pnvate busmess and 
Investment 



(I.) Lack of systemauc post-enactment monitoring of new laws and regulations and no system 
of technical amendments result in faulty leglslauon wnhnumg for too long 

1 20 All sectors are affected by the above constmnts Of parucular s~gnificance, hob ever, are 
the constra-mts ~mposed on (a) newer and mailer Egyptian pnvate mvestors, and (b) the fore~gn 
trade and mvestment community Newer and smaller pnvate Egypuan mvestors face the hghest 
costs of the absence of a well-functlonmg commerclal law system, m terms of hlgh barners to 
market entry and access to credit The multlnauonal trade and Investment communlty percelves 
the Egypuan commerclal law system to be a major weakness m the busmess cllrnate whch 
Increases the nsks and costs of domg business m Egypt If pnvate sector development is to be 
broadly based among small and large businesses ahke zn Egypt and 1s to benefit from 
lnternauonal trade and Investment, modernuatlon of the legal and judicial sector must become 
a pnonty for both the Egypban Government and the donor communlty 

Section G: Related USAID and World Bank Proiects R e ~ r d l n ~  k u t ~ a n  Law 

1 21 In add~tlon to cornmlssloning th~s  report, USAIDlEgypt has been acuve In other projects 
to assist and modernize the Egypuan legal and judic~al sector In the late 1970's and early 
1980's, together w~th the Ford Foundauon, USAIDIEgypt co-financed and cosponsored early 
successful efforts by the Egypuan Government to modemze and Improve the mvestment, 
companies and tax laws, in additlon to a program which sent a number of government lawyers 
and officials as well as members of the People's Assembly and some pnvate lawyers to Harvard 
Law School for semlnars on topics and lssues regarding the legal framework for mvestment m 
Egypt In related projects, USAID/Egypt has supported efforts to upgrade accountmg and 
audlung standards w~th the Accounting Synd~cate as well as tax admlnlstrauon 

1 22 More recently, USAID has supported World Bank efforts to modernize the 1egisIauve 
framework for the encouragement and regulabon of capital markets and add~uonal efforts u, 
improve the income tax law and tax admlnlstrauon In addition, USAID/Egypt has sponsored 
visits by U S judges and lawyers associated with the Institute for the Study and Development 
of Legal Systems (also known as the "MAY0 Groupm) In a very successful Egypt-U S Legal 
Exchange Project which 1s sull on-going The MAY0 Group has gathered invaluable mformauon 
on the organlzauon and workmgs of the Egypuan ord~nary courts and legal educahon system 
whch they have memonalued In reports highly useful to the authors of thrs report In thex 
report, among other thmgs, the Egypt-U S Exchange Project ~dentified a number of key 
problem factors affecbng the case backlog In the Egypuan ordmary courts and made hghly 
useful proposals for solvmg them 

1 23 Also very useful has been the World Bank's 1992 Report on "The Pnvate Sector 
Regulatorv Env~ronment" in Egypt, Volume I Execuuve Report and Volume I1 M a n  Report, 
heremafter referred to as "I World Bank Report" and "I1 World Bank Report" respecuvely It 
is suongly recommended that this report be read together wrth both the World Bank report and 
the two unpublished reports of the Egypt-U S Legal Exchange Project -- namely Phase 1, 
February 7 - 18, 1993, hereinafter referred to as "Phase 1 Legal Exchange Report* and Phase 
2, Apnl 4 - 20, 1993, heremafter referred to as "Phase 2 Legal ~ x c h a n ~ e  Report' 



OVERVIEW OF EGYPT'S LEGAL AND LAW MAKTNG SYSTZM 

Sect~on A The Constttut~on 

2 01 It 1s Important to note, first, that Egypt has been a modern consututional state smce 1923 
when the country adopted its first wntten constttuuon one year after havmg obmned krruted 
mdependence from Great Bntam whch had occupied the counay slnce 1883 

2 02 The Consutuuon of September 2, 1971 - whlch remams m force today as amended m 
1980 and is hereinafter referred to as "the Conshtuhon' - provides for a presidenual system 
of government based on the pmciple of separation of the legislauve, execuove and judlclal 
powers Execuuve power is vested in the Presldent of the Republic who is nominated by the 
People's Assembly and then approved in a referendum of the people The Presldent serves a 
term of SIX years and may be re-elected The Presldent appoints and disrnlsses the v~ce-president, 
the Pnme minister, and the mlnlsters, as well as other clvd, military, and diplomauc officials 
and governors of governorates Under Artlcle 153 of the Constltuuon, the government is the 
supreme executive and admimstratlve organ of the State and conslsts of the Pnrne Muuster, his 
depubes, the ministers and their depubes 

2 03 The ConstltuUon vests legislatrve power m the People's Assembly (Maglzs 11-Shaab), a 
representauve na~onal parliament elected dirwtly by the people, as wllI be seen below, however, 
the President of the Republic may also promuIgate decrees having the force of law, rn c e m  
circumstances The People's Assembly conslsts of at least 350 members, at least half of whom 
must be drawn from among the workers and peasants, ~t has a term of five years In addlbon 
to enacung laws, it is empowered to approve the general pohcy of the state, the economc and 
social development plan and the general budget 

2 04 The May 1980 amendments to the Consbtubon provided also for a "Consultabve 
Councll" or "Maglts El Shura" wluch reviews and advises on matters set forth m Artlcle 195 
of the Consutuuon including consutubonal amendments proposals, peace treatles and laws and 
policles referred to it by the President of the Republ~c The Shura Councll 1s an adv~sory body 
only, and it has no Ieglslatrve or veto power It is composed of not less than 132 members, of 
which one thud are appointed by the Pres~dent of the Republlc and two thirds must be elected 
according to geograph~cal dlstncts throughout the country 

2 05 Wlth regard to the system of the local government, the Consutuuon divides the Repubhc 
Into vanous adrmn~strauve unlts ~ncludlng governorates, clues, villages, and such other unlts as 
may be established Executive authonty is vested m governors, mayors, and vlllage headmen 
or Omdahr Legislauve authonty IS vested in local People's Councrls which are drrectly elected 
Most taxing, poilce and other powers, however, reman centrailzed In the natlonal government 



2 06 The Constltutlon is based upon respect for individual freedoms and for the "rule of lab" 
For pnvate sector development, the Consututlon's provisions protecung pnvate property are of 
parucular Interest and are to be found in Artlcles 29 and 34-36 translated as follows 

Art 29 "Property shall be under the supervision of the people and protecUon of the State 
There are three hnds of propeq Pubhc, co-operauve, and pnvate property " 

Art 34 "Pnvate ownership shall be safeguarded and may not be put under sequestration 

except in the cases defined by law and m accordance with a judlcial decision It 
may not be expropnated except for a public purpose and aganst a farr 
compensatlon in accordance wlth the law The nght of inheritance IS guaranteed 
in it " 

Art 35 "National~zatlon shall not be dowed except for wns~deratlons of public merest, 
by means of a law and aganst compensatlon " 

Art 36 "General confiscation of property shall be proh~blted Special and hmlted 
confiscauon shall not be allowed except with a judicial decision " 

2 07 It should be, remembered, however that the Constltu~on came lnto effect m 1971, before 
Egypt's swing away from socialism with the 1973 "Open-Door Policy" Accordingly, there are 
numerous socialist pnnciples contruned m the Constltutlon For example, Amcle 4 provldes that 

"The economic foundauon of the Arab Republic of Egypt is the Soclahst 
Democrauc System based on sufficiency and justlce, m a manner prevenung 
exploltatlon I 

Moreover, Artlcle 26 states a general requirement that 

"Workers shall have a share In the management and profits of projects " 

2 08 These latter two pnnciples of Article 26 are enshrined in the Companies Law 15911981 
and the Investment Law 230/1959, as amended, which requlre, for example, that workers shall 
receive 10 percent of all distributed dividends of corporauons up to 100 percent of total salanes 
and shall be represented m some form (although very diluted) on the boards of jolnt stock 
companies formed under the Investment and Companies Laws (Such requirements do not apply, 
however, to projects organized in the form of partnerships or llmlted parmershlps, the law thus 
dlscnm~nates aganst the corporate form of organlzatlon 

2 09 The posltlon of the judiciary and the role of law under the constltuhon IS discussed under 
Part C below 

Sect~on B, Nature of the L e ~ a l  System and Key Laws 

2 10 As one of the world's oldest civilizations, Egypt has a tradition of law and government 
stretching thousands of years from the pharaohs through the penods of the Greek and the Roman 



Ernplres on tkrough the relgns of the Arab, Fatarmd, Ayubbld, Mamluk and Ottoman Islam~c 
Rulers, and from the penod of westernlzahon beglnnrng m the 19th century w~th  hlohamed Ah 
through the soclallst penod of President Nasser to the Open Door Pohcies of the present day 
AS ~t 1s well known, for over a thousand years, A1 Azhar has been, and IS, perhaps the world's 
preeminent center of Islamic law and legd educabon Desprte ~ t s  long I s l m c  law tradltlon, 
however, for over a hundred years Egypt's legal system has been modeled u form on the 
European code system with western style courts and laws 

2 11 Thus, at the heart of Egypt's commerc~al law system are the Clvil Code of 1948 - 
clearly rnsp~red by the French Code Napoleon -- and the Commerclai Code of 1883 These are 
supplemented by the Code of Civll and Commercial Procedure of 1968, the Penal Code of 1937, 
and the Code of Cnmrnal Procedure of 1950, rn addlbon to special laws governlng vanous 
financial and commercial subjects ~ncludlng those already referred to above The Civil Code sets 
forth a comprehensive code of baslc legal obl~gahons wluch governs contractual as well as 
toruous l~abll~ty, and specific contracts such as sale, exchange, g~fts,  partnersh~ps, loans, leases, 
servrce, insurance, and so forth In addit~on, the Civil Code provldes for property ownershlp and 
other property nghts and deals with vanous methods of acqulnng ownershlp, nghts of usufruct 
and serv~tude as well as mortgages and pledges of property 

2 12 The Commercial Code addresses commercial transacbons and modifies the Clvll Code's 
general rules of contract in so far as a transaction may be specifically prov~ded for The 
Comrnerclal Code covers such ltems as prornlssory notes, bllls of exchange and other nego~able 
Instruments, as well as bankruptcy Supplernentlng these codes are vanous spe.cn.! laws 
governlng specific areas such as those mentioned above, G, the Investment Law, the 
Compan~es Law, taxes, labor, mortgages, patents and trademarks, mantlme law, etc 

2 13 An important point to note 1s that, whle it  IS urgently required that they be brought rnto 
h e  with modem commerc~al and financld pracuces and recent legal developments, Egypt's 
Clvil and Commercial Codes do at least provide a cornprehenslve system for malung and 
enforcing contracts, and determinlng and protecung property nghts as well as determlng and 
enforcing extra contractual liability -- u, tort liablllty -- for damages suffered from as a result 
of wrongful actlvlty 

Sect~on C The Sources and Forms of Egv~tran L a w  

(I)  Sources of Law - General, 

2 14 Egyptlan law IS denved from a vanety of sources Artlcle 1 of the 1948 Ctvll Code bsts 
as sources of law whlch judges are advised to apply In order as follows 

Applicable legislation In order of the hierarchy described In Paragraph 2 15 below 
- Custom 



- Pnnciples of Islamic Law (shanah)l0 
- Principles of Natural Jusuce 
- Rules of Equlty 

(2) Hierarchy of Law 

2 15 In general, the vanous forms of Egypuan legislabon - u, laws, decrees and rules - 
consutute a h~erarchy whlch, m descending order, is as follows 

- Consutuuon 
- Interna~onal Treat~es 
- Natlonal Laws &, statutes) 
- Presldenbal decrees 
- Council of Ministers (Cablnet) decrees 
- Pnme Ministerial decrees 
- Mlnlstenal decrees 
- Regional (1, governorate) and Local Councll resoluuons, legislauon and decrees 
- Decrees and acts of governors and local officials 

Lnfenor mstnrments of law w i t h  the hierarchy must be m accordance with, and authorized by 
instruments which are supenor, otherwise, they are without legal basis and are lnvahd 

2 16 The Cons~tuuon is the supreme law of the land, and ~t may be amended only by 
followlng a special procedure set out In the conshtubon Itself ConsutuuonaI amendments requlre 
a special debate and approval by the People's Assembly, followed by a referendum of the 
people 

(4) The Role of Sharlah (Islarmc Law) as a Source of Leglsiat~on 

2 17 The first Egyphan Constmuon of 1923 provided that Islamic Law would be on_e of the 
sources of laws adopted by the Egyptlan legislature The currently prevallng Consutuuon of 
1971, however, provides that Islamic Law shall be & pnnclpal source of Egypuan leglslauon 
Consequently, followlng the issuance of the 1971 Consututlon, any Egypuan legislation passed 
thereafter which IS not In conformity with Islamic Law would be unconsutuuonal and therefore 
lnval~d 

2 18 Laws adopted pnor to the issuance of the 1971 Constttutton, however, are vahd even if 
they are not in conformity with Islamic Law Tius pnnciple has been affirmed by the Egyphan 
Supreme Consututlonal Court Accordingly, both the 1948 C~vil Code and the 1883 Commercial 

lo By malung Islarn~c Law the pnnclpal source of Islamic leg~slatlon, the 1971 
Constltuuon may amend this provision of the 1948 Civil Code to m s e  Islamic Law pmciples 
above custom In the hierarchy & Paragraph 2 16 below, &GJ Paragraph 2 17 



Code are valld m that both were passed prior to the Issuance of the 1971 Consututlon even to 
the extent that they do not conform ulth ~ s h r u c  Law 

2 19 In any event, the principle of pnmacy of the 2hanaJ-j u not considered dmucally to 
affect laws in respect of business and commerce m Egypt Many of the concepts, doctmes and 
theones conmed in Civil and Commercial Codes were known and spec~fically dealt wlth by 
the Shanah, such as bankruptcy, bllls of exchange, asslgnrnent of debts and nghts of commercial 
companies (especially companies with the form of the "kmted partnership", contractual 
obligahons, and tort Ilability ) Indeed, the EgypUan Clv1.1 and Cornmerclal Codes and Laws are 
considered by legal scholars to be entuely m confomty with Islarmc law except for two subjects 
whlch are debatable -- namely, Interest and msurance 

2 20 The controversial subject of "mterest" has provoked heated dlalogue between Orthodox 
and moderate Islamlc Law scholars Recently, Egypt's Grand Muftl - u, the Islarnrc Chef 
Official Law Consultant -- has expressed the view that rnterest on bank deposits, rnvestment 
certificates issued by banks, and even on bank loans and bonds does not contravene the 
as r t  lnvolves no usury In the sense of charging oppressive rates through explolung the due need 
of the borrower Accordingly, both Shanah and Egypt's man-made laws are offic~ally considered 
to be m conform~ty with respect to the man operatrons of modem business such as purchase and 
sale, methods of financing -- including stocks and even bonds (as recently held by the Grand 
Mufu) -- bills of exchange and promissory notes, speculation on appreclauon and depreciauon 
of the value of th~ngs, contnbuhons to formauon of compmes, bankruptcy, bonowlng at non- 
oppressive and non-usunous rates of Interest (Le, Interest not exceeding levels prescribed by 
laws) and so forth 

(5) Laws or Statutes. 

2 2 1 A law (or more precisely, a statute) IS the hghest expression of legislahve power, and 
the Consutuuon vests such legislatrve power in the People's Assembly In theory, a bill to enact 
a law may be introduced in the Assembly either by a member of the Assembly or by the 
President of the Republic who refers bllls prepared by the government In fact, vmually all 
proposed laws currently are mtroduced by the Government The People's Assembly often 
amends the Government's proposed laws before passing them, however Pnor to discussion in 
the People's Assembly, government bills are first sent to an appropnate Assembly cornmttee 
for considerauon and report Member's bllls, on the other hand, must first be considered by a 
special screening committee before being referred to the appropnate committee 

2 22 Moreover, to ensure that no law contravenes the Shanah, any draft law, pnor to 
presentation to the Assembly for debate should be referred to the Legislative Comrmrtee and 
In turn to a sub-committee called "the Shanah Cornmlttee" The Shanah Commttee should first 
revlew the draft law with a v~ew as to whether ~t 1s in conformity with Islamlc Law and, then, 
send it back with its comments thereon to the Legislatrve Committee If a difference of vlew 
anses between the two committees as to whether or not the draft law is In conformity with the 
Shanah, the matter would be referred to the Grand Mufu for a final decision on the issue 



2 23 Except m cases uhere a specla1 malonty 1s required, bllls m the People's Assembly are 
adopted by a simple majonty of the votes of the members present, and they are voted upon 
arucle by m c l e  After approval by the Assembly, a b ~ l l  is referred to the President of the 
Republic uho may either approve it as a law or reject it If the President does not return a blll 
to the Assembly w~thin 30 days, it is considered approved If he does return a bill, 1t may 
nevertheless be voted Into law if the Assembly adopts it by a two-thlrds vote of the members 

(6) Lnternat~onal Treaties 

2 24 Under Artlcle 15 1 of the Consbtubon, lnternahonal treabes concluded by the Presldent, 
and whlch are duly rabfied and published have the force of law Lawyers and legal scholars 
generally are of the opinlon that treaty provisions prevad over conficmg precedmg or 
subsequent ordlnary legislabon unless the latter specifically abrogates the treaty provlslon m 
quesuon 

(7) Presldent~al Decrees: 

Pres~dent~al Decree Laws, 

2 25 Under c e m n  circumstances, the President of the Repubhc, may also enact laws by 
means of a presidenbal decree Such laws, known as presidential decree laws, may be enacted 
in two cases 

(a) Where the People's Assembly, by a two-thlrds vote of its members, authorizes the 
President of the Republic to enact laws for a fixed penod of ume on c e m n  specified subjects, 
and 

@) When the People's Assembly is not in session and an event occurs which requires prompt 
leg~slabve acbon 

Although such presidenbal decree laws may go into effect when they are issued, they must 
nonetheless be subm~tted to the People's Assembly within fifteen days of then date of issuance, 
~f not submitted to the Assembly or if the Assembly refuses to approve it, presldenhal decree 
law becomes ~nvalid w~th retroacwe effect unless the People's Assembly otherwise provides 

&) President la1 Decree Reeulat~ons, 

2 26 The Presldent of the Republlc has the power to Issue regulabons necessary for the 
execuuon of laws If the law does not otherwise provlde, he may delegate such power to another 
official The Pres~dent also Issues control regulations and the decrees necessary for the 
establishment and organlzabon of publlc rnsbtutlons and departments 

(8) Prune hk l s t e r~a l ,  h lmster~al  and Other Offic~al Decrees 

2 27 The Pnme Mlnlster Issues decrees on the bas~s of authonzatlon received from the 
President of the Republic 



2 25 hf~nlsters issue decrees based on authonzauon specified m the law or delegated by the 
Presldent or the Pnme Miruster The declslons Or decrees of the Pnme Mmster, Mlmsters or 
other officds or agencles must be authorized or provided for by a supenor law Otherw~se, they 
are w~thout legal bas~s and subject to cancellabon by the Council of Scate's admlnlstratlve courts 
as discussed below 

(9) Codes* 

2 29 In general, many Egyptlan laws have drawn theu Lnsplrauon from European -- pnmmly 
French -- codes and leglslauon, whch tradluonally has been considered a hstoncal source of 
law In Egypt Similarly, the bas~c d~vislons and categones of the court system tend to follow 
those of France, and, as already noted m Paragraphs 2 10 - 2 13 above, the pmcipal branches 
of Egyptlan law are now to be found m specific codes and leg~slatlon slrmlar to the European 
YPe 

(10) Judicial Decisions and Precedents 

2 30 Since Egypt generally follows the European C~vil Law tradibon, rather than that of the 
Anglo-Amencan common law, judicial decis~ons do not consutute a formal source of law m the 
sense of setung down binding rules for future conduct Nevertheless, judicial decislons nave 
persuasive authonty Indeed, much of Egypt's admlnlstrauve law 1s not found in statutes but 
rather 1s to be found In the dec~slons and oplnions of the admlnlstrabve courts of the Councd 
of State Not infrequently, Egyptlan judges and lawyers will look to French judlclal declslons 
for guidance 

Sectlon D Laws and Legal PubIlcat~on In E g v a  

2 31 The following summarizes the state of publicahon of laws, decrees and court decislons 
in Egypt 

(a) Laws, presidenual decrees, decrees of the Pnme Mlnlster and judgments of the Supreme 
Consutubonal Court are pubilshed in Egypt's Oflcial Gazene, known m Arablc as AI-Ganda 
Ai-Rasmra A law must normally be publ~shed within two weeks of its Issuance by the Presldent 
of the Republic, and unless ~t otherwise provides, must come Into effect one month from the date 
of its pubIlcauon 

(b) Internal regulauons of the Council of Mlnlsters and all mxnlstenal and other official 
decrees, declslons and acts approved for publlcatlon are to be published in a supplement to the 
Uncial  Gazene known as the Egypnan Bullerln (Al-Wakeya AI-Mlsnya) 

(c) The M~nlstry of Just~ce also edlts and publ~shes periodically collecbons of the judgments 
of the Court of Cassation and selected judgments of the courts of appeal 

(d) At least once a year, the Councll of State, Egypt's highest adm~nistratlve law court, 
publ~shes a collecbon of the dec~sions of the Supreme Adm~n~suabve Court and the other 
adminlstratlve courts, as well as the legal oplnlons glven by 1t.s advisory departments 



(e) Cop~es of leglslatlon and regulauons may be purchased at the Government Pubhcatlons 
Sales Office located In Opera Square, Car0 

(f) Important laws and regulabons are often pnnted in one or more of the country's Arabic 
newspapers 

(g) Some pnvate publishers collect and orgamze laws and decrees by subject on an up-to-date 
basis, the best k n o ~ n  of u h ~ c h  is Fdahany 

fi) Engl~sh translabons of selected commerclal laws are pubhshed by the Mddle East 
Library as well as the Middle East Observer, a weekly commerclal newspaper affiliated wiih the 
former, and vanous pnvate translators 



CHAPTER 3 

OVERVIEW OF EGYPT'S COMMERCIAL, 

CIVIL AND ADMllVISTRATIVE COURT SYSTEM 

Section A Comtttutional Posrtion of the Courts and the Prrvate Sector 

3 01 Both the law and the judiciary occupy strong places m Egypt's current Constltuhon 
Thus, Part IV of the Const~tuuon proclams the "Sovereignty of the Lawn and commands that 

"The State shall be subject to law The Independence and immunity of the 
judrcature are two baslc guarantees to safeguard nghts and hberues * 

Further, Artlcle 68 guarantees access to the courts for all, and prov~des that "every c i m n  has 
the nght to refer to hls competent judge" The Constltuuon further provides that the jud~cial 
authonty 1s to be independent and that judges are subject to no other authonty but the law The 
Consutuuon also specifically prohib~ts any law from granung immunity from judrcial review to 
any acr or adm~nistratlve decision 

Sect~on Bt Qverv~ew of the Courts 

3 02 The Egypuan judicial system, hke that of France, consrsts basically of two separate court 
structures The ordinary courts of law and the Councll of State's admmistrauve courts These 
are supplemented by the Supreme Consutuuonal Court, the state secunty courts, the rnbtary 
courts and the court of ethics (also known as the court of shame) Cases concemg commercial 
transacuons, however, pnrnanly are heard by the ordmary and adrninistratlve courts 

Sectton C The Ordrnarv Courts of Law 

3 03 The ordlnary courts of law have general junsdrction over all disputes, except for 
admrnlsuative and mii~tary cases, and they apply the civ11, commercral, cnrnlnal, and personal 
status laws, among others Governed basically by Law No 46 of 1972, these courts form a 
hierarchy of four levels, consisting of the following In ascending order of importance Courts 
of Summary Junsdlcuon, Courts of First Instance, Courts of Appeal, and the Court of Cassauon 

(1) Courts of Summary Jurlrd~ctlon 

3 04 Comparable to magistrates courts these courts are located in each of the admu-ustratlve 
dlstncts and subdivisions of the Republ~c In c~vll and commercral matters, they have j~n~dlct10n 
to hear cases whose value does not exceed L E 5000 They are also authorized to decrde 
conuoversles rnvolvlng the use and drarnage of water, as well as boundaries to land They are 
empowered to hear urgent cases In cnm~nal matters, the courts of summary junsdichon have 
junsdictlon to y misdemeanors and lnfracuons or minor violations 



(2)  Courts of First Instance 

3 05 Located in each of the provincial capitals, the courts of the first instance have onglnal 
j u n ~ d i ~ t i ~ n  over ail civil and commercial cases whose value equals or exceeds L E 5000 or 
whose value cannot be deterrmned All such declslons are subject to appeal before the courts of 
appeal The courts of first instance also have cnrmnal junsdichon over misdemeanors and 
lnfractlons and appellate junsdictlon over judgments of courts of summary junsdicUon m clvll 
suits where the amount of damages exceeds L E 5000, m urgent law suits of whatever value, 
and in cnminal cases, under certain circumstances 

(3) The Courts of Appeal 

3 06 Located in Caro  and the capitals of the largest provmces, the courts of appeal hear 
appeals aganst the civil judgments rendered by the courts of first mstance In add~tlon, withln 
each coun of appeal 1s a cnminal chamber which has first instance junsdicbon to try persons 
accused of felonies 

(4) The C o u d f  Cassatlon 

3 07 Located In Caro, the Court of Cassauon heads the ordinary judicial hierarchy, and its 
pnncipal funcuon is to ensure that the other courts have correctly rnterpreted and apphed the 
law Llke the Cour de Gzssatron m France, its junsdictron IS hmited to reviewing final 
judgments which are challenged on the grounds of violahon, misapphcabon, or msinterpretabon 
of law, as well as those prejudiced by the use of an improper procedure 

(5) Ordinary Court Organrzat~on and Adrmrustrat~on 

3 08 According to Law 4611972, as amended by Law 35f1984, concerning "The Judicial 
Authonty", the M~nistry ofJusuce supervises all ordinary courts and judges Within the Mlnistry 
of Jusbce, in turn, the Supreme Judicial Councd makes all decisions regarding the overall 
administration of the ordinary courts, including recommenda~ons regarding the appomtment, 
promobon and pay of judges to the President of the Republ~c who normally accepts such 
recommendauons Moreover, Arucle 173 of the consutuhon requires that the Supreme Judicial 
Council must be consulted with regard to the draft laws organlung the affars of the judiciary 

3 09 The Supreme Judlcial Counc~l consists of the President of the Cassauon Court together 
with the two most senior judges after h ~ m  on the Court of Cassabon plus the three most senlor 
presidents of the courts of appeal and the Prosecutor General Below the Supreme Judicial 
Council, each court and ~ t s  judges are governed by that court's pres~dent and ~ t s  general 
assembly The General Assembly of the Coun of Cassauon, each coun of appeal and each wun 
of first instance 1s composed of all of its judges and a representauve from the General 
Prosecubon who would have a countable vote only on matters directly concerning the 
prosecution 

3 10 Accord~ngly, the pracbces and procedures of the ordinary courts are controlled by the 
decisions of individual judges who, In turn, should ab~de by relevant provisions of the Code of 



C~vil and Commerc~al Procedures as well as appropnate dlrec~ves of the Supreme JudlclaJ 
Councll, and the pres~dents and general assembl~es of individual courts 

3 11 Wlthin their vanous levels, as outllned above, the 0rdm.r-y courts are divlded Into 
dlv~sions -- G, the Clv11 Court Drv~sion and the Commerc~al Coun Division wirh each such 
dlvlsion divided in turn Into benches, u, housing bench, labor bench, tax bench, bankruptcy 
bench, commerclal bench, etc ALl such divisions and benches are not ngidly separated, and 
judges may move freely from one dlvision to another and from one bench to another 

3 12 Selecbon of the judges to serve m any of the aforemenboned drvis~ons and to s ~ t  on any 
of the vanous benches IS the duty of the general assembly of each coun A judge's capablllty 
is assessed through analyzrng a judge's performance dumg, say, one or two jud~cial seasons 
Such analysis is undertaken by the Judicial Inspection Department of the M~nistry of Jusuce 

3 13 In theory, selectson of a judge to speclahze in a specific branch of law, enabhng the 
judge to hear c e m n  types of cases, 1s determrned by the Supreme iud~clal Council after 
ex$onng the judge's personal deslre Thus, Arucle 12 of Law 46 of 1972 concermng judic~d 
authonty permits a judge to specialize in hearing a specific type of cases after servmg as a judge 
for four years and, in fact, requlres such speciallzauon for all judges after eight (8) years of 
judicial service In this regard, following approval of the Supreme Judlclal Councll, the Mis t e r  
of Jusuce has issued a decree setung forth the cntena whch are to be observed m selechng 
judges to spec~alize in specific branch(s) of law In pracbce and In fact, however, these ruIes 
regarding judicial spec~alization generally are not followed 

Sectton D The Council of State and the Adrn~n~strat~ve Courts 

3 14 The ordinary courts of law may not adjudge cases that are cons~dered "adrnlmstratIvem, 
that is, non-cnrninal cases in whlch the state or one of its agencles is a party -- except for 
taxauon cases Under Amcle 172 of the Conshtubon, adminlstratlve cases fall within the 
exclus~ve junsdrcuon of the admlnlstrauve courts, whlch m Egypt compose the judlclaf secuon 
of the Council of State Founded in 1946, and now governed by Law No 471 1972, as amended 
by Law 136/1984, the Egyptlan Councd of State, hke ~ t s  famous French counterpart, was 
established to ensure that governmental and adrnlnlstrauve agencies respect the law To h s  end, 
the Council of State admrnistrauve court have the power to annul erroneous admrustrauve 
decisions, to grant compensabon to p m e s  Injured by wrongful acts of the government and to 
glve non-binding legal advice to the government and ~ t s  agencres 

3 15 Thus, bus~nesses ~njured by wrongful government dec~sions by, say, the Investment 
Authonty or the Companies Department or other government agencies are entltled to sue in the 
admln~strauve courts and seek cancellation of the wrongful decislon or compensabon In decrding 
cases, the court refers to legislative texts, to the unwntten "drolt adrmnrstratlf", to ~udlclal 
precedents whether from Egypt or other countries (usually France), and to the general pnnciples 
of law Cons~tutlonally, the Council of State -- and its admlnistrauve couns -- 1s mdependent 
of the Ministry of Just~ce and the ord~nary couns 



3 16 The Council of State is dlvlded Into three secuons -- namely, Adv~sory, Leglslauve, and 
Judiclal as follobs 

(1) The Advlsory Section 

3 17 Th:s secuon provldes the government and ~ t s  agencies, at their request, wlth non-bindmg 
legal advice on all quesuons anslng m the course of thelr acuviues, parucularly with respect to 
the lnterpretatlon of leglslauve provlslons 

(2) The Leglslatlve Sectlone 

3 18 This secuon reviews and revises all bds ,  as well as general regulabons so that they 
conform to the constltuuon and legislauve provrsions of a hlgher level per the hemchy  of laws 
described In Paragraph 2 15 above 

(3) The Judcial Sect~on 

F~rst Instance Adm~nlstrat~ve Courts, 

3 19 Th:s secuon includes adm:nlstratlve courts of vanous grades whlch have junsdlctlon to 
hear and dec~de administrat~ve law cases and to grant such remedies as the annulment or 
suspension of the execuuon of adm:nrstrat~ve declslons which violate the law and the award of 
compensauon for damages resulung from illegal administrahve acts and omlsslons or from the 
breach of an admlnlstrabve contract 

The S u ~ r e m e  Admlnstrat~ve Court, 

3 20 Judgments rendered by the adm:nlstrabve courts are subject to the judicial control of the 
Supreme Admlnlstratlve Court which exerclses in administrative law matters a role similar to 
that of the Cassauon Court In civil, commercial and cnmlnal cases 

(3) A M r a t l v e  Court Orgaruzat~on and Adrn~nlstrat~on 

3 2 1 Like the ordlnary courts, the Adminlstrauve Court and the Supreme Adrmnistratlve Court 
of the Council of State both have a general assembly consisung of all of their judges The m u  
duty of each such assembly is to revlew and deal with all matters relabng to the court's 
organizauon, rnternal affars and dlstnbutlon of work among its members and of cues  to the 
court's vanous drvislons and benches Hence, pracuces and procedures of the adminrstrauve 
courts are controlled by the decis~ons of the individual judges who should abiae by (1) the 
specrfic procedural provisrons of Law 47/1972 as amended by Law 136/1984 concerrung the 
Council of State, (2) the provlsrons of the Code of Crvil Procedures in  any matter that is not 
addressed by a specific provision in Law 4711972, and (3) the direcuves issued by the general 
assembly of the judge's court 



3 22 Appointment of judges to the Admmstrauve Court's vanous div~sions and benches 1s the 
duty of the court's general assembly The Adm.u'ustratlve Court 1s divided lnto the followmg 
d~vislons 

(a) The Administrative Judlcial Court whch has junsdicbon over dlsputes permrug to 
concession agreements, publlc works contracu, supply agreements and any other admimstrauve 
contract, as well as over apphcabons for cancellation of admmlstrauve decisions issued by 
adm~nismuve bodies having serm-jud~clal competence -- such as, for example, the decisions 
rendered by the Committee established under ARlcle 107 of the Labor Law 137/1981 to consider 
appl~cauo-ns for down-siz~ng acoviues affectlng the number of employees m the work place 

@) The Adminlstratlve Court which has junsdicuon over admrrustrauve decis~ons pertauung 
to the appointment, promotion or tennlnauon of clvll servant employees 

(c) The Dlscipllnary Court whlch has junsdlcbon over cases of discipline for financial and 
admin~strabve violauons committed by government employees, and members of the boards of 
d~rectors of trade unions and employee representatives on the board of directors of publjc sector 
joint stock companies 

3 23 The draftsmen of Egypt's Consbtuuon r e c o g d  that stated constltutlonal nghts and 
freedoms may be lneffectlve In the absence of an instltuuon or mechanism to enforce them For 
thls reason, the Consbtuuon established the Supreme Cons~tutlonal Court to adjudicate the 
consutuuondity of laws and regulations and to render authontabve consbtuuonal mterpretauons 
of leg~slauve texts As organized by Law No 81/1969, the Supreme Consbtubonai Court has 
junsdicuon In the follow~ng cases 

(a) To adjudicate the consbtuuonality of laws or statutes challenged on grounds of non- 
consututlonal~ty in other courts 

(b) To make bind~ng interpretabons, at the request of the M~nister of Jusuce, of legal 
provlslons in order to ensure that the courts apply them In a un~fied manner 

(c) To adjud~cate requests to suspend the appl~cabon of judgments ~ssued by legal bodies 
formed to decide dlsputes involving the government and the publ~c sector, and 

(d) To dec~de ~unsdlct~onal conflicts between other jud~cid bodles 

3 24 The judgments of the Supreme Constltuuond Court are final and are not subject to appeal 
or revleh 

Section F, The State Security Courts 

3 25 As the name implies, the state secunty courts are concerned with matters affectlng the 
secunty of the State and are authonzed by Arucle 171 of the Egypuan Constltubon To date, 



Egjpuan law has created two types of state security couns Namely, permanent and emerpenc) 
In each case, the couns In turn are orgamed Into summary state secunty courts for 
rmsdemeanor state secunty cnmes and hrgh state security courts for felony state security cnmes 

(1) The Permanent State Secur~ty Courts: 

3 26 The permanent state sefunty coum are governed by Law No 105/1980 as amended by 
Law No 5011982 h c h  high state secunty court wnusu of 3 appeal coun judges and each 
summary state secunty coun, one judge In addiuon, the President of the RepubLc is empowered 
to appo~nt 2 mll~tary officers to jom the coun Under rard law, the state secunty courts are 
cnrnlnal courts with junsdicuon over cnrnes affectmg the secunty of the State, examples of 
which are as follows 

(a) Cnmes under the penal code dlrected agmst the Government both made the counvy or 
from abroad and bnbery 

@) Cnmes under Law 3411972 regarding the protecuon of nauonal unity such as the 
follow~ng 

(1) Esrabllshlng or organizing or directmg an diegal group or an organuauon with 
the help of a fore~gn government, 

(2) Illegally, resisting the State policy with the help of a foreign government, 

(3) Spread~ng lies or untrue stones with the intenbon to harm the country with the 
help of a foreign government 

(c) Viola~ons of Pres~denual Decree No 211977 on the protection of cluzens and the 
freedom of country, such as 

( I )  The establishment of secret organizabons for the purpose of anackvlg the society 
structure or system, 

(2) The destrucuon of publ~c and pnvate property wh~ch results from a gathenng of 
people, 

(3) Smke 

(d) Cnmes specified under Law No 40/ 1977 concerning pol~ucal parues as amended by Law 
No 3711979 

(e) Cnmes under Law 163/1950 regarding compulsory pnce and fixed profits such as 

(1) Sell~ng any pnce-controlled goods at a pnce higher than the pnce fued by the 
Government, refus~ng to sell pnce-controlled goods at the offic~ally fixed pnce, or 
forcing the buyer to buy goods other than those which have fixed pnces, 



(2) Selling meals or dmks at pnces hlgher than offic~ally frxed pnces, 

(3) Rentlng rooms m hotels at rates hlgher than officially fixed pnces 

( f )  Cnmes specified in Law 4911977 concenung the lease and sale of houslng and the 
relauonshlps be t~een  landlord and tenant 

Thus, although pnce controls may have been abohshed on a number of goods, to the extent that 
they sull exist, violaung them may consutute cnrnes over whch the State Secunty Courts have 
J U ~ S ~ I C U O ~  

3 27 Judgments Issued by the permanent state secunty courts are subject to appeal or, 
alternauvely, to a request for a new tnal 

(2) Emergency State Secunty Courts 

3 28 The emergency state secunty courts are governed by Law 16211958 as amended by Laws 
60/ 1967 and 37/1972 concerning the declarauon of state of emergency Such courts exlst so long 
as the state declared of emergency is in effect Under this law, the Pres~dent of the Repubhc has 
power to issue orders and decrees whlch have the force of law and the emergency secunty state 
courts have junsdlchon over vrolabon of such orders These courts also have junsdlctlon over 
cnrnes transferred to them by order of the Pres~dent of the Repubhc For example, Order No 
7/1967 transferred the follow~ng cnmes from the pubhc law to the emergency state secunty 
courts Felonies and misdemeanors concerning secunty of the State from ~ n s ~ d e  the country or 
abroad, darnag~ng of transportahon, bnbery and cnmes affecung food supply 

3 29 The real difference between the emergency state secunty courts and the permanent state 
secunty courts 1s that the judgments of the former are not subject to any Iund of appeal and they 
are cons~dered final after approval of the President of the Republic After reviewing the court 
judgment, the Pres~dent may elther susmn the judgement, change or abohsh ~t altogether In the 
latter case, the President may order a re-tnal before another court prov~ded that he gives reasons 
In wn tlng 

wG, The Mllltarv Courts 

3 30 The mll~tary courts are organized by Law No 291966 pursuant to Amcle 183 of the 
Egypuan Consutuuon w h ~ c h  states as follows 

"The law shall organlze mllltary judicature, prescnbe ~ t s  competencies w~thln the 
I~mits  of the pnnclples prescribed by the Consutuuon " 

Under the law, the junsd~cuon of the m111ta.q courts extends to matters lnvolv~ng d t a r y  
personnel and dlsc~pl~ne and 10 spec~fied state secunty cnrnes transferred to the mllrtary courts 
by a decree of the President of the Republic Furthermore, once a state of emergency is declared 

cnrnes can be transferred to the military court, by the President of the Repubhc 



3 31 The only method of appeal agms t  KnIhtary court judgment is a peutlon presented to the 
supreme commanding officer, G, the President of the RepubLC who shall have the power to 

(a) Reduce the sentence and change ~t to lesser one, 

(b) AboIlsh the sentence, 

(c) Suspend execution of the sentence, 

(d) Abolish the judgment wlthout further actlon or with an order for a re-tnal before another 
court, supported by wntten reasons 

Sect~on H, Prosecutors and Government Tr~al L a w v e ~  

(1) The General Prosecut~on* 

3 32 The General Prosecubon -- known as the Niyaba -- is a branch of the h i s t r y  of Justlce 
which, unl~ke prosecutors in Anglo-Amencan legal systems, is closely related to the judiciary 
and IS modeled on the French parquet Although, the general prosecutors prosecute cnmlnal 
cases, they are expected to adjudge each case rndependently hke a judge before talung acuon and 
are charged w~th  protecung the public interest generally As already noted, the General 
Prosecution is represented on the Supreme JudiclaI Councll and on the general assemblies of the 
vanous ordinary courts 

(2) The Admlnlstrative Prosecut~on 

3 33 Organized by Law 11711958, the Admrnistrauve Prosecubon is an independent authonty 
under the overall supervision of the Mlnlster of Jusuce, and separate from the General 
Prosecution 

3 34 The Administrahve Prosetuhon has authonty to cany out the following tasks 

(1) Inmate and conduct any necessary inveshgatlon to discover vlolabons of laws, regulabons 
or dutles by government officials and agencies as well as financial ~rregulantles and rmsuse or 
misappropnauon of government property 

(2) Review complants regarding vlolattons of the law or negligence In performing officral 
duues by government officials and agencies 

(3) Report vlolauons discovered and recommend appropnate dlscipllnary acuon mcludmg 
fines, suspension or dismissal to the relevant government authonues Where cause is found to 
believe that a cnme has been committed, the matter IS referred to the General Prosecuuon for 
renew and appropnate actlon 



(3) The State Litigation Autboritj 

3 35 The State Litigation Authonty is an rndependent jundlcal authonty under the overall 
supervlslon of the Mlnister of JusUce Organized by Law 75/1963, ~t defends government 
agencles In c ~ v d  and commercial lawsuits filed agmst  them before courts or other dispute 
resolubon bodles tncludlng local and mternauonal arbitration tribunals The President of the State 
L~ugatlon Authonty has the power to r e W  any pnvate lawyer to act m specid cases on behalf 
of Egypuan government agencles before foreign courts 

(4 )  The Soc~aM Prosecutor and the Courts of Ethlrs: 

3 36 A unlque mstltutlon of the Egypban government u the 'Sociahst Pubbc Prosecutor" 
Created by Arucle 179 of Egypt's 1971 ConsutuUon, the Soclahst Pubhc Prosecutor answers to 
the People's Assembly and 1s "responsible for tak.mg the measures whlch secure the people's 
nghts, the safety of the society and its polihcal reglme, the preservabon of the socialist 
achievements and commitment to the soclal~st behaviour " To date, the Social~st Pubhc 
Prosecutor has pnmanly been responsible for ~mplernenbng the "Law for Protecuon of Eth~cs 
aganst Mlsbehavlor", Law 9511980 Known as the "Law of Shame", thls leglslahon proscnbes 
a broad range of conduct whlch is discussed below The law also creates specla1 courts namely 
the Court of Ethlcs and the Higher Court of Ethlcs whlch hears cases agarnst those accused of 
violanng the Law of Shame The Soc~alist Public Prosecutor and the Courts of Ethlcs fall outside 
of the supervision of the Ministry of Jusuce and are independent of the ordlnary and 
adminlstratlve court system 

Sect~on I, ]Lawvers and the Legal Profess~on 

3 37 Lawyers are organized wlthln a natlonal bar assoclanon known as the "Lawyers 
Syndlcate" which 1s an ~ndependent legal entlty whose govemng body IS a councll elected by 
the a general assembly of members The Lawyer's Syndlcate mantams the general reglster of 
lawyers at la headquarters which 1s located in Caro  at 51 Ramses Street The reglster contans 
names of all lawyers enrolled as members of the legal profession Annexed to this general 
register are two lists 

(a) A llst of non-practlclng lawyers, and 

(b) A list of practicing lawyers wh~ch conslsts of four parts 

(1) Lawyers ent~tled to practice before the Court of Cassatlon and the Supreme 
Admlnisuauve Court at the Councll of State, 

(2) Lawyers entlrled to practlce before the courts of appeal and the court of 
admlnlstmuve jusuce, 

(3) Lawyers entitled to practice before courts of first Instance and the lower 
administrative courts, and 



(4) b u y e r s  serving thelr apprenuceshp 

3 38 The organlzabon and acuvibes of the legal profession are governed by Law No 71/1983 
In  general, no one may pracuce as a lawyer or be appo~nted to the legal staff of a publlc 
organizauon, general authonty or any economlc urut attached thereto unless hls name has been 
reg~stered on the officlal list of pracucing lawyers Moreover, no coun or public department 
may accept the appointment of a person to act as an attorney unless such person has also been 
registered 

3 39 To become reg~stered as a lawyer, a person must be an Egypban nabonal or the nauonal 
of another Arab State which grants reciprocal treatment to Egypuan lawyers, however, the 
Councll of the Lawyer's Syndicate may wave the latter requlrernent for nauonal conslderatlons 
m mdlvldual cases by a three quarters majonty vote In addrbon, the candidate must hold a law 
degree from an Egypuan Law Faculty, or a degree considered equivalent thereto In whch case 
he must also pass an equivalency exarnlnabon A prospechve lawyer must also be of good moral 
conduct and reputahon, must possess full civll nghts, and must not have been convicted of a 
cnme 

3 40 To be able to pracuce before the courts of fust Instance and the admlnlstrahve coum, 
a lawyer must have completed h s  apprenuceship, whch normdly lasts for two years but can 
be shortened to one year if he holds two dlplomas of higher studles or a dlploma from a I-hgher 
Insutute for the Legal Profession In order to be ehgible for reglstrauon as a lawyer entitled to 
pracuce before the courts of appeal and the court of adrnln~strauve jusuce, the lawyer must have 
actually pracuced law for a period of at least three years from the date he was accepted to 
pracuce before the court of first instance and admlnistrabve courts And finally, to be ehg~ble 
to appear before the Court of Cassation and the Supreme Administrative Court of the Councll 
of State, a lawyer must actually have pracuced for seven years before the courts of appeal and 
the lower administrauve courts and his applicauon for registrabon must also be approved by a 
specla1 committee consisting of the President of the Court of Cassauon, the Attorney General, 
the President of the Bar Assoc~auon and two members selected by the Lawyer's Syndicate 
Council 

3 41 Registered lawyers have the exclusive nght to represent other persons m courts, pubhc 
prosecutors' offices, arbitrauon proceedings, pollce headquarters, leglslauve and adrmstrauve 
committees, and all other organs conducung cnm~nal, administrauve or social lnvesugauons 
Non-lawyers are not allowed to glve legal consultauons on a regular basis or to undertake any 
lund of legal work or proceedings for others Moreover, contracts wlth a value of L E 1500 or 
more may not be registered, approved, or cerufied at the office of any notary unless they have 
been s~gned by a lawyer registered to practlce before the court of first Instance Any pnvate 
company or jolnt stock company whose capltal exceeds L E 50,000 must, m addltlon to whatever 
legal staff IC may employ, have as a legal advisor a lawyer qualified to practlce before the courts 
of appeal 

3 42 All lawyers are requlred to respect the eth~cs of the profession, to obey the Internal 
regulations of the Lawyer's Syndicate, to fulf i l l  their professional obl~gatlons and to avoid 
actlvitles and behavior that dishonor or degrade the legal profession Falure to do so may result 



in punishment whlch may take vanous forms, including warning, reprimand, suspension from 
pracuce, or permanent d~sbarment 
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CHAPTER 4. 

INTRODUCTION AND OVERVIEW OF CASE RESOLUTION PROCESS 

4 01 Few matters are more important to encouraging pnvate sector lnvestrnent and busmess 
acuvity than providing Egypuan and foreign Investors and busmesses with confidence that any 
unresolved dlspute which they may come to have with any party -- Including the Government, 
suppliers, customers, employees, panners, shareholders, lenders, borrowers, and other h r d  
p m e s  -- ulumately could be settled by an independent, ~mpartlal, efficient and competent wun 
or arbitrauon tnbunal in a umely, effecuve manner according to clear, predictable rules of law 
and procedure A truly free market economy depends upon the actors In the market all bemg 
able freely to make and amend contracts and agreements wh~ch govern thelr commercial nghts 
and relauonships For the system to work, pnvate property nghts and commercial contracts 
freely made and entered ~ n t o  must be enforceable In turn this requires that there be a court or 
other mstltuhon able, willing and empowered to enforce contracts ~mpartlally, quickly and 
effecuvely 

4 02 Fortunately, as noted at the outset of this report, Egypt has a complete, well-esubhshed 
system of civil, commerc~al and administrauve courts Equally important, there IS a long- 
standing tradiuon of j ~ d i ~ l a l  mdependence in Egypt wh~ch mdeed, as noted above, is requ~red 
by Egypt's 1971 Consutuuon and made effect~ve through laws whlch glve the jud~ciary control 
over its own internal affars The reputation of Egypt's courts for mdependence was seriously 
compromised m the late 1960's when the then President of Egypt took coun administrauon away 



from the Supreme Judlclal Councll and placed it under the direct control of the hilnlstrq or 
Jusuce Thls was accompanied by a mass finng of judges (knoun m legal and ~udlc~al  ctrcles 
In Egbpt as the "massacre" of the judges) As already recounted In Paragraph 3 01 above, the 
1971 Constitution -- ratified under President Sadat -- re-~ntroduced the pnnciple of independence 
of the Jud~crary m clear and unmrstakable language 

4 03 To his great credit, President Mubarak took important practrcal steps towards realurng 
the consutuuonal pnnciple of judicial independence by r e t u m g  control of the ordlnary courts 
to the Supreme Judicial Councll pursuant to Law 3511984 and the admlnrsuatlve courts to the 
Council of State pursuant to Law 136 of 1984 Now, the Supreme Judiclal Councd and the 
Councrl of State agan have the power to recruit, tram, asslgn, transfer, promote and drsciphne 
judges Instead of the Mrnister of Justlce As a result, the courts of Egypt are once agam seen 
to be more truly independent Moreover, desp~te many problems - discussed m detal below - 
whch mil~tate aganst it, Egypt's judlclary s t d  r e m s  an overall good reputation for 
~ndependence, and famess among the publ~c generally 

4 03 Thus, in recent years, courts have held aganst the government In some hlghly vlslble and 
well publicized cases For example, when the government refused to cerufy the new Wafd as 
partv as eligible for takrng part In elect~ons, the party went to coun and obmned a decision from 
the Supreme Adrnlnistrauve Court nohfymg the government dec~sion and upholding the 
ellgibll~ty of the party for certrficauon The government did not contest th~s  decis~on There have 
been other publicized cases of judlclal independence where the courts have held agunst the 
government, and the government has abrded by the courts' ruilngs 

4 05 Desplte these recent, laudable advances rn strengthenlng the overall constltu~onal posluon 
of the courts in Egypt, the overall general reputahon and ablllty of the jud~ciary to deliver 
erfecuve jusuce In commercral cases are burdened and threatened by a number of problems 
includlng the followrng 

(a) Prachces, procedures and conditions which invlte and encourage delays m processing 
cases, includlng, but not llmlted to 

(1) Archuc and madequate methods of case adminlstrahon - u, lack of clear and 
consistent case calendaring and case management procedures, 

(2) Farlure to award Interest or damages which are sufficient to compensate creditors 
for losses due to rnflauon resulung from case delays thereby encouraging liugants -- 
especially delinquent debtors -- to conunue fighung even bad cases 

(3) Fwlure to award a winning party actual attorneys fees and costs of btlgatlon from 
loslng parties uho are at fault which further encourages delrnquent debtors to delay 
cases 

(4) No system of effect~ve coun unposed sanctions aganst p m e s  who wllfully delay 
and obstruct the progress of cases 



( 5 )  V~nuaily unrestricted nghts of loslng hugants to appeal cases all the uav to 
top court 

(6) Lack of commerclal law experience, and lack of advanced sermnars, educauon 
and m m g  among the judiciary, court officials and -- to a lesser extent - lawyers 

(7) Excessive rellance on court experts -- who often are underquai~fied -- to make 
findlngs on both facts and law in commercial cases 

(b) Difficult~es in enforcing money judgments anslng from -- among other thlngs -- lack of 
fully efrectlve means to discover assets belonging to a judgment debtor coupled ~ i t h  the h ~ g h  
court fees requlred to obmn a final judgment and an order of enforcement 

(c) Lack of a modem, clear and complete framework for local and lnternahonal arbluauon 
of commercial and Investment disputes 

(d) Delays and other problems in qulckly and effecuvely enforcing local and lnternauonal 
arb~tratlon awards 

(e) The need for further enhancement of the independence of the courts from the execuuve 
agencies of the Government by recruibng more judges from outs~de the bureaucracy m general 
and from outs~de the ranks of prosecutors In particular 

( f )  Low pay for judges and other court officials whch consbtutes an lnvltauon to compuon 

Sectton B* Overv~ew of the Case Resolution Process In Ewat 

4 06 Before analyzing the problems llsted In Paragraph 4 05 above In greater detad m 
subsequent sectlons of th~s  report, ~t is worthwhile to revlew the process used to reach a final 
judgment in commercial cases In both the ordinary civil courts and the Council of State's 
Adrn~nlstrauve Courts 

(1) The Ordrnary Courts of Urgent Actlon, S~~mmary Courts, Courts of F i  Instance 
and Courts of Appeal 

4 07 F~rst, the case or appeal 1s filed, which lnvolves paylng lnitlal court fees, o b w g  a date 
for the first heanng, recording the case In the Court Register, and stamplng the ong~nal wnt  of 
summons and the coples needed for service upon the defendants in a first Instance lawsu~t or the 
respondents In an appeal 

&) Sentlce of the Wrlt of Summons 

4 08 Flling the case as descnbed above would be followed by servlng the wnt of summons 
on each defendant or respondent, this is undertaken by a court b a l ~ f f  Followrng the service of 



the H n t ,  the onginal thereof should be returned to the court clencal office (grejier)  for filing 
In the doss~er of the case 

4 09 Court bdiffs  are requued to serve the writ of summons wlthin 30 days from the date of 
receiving it from the greffier who is requlred to dehver ~t to the baliff on the day followmg that 
on uhlch the case is recorded Farlure to effect the service of the wnt w i h n  the a d  penod 
of 30 davs would expose the court greffier or the b d f f  who caused the delay to a penalty of 
paylng a fine not less than L E 1 and not more than L E 10 

4 10 If the wnt IS not served witfun three (3) months due to the p lmt l f fs  fault or 
mtervenuon, the court may, at the request of the defendant, cons~der the case as never had been 
filed This would not prevent the plantrff from fmg a new case for the same clam unless the 
clam is barred by statutory trme hmrtatlon 

Ao~earance of the Parties before the Court 

4 11 Then comes the first appearance of the parues before the court which IS governed by the 
following rules 

(a) If both the planhff and defendant fad to appear at the first heanng, the court would 
stnke the case off at the heanng roll Then, the case 1s not renewed within 60 days, ~t would 
be considered as havlng not been filed But h s  would not depnve the planuff from f h g  a 
new case for the same clam prov~ded that such clam was not barred by statutory ume 
hmltatlon 

(I) However, ~f the defendant appears at the first heanng while the plantlff fals to appear, 
the court 1s requlred to pass its resoluhon on the ments of the case if the case is ehgible for 
resoluuon -- l_e, the defendant has submitted plead~ngs and evidence 

(c) If the defendant fals  to appear at the first heanng, and the wnt of summons is proved 
not to have been served to h ~ m  personally, the court in all cases -- except for those lodged 
before the court of urgent acbon -- should delay the case to enable the plantlff to have the wnt 
agan served on the defendant by the court baliff 

(d) If the wnt was properly served and the lltrgants appear before the court In person or 
through their attorneys or are deemed to have been appeared as m the case of a defendant fahng 
to appear desp~te the fact that the wnt of summons was served to hlm personally, then the case 
would proceed to submlsslons of evldence by all parues and thereafter to judgment 

(d) Trial Subrn~ss~ons of Ev~dence and Legal A m m e n t s  

4 I2 From the first heanng through judgment, the followrng factors characterize the case 
resoluuon process in the ord~nary courts of Egypt 



(a) There is no tnal as In the United States at wh~ch all of the ekidence is presented at one 
tlme rather, the partles begin subm~tbng evidence from the filing of the case and conunue 
submissions unul  judgment" 

To) Most civll and commercial cases are based on documentary evldence presented by the 
p m e s  Witness testlmony is rarely admitted although at any polnt, a judge can refer the case 
to testlmony on the motion of any party or the judge's own mouon 

(c) The courts often refer cases to non-legal experts from the Experuse Office at the Miustry 
of Justlce to resolve specified Issues 

(d) Documents submitted m a foreign language must be referred to the W s t r y  of Jusuce 
Translauon Office for an official translation if requested by a party 

M~nlrnurn Tune Allowed for Ap~earance before the Court 

4 13 The so-called "tlme granted for appearance" is the minimum tlme prescnbed for the 
penod between the date of serving the wnt of summons and the date of the first heanng This 
mlnirnum ume vanes depending on the court level and degree as follows 

(a) For the Court of Urgent Action, the minimum time is 24 hours 

For the Summary Courts, the mlnlmum time is eight (8) days 

(c) For both the Courts of Flrst Instance and the Courts of Appeal, the minimum ume is 
fifteen (15) days 

4 14 In cases of necessity, such minimum ume may be shortened by a special order from the 
judge of urgent affars For instance, it could be shortened to only 1 hour with respect to cases 
lodged before the court of urgent acuon 

4 15 From the foregoing, it should be noted that the law has set minimum umes for the fust 
heanng before the vanous ordlnary courts but has not set maximum tlmes 

El Code of Procedures T u n ~ n ~  Rules 
i 

r 

4 16 The Code of C~vll  and Commercial Procedures does set forth a number of rules amed a. 

i 
at movlng cases along such as the following 

- - 
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(unpubl~shed) v, 
I, the process of revlew and coun appearances 1s ongoing with no tnal-lrke ,+ 

event at which witnesses appear and evidence is presented Evldence 1s 
I 

accumulated over a penod of tlme and added to the court file When all of the 
evidence has been collected, the case is argued and submitted for decislon " " b 

I. 



(a) For instance, Amcle 65 of the s a ~ d  Code requlres 

(1) The clamant "to have the statement of commencement of the actlon accomparued 
by all documents supporting hls clam as well as by a wntten memorandum explanlng 
hls clam" 

(2) The defendant "to file with the greffier his wntten pleadlng and supporung 
documents three days before the first scheduled hearing" 

No penalty is prescnbed for non-comphanct with Amcle 65, however 

@) Furthermore, Amcle 97 of the m d  Code supplements Amcle 65 by mstrucmg 
the court that 

(1) Documents submitted at the first heanng which could have been submtted 
earlier uith the pleadings in compliance wlth Article 65, shall be accepted by the 
court ~f such acceptance does not cause postponement of the case, or 

(2) If submiss~on of such a document does cause a postponement, the court 
must penalize the party causing the delay by a fine not less than L E 3 and not 
more than L E 20 

(c) Also, Artlcle 76 of the procedures code requlres the ballff to nobfy the wnt of 
summons effecuvely within 30 days, as noted previously in Paragraph 4 09 above The 
penalty prescnbed for falure to do so 1s a fine ranging between L E 1 and L E 10 

(d) Flnally, Artlcle 98 of the said Code provides that 

"No case shall be postponed more than once for the same reason and any such 
postponement shall be for a penod not exceeding 3 weeks" 

(2) Ordutary Courts of Appeal - Spec~al Factors 

4 I7 The first level of appellate courts and first instance courts achng as courts of 
appeal for the summary courts follow the same process In reaching a judgment as that 
outl~ned above for all of the ordinary couns In additlon the following factors should be 
noted 

(a) Except for c e m n  highly speclfic judgments such as a judgment suspend~ng 
termlnauon of an employee, a losing party at first ~nstance has an automatic nght  to 
appeal the case, and the appellate tnbunal can review both facts and law, essenually 
re-heanng the enure case in full Moreover, lihgants are not restncted to the pnor case 
record, but can introduce new evidence and new theones and arguments (As is noted 
below, this is not true of the Supreme Administrative Court or true of the Court of 
Cassauon, but is true with other ordinary courts) 



(b) The scope of review by the court of appeal is considerably extended by a doculne 
adopted and confirmed by the Coun of Cassauon, called the 'Appeal Canylng Effect" 
According to this doctnne, the Court of Appeal IS bound to consider all the arguments 
lnuoduced by the appellant before the lower court even ~f such arguments are not 
lncluded in the statement of appeal filed by the appellant This throws a heavy burden 
on the appellant judges to review the entlre record of the case presented in the lower 
court The Egjpt-U S Legal Exchange Project panted out its Phase 2 Report that the 
underlving jusuficat~on for h s  doctnne may be an "msutuuonal distrust of the 
competence of junior judges s~ttlng In the lower courts "" 

(3) Court of Cassation 

4 18 As noted above, the Court of Cassanon 1s the supreme court at the apex of 
Egypt's system of ordlnary courts Also, ~t IS one of three supreme courts, rankmg 
equally with the Supreme Administrative Court and the Supreme Consutuuonal Court and 
having no junsdicuon or authority over them Pnmanly, the Cassatlon Court hears 
appeals from the ord~nary Courts of Appeal as described m the following paragraphs 

4 19 Appeal before the Cassauon Court is open for 60 days from the date the appealed 
judgment was delivered The Cassauon Court cons~ders only pure legal Issues and not 
quesuons of fact Unlike the lower courts of appeal, no arguments other than those set 
forth In the statement of appeal can be used at any later stage, unless such argument 
p e m n s  to the public order of the country 

4 20 Fillng an apped with the Cassauon Court does not stay the execuhon of the 
appealed judgment unless the Court decides otherw~se at the request of the appellant In 
the event that the Court orders the stay of execution, ~t may require the party who 
solic~ted such order to offer a guarantee adequate to secure the other party's interest 
Also in such a case the Coun must schedule a heanng on the appeal to be held withln 
6 months from the date of ordenng the stay of execuuon 

4 21 It is to be noted that all submlss~ons from all partles (statement of appeal, 
supporung documents and wntten pleading) are to be made with the court clencal office 
(greffier) wlthin the nme hmlts prescribed in the law The greffier is forbidden from 
accepting any submissions beyond those limits, unlike the lower ordlnary courts 
Accordingly, the statement of appeal is required to be filed with the greffier of the 
Cassatlon Court or of the Court of Appeal which delivered the appealed judgment within 
the aforemenuoned 60 days 

4 22 The statement of appeal should be accompanied by the wntten pleadmg, 
supporung documents and a m e  copy or the noufied copy of the appealed judgment 

P 

l 2  Egypt-U S Legal Exchange Project, Phase Two at page I6  (Apnl 4-20, 1993, 
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4 23 The greffier is required to record the appeal on the same day that the statement 
of appeal IS filed and to dehver to the bahff, no later than the succeedmg day, the 
anginal of the statement and a sufficient number of conformed copies for nouficatlon of 
the same to respondents 

4 24 Coun baliffs are required to noufy the respondent or the statement of appeal 
w~thln no longer than 30 days However, fadure to do so w l h  the sud bme Lrmtauon 
does not Invalidate the appeal, but, as previously noted, would expose the court official 
who caused the delay to a fine ranglng between L E 3 and L E 20 

4 25 The respondent may file his wntten p l h g  accomparued by supporung 
documents with the greffier w l h  15 days from the date on whch he was notrfied of the 
statement of appeal 

4 26 If the submission IS made by the respondent as above, the appellant would have 
the nght to comment thereon through a wntten note accompanied with necessary 
supporting documents to be filed with the greffier wlthln 15 days 

4 27 If the appellant does submit a comment, the respondent would be enutled to 
supplement hls defence by fillng a wntten note wlthln another 15 days 

4 28 After expirauon of all the above dates, the greffier wouId dellver the file of the 
case to the General Prosecubon which is required to file a wntten bnef outlimng its legal 
views as soon as possible, although no deadline 1s set The General Prosecution's bnef 
1s not restricted to matters or legal research considered by the lower courts, but may 
address any issues cons~dered by the Prosecubon to be relevant or Important l3  

4 29 Following the submission of the Prosecubon's wntten vlew, the appeal would be 
rev~ewed by the court held Internally In the so-called "Consultauon Chamber" to decide 
whether or not the appeal is valid (1Sr, whether filed withrn the bme hrmtauon 
prescnbed In the law, In compliance w~th the legal procedures and based on stnctly legal 
~ssues) If the chamber comes to the conclus~on that the appeal IS mvalld, the appeal 
would be dlsm~ssed If, on the contrary, lt finds out that the appeal IS vaIld, the Court 
would schedule a date for a h a n g  

4 30 &Q& Except for the request to stay execuhon of the appealed judgment, oral 
pleadings are allowed before the Court of Cassatlon, unless the court ltself decldes to 
hear oral plead~ng to clanfy speclfic unclear points So, the above-mentioned scheduled 
heanng would be for the only purpose of settlng a date for the announcement of its 
judgment 

l 3  Egypt-U S Legal Exchange Project Report, Phase One, at page 15 (February 7-18. 1993. 
unpublished) 
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4 3 1 If the appeal 1s accepted, the court must lay down the legal principle on which the 
acceptance is relied upon and order the case to be returned to the same court uhich  
delivered the appealed judgment for re-considera~on, but to a bench different from that 
w hich delivered the appealed ~udgment In re-conndenng the case, the court to ~ h i c h  
the case is returned IS bound to honor and to comply with the legal pnnc~ple(s) lad down 
by the Cassatlon Court 

4 32 The Cassatlon Court does not dellver a frnal judgment on the rnents of the appeal 
except In two events (a) Where the appeal is based on a junsdictlonal issue, and (b) 
Where the appeal is the second actlon taken agmst the appealed judgment 

4 33 If the appeal IS dismissed, the L E 25 requrred to be deposited with the court as 
a guarantee would be entlrely or partially confiscated Addittonally, lf i t  finds that the 
appellant was motlbated by bad fath In f h g  the appeal, the court may award 
cornpensabon to the other party Our office does not know of any case, however, where 
such compensabon w a  ever awarded 

4 34 The nght to appeal before the Court of Cassauon is not hrnited to the litigants 
involved in the dispute The Attorney General also has the nght to appeal any case -- 
even civll and commercial cases -- in the interest of the law itself and the publlc merest 

(4) The Admlnlstrat~ve Court of F i  Instance: 

4 35 Proceedings amed at challenging an administrat.we decision by a government 
agency should be filed within 60 days from the Issuance of such dec~sion or from the 
date of ~ t s  publication in the Oficial Gazette or in the publicabons issued by public 
corporauons or from the date it was notlfied to the person concerned or affected A su~t  
for breach or enforcement of an admlnlstrauve contract - G, a contract wlth a 
government agency for publlc works -- should be filed w~thln the appl~cable limitabon 
penod 

4 36 Proceedings are lniuated by filing the statement of commencement of the actlon 
with the court clencal office The statement should Include the address of the clamant 
and that of the defendant as well as the substance of dispute 

4 37 Such statement would be notdied to the admistrauve authonty which issued the 
challenged dec~sion and to whomever else 1s concerned within no longer than seven (7) 
days from filing by virtue of a registered letter wtth receipt of acknowledgment 

4 38 The clamant may couple the statement of commencement with hs wntten 
pleadlng 

4 39 The Admin~smtlve Authonty (the defendant) must submit its wntten pleadlng 
coupled with supporung documents within 30 days from its receipt of nouficauon 



4 40 The file would then be transferred to the Court commssioner, who is a member 
of the Council of State, for preparauon of the case wlthin 24 hours from the expirauon 
of the aforead 30 days w l h n  whlch the defendant is requlred to file hls subrmssions 

4 41 Further submissions by both btlgants may be made to the comrmssloner who 
would grant delays to enable hugants to make thelr subrmssions The comrmssloner may 
not grant more than one delay for the same reason 

4 42 After preparauon of the case, the comrmssloner would prepare and file wlth the 
court a report outllnlng hls own view of the case and the lund of resoluhon whch he 
believes the court ought to reach 

4 43 Withrn three days from fdmg the comm~ssioner's report, the commssioner must 
produce the file to the president of the court to set a date for the heanng 

4 44 The court clencal office would advise lnvolved lrtrgants of the date of m d  heanng 
by vmue of registered letters 

4 45 The President of the court may request the commissioner or the hugants or any 
one of them to produce any specific cIanficauon that the court may conslder necessary 

4 46 The court may not accept from any party any argument, request or paper that could 
have been made or subm~tted before the heanng was set down unless it IS proved that 
justlficatlon for using such argument or malung such request or subrn~thng such paper 
arose only after setung the heanng or were unul that bme unknown to the m d  party 
However, and without prejud~ce to the nght of using arguments pertamlng to the pubhc 
order at any hme, the court may find that jusUce warrants the acceptance of any of the 
aforemenuoned new arguments, requests or papers In such a case, the court may 
Impose a fine of not more than L E 20 on the negligent party Such a fine may be pad 
to the other party 

4 47 The court would then set a heanng for dellvery of its judgment 

(5) Supreme Admrn~stratlve Court 

4 48 The Supreme Admlnistratwe Court IS the court at the apex of the admlnlstratlve 
courts, on a par with the Cassatlon Court and the Supreme Constxtutlonal Court and hears 
appeals from the Admlnlstratlve Courts of First Instance as descnbed m the follow 
paWY-aphs 

4 49 Appeal before the Supreme Administrative Court IS open for 60 days from the 
date of the delivery of the judgment whlch 1s the subject of the appeal only on svlctly 
legal Issues No arguments other than those set forth In the statement of appeal can be 
used or msed at any later tlme unless pemning to publlc order 



4 50 The appeal is processed by means of a report to be filed with the clencal office 
of the court The appellant IS required to make a deposit of L E 10 wlth the court at the 
tlme of f h g  the appeal, whch would be confiscated ~f the "Appeal Review Bench" 
dismisses the appeal Such requ~red deposit does not apply to appeals filed by m s t e r s ,  
the Central Audlt Authonty or the Admmstrauve Prosecubon 

4 5 1 Execuuon of the judgment a g m s t  whch the appeal is fiied IS not stayed unless 
the Appeal Rev~ew Bench decldes otherwise 

4 52 The Appeal Revlew Bench would examne the appeal The chief of such bench 
may decide to hear the comnussioner and the p m e s  concerned The Bench may decide 
to present the appeal to the Supreme Admmstrabve Court ~f it feels that the judgment 
aganst which the appeal IS filed is U e l y  to be reversed or that resolutlon m the appeal 
warrants the adopuon of an unprecedented legal rule, otherwise, the Bench would, by 
unanimous vote, dismlss the appeal without presenting the same to the court Such a 
declsion is not open for any appeal 

4 53 If the Appeal Review Bench decides to present the appeal to the Supreme Coun, 
all partles lnvolved in the appeal In addluon to the state commissioner would be adv~sed 
of such declslon 

4 54 The file would then be referred to a cornmissloner for preparauon of the case and 
a report 

4 55 From the ume the file is referred to the cornmissloner unbl a final resoluuon is 
handed down by the Supreme Admlnlstrauve Court, the very same procedures o u b e d  
when discussing the process before the first mstance Adrn~mstrabve Court would apply 
to the appeal before the Supreme Adminlstratlve Court 



CHAPTER 5 

DELAYS IN RESOLVING COURT CASES 

e c t o  A Introduct~on 

5 01 Delays in processing cases and r e a c h g  judgments represent a senous constmnt 
on pnvate sector economlc development m Egypt For example, the general counsel for 
a major joint venture bank told us that a stra~ght forward uncondlhonal letter of guarantee 
where there were no real defenses took five years to reach a judgement at fust mstance 
and was now in the thlrd year of appeal with no end to the case in s~ght Our office 
recently obmned find judgment m case whch took over 20 years - wide not usuaI, 
such length of bme IS also not uncommon 

5 02 In the commercial context, the old adages "jusbce delayed is jusuce denled" and 
"hme IS money" are very true Thus, for an investment project or other business, every 
day that a contract presented to a court for enforcement goes unenforced reduces ~ t s  value 
for a number of reasons Frrst, the value IS reduced by the rate of mfiatron Second, 
costs of enforcement through the courts are constantly rncurred m the form of legal fees 
and lawyers' expenses Whlle legal fees can be low In Egypt, fees for lawyers and law- 
firms offenng hlgh quality servlces also can be on a par with those m the U S and other 
industrialized countries depending upon the lawyer or firm involved Moreover, as 
dewled below, actual attorneys' fees and expenses of lltlgatlon normally wlll not be 
awarded to the party winnlng judgment 

5 03 Because judgment wlnners are not compensated for losses m the value of contracts 
due to inflauon or for libgatlon costs, case delays mean that generally speaiang, contracts 
cannot be fully and effectively enforced by and through Egypt's jud~clal system 

5 04 Case delays anse at vrrtually all stages of the case resolution process m both the 
Ordmary and the Admlnlsuauve Courts Vanous case delay causes are discussed m the 
Secuon below The excellent analyses presented in the Phase 1 and Phase 2 Egypt-U S 
Legal Exchange Project Reports clted In Paragraphs 1 22 and 1 23 above also should be 
consulted 

Section B; case Delav Cause 

(1) Unreasonably Heavy Case Laads 

5 05 A major reason for case delay IS the fact that most judges face an unreasonably 
heavy case load As the Egypt-U S Legal Exchange Project noted In its Phase 1 Report 



"Louer coun judges may confront a docket of over 100 cases for a single 
dab's session They have no chorce but to postpone considerauon of the 
rnajonty of these cases "I4 

Indeed, our office knows of courts where judges have dockets of 200 to almost 500 cases 
per day As noted above, such heavy case loads cause judges to postpone consideration 
of the cases hleanwhlle, more cases are filed, thereby rncreasrng the case load Thus, 
the courts are caught in a viclous cycle of an ever-mcreasmg case load which, rn turn, 
causes case delays, and case delays then allow the case load to mcrease even further as 
unresolved cases contlnue to be postponed 

(2) Outdated, Irregular, Inefficient Case Admmstration m the Ordmary Courts 

5 06 One of the major causes of the rncreaslng case load and resulung m case delays 
is the lack of up-to-date efficient methods of case administration For example, fillng a 
lawsuit is a 5 step process handled and undertaken by four different coun officials mostly 
located in separate offices These steps are 

(a) Assessment by one official of the court fees payable at the tlme of filing, based 
on its value as indicated In the statement of the acuon 

(b) Payment to a second official, the cashier, of such fees as assessed 

(c) Setung down the date of the first heanng by a third official 

(d) Recordation of the case In the court register by a fourth official 

(e) Stamping the onginal wnt of summons and as many copies thereof as may be 
needed accord~ng to the number of defendants and respondent, also by the fourth official 

Normally, all of these 5 steps are unlikely to be completed withln the same day 

5 07 Moreover, there is no specrfic uniform case management system requrnng courts 
to set a calendar for each case which specifies cut-off dates by which parues must submt 
responses or by which all documents and evidence must be submitted Although the law 
establishes mrnlmum bmes for appearances and subm~ssions as noted rn Chapter 4 above, 
it does not require maxlmum tlme l~mits to be set Thus, as polnted out by the Egypt- 
U S Legal Exchange Project 

"The Egyptlan Crv~l Litigation Process also suffers from an Intermittent 
process w ~ t h  few (if any) enforced tlme l~mrts imposed on any procedural 

l4 Phase One Report, at p 2 



step The judlclary has no case management approach In pmcular ,  
calendars are rarely estabhshed, much less enforced " I 5  

5 08 In addiuon, although the Code of Civil and Commercial Procedures, as noted m 
Paragraph 4 16 a b o ~ e ,  sets forth deadlines and requirements designed to move case 
processing along, these provisions generally are not observed by the courts l h s  IS partly 
because the courts have concluded that all such dates and deadhes  are "organuauonalw 
and, therefore, are not bindlng upon them Accordmgly, rt IS d~fficult for the Mmsuy 
of Jusuce or even the Supreme Jud~cial Council to order judges to obey these deadlines 
because of the principle of ~ndependence of judges Deadhes  for submissions by the 
p m e s  appear to be effecuve only in the case of the Cassabon Court where such 
deadhes  are directed not at judges but at court clerks who, as noted above m Paragraph 
4 21, are forbidden by law not to accept any submssions from any party beyond the bme 
hmits prescnbed by the law therefor 

(3) Case Admlnlstrat~on Problems m the Cassat~on Court. 

5 09 Although the Cassauon Court does have an effectlve system to motlvate the 
parues to make the~r  submissions in a bmely fash~on by simply forbidding the greffier 
to accept submssions after the deadline, cases are also delayed In the Cassauon Court 
by the following case adminlstrabon gaps and problems 

(a) As stated earlier In Paragraph 4 28, representauon of the General Prosecubon m 
all types of appeal filed with the Cassauon Court is requlred In this connecbon, f i g  
a wntten note by the General Prosecution outlining ~ t s  views on the vaLdity of the 
grounds of appeal is mandatory, and the Court would not move to schedule a h e m g  
unul after submission of the Prosecuuon's wntten note But the law does not set any 
deadline for the Prosecution to submit ~ t s  note Accordingly, the appeal could drag on 
for a long ume untll the Prosecut~on submits ~ t s  note 

(b) Then, once the Prosecution submlts its wntten note, there exlsts no legal ume 
limit between the date on which the Prosecution's note IS submitted and the date 
scheduled for the heanng and final judgment without a clear deadline, the court can 
delay a heanng indefinitely 

(c) Moreover, as already noted in Paragraphs 4 31 and 4 32 above, the Cassauon 
Coun cannot reach a final judgment In  the first appeal, rather it must remand the case 
back to the court after setung forth the defects In the judgment and the legal pnnclples 
upon u hlch they are based 

l5 Phase Two Legal Exchange Report, Id at p 17 
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(1) Case Admlnlstratlon Problems in the Admmstrat~ve Courts 

5 10 Case resolution in the Admn~strauve and Supreme Adrnmstrauve Courts also is 
delayed by lack of a modem, effective case and calendar management system Thus, 
Adrn~mstratlve Courts cannot move toward conslderauon of the case except after the 
commlssloner has duly filed hls report as explamed m Chapter 4 above But, the 
commlssloner is not bound by any deadhe for filing such a report Consequently, ths 
step can take months, even up to a year m a relabvely simple case Slmllarly, the court 
itself is not bound to resolve the case wlthm any tlme hrmt after receiving the 
commissioner' s report 

(5) Lack of Certam Procedures to Shorten L~t~gation - u, Summary 
Adjudcat~on 

5 11 As it  IS polnted out by the Egypt-U S Legal Exchange Project, Egypuan 
procedures currently lack several techniques which could shonen litlgauon as follows 

(a) There 1s no system or policy for acbvely encouraging settlement by judges 
through mandatory settlement conferences or other p ro~edures~~ ,  

(b) "The Egyptlan process does not allow the p m e s  to sbpulate to facts whlch are 
not in dispute, thereby requinng additional, however, needless fact - finding 
processes" l7 

There are no effecuve summary adjudication procedures In effect as known m the U S , 
such as judgment on the pleadings or summary judgment Non-substantive lssues such 
as those pemning to junsdictlon or to fatal defects in the proceedings for any reason -- 
such as a party laclung capacity to have legal standing to sue, for example -- could cause 
the judge to dlsmiss the case from the outset, or the judge instead may decide to reserve 
dl issues for final judgment Often, the courts tend to leave all matters open untll final 
judgment Our law firm, for example, has a case m whlch a soverelgn natlon 1s one of 
several defendants where service has not been made as requ~red under the Hague 
Convenuon, to whlch Egypt has adhered, and under whlch soverelgn immunity has been 
tendered as one of several defenses Establ~shing either and both of these grounds would 
require d~smissal of the defendant in question under Egyptian law Despite requests to 
do so, however, the court has conunued to reserve these Issues for a later decislon 

& 

l b  Phase 1 legal Exchange Report, at p 26, and Phase 2 Legal Exchange Report, at p E 
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l7 Phase 2 Legal Exchange Report, at p 18 



(6) Short J u d ~ c ~ a l  Year 

5 12 Exacerbat~ng the lack of a modem, effic~ent case admimstratlon system is the 
psychologlcd Impact of the formally short judicial year Until recently, judges enjoyed 
a long summer holiday dunng whlch the courts were closed for a full three months every 
year from the end of June untd the end of September, except for urgent cases Moreover, 
the Impact of the hol~day extended far beyond the 3-months hohday itself Tlus was 
because In antlclpatlon of the summer hohday, beginning m Apnl, courts tended to put 
cases over untd October or later Thus, the 3 months hohday effectively caused cases to 
be delayed for 6 months 

5 13 Recently, however, vacauon bme for judges has been shortened to 45 days In 
addition, judges are pad double to work for up to 15 days dunng their vacatlon Despite 
these changes, however, the former long hohday schedule so far has conunued to exert 
a strong psycholog~cal influence in that, according to the experience of our office, almost 
no senous actlon IS taken by the courts on civll and commercial cases between Apnl and 
October The courts stlll tend to put cases over for at least the three months summer 
penod and usually for almost 6 months Recent pronouncements In the press reflect 
renewed determ~nauon by pres~dlng judges and the Ministry of Justlce to ellmmate th~s  
pracuce, however An effecuve case calendaring system should help the courts and the 
public reaIlze the benefit of the shortened judlclal hol~day In a more substantial way 

(7) Inefficient Serv~ce of Process* 

5 14 As analyzed by the Egypt-U S Legal Exchange Project, the system of servmg 
process through court ballffs contnbutes to delays as well as problems of famess On 
the one hand, bul~ffs are poorly pad, and the Egypt-U S Legal Exchange Project 
suggests that some may be enuced by some defendants to say that the defendant could 
not be found Or the bul~ff  may state that process has been served when, In fact, ~t has 
not18 

5 15 A related problem is that, in the case of companies, servlce must be personally 
served on the company's chief executive officer -- u, the charman of a jolnt stock 
company or the manager of a lim~ted liability company Proof of delivery by the bullff 
to the company's registered address is not sufficient Where a party -- or the c h m a n  
or manager of a company which is a party -- is not found, the baliff del~vers the note 
to the pollce statlon and wntes a reg~stered letter to the defendant advislng h m  that the 
note has been dellvered to the pol~ce station Sometimes, thls letter, in fact, 1s never 
wntten or never dellvered, however, the courts regard the defendant as properly served 
under the circumstances based on the baliff  s report of servrce 

5 16 If a party fals to appear, the court wlll postpone the first heanng for re- 
notification At the next heanng, assumlng there IS ev~dence that process has been 

l 8  Phase 1 Legal Exchange Report, at p 21 



properlv s e n d  as descnbed a b o ~ e ,  the party wdl be treated as served whether he 
appears m court or not Challenges to senice of process, together with responses thereto 
and conecube acuon thereof, regularly take up wnslderable lawyer and coun Dme 

5 17 As is done in the adrmrustrauve courts, a possible soluuon to the problem of 
personal service by court bahffs m the ordmary courts would be to use registered letters 
with return receipt This system works in the adrmrustratlve courts because the defendant 
usually is an official government agency with a known or easlly discoverable address 
A sim~lar system could be used by the ordmary courts at least m the case of busmesses 
registered rn the commercial register Thus, service by registered letter with return 
receipt sent to the address of a party as registered m the Commercial Register could be 
considered as effecuve service For mdividuals, personal service mght sull be required 
but perhaps the system could be expanded to hcense pnvate process servers as m some 
other countries such as the United States19 

(8) Over-reliance on Outside Experts 

5 18 The courts rely excessively on non-legal experts to resolve issues In theory, the 
experts should be used to resolve questions of fact requinng their experuse Frequently, 
however, the court will assign the experts to resolve legal issues as well -- such as, u, 
owrlcrship nghts -- even when no facts are in dispute and only legal issues are required 
to be resolved 

5 19 Upon referral, the Experuse Office at the Wrustq of Just~ce must appornt the 
expert, a bureaucrauc process which invanably takes ume No ume deadhnes are 
imposed on the experts to produce their report Indeed, the courts do not have control 
over the Experuse Offices which come directly under control of the Ministry of Jusuce 
Therefore, the courts cannot set deadlines for the experts to file the reports outlining the~r 
findings 

5 20 The experts can take years to submit a report m complicated cases At a 
minimum, appointment of an expert normally will delay a case for a full year Lawyers 
whose clients are on the unfavorable side of an expert's report - once it is submitted to 
the court -- will often dispute the report and demand the appointment of a new expert, 
which the courts often agree to do or the judge himself may find that the opinion is 
inadequate and request a second opinion or refer the matter back to the same expert for 
further clanficabon or to respond to questions msed by the report ~tself In this manner, 
several experts may be appointed in a s~ngle case for the same issue, thereby delaylng 
a case for years unul an expert's report survives all challenges 

5 21 In recent umes, an incenuve system to pay experts extra based on the number of 
cases which they complete has been insututed to encourage the experts to speed up 
processing of cases To date, however, our office has not found that the incenuve system 

l9 See Phase 1 Legal Exchange Report, at p 23 
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has made any difference For example, our office has a case m ~ h c h  we ob~ected to the 
expert's report over two years ago The judge referred the w e  back to the Muustry of 
Jusuce Experuse Office, which then reappointed the same expert A few weeks ago, 
almost two years later to the day he was reassigned to the case, the expert submitted a 
report which was idenhcal to lus fust report In other words, it took the expert two years 
to review the case, reach the same conclus~ons and submt exactly the same report as he 
had submitted tho years previously 

5 22 A related problem is that the appornted expem themselves often lack the experuse 
required Cemnly this is the percepuon of some of the busmess execuuves mterviewed 
by us This creates 2 senous potenual problems Fxst, the percepuon that the experts are 
not well quahfied leads busrness execuuves to lack confidence m the judicial system, 
espec~ally m cases where the qualrty of justice for the case depends upon the q a t y  of 
the expert's report A second problem is that, if an expert is not truly well quahfied, h s  
m itself may delay progress on the case in that lack of knowledge often leads to delayed 
decisions Outside of Caro, m the rural governorates, lawyers reported to us ui 
Monofiyya Governorate that delays are experienced from experts charged wlth 
determining validity of deeds and documents There appears also to be a shortage of 
persons who are well qualified to perform such func~ons In the rural provinces 

5 23 One soluuon might be to sh~ft  to the parties the burden of finding and presenung 
thelr own expert witnesses who would then be subject to cross exarninauon on the~r 
qualificahons and their conclusions This system has worked well in the United States 
The opportunity to present expert witnesses selected by the partles and better quahfied 
experts would substanually bulld confidence in the judicial system within the buslness 
community Hopefully, also, better qualified experts might reduce the penod of delav m 
resolving cases 

(9) Easy Opportumtles and Incent~ves to Appeal 

5 24 As noted by the Egypt-U S Legal Exchange Project "Partles to civ~l 
cases have structural incentives to appeal their cases to the highest court possible "zO 

Thus, m cases whose determined value exceeds L E 500 at summary court level or L E 
5,000 at first instance court level, a losing party has an automauc nght to appeal the case 
to the next level court of appeal And, since the appellate tnbunal can review both facts 
and law, essenually reheanng the enure case in full, the losing party often 1s able to 
obmn a complete new tnal of his case This is quite unlike the United States where 
Appellate Courts are restnct to questions of "law" -- &, whether or not the first 
instance or tnal court made a m~stake of law in conducting the case Moreover, lrtlgants 
are not restricted to the pnor case record, but can inuoduce new evidence and new 
theones and arguments for consideration by the coun of appeal Gwen the advantage of 
appealing, it is not surprising that the percentage of cases appealed is very high It is 
esumated that 70 to 80 percent of the cases are appealed 

20 Phase 1 Legal Exchange Report at p 24 



5 25 Even appeals to the Cassauon Court are almost autornauc, in that the Cassauon 
Court can decllne to conslder cases only if the procedural requirements in terms of nrne 
and other factors have not been met Ths is u n k e  the srtuauon with respect to the 
administrative court system  here the Supreme Admst rauve  Court will not consider 
a case which the Appeal Rev~ew Board feels IS u f i e l y  to be reversed Sirmlarly, 
appellate courts in the United States have a clear optlon to leave lower court judgements 
standing 

5 26 Appeals add significantly to the final resolu~on of a dispute -- at least another 
three months, very often two to three years, and not infrequently ten years or more, to 
the final resoluuon of a d~spute - for the followrng reasons 

(a) The automatic nght to appeal coupled with the hrmted power of appellate courts 
-- even the Cassauon Court -- to decline to hear appeals and leave lower court judgments 
standlng21 

(b) Duplicative procedures caused by the power of the review of both facts and law 
by the appellate tnbunal allowing the case to be reheard in full, 

(c) The requirement that the Court of Appeal consider all arguments of the appellant 
raised in the court below even those which are not set forth rn the statement of appeal 
under the doctnne of the "Appeal Carrying Effect" d~scussed above in Paragraph 4 17 
(3) 9 

(d) The rule that, except in very Iim~ted circumstances, as d~scussed In Paragraphs 
4 31 and 4 32, the Cassation Court cannot finally dispose of the case unless ~t comes 
back up on a second appeal, rather the case must be remanded back to the Court which 
made the error, although to a d~fferent bench than on the first round 

(10) Excessive Court and Government Fees and Taxes 

5 27 Another factor which adds tremendously to the case load of the courts are the 
d~sputes between hugants and the courts themselves or between pnvate partles and other 
government agencles over court and other fees for government services, as well as taxes 

5 28 The problem anses from the fact that court fees in Egypt are not a flat amount 
but are calculated as a percentage of the "value" of the case As already noted, when a 
clamant files a case, part of the procedure IS for court offic~als to estlmate the 'value" 
of the case At the case fillng stage, the clamant is charged a relaavely low normnal flat 
amount on account of the ulurnate total estimated court fees, but the "value' of the case 
sull must be esumated at this polnt Then, in case the clamant should lose the case, he 
would be assessed on the vaIue as iniuall y esumated (As noted In Paragraph 5 06 above, 
thls procedure already delays matters by involving 2 or 3 officials, one of whom 

Phase Two Legal Exchange Repon, Id at p 24 
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esumates the value and the other of u horn recelves the money wlth the thud reglstenng 
the case) 

5 29 If the clamant wins, the loslng party m theory is requ~red to pay the judlclal fees 
to court, but the clamant cannot obtam an enforcement order before such judiclal fees 
are pad The result IS that the judgment credltor usually pays the judicial fees and then 
seeh reimbursement for that amount from the loslng party Obviously for judgmenu 
which are hlgh -- say in the rndhons of Egyptlan Pounds - the jucbcial fees of court can 
be very large and the clamant runs the nsk that he may never recover these fees, slnce 
the judgment debtor may ultimately be msolvent and unable to pay the judgment We 
have been advised by a former judge that there is a special collecuon umt m the M m s y  
of Justlce tasked with the job of collectmg judicial fees from losrng defendants He 
further has stated that, although the court clerks often try to o b m  court fees from 
judgement winners before they will issue an execubon order, it is possible to get the 
Chief Judge of the court to order execubon of a judgment without payment of the fees 
The tnal lawyers In our office state, however, that, although an exempbon of such fees 
can be obmned for low Income individuals, it is virtually impossible to obmn an 
execution order In commercial cases without the judgment wlnner first paying the fees 

5 30 Moreover, for a penod of 5 years after the court fees become due, court officials 
may re-assess the value of the case If they dlscover that they onglnally underesbmated 
the value of the case and consequently the amount of fees, they wdl Issue a clam for the 
difference to the clamant In any case, as the 5-year statutory h m t  approaches, court 
officlals wlll very often issue clams for addlbonal fees slmply to keep the penod open 
P m e s  receiving the clams, in order to protect themselves will sue m order to keep from 
havlng to pay the addltlonal fees clamed to the court Thus IS yet another case added to 
the courts' rolls 

5 31 Needless to say, esbmabng the value of a case becomes difficult in cases where 
the award IS the determlnatlon of the ownership of property or an order for the return 
of property as opposed to monetary amount The problem then becomes that of 
ascemning the actual value of the property Indeed, our office has one case where court 
officials have lssued a clam for addibonal fees of L E 2 milllon based upon a 
reassessment of the value of an 011 concession whlch the court had ordered returned to 
our cl~ent by the government 

5 32 This same phenomenon occurs with respect to many other government fees and 
taxes For example, fees for land registmbon are 12 percent of the "value" of the land 
When a registrant approaches the land reglsvy to register a piece of land, the registry 
officlals estlmate the value of the land and charge the applicant a nominal amount upon 
subm~sslon of hls appllcauon Later, once the invesugabon procedures have been 
completed, but before the land wlll be registered, the full amount of fees must be pad 
Thereafter, land register officlals have a total of five years to make a clam for a 
difference if they have under-esbmated the value of the land 



5 33 As In the case of court fees be9 often before the 5 years have explred, land 
registry officials wlll issue a clam for addluonal fees based on reassessment of the value 
of their land, these clams often are issued simply u order to keep the penod open for 
reassessment In order to avoid having to pay the clam immediately, a land registrant 
will file a case agaxnst land registry officials, thereby further swelling the court rolls The 
same phenomenon occurs with respect to assessment of land taxes, Income taxes and 
other government taxes and fees based on the percentage of the value of property or 
rncome Our office belleves that there are thousands of such cases protesung additlonal 
assessments for coun fees, government fees and taxes, whlch are clogging the coun 
rolls 

5 34 This system of assessing and re-assessmg of government fees creates two major 
problems for pnvate sector Investment rn busrness acuvity 

- m, there IS substanbal uncemnty generated by a system which leaves open 
amounts due to the government for fees and taxes for a penod of five years at a 
mrnimum and often for many years of indefinite duration after that, when the 
government issues add~tlonal clams, and 

- Second, thousands of add~uonal cases are added to the court rolls clogging the 
system and delaying resolution of other cases 

5 35 The business uncemnty and the additlonal cases could be eliminated -- and 
buslness activity consequently encouraged -- by the following means 

(a) For government fees, by changlng to a system of flat nominal fees, or any other 
system of fees not based on estimating kalue", 

(b) For taxes, by reduclng the ume penod within whlch officials have to correct 
mlstakes or re-assess value Whatever is lost in terms of government revenues will be 
reganed many umes over from an increase in busmess acuvity resulung from mcreased 
cemnty and reduced pressure on the court system, as well as bme, expense and efforts 
saved of governments officials Shorter penods and more cemnty will save tlme and 
expense for the government as well as for pnvate busmess 

5 36 Another source of needless cases are the injuncbons and resututlon suits 
fnvolously filed to delay enforcement of judgements as detaded below m Chapter 6 
Substanual sancuons for fnvolous su~ts could s~gn~ficantly reduce their number 

(11) Lack of Ju&clal Speclaluat~on Or~entat~on and Refresher and Advanced 
T r a u g  m Commerc~al Law Courses 

5 37 Judges handling c~vil and commercial matters lack traning, background 
expenence and spec~al~zation in  these fields As was noted in Chapter 1 above, Egypt's 
20 years of socialism severely cumled the expenence of the Egyptlan Judiciary with 

corporate and commercial litigation I n  addition, as the Egypt-U S Legal Exchange 



Project has pointed out, members of the ~udlclar'y work theu Hay up through the cnmlnal 
jusuce system servlng as prosecutors and, therefore, have no expenence m hugatmg c1bi.l 
and commerclal matters except in highly ~ p e c l b e d  circumstances such as those 
mvolvmg financial cnmesn Despite an Egypban legal requirement that 25 percent of 
the judges should be appo~nted from pracucmg private attorneys, thls seldom occursU 
Such a step, properly handled, conceivably could be a means of expanding sigmficantly 
the number of judges coming to the bench with cornmerc~al law expenence 

5 38 Addiuonally, judges lack m n g  as well as expenence Although prosecutors 
have an i n l u d  3 months' course m pracucal tmmng at the Judlclal Insutute m Abbasva, 
courses relate to the pracucal aspects of becormng a prosecutor such as wnducung 
mvesugatlons, quesuoning witnesses and preparmg casesU Judges, however, recelve 
no onentauon to speak of and there are no refresher or advanced courses for judges m 
the commercial or clvll law fields As a lawyer mterviewed m the Fayoum told us 

"The judges are u n m e d  and theu judgments are based on nothing 
Filing a lawsuit is nothing more than engaging In a legal lottery " 

5 39 As another lawyer interviewed by us in the Fayoum pointed out 

"Judges must be well prepared to carry out the funchons required from 
them as judges It 1s not enough that they reach the age of 30 years for 
them simply to be transferred from the prosecubon to the judlclal system 
There must be special colleges for the judges to study to become prepared 
for the job " 

5 40 Moreover, as noted In Paragraphs 3 12 and 3 13 above, although judicial 
specidizauon is requlred in theory, in fact, there is no special~zed commerclal law bench 

5 41 Because they lack expenence, conunulng education and speclallza~on about 
commercial law matters, judges are prone to rely on non-legal experts in the Mlnistry 
of Jusuce's Office of Experuse, to resolve both legal and factual issues as reported above 
in SubsectJon 825 As also previously noted, reliance on experts tends to prolong the 
resolution of commerclal cases Even without relylng on experts, judges mevltably take 
longer to resolve cases where the subject matter IS unfamiliar than cases about farnhar 
matters A lawyer interviewed by us in Alexandria cited the problem of unmned judges 
as a major reason for delay in the processing of court cases Judges who are more 

f2 Phase One Report, U at p 26-27, Phase Two Report, IP, at p 2 
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famhar ~ i t h ,  and better educated about commerclal law matters should be able to 
resohe cases much faster and without lnvokmg the a d  of experts except on an 
excepuonal bass Lack of knowledge and specdued experience also accounts for the 
lack of trust in the abllity of younger judges to resolve cornrnerc~al cases adequately and 
faxly, and the consequent wdhgness of appellate courts to rehear cases already dec1de.d 
at first Instance virtually in their enurelyZ6 

5 42 A related senous problem is that there is very httle no m g  for bahffs, other 
court officials and even lawyers Lack of tramng, m turn, contnbutes to delays m, and 
someumes prevenuon of effecuve service of summons and court orders, as well as 
effecuve enforcement of judgments Indeed, as reported to us by lawyers m Mema, 
lawyers also requlre tmning to speed up cases and improve the quahty of jusuce In h s  
regard, they suggested that the Bar Assoclauons should set up Intensive mmg for 
lawyers before registering them, in addiuon to requiring c h c a l  mning  with law 
offices 

(12) No Commulllcations Channels between Lawyers and Judges 

5 43 Another important area of concern idenufied by the Egypt-U S Legal Exchange 
Project 1s that there are no lnsututlonal means of commurucahng between judges and 
lawyersn As noted above, most judges are prosecutors before they become judges, and 
prosecutors regrettably are condiuoned not to listen to pnvate lawyers in the first place 
Often, att~tudes of prosecutonal disdan towards pnvate lawyers are carned with them 
to the bench Lawyers seldom are glven the opporturuty to plead cases orally, and judges 
take it upon themselves to monltor and conduct most aspects of talang evldence Tlus 
includes the examinahon of witnesses whlch 1s conducted by judges rather than lawyers 

5 44 To some extent, such dlsdan is reinforced by the fact that the legal profession 
lacks strong ethlcal standards whlch are stnctly enforced Whereas lawyers m some 
junsd~ctions In other countnes are presumed to speak the truth and suffer grave 
consequences if they do not, lawyers in Egypt are able to say anythlng in court without 
suffenng direct consequences Because of lack of Ume and dlsmst of what lawyers have 
to say, judges seldom listen to oral arguments and requlre llugants to file wntten 
arguments 

5 45 A possible solutlon to the lack of formal communicauons channels might be 
regular cornmerclal law semlnars attended by both lawyers and judges Such semlnars 
could cover exlsung spec~fic areas of commercial law or recently enacted leg~slauon and 
could also meet the need for advanced commerclal law tmnlng for lawyers and judges 
Such semlnars also could include other actors In the law and contract enforcement field 
such as law professors and concerned government officials 

26 Phase 2 Legal Exchange Report at p 17 
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(13) Lncentlves to Delay by Part~es (Usually Debton and Other Obkgon) 

5 46 Persons desinng to avoid paying debts or ott-ienvise perforrmng theu contracts 
have a strong incenbve to fight and delay cases even when they are clearly m the wrong 
because 

(a) There erther are no effecuve sancuons for fnvolous dllatory tactlcs, or such 
sanctions as exlst are too low to be an effecuve deterrent At most there are fines ranging 
between L E 1 and L E 20 whch, as noted above in Paragraphs 4 09 and 4 16, are 
pad to the court and not to the party Injured by the delay 

(b) The losing party is not required to pay the actual attorneys fees and other costs 
lncurred by the winning party m bnnging the case Although the law provides for 
payment of costs, the court seldom awards them, and then only normnal costs not the real 
and substanhal costs actually mcurred Moreover, the nommal attorneys fees awarded -- 
up to L E 100 at most -- are pad not to the judgment credrtor or its attorney but to the 
Lawyers Syndicate For example, when our office recently won a judgment at fust 
Instance after a hard fought case lastlng almost three years, the court assessed the losing 
party attorneys fees which totalled L E 10 

(c) Where the winnlng party is a non-bank creditor, the loslng party does not pay 
actual interest equal to what a party would get lf the amount of damages were deposited 
in a bank Rather 

(1) Interest is awarded on money judgments for debts at the rate specified m 
the debt instrument, but not in excess of seven (7) percent according to the Civll 
Code, which was promulgated In 1948, when lnterest rates were much lower than 
current levels 

(2) If the debt instrument does not indicate the lnterest rate apphcable m case 
of default, the court would award interest at the level of four (4) percent m civll 
cases and five (5) percent in commercial cases Courts cannot award mterest 
exceeding these levels except where the creditor establishes that a loss was 
incurred, In excess of the Interest, due to the bad faith of the debtor In an 
economy where interest rates currently are runnlng at around 13-15 percent per 
year on Egypuan Pound deposlts and up to 20 percent on loans, a debtor has a 
clear mcenhve under these circumstances not to pay 

(3) Moreover, unless specified in the contract, such interest accrues only from 
the ume of fillng suit or formal notlce by court ballff and not from the ume of 
the breach 

(4) Additionally, except where commercial customs and traditions perrmt - 
u, such as debts accrulng to financial lnstltutlons -- lnterest on interest &, 



compound interest) is not alioued, and the total amount of interest mav not 
exceed the amount of pmcipal 

(d) Judgment winners are not otherwise compensated for losses m the value of theu 
contracts due to inflabon 

5 47 Thus, so long as the rate of mflauon exceeds the 4 to 7 percent limits imposed 
by the Civrl Code on legal mterest payable to non-bank creditors, every day of delay 
reduces the real value of the debt to the c r d t o r  and the real cost to the debtor of paylng 
it back Accord~ngly, debtor have a compehg  econormc Interest m delaylng payment 
Banks are subject to the civrl code restncbons on mterest The general counsel for 
one bank told us that as soon as suit is filed to collect money owed on a loan, bank 
Interest ceases and the civrl code provisions are apphed because on the theory that the 
loan agreement has been broken and is no longer m effect Thus, debtors to banks 
someumes are not required by courts in pracuce to pay the full interest called for by the 
loan agreement Instead, courts will often give a bank judgement only for the pnnciple 
amount of the loan in response to pleas by the debtor that he has already pad large 
amounts of interest, thereby rewarding the debtor for defaulung (This of course pushes 
banks to seek even more collateral and secunty for loans and to focus on short -- rather 
than long -- term credit, thereby msmg the costs of credit higher for the business 
community at large, a phenomenon whlch punishes small businesses especially hard ) 

(14) Numerous Delaylng Tactics Available: 

5 48 Not only are there powerful incenbves to delay court cases, but the means to do 
so are plentiful as well -- u, given exisbng rules and procedures, the means for lawyers 
to delay cases are numerous Those desinng to escape the enforcement of contracts 
deliberately delay proceedmgs by presenung excuses to postpone the case, and the courts 
often accept these excuses Some of the most common examples are as follows 

(a) The unrellability of the means of serving summons affords numerous opportuniues 
for delay Thus, in the event that the wnt was not delivered to the defendant in person, 
the law requires the baliff to clearly indicate the reason of not serving the document on 
the defendant personally and to indicate on the deed of wnt the name of the person who 
received the wnt, his relatlon with the defendant and whether or not he is dwell~ng with 
the defendant in the same place Absence of any of such demls would invalidate the 
process Lawyers then often clam invalidity of service of process and request 
postponement to produce evidence to support such clam For instance, if the ballff 
states that the wnt was delivered to Mr Ahmed who 1s the defendant's cousln dwell~ng 
with hlm in the same place, the lawyer may c l am that such a person 1s not the 
defendant's cousin or that he is not dwelling with the defendant in the same place 

(b) In all cases, if the wnt of summons was not served on the defendant -- or the 
charman or manager of a company defendant -- personally, the defendant's lawyer 
would not enter an appearance before the court at the first heanng In order that a 
postponement would be granted for re-servicing the wnt 



(c) Once the summons has been properly served, when appeamg at the next heanng, 
the defendant's lawyer would request a postponement to produce a power of attorney 
wbch he would clam 1s stlll m process 

(d) At any time dunng the hearings, any party may produce new documents which 
would cause the court automaucally to grant postponements to enable other party to 
review the same and to produce such documents a he may deem appropriate to challenge 
the first document 

(e) Denylng accuracy of signatures on contracts or other documents whlch would 
cause such documents to be referred to experts for exarmnauon and repomg False 
denials in this connection are virtually never pumshed 

(f) Requests to have foreign language documents officially translated 

(g) Requests to refer cases or issues to experts as discussed m Subsection 8 above 

(15) Lack of J u l c ~ a l  Facht~es and Support Staff 

5 49 Another senous problem which causes delays and affects the quality of jusbce 
delivered is simply that the courts lack adequate fachues and support staff, as descnbed 
in the following paragraphs 

fill Ordrnaw Court J u d ~ e s  Lack S u ~ ~ o r t  Staff, 

5 50 The Egypt-U S Legd Exchange Project has pointed out that the ordinary courts 
below the Cassabon Coun level do not have legal support staff capable or responsible 
to assist judges in legal research or other matters needed to prepare and process cases 
through to resolutionz8 AS a result, judges of the ordinary courts themselves must make 
all determinabons regarding the case including mlnor aspects of procedural and roubne 
manners, such as whether summons and nouces were properly served Judges must 
conduct all of the legal research required themselves As noted above, these functlons are 
handled for the Cassatlon Court in part by the General Prosecubon and for the 
administrative courts of the State Council by the commissioner (see Chapter 4 above) 
As reported by the Egypt-U S Legal Exchange Project the ordinary courts formerly 
employed preparatory judges to perform similar functlons but these posiuons were 
abolished 15 years ago Egyptlan lawyers report that as employed, the preparatory judges 
were seen to delay, rather than expedite, case processing 

5 51 In the U S , courts employ recent law school graduates to serve as law clerks for 
one or two years for such purposes A s~miiar system could be considered for Egypt as 
an excellent way to meet the need of assisting judges to speed up the resolubon of the 
disputes and could also serve as a vehicle for m n i n g  new judges by having them serve 

- -- -- 
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as law research clerks At the Cassauon Court level, h s  need is met m part by reLleu 
and comment by the General Prosecutor Nevertheless, it would also be recommended 
to institute such a system In the Cassation Court as well, especially for top law faculty 
graduates in place of relving on the General Prosecutlon, smce the General Prosecution 
udl review a case from a specific polnt of view, namely that of the prosecutor But the 
Cassauon Coun as well as other courts needs law clerks to have the specific lob of 
helping the judges, prepare theu cases by provldlng them wlth the mformatlon needed 
to render decisions based on sound and thorough research 

&) Insufficient and Inadeauate Courthouses and Courtrooms, 

5 52 Our office has seen sltuahons where a 3- judge court bench was seated m a room 
as narrow as 2 by 3 meters, overcrowded by lawyers and ktigants, whde the number of 
cases lnscnbed on the court's roll was 200 or more Such an atmosphere IS hardly 
conducive elther to efficiency or to justice Fortunately, the government currently is 
malung an effort to build new court houses A properly administered system of justlce 
on commercial cases requires that this be a susmned and conhnulng effort 

frl J u d ~ e s  Lack thew own Offices, 

5 53 A related problem is that ordinary court judges generally do not have offices but 
must do most of their work at home, a fact which depnves them of the opporturuty to 
confer more often with their  colleague^^^ 

fa Manv Courtrooms Lack Air-cond~t~on~ne,  

5 54 Air conditioning could enable courtrooms to be used longer, perhaps with rotatlng 
benches of judges dunng the day and full hme dumg the summer This could perhaps 
a d  in ending the psychological overhang of the former long summer judicial hobday 
Judic~al holidays could then be placed on a schedule whch would allow the courts to 
reman fully in session all year round wh~le judges take holidays throughout the year on 
a rotatlng basis 

Inl There are No Modern Facilit~es for T r a n s c r ~ ~ t ~ o n  of Test~rnonv or  Trained 
Short Hand Court Re~or te r s  as Exlst In the Un~ted States 

5 55 Rather, in the rare cases whlch are referred to tesumony, untratned clerks are 
srmply called upon to wnte out what they hear in long hand As was noted by a lawyer 
in Fayourn, clerks have no facilities or m n i n g  to record lawyers arguments in the 
mrnutes, much less, oral tesumony of witnesses Such methods of transcribing tesumony 
are time consuming and often inaccurate and madequate 
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5 56 Accordingly, the resulung record often 1s completely rllegible or lncornplete As 
an example, an attorney in our office who 1s currently prepanng a final bnef for a major 
case at first lnstance reports that he simply cannot read substantlal portlons of untten 
tesumony transcribed by hand by court clerks The lawyer Interviewed m Fayoum 
suggested that transcnpuons of statements in Courts are so umehable, that there should 
be a way for lawyers and partles to prove theu statements m courts such as cassette tapes 
or other equipment Mistrust of the resulmg transcnptron may be one of the reasons why 
judges are reluctant to take teshmony and prefer to rely on documents for ev~dence 

a There IS a Lack of .ludrc~al Access to Current Laws.  Remlatlons. Publshed 
Court Dec~s~ons or L e ~ a l  Cornmentaw through either a Profess~onallv Staffed 
Fullv Stocked Librar~es w~th Photocouvinp Facilities or through an Electronl~ 
Com~uterlzed -1 Database: 

5 57 Rather, judges rely either upon their own hbranes or upon lawyers for the parues 
to supply them with copies of laws, decrees or relevant cases 

fa Summarv of Need for Better Phvslcal Facil~tles, 

5 58 In short, the dispensat~on of jusuce requires adequate physical mfrastructure, just 
as modem business requlres modem facilltles for water, power, transportauon, and 
communlcauons Unquesuonably, the qual~ty of Egypuan justlce has been adversely 
affected by the detenoratlon of the phys~cal facilitles In which 1s rendered Inevitably, 
the population wlll have less respect for, and confidence, m courts which render 
judgments in overcrowded, dirty and poorly mmtruned courtrooms Undoubtedly, judges 
themselves come to have a dirmnished view of themselves and their role in society if 
adequate offices, well-stocked llbranes and other essential faciliues are not provided 

5 59 Therefore, the effon to build new courtrooms and judicial facilitles and mantam 
them should be increased and susmned over ume Such fac~liues lnclude not only 
courtrwms, but, as noted, above libranes, judicial offices and conference rooms, au 
conditioning, faciliues for transcnptlon of tesumony and well stocked and equipped 
hbranes wlth books and computer terminals having access to an electroruc cornputenzed 
legal database Dispensation of jusuce is a fundamental funcuon of government Where 
the public perceives that the government is faling in th~s  funcuon, confidence will 
inevitably be lost and poliucal stability -- the fundamental prerequisite for pnvate sector 
investment and buslness development -- could be adversely affected 

(16) Low Pay for Judges and Court Officials 

5 60 F~naIly,  there is the problem that judges and court officials are substanually 
underpad for what is asked of them -- 1, to deliver jusuce quickly, completely and 
effecuvely As a lawyer in the Fayoum noted to us 

"Judges need to be sufficiently well p a d  so that financial problems and 
financial dlfficultles are not interfering with concentratlon on the~r judlclal 



dutles and so that thelr only concern IS to apply the rule of law In dispense 
justice " 

Section C Recornmendat~ons 

5 61 A coordinated multl-pronged effort is requlred to reduce heavy case loads and 
case delays plagu~ng the Egyphan court system Ln t h~s  regard, the recommendauons 
conmned In the following paragraphs are respectfully offered for conslderatlon 

(1) Requlre Specraluat~on and Contrnulng Education of Judges, Lawyers and 
Court Offic~als* 

5 62 To reduce over-rellance on court "experts" and otherwise to speed prwssmg of 
commercial cases, as well as to Improve the overall quahty of jusuce m the commercial 
field, considerauon should be given to developing a cadre of judges hrghly experienced, 
specialized and trarned In commerc~al law cases by 

(a) Requiring judges to become specialized m commercral law (and other fields) m 
accordance wlth exlsung rules as descnbed m Paragraphs 3 12 and 3 13 above, and 

(b) Establlshlng and mantrunlng a ngorous, comprehensive and high quality program 
of onentabon, refresher and advanced courses and seminars in commercial law for 
commercld law judges as follows 

( I )  All new judges would undergo a one year onentabon course before talang 
the bench in the way that new prosecutors formerly underwent a one year 
onentabon courseM, slnce reduced to three to slx months Such a course would 
~nclude such topics as 

- A review of the overall commercial law framework 

- Refresher courses on all major substanuve areas of commerc~al law - 
u, contract rights and remed~es, commerc~al paper, mortgages, leasmg , 
loans, companies, taxabon, etc 

- Explanahon of the ~mportance of speedy and effecbve enforcement of 
contracts to the Egypuan economy 

- A thorough analys~s and explanation of the effects of lnflatlon on the value 
of contracts where enforcement 1s delayed and whether and how 

One lawyer in Menla suggested that before being selected as a judge, a candidate 
should undergo intensive Wning in a special area of law such as civil or commercial law, 
cnrninal law, fam~ly law, etc for a penod of 2 years 



compcnsatlon tor losses due to inflauon could be auarded to a contact 
obligee or creditor under evlstlng Eg)ptlan lau 

An explanat~on of the costs incurred by parues in pursuing l~ugauon 
~nclud~ng the actual amount of attorneys fees 

Clinical traning on conducbng evidenuary heanngs with llve tesumony, 
questioning lawyers, wntlng oprnions and developing computer literacy 
and shlls 

Clinical tranlng on modern case management methods 

(2) Judges would also have the opporturuty and the requuement as theu 
careers advance to participate tn advanced semmars and courses whch ~ o u l d  
systematically cover all key comrnerclal law subjects In addition, requrred 
sernlnars would be conducted on major new commercral Iegislahon wlthln 90 days 
of publicauon of the new law 

(3) Ideally, Increases In jud~cral compensabon and bonuses, as well as 
prornouon, would be ued to attendance at and pe-romance In onentauon 
adkanced and refresher courses 

(4) Preferably, some refresher and advanced semlnars and courses and 
semlnars on new legisiauon could be conducted jo~ntly with lawyers as a means 
of improving communicauons between lawyers and judges 

( 5 )  One lawyer interviewed by us suggested that judges also should attend 
annuallv practical waning courses in c e m n  special laws together w~ch the 
officials responsible For example in the case of the Public Notary Law, judges 
could organrze meetlngs and presenrauons with persons speclalrzed rn public 
notary work for example 

(2) Reduce Lncent~ves of Case Delays bv Compensatmg Contract Obhgees for 
Dela, Losses from Inflat~on, as well as Attorneys Fees and Costs 

5 63 Incentives to delay by contract debtors and obligors can be sharply reduced bv the 
following measures 

(a) Empower and mandate ludges to award damages for losses m the value of 
contracts due to lnflauon based on the consumer pnce index or other reliable lnflatlon 
index In add~uon to the pnnc~pai amount of the obllgatlon owed together with merest 
Agan commercial law refresher courses and advance semrnars for judges should 
~Ilustrate how to calculate losses resulting from rnflauon and other factors caused by 
delays in contract pefiormance 



(b) Add~uor,al~\ ,  change the C1\11 Code Interest prohislons from the 4 5 arj 7 
percent 1lmlrs nou imposed to a 1orrnL.a unlc7 ~ o u l d  d lou  payment or amounts quai 
to bank rates of Interest on savlng depos~ts 

(c) Empower and mandate judges to impose effecuve sancuons on parues for 
fnvoious tactlcs uhich uould be pad to the other party For example, In a recent U S 
case in uhlch our office was involved, the U S Distnct Court ordered a lawyer to pay 
the other partv coun lrnposed sancuons of almost $ 3,000 for fil~ng fnvolous papers 
which uasted the ume of the court and the other party By contrast, In Egypt, as noted 
Ln Chapter 4, the maxlmum sancuons are tlny fines payable to the coun -- not to the 
Injured party -- of between L E 1 and L E 20 (or between U S $ 0 30 and $ 6 00) 

(d) Judges should be empowered and mandated to award actual attorneys fees and 
other costs mcuned by the w m g  party m bmgmg a case lnstead of the n o m a l  
amounts now awarded -- certanly, in cases where the wlnnlng party's nghts, or the 
losing party's obligauons, are clear 

(3) Reduce Case Delavs Through Modern Case Management Methods 

5 fd A modem effective svstem of case administration and calendmng should be 
introduced which would draw on the comparative experience of other countries as well 
as successful examples from the vanous coun systems with~n Egypt Such a system 
would involve the following features 

(a) Sueamhning case filing procedures by reducing a number of steps and officlals 
involved from 5 steps and for officlals to one or two 

@) Requiring couns to establish a calendar for each case, whlch would specify 
deadline dates by which parues must submit documents and evidence As one buslness 
execuuve interviewed by us in Alexandna suggested 

"There should be a ume limit for every step of the case procedure even 
~f thls means amending the procedural l a ~ s  " 

5 65 One soluuon might be to d~rect the clerks of the court not to accept papers fded 
after a calendar deadline sirmlar to the Cassauon Court clerk At the same ume, the 
Cassat~on Coun should calendar a response by the General Prosecuuon for a speclfic 
deadline faling uhich the response would be Ignored ~f not filed on ume Stmllarly m 
the Counc~l of State, the Comrnissloner's repon would also be sub~ect to a case calendar 
F~nally, all couns would set calendar dates In  advance for issuing judgment 

5 66 Bv uay of supplement to a more effecuve case adrninlstrauon system as 
recommended above, vanous llt~gauon shortening procedures -- such as summary 
adjud~cauon procedures, stipulat~ons by parues to agreed facts, and jud~cial 
encouragement of settlements -- could be introduced 



5 67 The curreqt summer judicial holidav should be replaced bv a svstem uhereb~ 
courcs reman in constant session and judges have rotatlng hohdays Lhrougnout tne year 

(1) Change Appellate Process to Reduce Incent~ves to Appeal 

5 68 To reduce the delays caused by the existlng appeal process, cons~dera~on should 
be glven to 

(a) Allou~ng appellate courts -- especially the Cassatlon Court -- to d e c h e  to 
consider cases and leave lower court judgements standing 

(b) L~miting appeals to questions of law, rather than reviewing or retrying factual 
matters as well In other words, the scope of revlew for courts of appeal would be 
restricted pnmanly to quesuons of law as IS the case with the Cassauon Court T h s  
would end the duplicative procedures whlch now charactenze the first level of appeal 

(c) Reducing or eliminaung the nght of appellants to lnuoduce new factual evidence 
and new theones and arguments for considerauon by the court of appeal 

(d) Empowenng the cassauon coun, at its optlon either to reach a final judgment on 
the first appeal or to remand the case back to the court whlch made the error depending 
upon the requirements of jushce under the circumstances 

(e) Restncung the court of appeal only to Issues, matters and arguments rased on 
appeal and not require them to consider arguments and matters msed at the lower court 
but not msed on appeal In other words, the "Appeal Carrying Effect" doctnne whch 
requues the coun of appeal to revlew the entlre record of the case below would be 
eliminated 

(5)  AUow Part~es to Present own Expert Witnesses 

5 69 To lmprove confidence in the judicial system, considerauon should be given to 
permitung the panies to ~ntroduce their own expert witnesses 

(6) Improve Efficlencv of Senice of Process 

5 70 To solve the problem of inefficient and unreliable service of process, the 
follou ing could be done 

(a) Provlde for service by registered m a 1  to the address of partles who are reg~stered 
businesses in the Commercial Register (but wlthout an envelop to avo~d the clams made 
by some that, although they rece~ved the envelop, ~t was empty) 

(b) In the case of companies authonze service by delivery to the company's registered 
address rather than to the company's chief executive or manager 



(c) P r o ~ ~ d e  for senlce of process bv licensed pnkate process servers as uell as tour: 
ba l~ l t s  

(7 Replace Excess~vely High Court and Government Fees w ~ t h  Low Flat Fees 

5 71 To el~mlnate cases concerning assessments for court fees and other government 
fees the current svstem of percentage fees based on the "value" of cases or land or ouler 
propem should be replaced w~th  a system of relatively low flat fees, slmilar to those 
o b ~ n i n g  In the Un~ted States couns At the same hme, the penod within which ofric~als 
can reassess for taxes and fees should be reduced from 5 years to 1 year 

(8) Open Commumcat~ons between Lawyers and Judges on hlutual Concerns 

5 72 The channels of communicauons between lawyers and judges on common 
problems of mutual concern could be substanhally improved by 

(a) Conducting jornt seminars on commercial law topics as recommended above, and 

(b) Providing for representauon by the Lawyers' Syndicate on the general assembhes 
of coun and the Supreme Judicial Counc~l in the way that the General Prosecuuon IS now 
represented Or, alternatively, develop a system of advlsory boards of pnvate lawyers 
for each level of courts and schedule a minimum number of meetlngs per year between 
the judges and such adv~sory boards Law professors could also play a part on such 
advisory boards 

(9) Lncrease and Improve J u d ~ c ~ a l  Fachtles and Staff 

5 73 As suggested by the Egypt-U S Legal Exchange Projec?', cons~derauon should 
be glven to providing judges with law research clerks These could be bnght young law 
graduates u ho are considenng careers as judges Such clerks could have the specific job 
of assisung judges to prepare cases by outlining issues, performing legal research and 
prepanng proposed draft judgements Such clerks could be assigned for a one or two 
year penod, similar to law graduates entenng pnvate practlce who must work for a 
lawyer for two years As pointed out by the Egypt-U S Legal Exchange Project 

"Th~s would provide a cadre of law clerks who could be of great benefit 
to the judges, glve young lawyers an opponunlty to see if they really want 
to become prosecutors and judges and give the jud~c~a)  selection enuty a 
chance to evaluate the performance of judlclal appl~cants"~~ 

Phase 1 Legal Exchange Report at p 25 

'' Phase 1 Legal Exchange Repon at p 35 
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5 74 Consideratlcn should be given to mahng subsmual investments to improve the 
phksical lnrrasuucture of justice bk 

(a) Refurbishing and reneuing old court houses and coun rooms and building new 
ones Appropnate phvslcal facdmes are important to convey to judges, l~ugate and the 
public the vital message that dellvery of jusuce is taken senously by the authonues 

(b) Providing judges with offices and office fachhes where they can carry out their 
work in conrer uith colleagues rather than worlung at home 

(c) Prov~ding u r  condluonlng wh~ch to enable courtrooms to be used longer, possibly 
with rotating benches of judges dunng the day and full urne dumg the summer 

(d) Obtaning modem equlpment for the transcnpbon of oral testimony and provldrng 
m n e d  short hand coun reponers for the purpose of operahng such equlpment 

(e) Underlalung a program to develop, staff and equlp Ilbranes In court houses 
throughout the countrv each of which would conmn a complete collect~on all of Egypt's 
published laus, regulations, treaties and published court dec~s~ons for the purpose of 
lnsunng that judges have easy access to the laws and regulauons whlch they are 
lnterpreung and enforc~ng Preferably, such legal matends would be avalabie both in 
hard copy, and, as discussed below In Chapter 8, electronically through computer 
terminals and computer d~skettes 



CHAPTER 6 

E Y F O R C h G  JLBGlEbTS 

6 01 Even after a judgment IS obmned, enforcement may be d~fficult or ~mposs~ble 
An Alexandna buslness execuuve ~ntervlewed by us c l t d  the unenforceabil~ty of 
judgments as a major problem, m substantial part because of the problems discussed 
below 

(I) Lack of Fully Effectlye Court Procedures to Dscover Judgment Debtors' 
Assets 

6 02 A senous problem IS the d~fficulty In enforcing a judgment -- once obmned -- 
where the judgment debtor fals to pay the judgment and iudes assets T h ~ s  anses m part 
from the fact that there exlsts no means avalable to the judgment cred~tor to requlre the 
judgment debtor hlrnself to reveal the nature and locauon of his assets It IS poss~ble to 
learn about the judgment debtor's assets in the hands of thud parues believed to hold 
them such as banks This is done by gettlng the court to Issue an order to the thlrd pany 
to repon and conserve the assets Upon recervlng the order, the thlrd party IS requlred 
and to report on the extent of the judgment debtor's assets held by ~ t ,  lf any, and 
conserve them But, the judgment cred~tor must have at least an ~dea of whch third 
partles might happen to hold assets belonging to the judgment debtor 

6 03 Accordingly, lf the judgment cred~tor does not happen to know what assets are 
owned by the judgment debtor and where they are or where they m~ght be, and the latter 
chooses not to pay, the judgment will go unenforced l 'hs means that the judgment 
credrtor's only alternauve then is to pebuon for involuntary bankruptcy where the 
judgment debtor IS a trader or for c~vil insolvency where the judgment debtor IS a non- 
trader A possible soluuon could be a legal procedure whereby judgment debtors who fad 
to pay can be subjected to oral examlnauon or other discovery procedures by the court 

(2) Ease of Shlftlng Assets to Relatives 

6 04 In add~uon, assets are often transferred beyond the reach of cred~tors by debtors 
who put the assets in the name of thelr children, spouses and other close relauves Close 
familv relationships In  Egypt then allow the debtor in fact to treat the assets as his own 
even though theoreucaily the assets are owned by a relauve A possible soluuon would 
be for the law to permit judgment creditors to selze and foreclose on assets whch a 
judgement debtor has In fact treated as his own even though they are In the name of a 
relauve 



(3) High Amount of Court Fees Requred for Judgement Execut~on Order 
I 

6 05 Related to the first two problems 1s that of the h~gh amount of coun fees 
contnbuuons to the Judges Fund These are very substantial in Egypt relauve to 
lndusulalized counules amounting to approxlrnately 7 5 percent of the judgment amount 
-- E, approximately 5 percent for court fees 2 5 percent for contnbutlons to the 
Judges ~ u n d ~ j  Lawvers In Menia stated to us that fees for cases should be reduced 
substanuallv A lauver ~ntervlewed by us In Alexandna asserted also that h~gh court fees 
are a major problem and that they should be reduced to reasonable hrmt Thus, for 

L 
, example, the total fees and contnbutlons m respect of a judgment for L E 1 mdhon wlll 

be almost L E 75,000 In an actual recent example, the general counsel for a major bank 
told us that the bank pad almost L E 700,000 m court fees to obtau an executlon order 
for a judgement totall~ng almost L E 10 &onx 

6 06 For a judgment creditor, the problem is that the court fees must be pad before 
the court will issue the executlon order needed to enforce the judgment, as already 
discussed above in Chapter 5 While the judgment debtor ulumately is liable to pay the 
fees, if the judgment debtor does not, as 1s usually the case, the judgment credltor must 
then pay them in order to obmn the judgment executlon order and hope that the 
judgment debtor has the resources and assets to satlsfy both the judgment and court fees 
If the judgment debtor then turns out to be ~nsolvent, the judgment creditor loses both 
the value of his contract plus the court fees 

6 07 The soluuan to the h ~ g h  fee problem could be that already suggested m Chapter 
5 of replacing the current percentage fee system with a system of flat fees for f h g  cases 
or mobons or applications to obmn court orders as IS done in other countnes such as the 
Un~ted of States Attachment 4 to this repon shows the schedule of fees for the Uruted 
of States Dismct Courts for of Californ~a (a U S Federal ma1 courts or courts of fust 
mstance) and the United States Courts of Appeal for the 9th Circuit As can be seen, the 
maximum fee IS U S $105 for filing a case In the federal d~smct coun whether i t  IS for 
U S $ 10 thousand or U S $ 10 rnlllron A peuuon for review by the appellate court costs 
only U S S 100, as does the fee for a wnt of mandamus or court order agarn regardless 
of the amount in controversy 

33 The "Judges Fundw IS avalabie far social purposes for judges including reurement 
w loans, educatron loans housing and rnanv other benefits Judges, however, -- including a 
member of the Board of Directors of the Judges' Club -- have told us that the Judges' Club 
recelves only one th~rd of the amounts p a d  as contnbutlons The rest goes to the general 
revenues of the State 

See also section 3 18 regarding the case in our office for L E 2 rn~lllon m addluonal 
court fees 



6 08 Also, appended IS Attachment 5 which shows the schedule of fees tor the 
Calltornla State Appellate Courts including the Cahfornia Supreme Coun and the Courts 
or ~ p p 4  uhere l r  can be seen that the filmg fee for a nouce of appeal IS U S 5 200 

6 09 Further appended as Attachment 6 is the schedule for Cahfoma Supenor Court 
fihng fees where ~t can be seen that the filrng fee for virtually any h d  or major acuon 
IS U S $ 182 Agan, these fees are applicable whether the judgment IS U S 5 10 
thousand or U S S 10 mllllon or any other amount Thus, there is a dramauc difference 
between the low nominal court fees in the Umted States and the very steep court fees m 
Egypt For example, Instead of the L E 700,000 court fees required for a judgment of 
L E 10 million in the example discussed m Paragraph 6 05 above, the fees m the U S 
m a similar case would have been $ 200 at most A system of reasonable relatively 
nomlnal court fees would accord with an Egyptlan tradiuon that jusuce should be 
dispensed at low cost 

(3) Inadequate Sanct~ons: to Deter Dllatory Tact~cs. 

6 10 Another problem 1s that sancuons are insufficient to deter the use of fnvolous 
dllatory tacucs by judgment debtors seelung to abuse judicial procedures m order to 
obstruct the execuuon of judgments aganst them Thus, for example, a judgment debtor 
may seek an injuncuon for a stay of execuhon of a judgment either with the court 
through normal procedures requlred for filing a court case, or directly wlth the babff 
ass~gned to enforce the judgment who would irnmedlately set a date for conndenng the 
mjuncuon by the judge of executlon Once the injuncuon acuon is filed, execuuon would 
immediately be stayed untll the court decislon on the vahdlty or lnvalldlty of injuncuon 
IS delivered If the injuncuon is dismissed, the court in ~ t s  dlscreuon may Impose a fme 
of only L E 5 -- L E 20 on the loslng party 

6 11 S~mllarly, a judgment debtor will often connive with a third party to file a 
"resutuuon sult" In which the third party clams ownership of the judgment debtor's 
assets and ash to be awarded possession Such a sult has the effect of staylng any 
judgment execuuon order dlrected aganst such assets unul the resututlon suit 1s resolved 
whlch can take a year Agan, where the resutuuon case is denied, the court mav m iu 
discreuon only fine the pleader between L E 5 and L E 20 to be pad wholly or 
partlallv to the judgment creditor wlthout prejudice to hls nght of clarmng compensauon 
for damage actually suffered Obviously such low fines encourage fnvolous use of these 
jud~cial processes by judgment debtors anxious to avold payment The obvious soluuon 
here would be to allow courts to Impose sanctions payable to the party ~njured by the 
delay and equal at least to the losses sufferd as a result of the delay anslng from 
inflauon lost opportunlues, etc In add~uon, court should be able to Impose punluve 
sancuons and especially rn egregious cases 

(5) Slow, Cumbersome Mortgage Foreclosure Procedures 

6 12 Cumbersome mongage foreclosure procedures delay enforcement of secured loan 
agreements Bankers interviewed for this assessment report that completion of foreclosure 



procedures can eas~lh d e  five years Cumbersome procedures also mcrme legal lees 
and associated costs In connecuon thereu~th umch m turn substanually impars the b a u e  
of the recoverv for the cred~tor because the legal fees and costs are not covered bv the 
mortgage secunti Exist~ng mortgage foreclosure procedures should be replaced bv 
streamlined metnods follouing the example of other countnes 

(6) Lack of Pokce and BaUfs Tramed m Enforcement 

6 13 In the countqs~de, enforcement of judgments has some special problems A 
lawyer ~nterviewed us in Monofiyya Governorate told us that enforcement is m the hands 
of the pol~ce who are untrmned m this task and do not have sufficient mcentlves to carry 
lt out hloreover, there are difficulues Ln enforcrng some judgments such as talung 
wrongfully occupied land by force because either the pohce lack sufficient force or the 
police fear revenge from the defendants Lawyers m Merua suggested that enforcement 
of judgments be camed out by a special cadre specially m n e d  bal~ffs under the 
supervision of a judge 

6 14 To improve enforcement of judgments, it is respectfully recommended that laws 
and procedures be revised as necessary in order to 

(a) Provide for a means through court examinahon and cross examination of requmg 
a judgment debtor to reveal the nature and locauon of all of hls assets as well as assets 
to which he has access through his children, spouse and other close relatives 

(b) Enable a judgment creditor to seize and foreclose on assets whlch the judgement 
debtors has in fact treated as his own even though they are in the name of a relatlve 

(c) As already recommended In Paragraphs 5 35 and 5 71, replace the current system 
of percentage court fees based on the "value" of cases with a system of relauvely 
nomlnal flat fees s~milar to those obmnlng In the Un~ted States courts 

(d) Empower and mandate judges to Impose effecuve sanctions for judgement debtors 
who fnvolouslv file cases for lnjunctlons for the sole purpose of delay~ng or avo~dlng 
execuuon of a final judgment and on thud parues who file groundless restltuuon suits 
Such sanctions should be at least equal to the cost in terms of inflauon or lost savmgs 
depos~t interest and should be payable to the judgment creditor, not to the court 

(e) Insutute streaml~ned mongage foreclosure procedures base on the best 
cornparatlve expenence of other countnes suitably adapted to the Egypuan environment 

(f) Provide hlgh quality mnlng  to court ballffs ~n judgment enforcement procedures 
and techn~ques 



CHAPTER 7 

A R B I ~ T I O \  AhTD ALTERNATIVE DISPCTE RESOLUTIO\ 

(1) Advantages of Arb~t ra t~on  

7 01 At a suoke internauonal and local pnvate arbitnuon could provide soluuons for 
many, if not all, of the problems regarding d~spute settlement m the Egypuan courts Ln 
w e s  involving forelgn Investors especially, pnvate arbitrauon provldes the follow~ng 
parocular advantages for commercial dispute settlement 

(a) The possiblllty for d~sputes to be heard on neutrd ground Thls removes the 
foreign investor's fear of the unknown about local court systems and procedures with 
which the investor is not famillar 

(b) Reliable dispute settlement rules and machinery with whlch foreign investors and 
the~r lawyers are familiar and comfortable Internauonal businesses and investors today 
have several instituuons avalable to them w~th farmllar rules and proven macbery for 
selecung qualified and imparual arbitrators such as the Internauonai Chamber of 
Commerce In Pans (KC), the London Court of Arbltratlon, the Amencan Arbitrauon 
Associauon in New York (AAA), the Internauonal Convenuon for the Settlement of 
Investment Disputes Between States and the Nauonals of Another State (ICSID) of the 
World Bank, the Rules for Commercial Arbltrauon of the Unlted Natlons Commission 
on Internauonal Trade Law (UNCITRAL) Indeed, Ciuro itself is the site of the Curo 
Regional Cenue for Internaoonal Commercial Arbitrauon whlch uullzes a sllghtly 
modified version of the h~ghly respected UNCITRAL Rules 

7 02 In addiuon, pnvate arbitrauon provldes the follow~ng advantages for both 
Egyptian and internauonal Investors and businesses In resolving commercial disputes 

(a) The perception to many Investors and buslness execuuves that arbitrauon resolves 
disputes more quickly than liugauon in the courts for the foIlowlng reasons 

(1) Arbitrators are selected ad hoe for each case and therefore are not 
burdened by heavy case loads, giving them ume to deal with the case for whlch 
they have been selected 

(2) Arbiuauons conducted within the specific insutuuonal frameworks 
described in Paragraph 7 01 @) above which have rules requinng that the 
arb~trators establ~sh terms of reference and a calendar for managing the w e  

(3) Arbitrators are p a d  bv the case and therefore have strong lncenuves to 
resolve each case with dispatch 
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@) A means of havlng disputes settled by expert arbitrators ~ h o  are UI the sub~ect 
matter of the dispute Investment and commercial disputes are often complex and difficult 
matters to understand and resolve Such dlsputes may place a difficult burden on a court 
wh~ch is not used to considering complex, highly specialued cornrnercral matters In 
arbitration, on the other hand the parues and the Lnshtuuon adrnmistenng the arbitnuon 
can select arbmators who are experts In the subject matter to hear the case 

(c) Payment of arbitrators, unlike judges, is not subject to the limitations of the 
government salary structure Usually, arbiuators are well pad,  especially relauve to 
Egyphan judges 

(2) Egypt's Comrmtments to  Arb~trat~on: 

7 03 Fortunately Tgypt has made s~gruficant local and mternabonal legal comrmtments 
to pnvate arbitrauon First, Artlcles 502-513 of the Egyphan Code of Civil Procedure 
specifically provlde for local arb~trahon of disputes by agreement of the partles Funher, 
Egypt has made a significant commitment to internauonal arbitrauon by 

(a) Adhenng to the following internauonal convenhons 

(1) The 1958 New York Convenuon on the Enforcement of Forelgn Arbiual 
Awards wh~ch requlres and enables the enforcement of arbluauon awards 
rendered abroad pursuant to the terms of the Treaty, and 

(2) The Internauonal Convenbon for the Settlement of Investment Disputes 
Betweer States and the Nahonals of Another State (ICSID), an lnshtutlon 
affiliated to the World Bank 

(b) Establ~sh~ng by Presldenual Decree, pursuant to an internabonal agreement, the 
C a r o  Regional Centre for Internauonal Commerc~al Arb~uatlon as descnbed above 

(c) Providing for the arbitration of investment disputes between foreign Investors and 
the government and between foreign Investors and pnvate parues in Investment Law 
230/1989 (as well as ~ t s  predecessor Law 4311974 Unfortunately, a backward step was 
taken from Law 43 by Law 230 in that Arucle 8 of Law 43 had provided advance 
government consent to arbitrate illl. disputes with investors whereas under Law 230 each 
dispute will have to be the subject of a separate agreement to arbitrate, whch the 
government can refuse) 

(d) Providing for arbitrauon of dlsputes between government enuues and publ~c sector 
companres -- where such arbluauon is the only avalable method for settlement of the 
dispute -- and between public sector companies and pnvate persons, companies and other 
entlues, where the parues have chosen to use th~s  method of arbluauon under Law 
601 197 1 regarding Public Agencies 



(e) Proi~dirg ror compulsory arbluauon for all disputes ansing between partles to 
secunues transacuons under Law h o  95/1992 regarding capital markets 

(3) Current Problems wlth Ex~stmg Legal Framework for Arb~trat~on m Egjpt 

7 0-4 Desplte the impressive legislauve and execuuve steps taken as descnbed above, 
however, a cloud of uncerfamty hangs over both local and lnternauonal arbltrauon 
because of the follow~ng problems 

(a) For local or internatlonal arbitrauons not conducted wthrn the framework of an 
mternauonal institution such as those descnbed under Paragraph 7 01 (b) above, the rules 
set forth in the Code of Civll Procedures are sketchy, mcomplete, old fasfuoned and 
lnflex~ble relatlve to those of the ICC, AAA, UNCITRAL and the London Coun of 
Arbltrauon 

(b) For example, for an agreement to abltrate to be enforceable in Egypt, Amcle 502 
of the Egypuan Code of Clvil Procedure requires the agreement to name the arbitrators 
speclficallj, whereas more modem rules allow the arb~trators to be named at the ume the 
dispute anses in accordance wlth procedures descnbed or designated In the agreement 

(c) Under current Egyptlan law, it is not clear that internatlonal or local arbitrauon 
awards can be enforced in Egypt quickly and effecuvely for the following reasons 

(1) Enforcement may be denied if the arbitration agreement dld not name the 
arbitrator as required by Code of Civ1.1 Procedure Artrcle 502 as menuoned 
above It is not even clear whether awards by the Caro Regional Center are 
enforceable where the arbltrators have not been named in the arbluahon 
agreement 

(2) The loslng party may file an Independent case to null~fy the arb~vauon 
award under Code of Civ~l Procedure Arucles 512 and 513 This is a full-fledged 
lawsult which could take years to resolve even if it is without ment (agan 
because there are no summary adjudlcatlon procedures for Egypuan courts that 
would allow the ments of the suit to be assessed early on and be disrnlssed ~f it 
appears to the court to be groundless) So long as the su~t  1s pending, Egypuan 
law requires any action to enforce the award to be stayed unul the nullificauon 
sult 1s finally determined -- wh~ch could take years if all appeals possible are 
exhausted 

7 05 As a lawyer lnterv~ewed by us In Alexandna observed 

"Llugauon is a panful experience for investors It is slow, courts are 
overloaded and laws are conflicung, numerous and difficult to follow for 
investors lawvers and courts Arbitrauon is not a cure so far as it is 

dlificult to enforce arbitral auards 



v S e c t ~ o n  B Recommendation - Enact a C o m ~ r e h e n s r ~ e ,  lfodern 4rbltratlon L a w  

7 06 Egkpt's archac and incomplete arb~tratlon frameuorb represented by Procedure 
Code Secuons 502-513 should be replaced uith comprehensive modem legislau~e 
machinery for both local arbluauon ui th~n Egypt and rnternauonal arbitratlon withln 
Egypt and abroad In  this regard draft legislatlon 1s now before the People's Assembiv 
which is based on and slmllar to the UNCITRAL Model Law on Internauonal 
Commercial Arbitrat~on According to Dr Moharned Aboul Enein, Dlrector of the Caro 
Regional Centre for Commercial Arbitrauon, the draft Egypuan legislatlon would provide 
the framework for both internauonal and local arbitrauon Pass~ng and ~mplemenung this 
law is one of the most ~rnportant steps whch Egypt could take In the field of dispute 
resoluuon A number of other countries, as well as several states of the United States of 
Amenca have successfully used the UNCITRAL Model Law as the basis for theu own 
arbitratlon leg~slauon 



CHAPTER 8 

PUBLIC LEGAL l3TORlWTIOh SYSTEJIS 

Sect~on A Functton and Im~ortance of L e ~ a l  Inforrnat~on System 

8 01 Informing judges, lawyers and the publlc about laws is as important a task as 
making them Predictability of the legal consequences of economic transacuocs is 
essential for the healthy development and functlomng of the pnvate sector And 
predictabilitv In turn depends upon those affected havlng ready access to the relevant 
l a ~ s ,  decrees and applicable court judgments and a rehable, well organrzed means of 
finding them alter they are promulgated 

8 02 As one business execuuve tn Catro poxnted out to us 

"A major problem is that laws and regulauons are often drafted in an 
incomplete manner, In that some contradictory regulauons are often and 
specificaliv stated to be superseded but then others contradicung with new 
law or regulauons are often overlooked and left standing " 

8 03 This, the business execuuve believes, is due to a lack of efficient and effecuve 
means of determining all the laws and regulatlons which apply to a specific subject 
Thus, the lack of an effecuve legal informauon system adversely affects the government 
m the field of legal drafung as well as pnvate businesses and lawyers 

Sect~on B* Poss~b~l~t tes  for lm~rovernent 

(I)  Hard Copy Improvements - Indexes, Loose-leaf, Showrng Changes 

8 04 Fortunatel), Egypt has developed the basic rngredients for a sound and 
comprehensive legal informarlon and law finding system including the officlal and pnvate 
publicauons descnbed in Chapter 2 above More needs to be done, however, to provide 
an effecuve and complete law findlng system such as developing comprehensive and 
deuled indexes to the Officlal Gazette and published court decisions In additlon, 
consideration should be glven by officlal or pnvate publishers to publishing laws m 
loose-leaf form would enable both the government and the pnvate sector to up-date them 
easily, in a manner which clearly shows the changes made by amendments to laws by, 
u, strikeouts and underlining 

(2 )  Electroruc FuU-text Legal Database 

8 05 In addluon, or as an alternauve, to hard copy loose-leaf pubhcatlon, senous 
cons~derauon should be given to creating and munmning an mtegrated full-text computer 
database of all extant laws, regulatlons and published court decisions using CD-ROM, 
or comparable, technology Such technoiogv would allow easy and umely updaung of 
laws, regulations and judlc~al precedents and their dissemination to judges, lawyers, 



Go~ernment agercies and the publlc In both hard cop\ and computer disk for-- The 
database should be easl l~ accesslble to lawvers and judges for legal reswch p L v s e s  
uslng a program simrlar to Lerls or M.esrla\v in  the Unlted States 

(1) The IDSC Legal Database 

8 06 Ideally, such a computer database would be used for official pubLcauons of laws 
and decrees In the Ofiaal Gazette and the Egyptlm Bullenn, as well court decisions Lo 
h s  regard, it is important to note that the Cablnet Informahon and Decision Support 
Center (TDSC) In the office of the M~nister for Cabmet Affaus has developed a computer 
database of all present and past laws and regulations all the way back to 1824, t o t a h g  
over 60,000 pieces of legislauon -- z, laws, decrees and regulauons These laws, 
regulations and decrees each have been scanned into the database as an image from the 
Oficral Gateire and the Egyprlan Bulletin Consequently, a law can only be retneved as 
an image by using key words which also have been entered to index the images by utle 
subject type of legislative instrument (1, law, decree, etc ) and related legislauon This 
is disunct from full-text entry, storage and remeval, wh~ch apparently is the next step 
and which has been done for a few selected laws and decrees Legislators apparently had 
insisted to the Cabinet of Informauon and Decislon Support Center that laws and decrees 
be entered as images because this removed the possibhty of enors, correcuons, addiuons 
or omissions being introduced (or corrected) by persons not empowered to do so 

8 07 A full-text database would be a much more flexible and complete form for legal 
research Nevertheless, the Cabinet Information and Decision Support Center's work m 
this regard represent a tremendous achievement Importantly, the Cabinet Informauon 
and Decision Support Center plans to make access to the database avalable through a 
company to be formed and operated commercially 

( 2 )  Cassat~on Court and Councll of State Precedents 

8 08 In additlon we understand that Cassauon Court precedents as well as those of the 
Council of State have been entered onto a computer database It is not known, however, 
the extent to which either database IS complete or is In an appropnate form for legal 
research, and, i f  so, whether i t  IS or could be made easily accessible to judges and 
lawyers 

(3) Current Needs 

8 09 From the legal research stand polnt the problem IS that the leglslauve and court 
precedent databases apparently have not yet been integrated into a single usable database 
accesslble to judges and lawyers 

8 10 Another problem IS that for official publ~cauon purpases, laws, decrees and court 
dec~sions, conunue to be pnnted as before by using standard typesetung methods, rather 



than being entered into and then pnnted from an elecuoruc database In turn this means 
t h a ~  

(a) Official publication of legal rnatenals using old fashioned type-setung methods IS 

slower and probably less accurate than e n y  mto, and pmtlng from a computer database, 
and 

(3) To get a full-text database of pubhshed legal matenals now requues two costlj, 
tlme consuming steps instead of one u, &, setung type to pubhsh legislauon and 
court precedents and, second, re-entenng texts of laws Into a computer database 

8 11 To render knowledge of Egypt's laws regulauons and publrshed court decisions 
easily accessible to judges, lawyers and the public, ~t IS respectfully recommended to 

(a) Convert official publicauon of the newly issued laws, decrees, and coun decisions 
-- u, the Oflcral Gazerre and the Egyprran Bullertn and pubhshed court declsions -- to 
pnnung from a database created by full-text entry of all newly issued laws, decrees and 
court decisions In this way, at l a t  all future laws, decrees and court precedents wlll 
already be entered into a full-text database 

(b) Create a full-text database for all laws, decrees and court declsions whch 
would be Integrated with the official publlcauon database described m sub-paragraph (a) 
above utllrung to the extent poss~ble the valuable work already done by the Cabmet 
Informanon and Declsion Support Center as well as the court decision databases 
developed by the Ministry of Jusuce and the Councll of State 

(c) Develop "user-fnendIyn software whlch will allow lawyers and judges to access 
the database for legal research purposes sim~lar to Lars and Wesslaw programs developed 
in the Unlted States 

(d) Publlsh Hard copy laws, decrees, other legislative instruments and coun declsions 
In loose-leaf form which would enable users to update and organize them by subject 
a l l y  

(e) Provlde optional, hard copy pubiications also should be done in a manner whch 
shows the changes made by amendments to laws and decrees by devices such as 
strikeouts, underlining and/or bold face 

(f) Develop comprehensive and dewled ~ndexes to the Oflcial Gazerre the Egypnan 
Bullerrn, and publ~shed court decis~ons for hard copy research 
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CHAPTER 9 

9 01 Cdrnprehens~~e reclew and rnode rn~a~on  of substantrve comrnerclal laws are 
essential to real~ze r u l l y  the potent~al ot Egypt's bold econornlc retorms of the past few 
]ears T?,e Egjptlan gorernment has made great stndes towards improving the busmess 
climate through tar reaching economlc rerorrns uh~ch  have Included liberalizing tore~gn 
exchange, reduction or subsldles, relaxing restncuons on imports and exports. reduc~ng 
the government defic~t, and freeing Interest rates These dramabc measures have not had 
thelr tull Impact In stm-tulatlng pnvate sector econornlc growth and job crmuon, 
however, In substantial part because of archac or Inadequate commercial laws 

9 02 meretore, Egypt urgently needs to rnodern~ze its substanuve comrnerclal 
lnstituuons and laws tor the follow~ng reasons 

(a) Aspects ot the infrastructure supponing the commerclal legal system requlre 
rnodsrnlzauon In the light ot developments In computer technology which w~l l  render 
them rar more useful such as the Commercial Reg~ster, the Land Register and, as pointed 
out above in Chapter 8 the Of lna l  Gcerre 

(b) Similarly, a number of Egypt's commerclal laws are simply out of date For 
example Egypt's 1883 Commercial Code and 1948 the Civil Code do not adequately 
p rov~de  for the modem methods ot cany~ng our and financ~ng commerclal transactions 

which h a ~ e  developed in recent years -- such as asset-based financing, for example 

( c )  fioreover legal rerorms or the 1370's and 1980's ~ r n e d  at transforming Egjpt 
trom a soc~alist command economy to a. tree market economy are lncornplete and conwln 
continued s~gn~ficant bamers to market entry, opention and exit -- such as the 1381 



3 03 ? nunber or important recornme~d3tons ,or substanuke commerc~d law rerom 
u r a d v  hake 5eel -x!s 11 a 1992 + A O  kolclne report by t!e World Bank enutled ' 4nb 
R ~ ~ U D ~ I C  or Egtpt - T3e Pnkate Sector Regulatory Entlronment' That rsport 
-,lco;n-ends -erJrming 3 number or laws to reduce or el~rmnate bamers u h ~ c n  currently 
l e ~ e r e '  i ,mosde sqtrv Into the Egyptian market bv new E g j ~ t l a n  enterpnses and torelgn 
,n\estors 2s ice11 JS Lbe erticlent operauon or enterpnses in and thelr exlt lrom the 
Egtytlan rrarkt  Th, s regon lullv s u o ~ o n s  the recornrnend~uons ror rerorm made rn the 
\I+ orld Bank Rs2orr Ascordinglv, rh,c orid Bank Report should be read m conjuncuon 
k1ri-1  IS repon ro oown 3 picture or i"s pollcy and subsmuke retorms ceeded to 
tacilltate and exourage pnkate sector sconornlc development and job creauon m Egjpt 



CHAPTER 10 

Section 4, O~ern l l  C o n c e ~ t  and Im~ortance  of t h e  Comrnerc~al Reulster 

:O  01 Pursuant to Commerclai Reglster Law 3311976, no mdlvtdual tnder or a 
commercial company -- regardless or organuauonal t o m  - is permitted to uansact 
commerc.al buslness in Egjpt unless and unul registered m the Commercial Reglster m 
the distnct or dlstncts uhere such lnd~vtdual tnder or company 1s doing busmess 

10 02 Reglstntlon enmls proving authonzauon for the buslness by the appropriate 

authonues and tiling a torm showlng basic Information about the business -- u, nature, 
name address, legal torm oRners authonzed slgqatures directors and managers and 
their powers ere Lipon reglstrat~on the business recelces a Commerclal Reglster 
ceruficate and a reglsuauon number ithlch should be prominently d1spla~e.d on the 
buslness s premises and stationerv For pabment ot a tee ancone may obwn an orficial 
exuact mout anv reglstsred business trom the Commercial Reg~ster provldd that the 
reglsuatlon number IS h o w n  

10 03 By hay or example, appended hereto as Attachment 7 IS a torm ot extract 
showlng the very useful basic lntormation currently about lndivldual enterpnses provlded 
to the public by Egypt's Commerclal Register -- such as lts name, t nde  name, company 
torm man orfice address branch orfice addresses, pnnclpal busmess, authonzed 
managers, capltal, regisuauon numbers tor trademarks, patents, and lndustnal drawings, 
dissoluuon or llquidatlon proceedings, mortgages or sale of the business, judgments and 
court orders related to bankruptcy, rehabilitauon trom bankruptcy, dissolution, etc 

10 04 TFle Commercial Reg~ster potenually is a vitally Important lnstltuuon tor 
promoting Investment and developing the pnvate sector because or ~ t s  crucial role ~n 
provldlng essentlai ~ntormauon about individual enterpnses to key actors In the market 
-- e x ,  ,uppllers customers banks credlt agencies, erc Fur the etfectlve development 
or the pnbate sector, both bus~nesses and the publlc need a reliable and etfic~ent zms 
or obwnlng as much relevant intormatlon as possible about the legal status and cond on 
ot entltles with %horn thev are d d ~ n g  Thus a well organized modem C o m ~ c - .  JI 
Reg~ster should enable the publlc erric~ently to rind out bas~c essential ~ntorrnar~on ~ d u t  
any enterprise in the market 

10 05 On the other srde ot the same coin, the Comrnerc~al Reg~ster provides ,)rs 
ulthln the market with a means ot preserving valuable commercial nghts w ~ t h  r ~ ~ p e c t  
to lndi\ldual enterpnses -- a, money judgments, sales ot bus~nesses, morgJgrs 
etc -- bv puttlng the publlc on notlce as to those nghts thrcugh registration SIT  .L 
the Cornmerc~al Reg~ster prov~des the means tor enterpnses to protect their tnde  r J  -ss 
by reglsuatlon 



10 06 IT  snort a uell ~ o n c e ~ t e d  r d  ueil-run Commercial Register can be o re  or Fe 
most 2 t 1 ~ ~ ~ ~  G o ~ c - , ~ e n t  nstltutions to enco~r3ge  and r3s ,lute pnbate sector bus,ness 
md iniestrrent bv proiid:ng essent~d orormat on on anv 5rm In the market to ocher 
buslnesses and bv protecting L aluaole . J E T ~ T  LI rrghts 

10 07 kforeocer I r  ;-ooerlv organ~zed and moderruzed as recommended below, Egypt's 
Con-ev: al Rsg ~ : 2 r  uould be an  deal instrument to c m y  out the reforms recommended 
b v  L ~ I S  R e y r t  ~n other arm ot commerc~al law - most notably comparues law and 
secured uansactlons 4s  previously noted, Egypt has an organ~zed runcuonlng 
Commerc al Register ~ h l c h  IS tu l lv  open to any member of the publ~c and trom uhich 
caluable lntormatlon sm be obmned about any reg~stered enterpnse The Commerc~d 
Register +ouebsr :~rre?tly tarls to realize ~ts t ~ l l  potenual to inrorm the publlc about 
h s  in the market because of the detects o u h e d  m the tollowmg Section 

Sect~on B Comrnerctal Remster's Constratntq 

(1) Yot Cross-Indexed by name o r  Trade \ame 

10 08 4 senous problem IS that Egypt's commercial reglster IS not cross-indexed A 
member or the publlc deslnng to rind out crucial intormation about a firm -- such as its 
legal torm or authonxd signatory -- must h o w  the firm's comrnerc~al register number 
&, normallv, I[ 1s rot enough to b o w  the name or the address Although buslnesses 
are supposed to d~splav thelr commerclal reglster number prominently In slgns on theu 
prenlses and In thelr sutlonerv, manv do not do so Needless to say, the need to know 
the commerc~al register number [n  order to obmn basic intormauon about a reg~stered 
enterpnse business seriously reduces the overall usetulness of the Commerc~al Register 
It should be enough just to know the business name or trade name 

( 2 )  Organized by Dstrlct  - Uot C e n t n l u e d  for all of Egypt 

10 09 4dditionallv. the Commerc~al Reglster is not centralized for Egypt but organized 
bv the d,stnct In uhich the companv is located This means t k t  member ot the public, 
~ ~ s h l n g  to t ~ n d  out about a particular bus~ness, must go to the Commerclal Reglster ln 
the gocernorate where the company 1s located The Commerclal Register In Alexandna 
cannot provtde tntormation about an enterpnse in Aswan or Suez, tor example 

(3) Excess~ve and Burdensome Procedures for an  Enterprrse Register* 

10 10 Because ot Commercial Register s v ~ t a l  information function, ~t is ~mportant for 
both the  government and the publlc ?at buslness entities be able to reg~ster relatlveiy 
a s i l ~  Yet procedures are unnecessmlv excessive and burdensome For one th~ng, 
appl~cants are requ~red to probe that r i lev hsbe been authonzed to carry out commerclal 
bus~ness rrom the quasi-ottic~d ~ h a r n ~ t t r  of commerce in the~r  governorate or dlsulct 
a needless requirement compllcatsd by the tact that chamber ot commerce bureaucrats 
often apply the~r  oun  arb~trary rules There are no un~fied rules appl~csble by all 
chambers, ~ h l c h  causes needless contus~on and delay 



10 1 1 fioreover, an ilndi~ldual enterpnse apphcmt must subm~t  numerous d o c ~ r r e c , ~  
,qc :~d  -g  -,s l a s e  contract a coov or h ~ s  Luauon card and a iece.pt k o u i r g   at ;e 
=~ecmc:tv .-erer s bVpplied In the rme or b e  aoplicanr In addiuon, Commerc al 
Reglstsr or;: a i s  l u s t  nspect the locauon to insure t9at t!e appilcant IS a c t ~ u i y  
occupking ~t zd c a n i n g  on the rsgis~sred n d e  Setore reglsmuon u ~ i l  be accepted 

10 12 Ye5 s z t l o n  or the branches or toreign companies c m m g  out contncts or other 
aur.horz?d 3,~1nesses in Egcpt are even more dlttlcult In h a t  app ro~a l  ot t!e tlinister 
or Suppiv ~ q d  Domesuc Trade as well as the h h i s t e r  responsible ror +he field ot 
bus~ness u n i i l  the a~plicant is uo rhng  -- such as, z, the b ~ m s t n ,  ot Petroleum or 
the l i~n i suy  or Indusm -- is required Our office hnows ot  cases where 011 senlce 
companies hcch JS dnl l~ng companies habe actually completed theu conmct oker a 
three or rour i e a r  penod dunng ~ h i c h  reglstratlon procedures for theu b m c h  uere 
neter completed because one ot the mlnrsters never got around to lssu~ng an approval 
Thus, the purpose or protecung the publ~c IS completely lost In that many companies are 
dolng business in Egkpt bu t  are neker registered in a manner that allows the publlc to 
rind out needed basic intorrnauon 

10 13 \lahqg registration dlrficult simply increases the l~kelihood that enterpnses uiU 
iommeqce doing business w~thout golng to the trouble ot reglstenng, thereby Iat ing the 
public u~thout  a r a d v  means or access to basic intormatlon about the enterpnse 
Reglstntion or eqterpnses including foreign branches, theretore, ~hould be made easy 
by replacing the existing document submission and inspection requirements w tth a simple 
regisuauon form plus articles ot association ror companies which would be tiled with the 
Commerclal Reglster and made a\alablz to the public as described In Chapter 12 on 
Companies There should be severe penaltles tor ralse statements and procedures for 
correcung in correct addresses or other talse ~nformauon as well as stnlang firms from 
the Cornmerclal Reglster In cases uhere the intorrnauon supplied IS grossly Incorrect 
Entorcement ~ o u l d  rely on random qualltauve post-reglstratlon lnspecuons and 
lnspecuons based on cornplants or reports of market actors in place or comprehensi~e 
pre-registration lnspecuons ot all appl~cants 

(4) hot  aU E n t ~ t ~ e s  a r e  Vow Requlred to be Registered 

10 14 tloreoker, not all enuues are requlred to be registered eten though they are 
dealing with the public These Include represenutlve offices which carry on llason or 
market research actlviues but are not perm~tted to do business ' In the sense ot receiving 

Income In Egypt, as well as non tr2d I S  ~ooperauve socleues and not-tor-profit 
roundauons establ~shed ror scient~ric or  L-anuble purposes Further, Independent 
protess~onai practltloners such as laubctrs L-c: not requlred to reglster even i f  organized 
into a T-rn because such firms are ~orh 2ered to be ' c~v l l '  and not 'sommerc~al' 
companies and theretore are not requ1rc.d :o reglster at the Commercial Reglster In 
addition 5v practice CrSAID and Cr h ,rv contractors otten do not reglster and the 
Commerciai Register so tar h x  uk l - 2  2osition that they are not required to be 
registered 



LO ,5 Exempuon or US AID and U S rnhtary conmctors as well as not-tor-protit and 
r e ; ) : e x r ~ , ~ e  orC:es r-om commerc d regismuon mav rerlzct a beher by Comrnerc~al 
Register and gorernment orfic~als ger,era.lly char the pmclpal purpose or the Commerclal 
Reglster is to ~denury cornparues dolng buslness rn Egypt tor tax purposes All this may 
ra re  been the case dunng the soclal~st rears As polnted out above, houeber h e  
C C I F T ~ ~ C  al ?eg,ster has a much more important role as an Lisutution supporung the tree 
ZT,;~',?~ 2 v  ?roLld,ng basic inrormauon to the pubhc and other market actors about 
SS~S?TLSS m d  entities doing busmess \ccordmgly, slnce all of the aforemenuoned 
e r t x s  d d  ~ l t h  he puolic, they should be registered rn the Cornrnerclal Regrster so that 
anv r;.eWoer or t?e publ~c can d~scober thelr true status It the same ume, perhaps the 
Comrnercral Reglster should be renamed the Clv1.1 and Commercial Reg~ster 

10 16 Considentlon should be gl\en to expanding the lntormation which can be 
registered as \cell as the sources or ~ntormauon for regismuon, lnclud~ng concerned 
members or the publlc having appropnately authentlcated documentation For example, 
zurrentlv, Law 11/1940 provides tor reglstenng commercial mortgages -- for& cfe 
~ommerce -- but  not other torms of mongage, whereas there is no reason uhy all Lens 
placed on th,e propertv or an enterpnse including mortgages on land should not be 
recorded ~n the Cornrnerclal Register S~mllarly, the law allows tor recordation of 
bankruptcv judgments comlng trom the court clerk, but, to be more etfecuve, the 
recelrsr In bankruptcy or l~qu~dator  in a voluntary or judlclal l~qu~datlon or ecen a 
member ot the public \c~th  a duly authenticated abstract of judgment should be able to 
reglster such hev intormation rather than to w a t  for the court clerks to act on thelr own 

10 17 Further as a means to a d  entorcement of judgments, the law should be changed 
to dlow registration ot unsat~sfied rnonev judgments upon presentauon to the Commercial 
Reglster or a duly authentlcated abstract or judgment by the judgment wlnner At the 
same urne, provision uould be made for reglstenng the sat~stacuon of judgments 
Cons~deratlon should also be glven to reglstenng outstand~ng promissory notes, as well 
JS the~r  settlement 

(6) llodern Technology not Adequately Ltllrzed to Realrze the Commerclal 
Register's Full Potentla1 for the Pubkc and the hiarket 

10 18 Untll recently, the Commercial Reglster has been completely rnanmned by hand 
And t h ~ s  IS st111 the case tor the Commerclal Register In most d~stncts where all 
lnrormauon and changes are lnscnbed by hand Into a book In such d~stncts  when a 
member or the publ~c appl~es to obtrun an exuact tor a reg~stered firm, the Commerclal 
Rrglster orficlal laboriously coples out the lntormauon by hand onto a pnnted form Thls 
IS both tlme consuming and error-prone 

10 19 Computenzat~on should be one of the most s~gnificant retorrns that could be made 
with respect to the Commerc~al Reg~ster and would greatly expand the usetulness or the 
Commercial Reg~ster tor members or the publrc, as hell as tor the government For 



example ,ornputzrnt70n sbould emS1e 5-s "ess to be cvoss-mdexed not only by name 
but bv riad:ess bv  ouners or ?rn;3rs  2 .  -<Id or ~cuvitv, etc T ~ I S  uouid enable 
members ot [he publ~c to o b u n  an tutract on an enterpnse simply by glvlng the name 
or trade name ~ n s t a d  or the Cornmerc:al Reglster number as 1s now rcquued 

10 20 A t  a rnlnlrnurn cornputenntlon should speed up the process of o b m i n g  an 
e x r a ~ t  ? ~ n ~ s h  c~nent ly  d e s  at l a s t  tuo days usmg the hand-wntten system It  also 
snouid I-:rilcItSe the re'labllltv ot the lnrorrnauon on t?e extnct (assurmng that l t  was 
properlv entered in the tirst place) and at I a t  ensure that lntormatlon ~ h l c h  1s recorded 
is cot k r t  O L ~  or the extract In shon, cornputenzatlon should reduce the oppomruues 
tor human error or ornlssions m preparing extracts 

10 21 Indeed, once the Cornrnerclal Reglster IS c o m p u t e d ,  the type and range of 
mtorrnatlon easily avalable to the publ~c can and should be srgmficantly expanded Even 
uith onlv 3. tragment or en t e~nse ' s  name, for example, Cornrnerc~al Reglster 
orficials -- tor a nominal change -- could provlde an applicant with a 11st of registered 
firms conmning the name fngment which could In turn enable the applicant to ~denufy 
the name or the enterpnse tor uhich he deslres an extract Slmllarlv, the Commercial 
Reglstzr Lould produce a list or ~1 entsrpnses reg~stered at a specific address In 
addltlon Cornmerclal Reglster err-ads could produce a 11st ot all firms In the 
country -- or a dlstnct - ensaged In 2 3arr cular lndustrv or field, such as banlung, for 
example, or the sale or electronic gooas or the manutacture of soap Such a 11st could 
be extremely usetul to a buslness or Investor In developing cornmerc~al or investment 
opponunltles Another posslblllty uould be a computer list of the names and addresses 
or all enterpnses In uhlch a named lnd~vldual IS a tounder or partner or manager Such 
intorrnauon could be extremely usetul to ~nkestors, lenders, or suppliers in dealing with 
a particular business or business execuube 

10 22 Further along these lines, cornputenzatlon wlth cross-~ndexlng by name would 
asslst the Cornrnerc~al Reglster In better perrorrnlng ~ t s  duty of ensunng that cornpanles 
are not registered ~ i t h  names uh1c9 x e  contus~ngly similar to other cornpanles 
Currentlv, these rules are applled on the basls ot each Cornnerc~al Reglster d~stnct, 
except tor corporations and Investmsnr h w  prospects tthrch are covered on a natlonal 
basls Once the Commercial Register 1s ~ornputenzed and central~zed chechng confusing 
names could be done more easlly ~ 1 ~ 9  ' ~ S S  chance ot error and on a natlonal basis tor 
all enterpnses 

10 23 Fortunately, according to ", ( -e t  Ilrormation and Decision Support Center, 
there are plans to computerize b <, - - ,-. .J register otfices by the end of 1994 -- the 
3 otfices located In Car0 I 11 G rJ - -. Alerandria Indeed, 2 offices -- North and 
South Car0 -- already have b e e l  . , , - The plan IS to complete computenzauon 
or the other 4 otfices by N o ~ e - 3 e ~  44 

10 21 F~eld tests conducted bv  I~v.\ers :-om our otficeon the two Commercial Reg~ster 
otfices uhere computenutlon "3s been completed -- I, North Caro and South Caro 
-- lnd~cate that the onlv a d ~ u u g e  ";lt ~ornputenzatlon ach~eves in the two offices 



sunesed under c,rre?r 3nctTce IS 'o prod~ce the extact much taster A, u~thln 
mlnutes n ~ e r  t'lan utihin 2 dabs as b a s  beel the case ~ n d e r  b e  ~ a n u a l  s)s:em In 
addition, lnrorrnatron mould be more :ellable so long as ~t bas entered correctlv in the 
first place and, at las t  rorhlng sko~ 'd  be ,orgotten or lzrt out Thus, human error 
should be substantnllv reduced ulth respect LO the fqal sxtnct 

10 25 TLe -=Id tests also show that the more important ptenual benefits ot 
compur:rauon as suggested abore y e  not even close tobelng lully realized Thus, an 
exuact on an enterpnse sull cannot be obtaned by s~mply provldlng the name or trade 
name or the enterpnse That IS, tFle Commerc:al Reg~ster orfice cannot or s i l l  not 
produce an extract unless and unul  ~t is provlded with the enterpnse's commercial 
reglster number Yfuch less can firms be ldenufisd by parual name or by address, nor 
c3n lists or firms be made by oNner, director or field ot acuvlty 

10 36 It  IS therefore strongly recommended that laws, regulations, procedures and 
practices should be changed to the extent necessary to 

(a) Eqable extncts to be obmned b v  name and tnde name as hell as b v  Commerclal 
Reglstcr ..umber, and 

(b)  Enable members ot the publ~c to obtrun llsts or names or enterpnses 

( 1 )  Based on pa r t~a l  names or trade names 

(3) In parucular fields of acuvity, and 

(1) Havlng the same owner, partner or manager 

10 27 !loreover, once computenzed, as alrady noted above, the Commerclal Reg~ster 
would hen become an ideal instrument ~ ~ t h  wh~ch to 1rr;lsrnent other l m p o m t  
commercd law modernlzauon measures b y  tac~lltatlng the sueamlining or torm~uon 
procedures tor vanous torms ot cornpanles as discussed In Chapter 12 below, as %ell as 
enabling the development of a system tor secunng mortgages on all forms of rno~aole 
property whether tang~ble or Intangible as discussed below In Chapter 1 1  on CIL 11 rd 
Commercial Code modernization 

(7 Prol~feratton of Dtfferent Busmess Registers 

10 23 Xdd~uonally, computenntlon ~ o u l d  enable the Commercial Reg~ster o -r 
comblned ~ ~ t h  manv or the other reglstsrs uhlch now must be separately rnanmned >..,I 
as the Industnal Register the Importers Register, the Exporters Reglster, the Cornrr,-- .J 
Agency Reglster, the Trademark Reg~ster, etc 



10 19 i i ~ t h  a tew sxceptlons -- nost or ~h:cF1 we have proposed ehrmnaung - dl 
entzrpnses must be reglstered in tqe Commercial Register In add~uon, enterpnses 
engaged in ~ a n o u s  actlbltles must be enrolled m at least one other register such as those 
hsted above Once the Commercial Reg~ster 1s tully cornputenzed, the enterpnses 
registered b v  i t  asi lv can  be sorted Into the various categories of the other registers 
Thus b ~ c $  registers could all be manmned bv the cornmerc:d register 

10 SO ALcord~nglv In order to eliminate duplicate and rnultlple reglsuauon by an 
entepnse In separate rsgisters and the ume wasted assoc~ated therewith, i t  1s 
recommended that once the Commercial Register is cornputenzed, the relevant laws, 
regulat,ons pract:ces and procedures be revised to allow for a smgle reglstratlon b v  all 
enterpnses in t9e Commercial Reglster only The Cornmerc~al Register could then 
produce a list or all ~ndustnd cornpanles, tor the bimstry of Lndustry contarnlng all 
relevant lntormauon tor a c h  industnal firm hhich could then consutute the mdustnal 
register S~milarlv, tlke Commercial Register could then produce an importers' register 
a commercial agents' reglster an exponers' reglster and so on 

(8) Commerctal Reglster Enforcement Powers may Requ~re Evpans~on or Change 
to Insure \I;~.~rmum Cornpl~ance 

10 31 For the Commercial Reg~ster etfecuvelv to carry out ~ t s  important role In 
prov~dlng the publlc ~ l t h  essenual lntormatlon about enterpnses with~n the market, the 
law should be revleued and revlsed l f  necessary to prov~de adequate enforcement powers 
avalable to the Commercial Register to ensure that 

(a) Enterprises and other enuties dolng busmess reglster in the Commerclal Register 
to the maximum extent possible and preterably betore cornmenclng busmess operatloris, 

(b) A11 significant changes are reported and reglstered, and 

T?e lntormation reglstered IS accurate and complete 

10 32 P e  entorcement polic~es and pracuces or the Cornrnerclal Register should be to 
carrv out qudltative lnspecuons based on a well selected random sample to encourage 
compl~ance or based on probable cause to believe that a violation h a s  occurred based on 
repo-m horn the public-md other ev~dence Thls should replace the current poltcy ot 
attempung to Inspect the premises ot every appl~cant before reglstratlon Such 
Lornprehensive lnspectlon erfons delrlv and therelore defeat, what should be the pnmary 
purpose or registrarlon -- narnelv to p u t  the publ~c on nouce as soon as possible as to 
the exlstcnce ot an enrerpnse do~ng or seelung to do busmess In the market Moreover, 
comprehensive lnspectlon probablv b i l l  become increasingly d~fficult -- and, therehre, 
cause rLen more delay -- as and i t  policies to encourage pnvate sector development 
succeed thereby resulting in eber an increasing number of pnvate enterpnses applying 
to reglster 



10 33 11c:aed and Setter m l n g  rn3v be essential to upgnde h e  q u h r y  or 
pertormance or Comrncrclal Reglster emplokees Specifically, such trc~ln~ng should tocus 
L7n 

3 (3-en!,? on or dl commerc al : = ~ I S L Z ~  enplobees on ~Cle imporrant role p l a ~ e d  bv 
C J ~ - e r c  d Qe;ister n the E ~ L ~ I : L I  tconomy bv p ro~ ldmg  essenual llrorm3tlon 

aDoLt P e  ind~bidual eqterpnses in rne rxihet  to other market actors and to the genenl 
? ~ 0 1 i i  

(b) P e  i .npomlce  or :Fie role plaktid by each employee in canying out the important 
rnlsslon or the Comrnerc~al Reg~ster zr,d the mportance of attending to the needs or 
applicants in m k n g  the process of reglsirzuon and o b m g  extracts as easy as possible 

(c) Tranlrlg inspectors to carry out inspecuons in a manner hhich uill assist 
inspected enterprises to comply and to encourage other tlrms to comply as hell 

10 34 I t  is respecttullv recommended that tbe Commercial Reg~ster LAW regulations 
pncuces and procedures be rev~ewed and re~lsed in order to 

(a) R3dicallv s im~lifv and stramllne commercial registrauon procedures b v  replacing 
the present requirements tor numerous documents and pre-reglsuauon inspecuon 
procedures ulth a s~mple process of tiling a complete, but short reg~stratlon/appllcatlon 
torm together ~ ~ t h  company art~cles W e r e  penalt~es would then be imposed for 
hnoulngly probiding rdse rnrormation or rratenal omissions All pnor approvals by 
other gobeniment enuties ~ o u l d  be el~mlnated including the requirement ot a u t h o n ~ u o n  
bv the locd chamber ot commerce or  indusuv A11 fore~gn branches would be reg~stered 
in a slrn11a.r nanner upon presenung the requred torm together u ~ t h  a d u l y  authenticated 
seruticate or reglstratlon trom [heir home ~ o u n t n e s  ins tad  ui the companv s c o r n p l e ~  
artic!=s at ;lssociation XI1 enterpnses -- lpc!~Lf,ng rorelgn branches -- uould be reg~stered 
unless the acuvlty appears on a negatibe '1st as torb~dden or requlnng special review and 
approval 

cb) Implement the recommendations r ~ d e  in subsequent chapters to streaml~ne the 
Inrestmen[ l lce~slng and company rorm~rlen process by cornbln~ng those procedures w ~ i h  
reglstrauon ~n the Commercial Register WJ , ' ~ r n ~ n a t ~ n g  the requ~rement ot pnor approval 
bv the Inhestment Authority or the CencrA Orgmizauon tor Industnal~ziuon (GOFI) 
agan  except tor projects spec~ried in .I )-on c l w  'negauve 11st' 

( c )  Expand en torcement pobers ~ _ , d  r,31;1ce pre registration lnspectlons N J  th post- 
regisuatlon inspections to ensure cur: pl Ance uith the requirements to register new 
enterpnses and s ~ g n ~ t i c a n t  changes to t.lte?nses already registered and to ensure that the 
Intormatlon reg~stered 1s accurate and ,ornplete 



t d) Corrg!ete corr,puterzuon or ail or;:es or tte Commercial Reg~ster and put them 
'on i2e ? such a -anner that an ersqct on anv enteTnse can be ootmed trom mv 
Cornmerc~al Otfice I n  the country nther than only from the Commerclal Reglster orfice 
or the d~stnct uhere the enterpnse is located and registered -- u, an apphcant In 
Asurn will be able to o ~ w n  an extract or an erterpnse m Suez 

( 5 )  Reory ize  the Commerclal Reg~ster elher uslng computer technology or by hand 
so [+at ~t 3 rn ln l rnurn  an extract can be obuned on an enterpnse slmply bv provldlng 
the cane or t9e trade name or even part or the name of the enterpnse -- &, prov~d~ng 
the cornmerc ai reglster number vtould no lo~ger  be the only means to o b u n  an extract 
or a registered enterpnse 

( Requ~re the Commercial Register, once it IS recogrued and/or cornputenzed, to 
provlde many addlt~onal services, such as 

( 1 )  P ro~~dlng  names and commercld reglster numbers of enterpnses 
-eglstered at a parucular address 

(1) Producing l~sts of firms engaged in particular industries or fields 

(3) Produce llsts ot all enterpnses In ~ h ~ c h  a named ind~v~dual IS a founder, 
pmrer or manager 

(g) Expand the requirement to register In the Commerclal Register to Include all 
muties dolng busmess in Egypt Including representauve orfices, not-for-profit 
assoclauons profess~ond firms, non-trading cwperauve socletles and fore~gn contractors 
operating under the ausplces or tundrng of USAID, the United States Forelgn blil~tary 
4sslsmce Program, the World Bank and other foreign and lnternatlonal donors, 
vlhether such contracts uould be considered to be a slngle transaction or not 

!I) Expand the lntorrnation to be reg~stered to include unpad judgments or presented 
and urpad promissory notes and poss~bly other matters 

( I )  Expand thud party sources of lnformaclon for registrauon to Include bankruptcy 
receivers, company liquidators, and any concerned members of the publ~c having 
qpropnatelv officially authenticated docurnentauon such as otficials abstracts of court 
j~dgments A g a n ,  sebere penalues ~ o u l d  be imposed for reglstenng tnudulent 
inrorrnatlon 

cj) Comblne other busrness registers ulrh the Commerclal Reg~ster atter the latter has 
been cornputenzed lnclud~ng bu t  not l~mited to the Industrial Reg~ster, the Importers 
Register, the Exporters Register, the Comrnerclai Agency Reglster the Trademark 
Reg~ster erc 



tb) CLW out a ~ z o r o u s  ,ompreHensi\e p o g m  or t a n i n g  Comrnerc al Regls~er 
3fKi LL~, xa -spec ors CI ~ 2 .  er 22prec 2 2 L-,d LLTV our the imporant  -ole or ,"e 
Cornmerc~al Register 

BEST AVA fLA BLE Cow 



1883 COFl3IERCLAL CODE Lb?) 1948 CIVIL CODE 

Sect~on 4, The \eed for Comprehenslve Rev~ew and \fodern~zat~on of the C I ~ I I  
and Cornrnerc~al Codes 

11 01 4s roted [ n  Paragraphs 2 10 - 2 13 above, the 1948 C.vil Code and the 1353 
Commerc~al Code are the rundamental laws g o b e r u g  commercial trmsacuons and 
conuac,s ,n Egjpt \$hill: these laws provide a basic and comprehenslbe set or ~ l e s  ror 
commerc al transactlons and contracts they are outdated m many ~mportant respects and 
do not probide a surficieqt legal tramework tor many modem torms ot credit msac t lons  
and contncts Accordingly, a comprehensive review and rnodernuatlon of the Clvd and 
commerclal Codes should be camed out In companson with the best current ~nternauonal 
business and financial practices 

11 02 By uay ot example, one or the most important gaps c ra ted  by outdated 
Commercial and C~vil  and related laws is with respect to secured transactlons -- G, 
m s i c u o n s  secured by mortsages on Lanous torms or tangible and intangible properues 
which can be toreclosed on bv the mortgagee In the event ot a default in payment ot a 
loan or other obligauons Another important gap lles in the area or l m l n g  These 
examples are discussed below 

Sect~on B, lnalvsls of Selected Problem 

(1) heed to Prov~de for Vodern, Lnevpens~ve Forms of Registered \fortgages and 
Security Interests 

1 1  03 In most states ot the United States, the Unirorm Commercial Code (as well a the 
modem commercial laws ot many other countnes) allows ~ d r  a svstem where~v  a 
secunry Interest (or mortgage) can be perrected with respect to any torm ot proprnv 
whether real or personal, movable or ~mmovable, tangible or intangible -- slmplv ~v 
regriuauon 01 the mortgage or secunty agreement In a public reglster manmned b b  -e  
state Pnonty ot creditors registering secunty Interests with respect to the same ass< I S ,  

1s determined by date or reglsuatlon Flexlbllity flows from allo%ing mortgages o r  
secunty Interests in a n y  form ot property to be regwered by any credltor or enutb , s 
not restncted to banks (unlike [he situation In Egypt w ~ t h  respect to comrnrr. LI 
mortgages under Law 11/1940) Registratloo protects the publ~c  by enabl~ng ,-v 
subsequent cred~tor to know whlch property has already been mortgaged by the pro;\c srcl 
debtor-mortgagor 

11 04 As is discussed in deml below, however, under Egypt's Commerc~ai and C 1 
Codes and related laws, mortgages are h ~ g h l y  restncted w ~ t h  respect to the prc;cci 
which can be mongaged the method ot pertect~ng the mortgage, and who can hr t 



Senerk m or ~ u c F I  Tortgage Thus .eal estate mongages are provided ior under 
Eg,; l tan law b ~ t  are 3t the same u r e  ? ron~o lu~e lv  expensite to register h t t h  respect 
to a paruculu plece or movable or personal property, non-possessory secunty interests 
u e  pssiole onlv 11 highly restncted circumstances unllke In the case or the U S 
Cr o m  C o m ~ e r c  al Code under uhic+  hey are genenllv a t  alable to ail bank and non- 
bank creditors m d  are a s i l v  pertectd 

&) P r c ) h l b ~ t l ~ e l ~  Eupensne Real Estate 1 I o r t ~ a e e  R e ~ r s t n t ~ o n  Fees; 

11  05 L nder t$e C,L 11 Code, mortgages ot "~mmovable* property -- 1, real estate -- 
are protlded 'or and can be registered u1r.h the land reglster as m manv other countnes 
fioreo\er ,t can be registered by anv bank or non-bank creditor and m h s  respect 
prettv rruch t o l l o ~ s  t'le usual rules and procedures of mortgages everywhere wlth respect 
to reglsuauon and roreclosure The problem UI Egypt wlth respect to mortgages on real 
estate IS the h a v v  cost tor registenn; a rrortgage flortgage reglstratlon tees are 
equlkalent to 1 5 percent ot the amount unich 1s bclng secured by the mortgage 
Accordingly, a mortgage to secure a debt or L E 10 rnlll~on will cost L E 150 000 to 
regis:er 

1 1  06 Because ot thls kerv high cost tor land mortgage reglstnbon, creditors attempt 
to a ~ o t d  paking this amount by undertalung all steps necessary except registrauon 
Altsmautelv, they may seek to secure the loan by other means such as pledges of 
valuable personal property or by bank guarantees Thls substanually mses  transactJon 
costs ror cred~t and thereby reduces access to credit tor smaller, newer enterpnses in 
rator ot larger, better established ncher firms Accordingly, the high percentage fees 
now requlred tor mORgage registration should be replaced by reasonable flat fees Instead 
-- such as, tor example, L E 50 per teddan of mortgaged land 

Incom~le te  and  Ineffective Svstern for ~ i o r t e a ~ e s  on \lovable and  I n t a n ~ ~ b l e  
P r o ~ e r t  1 ,  

1 1  07 Although the C~v l l  Code prov~des tor pledges ot person& property, the problem 
~b [:at bilcn pledges can only be errecuke ~r the creditor uhes actual possesslon ot the 
propenv \ccordingly, i t  IS not possible In Egypt to have a non-possessory mortgage or 
secunty interest in personal propenv except In a tew lim~ted cases such as a 
'commercial rnongage" -- I, a mortszige orjonds de commerce -- whlch is d~scussed 
below Thus whereas in the United Sutes a creditor can obmn a mortgage or secunty 
Interest in -- tor example -- the debtor s inventory, simply by reg~stenng i t  at the public 
register or the S e c r e t q  ot State 3. creditor in Egypt must take actual possesslon or the 
Inkentory Since buslness execuuces obv~ously need their Inventory In order to conduct 
their business, b u l k s  and thelr business debtors attempt to create fictional "possesslon" 
or pledged inventory In the bank through devlces whereby an enterpnse "leases" its 
uarehouse to the bank The bank then posts slgns on the warehouse proclamlng ~ t s  
ownership of the premises and posts a guard at the door who Inspects each plece or 
Inventory going in or out ot the building 'rleanwh~le, the enterpnse cames on its 
buslness inside the warehouse in the normal way The transaction costs of going through 



hese ~ar .ous  procedures ,srds to be high -erebv C e d ~ ~ A m g  the clrcie ot L-d, tors  ?o 
A hom c:ec,t ,s aiulablz on '"ls basis 

1 1  08 The posstbillties tor J creditor o  be a non-possessow secuntv interest In 
js,,glble or ~ntanglble personal (movable) propertv are bery 11mited For example, in the 
case or ships k w  3 or 1990 provides tor mortgaging sea-going tessels bv reglscnuon 
at the s ~ ? s  reglsuv, such mortgages rank m order ot t m e  and date ot regismuon in the 
normal A a v  Slmllxlv, up lanes  can be mongaged bv regismuon at the c1c11 avlatlon 
registrv 

11 09 Otherwise, the onlv way to obmn a non-possessory secunty Interest m movable 
propertv IS through a 'commercial" mortgage or a mortgage or che tonds de commerce, 
under Law 111 1940 The concept or mortgage of the fonds de commerce is not defined 
in Law 1 1 but is taken trom the French commercial law and has no exact equivalent rn 
English or Amencan law I t  has been described as cobenng all of the mglb le  and 
intangible assets ot a busrness including tools, equipment, matenals, Inventory, good 
~ 1 1 1 ,  trademarks patents, trade name and the l a s e  or the place ot business together with 
the nght to ~ t s  reneual Sensibly, this mortgage 1s pertected by being regrstered at the 
Commercial Register The problem ~ l t h  the commerciai mortgage, houecer is that it 

is restricted to banks specifically authorized by the Central Bank and 1s not abulable to 
other credltors The second problem is that i t  does not enable the credltor to single out 
any parucular assets or the business b u t  simply applies to vrrtually all or them except 
tor the real or immovable property o ~ n e d  bv the buslness 

(d) Inadeaunte System of tlorteaees Reduces Finance for E e ~ ~ t l a n  Enternrug; 

11  10 AS a result of the intlexrble and limited scope for mortgages and secunty interests 
in personal propeny tor normal business creditors and because of the expense of, and 
delays in perrecting real estate mortgages through reglsmuon with the land regrster, 
there is excessice rellance by banks and other credltors on collateral guarantees Thls 
means hlgh barners tor credlt for smaller business and theretore constrants on lendlng 
In addiuon long delays in the court room makes enforcement UL credit transacuons and 
toreclosure dltficult in resolving abuse or tecrnlcal defaults by borrowers This rases the 
n s b  and transaction costs of doing buslness in Egjpt tor all concerned and tends to 
squeeze out small borrowers and businesses 

1 1  11 As one banker whom we lntenleurd ?o~nted out bmks In Egypt do v~rtually no 
consumer financing tor items such as rerngctrators stoves etc T h ~ s  IS because the law 
does not pro~lde  tor the lender to re?o>lths "2 property when the debtor ta l s  to pav 
? g m ,  thrs is because, to perrect 3 S L C J T  \ Iqterest in movable property under the 
exrsting Crc11 Code, possession bv r h r i  - r C < r i ~  IS n e c e s q  Simllariy, financing ot 
lnd~viduals based on rnortgaglng homes L or lrnpossible because the law and the 
~ o u r t s  ulll not allow persons to be r\ 1' t d  +-om their homes if and when a mortgage is 
toreclosed 



I I 12 Thus modernlz~ng the C ~ i i l  and Commerc:al Codes would lnclude at a 
minlmum ?ro\idirg ror a rrodem sistern or perrzc'ung secuntv lnterests bv  rul creditors 
I n  all torms or Dropenv b v  simple registnuon T9e obvrous mechan~srn tor ~mplementlng 
a modern skstern or secuntv ~nteresi/mongage registnuon uould be the Cornmerclal 
Reg~ster Indeed ;s "oted above the Comrnerclal Regrster already serves the purpose ot 
regrstenng comrnerc~al mortgages under Law 1111940 !iodernuauon and 
~ o r r ~ u t s r n t o n  ar "e Commerc~al Register as recommended above uould greatly 
tac.l,ute IS use ror an erfecuve svstem to regrster secunty Interests and mortgages In 
ract s ~ c h  mOQefniZatiOn and computer,uuon uould be essenuai, because regisuauon of 
secuntv Interests requlres being able to locate ~ d ~ b ~ d u a l  and enterprise debtors bv name 
for the svstem to uork properly That IS, subsequent secunty mcerest regmrancs would 
need to check the names or theu debtor mortgagors to see whether or not a secunty 
merest has alradv been reg~stered tor the property m quesuon %loreover, secunty 
mterests could be registered tor persons who are not m buslness especially m consumer 
cred~t t\pe cases Theretore 11 is essential that the Commercial Register be able to locate 
persons registered by name 

(2) Inadequate Legal Framework for Commercial Leasrng 

1 1  13 Another area requlnng reform and protecuon through registrauon IS equipment 
l a l n g  The man problem 1s that the Civil Code does not prov~de adequate protecuon 
tor owner lessors trom th~rd party clams on their propeny where ~t IS ln the possession 

or lessees LVhlle Egypt~an law recognizes the concept of a lease of personal property, 
the law does not recognize a lease commonly used in modem equipment and consumer 
financing %hereby the rental payment would be accepted as golng towards the purchase 
ot the equipment by the lessee at his opuon at the end of the lease Egyptlan law would 
u a t  such a ' tu l l  pay ouufinance tvpe lease or "hue purchase" as an instalment sale 
conuact The problem then is that ~t IS not posslble to create and register a mortgage or 
lien on the movable property belng sold Therefore, a third party purchasing the 
qulpment the trom ~nscalment-sale customer or lessee ~n good fath will obmn good utle 
to che property as aganst the onglnai lessor or seller Property can be repossessed if  ~t 
is sull in the posiuon ot the lessee or buyer provtdd that a coun order 1s obmned uhlch 
can taI\e up to two years or more (Apparently, i t  is poss~ble to sell on a hire purchase 
bas~s in the case ot motor vehlcles because they are reglstered with the traffic depanrnent 
khich provides a means of putung third parues on nouce, s~rnilarly, such arrangements 
are possible tor shlps reglstered In the Sh~ps Registry and planes ln the Clvll Aviauon 
Registry 

1 1  14 Because of the above problems wlth hire purchase' leases and lnstalment sale 
contracts, a banker trorn a prominent toreign bank do~ng business In Egypt told u s  that 
h ~ s  bank and Ieastng cornpanles were unable to uulize modem methods of asset-based 
finance in Egypt Several years ago, a law was d a t e d  at the Mlnlstry of Economy 
designed to correct th~s  problem to prov~de a legal framework to enable equipment 
lzrls~ng to be undertaken In Egypt Thls draft law, however, was never enacted Recentiv, 
the Capital 1IarLsrs Authonrv has made untortunate changes to the drait law by inserung 
rnandatorv hrgh capical requirements u hen such requlrernents are best left to the rounders 



sr,d snareholders or "2 'air?; cornpanv Future legislation In this field should prob~de 
tor reslsuauon or ' ~ a e  agreements hllh the Commercid Rsglster as a m a s  or 
2rotecuIg the lessor s ,-terest by p t t n g  chrrd p m e s  on nouce tiereor 

(3) Oberall Cornprehensite R e t ~ e w  ;ind lloderarz3tlon of the C I ~ I ~  and 
Commerc~al Code IS Requ~red  

1 1  i S  "s oregolrg are * u o  ~mportant examples of cases where modemizauon of the 
CALII wd Comrnerclal Codes would gra t ly  lmprove the legal ~nrrastructure tor modem 
Suslrcss u d  ~lranclal transacuons In Egypt I+ hat 1s needed, however, 1s an ovenll  
cornprenenslce rebrew of the C lv~ l  and Commercial Codes to deterrnlne the tuU range or 
what is requtred to problde eqabllng lcglslauon to accommodate modem up-to-date 
lntemauonal commerclal buslness and fmancial transacuons and pracuces which are 
erficlent and have the oberall erfect of lowermg transacuon costs whlch m turn makes 
credlt and finance more acalable and atfordable to consumers and smaller enterpnses 
than 1s now the case 

11 16 I t  IS respecttullv recommended that a ~omprehenslve review and modernlzatlon 
ot h e  C l ~ l l  and Commerc,al Codes be undertaken to prov~de the enabling legal 
rrarneuork needed :or modern business and financial transactions In Egypt At  a 
mlnlmum these and other relebant laws regulations, pracuces and procedures should be 
amended and/or new laus and regulat~ons promulgated In order to provide tor 

(a) A modem skstem of perrectlng secunty interests and mortgages by all 
creditors - and not just banks -- In all torms ot property lnclud~ng real property, 
personal propenv, and Intangible propenv by slmple reglstrauon or a secunty agreement 
[n the Commerc~al Register 

(b) flodern equipment leasing In a Tanner tbat protects the lessor's interests In the 
Imed property as aganst innocent third ? m v  uansrerees fully and adequately by, tor 
example registration of equipment l a se s  In the Comrnerclal Register whlch would 
protect the lessor's Interest by putting third p m e s  on nouce 

) Other financial and ~ o r n m e ~ .  .J --ansacuons in accordance wlth modem 
~nternauonal commerclal and tinanc J . 2. ,c 

(d)  Replac~ng the current s b s ~ r  -I r ,.corb~tant percentage fees for reglstenng 
mortgages uirh a svstern ot ~ ? r \ ,  , c ~r ets such as L E 50 for each teddan ot 



nongaged l a d  'o c-ed:t less ~os t lv  z d  Tore ~ C C ~ S S L D ! ~  to intestors and busmesses 
-- e s p x  allv szultr ones" 

See also Chapter 5 on I ~ t ~ g a t ~ o n  and resultrng case delays created by high , ---.lent 
tees, Chapter 14 on the constrants on investment and desirable economic acuvltv u ~ d  by  
sxorb~tant government tees and taxes, and Chapter 10 on the d~s~ncenuves to land . - z t ~ o n  
and secuntv and clmtv of land t~tles posed by excessive fees 



CHAPTER 12 

Sec t~on  Introduct~on and BacAeround 

12 01 P e  Egiptlan Comparues Law 1591 1981 presents a pnme example of an 
uncomp1e:itd busmess law retorm trom the standpomt of providmg ful ly  adequate 
enabllns leglsiat~on to allow the tree market to operate w~thm an environment of 
appropnatz legal protecuon tor market actors and the general pubhc Although 
represenung a drarnat~c step rorward from prevlous leg~slauon, the 198 1 Compames Law 
sull surfers trom numerous problems and gaps whch cause unnecessary bureaucrauc 
barners to rhLe m t n ,  operation and exit of incorporated companres and wh~ch prevent 
such companlss from reai~zlng the~r  numerous ad~antages as englnes to moblllze capital 
tor producuke inLestment and create jobs 

12 02 [n 1:s repon on Egjpt's Pnvatz Sector Regulatory Environment cited above m 
Pangraph 1 23 the World Bank has recommended extensme amendments to retorm 
Companies Law 159/1981J6 Also, we understand  hat the government IS senously 
cons~denng companles and investment law reform T h ~ s  report tully supports the reforms 
recommended In the Lborld Bank Report, aod recommends that a full scale review and 
retorm or the Compan~es Law be camed out ln consulta~on w ~ t h  all Interested pnvate 
sector busmess executives, accountants and lawyers 

12 03 Anv overall companles law retorm should address fully the Issues msed m the 
World Bank Report as well as c e m n  unresolved concerns msed In the 1980 report ot 
an IFC Capital hlarket Study Team on the draft companles law which later became Law 
159/ 198 l J7  and the suggesuons, problems and gaps whlch are analyzed In more deml 
in the remanlng secuons or t h ~ s  Chapter Flnally, such retorm needs to be coordinated 
with rebisw or the Capital Markets h w  3511992 Whlle ~ h a p t e r  15 spec~fically 
addresses the latter because the rormatlon c a p i d  structure and proper operauon ot joint 

stock companies are rundamental prerequlsltes tor the capital markets, the Cornpanles 
Law and the Capical Markets h w  are ~nextncably llnked and must be cons~dered 
together 

'6 &, =, I World Bank Repon at pp x-XII and pp 8-1 1 and 24 of Annex A and I1 
World Bank Rspon at pp 45-47 5 1 34-35 122-123 

j7 " i femorandurn  Concerning Drat t  Company Law" by the Internauonal Finance 
Corporat~on (IFC) Cap~tal Markets Studv Tarn (Unpublished paper dated November 6,  1980) 
(hereinalter referred to as 'The 1980 IFC Report") 



12 04 \la,or polnts ?o be addressed in an o ~ e r d l  re*orrn ot the Cornpan~es L w  should 
n c l ~ d e  he ollouing 

(3 )  E , e  orerlv ~ o m p l z x ,  S ~ r a u c r 3 ~  ~~d tixe-consLrnlng sompanv tornatlon 
procedure should be replaced bv s i m ~ l ~ f i e d  -eglstnuon m t9e Commercial Register LS 

discussed in Sec:lon B below 

rb) Lnc-lv bureaucrat~c merger procedures should be revlsed and streamlined as 
d~scussed In Section C below 

(c) T7e law should provtde better protection and self-enforcement mecharusms tor 
non-conuoll~ng sharenolders (or 'mlnontv shareholders ') as discussed rn Sectlon D 
below 

(d) To realize the rull potential ot jolnt stock companies for economic and business 
development, considenuon should be giren to tnuoduclng some modem developments 
and deleung unnecessarv restncuons as d~scussed In Secuon E below as follows 

( 1 )  Prov~de a more tlsuble cap~tal and finance structure tor joint stock 
companies bv eliminating rninlrnurn c3p1u.I requirements 

( 7 )  El~mlnate partially pad  shares tor jolnt stock companies 

(3) Ellmlnate unnecessarv rsstnct:ons on Issuance and transter of m u n u e s  

(1) Provide tor unlimited duratlon tor joint stock companies 

( 5 )  Proctde tor intenm d~vldends 

( 6 )  Allow tor board actlon by unanlrnous wntten consent wlthout rneetlng 

7 )  El~minate excessive governmelt ~nterterence in snareholders' meeungs and 
replace ulth more appropnate m d  et+scuve enrorcement techn~ques 

(3) Bnng Cornpanles Law pro\ lslvns Into llne w ~ t h  Investment Law provlslons 
by eliminating natlonallty requlrenelts tor tounders and management 

) Dlscnmination aganst 1ncorpor3~ed companies In tavor of unlncorpomted 
~ompanies should be eliminated as 1s L! In Secuon F below by 

( I )  Ellm~natlng the annual 7rc)c)ur onate stamp tax on cap~tal , and 

( 2 )  Allowing shareholder\ J L,, dz on the percentage of profits to be 
d~stnbuted to emplovres 



ft) 4 retorrnul~ted Companies Law l d d l v  uould allow a more rlex~ble lorn  or 
~ n c o ~ o r a t e d  , O L ~  stock company A nlc'l coutd be e h e r  open or closed -- u, either 
pu~licly held or closelv and pnkatelv he!d -- ebmmawlg the need tor the more ngid and 
! a s  useful Ilmlted l ~ a b ~ l ~ t v  companv and partnershp Lrmted by shares company torms 
;is discussed 7 S;tct,on G below 

cg) TXe -, es and regulations ~ o n c e r l n g  uruncorporated compames could be 
ama lgm~red  :to a g s ~ e r a l  comDanles iaw together ~ i t h  rules governing incorporated 
cornpariles as c,scussed ~n Scctlon H below 

2 )  The Econormc P o k y  Role of Incorporated Companies: 

12 05 Cornpan~es provtde the legal means for investors to mobllue capital and to 
orgarute and operate investment projects as among themselves and with respect to thud 
parues From t?e economic pol~cv standpoint, a modem companles law should provide 
tor both Incorporated and unincorporated torms of companies and buslness organlzatlons 
but should strongly tavor thejolnt stock company (or buslness corporauon as l t  IS known 
tn the U S ) ober other terms ot companies tor the tollowlng reasons 

Flrst r+e joint stock iompanvlcorporation IS one ot the most etfecuve legal 
mechanisms eier  devlsed tor mobillz~ng capital for producube investment purposes 

Second the jolnt stock company/corporauon provldes far more stabil~ty and 
contlnulty to economlc and buslness llfe than any other form of company 

Thud, the joint stock companv IS  an extremely flexlbIe form of organrzauon 
whlch can finance and manage ebem 5lze and h n d  ot buslness form the most s~rnple 
slngle enterprise to the most complex conglomerate spanning numerous ~ndustnes 

12 06 411 of the toregolng economlc pollcy advantages of the joint stock company or 
corporauon tlow from the unlque legal pnv~leges and ~haractensucs granted to jolnt 
stock companles bv most modem companles laws The mosc fundamental ot these 
charac:ensucs IS that a well conceibed companies law specifically and clearly recognizes 
the jolnt stock company as being a separate enuty which has a legal capaclty and 
existence ent~rely separate from ~ t s  shareholder-owners The numerous advantages ot the 
jolnt stock company include 

a )  The potenual ot unl~mited duration as a legal enuty separate from the l~ves  ot ~ t s  
owners unl~ke partnership companies u hose existence IS l ~ m ~ t e d  by the life and financ~al 
solkency ot the partners 

(b) The l l m ~ u t ~ o n  ot Iictb~l~ty ot the shareholders to the pnce of their shares, unllhe 
partnersh~ps uhere the partners are tullv llable tor the company's obligations to the r ~ l l  
extent of thelr assets 



(ii) The tree regot~abll~rv or shares ror p ~ l l c l y  held jomt stock companles, unhke 
other cornpules u re re  transrer of ounersh~p is resmc:ed, together ~ i t h  the rlex~bllity 
to !-a1 e r g b s  or +-rst refusal to protect exlstmg shareholders 

12) 
- -e poterual or rasing large amounts of capital and other fmance through pnvate 

and pu~:lc  issues or secunues whch 1s rorb~dden tor other companies 

r 1, potenudlv rleuible capital and financial structure wirh the possib~hty or hav~ng 
autbonzed bur dnissued capital and numerous classes ot kmds of shares as well as bonds 
and d s ~ t  securi~,es dl 01 uhic? tacrlltate mslng ciplta.1 through public issues 

A uell L ~ n ~ e i ~ ~ d  nodern comDw, es ' ~ w  ,!-,eretore 1s essential to tacllltate and 
e n c o u q e  int estment 

(3) Overview of Legal Forms of Cornparues and  Busmess Entrt~es m Egypt 

12 07 E g ~ p u m  law pro\ ldes tor seterd forms or enterpnses, sornpanles, corporauons, 
organluuons and enuues s~mllar to [Pose round in Europe and, to a lesser extent, in 
North Amenca as descnbed In the tollouing paragraphs 

Indl,tdual!v Owned Establ~shrnent (Sole Prour~etorshlp o r  SoIe T n d e r ) ,  

12 03 As in Europe and North ?irr,enca any buslness can take the form of an 
indic~duallv-ouned establ~shrnent tor sols ~ropnetorshlp or sole trader1 by reglstenng as 
such In the Commercial Register 

L n~ncoruorated C o r n ~ a n ~ e s  - Cenen l  and L ~ r n ~ t e d  Partnersh~o,  

12 03 Gsner-il and llm~ted pannersbl25 resemble those ~n Europe and North Amenca, 
and are go~emed  in Egypt by the !343 C , I  Code, the 1583 Commercial Code and the 
Commerclal Reg~ster Law 3411976 P, \ _ d n t  '0 the Commerclal Register Law 34/1976, 
bucn companles requlre 51 percent E- , -I and management, except for those 
organized under Investment h w  2 - 4  As ln the Unlted States, general partners 
share t u l i  management power and -, ct ,- ~ l t e d  I~ablllty tor all obl~gauons ot the 
partnersh~p to the t u l l  extent ot t h ~  r L-,L~-LI assets, whereas l lm~ted  partners are llable 
on ly  to extent or thelr contnbutlons " -  -.i\e 70 management powers 

12 10 The Compan~es Law YO ' - 1  5 the general corporate law of Egypt and 
probldes rules tor the tormatLon al structure, management, merger, and 
d~ssoluuon of Egyptian incorpontcrd .~mclanies (corporattons) With a few excepuons, 
Companies Law 159 also gob ems  -,dmonted companles established pursuant to 



tn\estmen,t Law 130/1989 vnder h u s  159 and 230, three t\-pes of Ancorponced 
compan,es mav be rormed as t o l l o ~ s  

The Jolnt Stock Corn~anv ,  

12 11 P e  jomt stock company resembles a U S corporahon or a French socrefe 
m0nJm.e untch A S  o ~ n e d  by shareholders ~ h o  then elect a board of at least three 
duec:ors '0 exerc:se management respons~bihtv Apart trom elecung ~ t s  c h m a n  the 
board In urn  usuallv appoints a managlng dlrector or general manager and other otficers 
to manage day-to-dav operations In pnnc~ple, shares are freely negouable, but may be 
subject 'o first rerusai nghts upon appiicauon for incorporauon at l a s t  25% of the 
Issued cap~tal must be p a d  In uith the remander pad m over a maximum 10 years 
penod The minimum capital requlred is L E 250,000, unless a hlgher amount IS 

required bv applicable laws or regulat~ons X mlnlmum of three shareholders 1s required 
There IS ro  maximum number or shareholders 

The Lun~ted Llabllltv Company, 

12 12 T?e l~mited liabilltv companv ~ h i c h  corresponds to the French socrere a 
resoonslbrllte l~mlree (S  A R L ) IS l~ke an incorporated partnersh~p or somewhat 
resemble a U S close corponuon or a Bntish pnvate l~mlted company I t  IS l~mited to 
a maxlmum or 50 shareholders or partners and the management structure IS simpler The 
shareholder partners directly choose the management, although the managers may, if 

there are more than one, organlze themselves l~ke  a board of directors In a jolnt stock 
company Such a board, however, 1s a joint stock company Unlike jolnt stock 
companies, limited l~abil~ty companies do not Issue share cemficates and share transfers, 
while perm~tted, are subject to nghts of first refusal by exlsung shareholders/parmers 
X mlnimurn ot t ~ o  founders and shareholders is required Upon appl~catlon tor 
incorporauon, a of the capital must be pad In The mlnimum capital required is 
L E 50 000 

The Partnersh~o Lun~ted bv Shares 

12 13 The pannershl!, 11mlted bv share3 corresponds to the French socrere CJT 

~ommandrre par acrronc and has no counterpart rn U S law T h ~ s  rorm IS a c o m b ~ n ~ t  on 
of a pannershlp and a corporauon in whlch capital contnbutlons are spl~t b e t ~ t r i  
bhareholders w ~ t h  l~mited llabll~ty and a general partner who manages the companv s c i  
*ho is personally l~able tor the debts ot the company 

Shared Character~st~cs of Incor~orated Cornuan~g; 

12 14 Except tor the general partner In a partnersh~p limited by shares, all of the abo\ e- 
described enuties share In common the principle of limiung shareholder l~abilitv ro -r: 
extent ot the pnce p a d  or owlng in respect ot the shares They also have an e r l s ~ ~ ~ ~ r :  
independent ot their owners, but the duration IS l~mited to a maximum ot fifty LLSS 



although th:s mav Se :e?eued bv a kote or an e~tnordmarv genenl shareholders' 
rneeung These cornpan ss are all go~erned bv arucles or Lncorponuon, and'or statutes 
(bp~aws) uhich are ro~qdauon documents hhlch  can be altered only bv an appropnate 
kote of the shareholders or partners pursuant to t!e law 

I2 :5  Legallv, a branch is simplv part ot the torelgn or locai company establ~shlng the 
branch and has no separate legal existence A branch becomes legally authonzed to do 
business n Egjpt  ,Don rsgisuatlon ~n the Comrnercd Reglster 

Ifl Reuresentatlte Offices: 

12 16 Compan~es Law 153/1981 provides that, upon the approval by the Cornparues 
Department and the Companies Rev~ew Committee, tore~gn companies may establish 
representauve offices in Egypt  hose a m  shall be confined to studylng the market and 
the possibil~ues ot producuon" Slmllarly, the Commerclal Agency Law 120/1982 
provides tor the esnbl~shment by torelgn companies of "sclenufic technical sonsultauve 
and other service orlices ' arter approbal by the Import and Export Control Xurhonty In 
other uords, such orrises mav not exerclse any commerc~al acuvlues, but are l~mlted to 
surveving the market research and represenmuon, they are not registered in the 
Commerclal Reglster 

Sectton B, Replace Current Company Format~on Procedures w ~ t h  Slrnole 
Remstratlon In the Commerclal Reester; 

(1) Current Company Format~on Procedures are Cumbersome: 

12 17 4s recommended by the World Bank, the tbrmatlon of cornpan~es should become 
a simple procedural matter ot reg~stratlon'~ This should replace the current approval 
process requiring tlme-consuming bureaucratic revlew ot numerous documents For 
example to rorm a joint stock companv recentlv, our otfice ndd to subm~t 29 separate 
documents to the Cornpan~es Department Extensive revlew ot these documents by the 
Companies Department requlred several months -- ~nclud~ng haggling over vanous 
provisions or the articles of incorporauon, because artlcles of lncorporauon nsk rejecuon 
or require extenslve jusufica~on if they devlate from the model arucles lssued by the 
hiinlster of Economy Secunty checks by the hlinistry of Intenor on prospecuve 
founders and board members consumed several more months Further delays occur when 
a tounder contributes property ~ n s t a d  ot cash to the new company's capital since current 
law requires in-lund contnbutlons to be evaluated by a government committee 

Compllcaung matters 1s that tormat~on or a joint stock company under Investment Law 
230/ 1989 -- ~nstead of the Compan~es Law -- also requires promulgauon of a company's 
m c l e s  of incorporation by a minisrenal decree and publication of such arucles In the 

'' I World Bank Report at p xlv-uv 



Oflclal Gzerre berore tFle cornDanv can be registered In t!e Commerc:al Reg~ster and 
t o m d  

12 18 Even the process tor sstabl~shing a s,mple 2 m e r s h p  or l~mlted ?artnershlp 
-equlres - e - c o n s ~ r  ig dupllcatiie ?rocedures x d  LII u n n e c e s w  ?umber or 
docurs?ts  P u s  3 ~ r r r a r y  or the p m e r s h l p  aruc!?s or assoclauon must be depos~ted 
~ 1 ~ 9  '-e i ~ ; d  orCce or t+e t-rst lrlstarce court or the dlstnct u ~ t h ~ n  uhich t5e h a d  
ort;ce or "e  companv IS located to be -e~orded in a !edger held for tlis purpose Thls 
summary hen must be posted at the court s nouce board T h e r a t e r ,  ~Cle summarv 
~ o n m c t  must be puol~sbed irl a spec~alized newspaper Fmally, the partnership must be 
registered In the Commercial Reglster uhere the apphcants must present 10 to 12 
bepante documents as rollous 

(a) Copy ot the company contract -- 1, 4rucles of mcorporauon -- and copy or the 
contract sumrnarv posted at tbe coun 

(b) Xurhonzauon by the !ocd q u ~  go~ernrnental chamber of commerce to do 
busmess 

(c)  Copy or the l a s e  contnct for the busmess locat~on 

(d) ffinutes or sunej ing the l a s e  locauon by Commercial Register Inspectors 

(d) Copv of the taxation card 

(e) Copv or the newspaper In ~ h l c h  torrratlon of the company is published 

( f )  Copv ot anv requlred llcence aurt-onz~ng openuon such as a GOFI licence In the 
case or lndustnal projects or GAFI in the c3se ot Iniestment Law Projects 

(g) Coples or partners' ldenuty cards 

1 Copy or a recelpt showlng that e 'scrnc~tv meter is ~nscalied in the name or the 
company 

(J) Copy of the potter of attornev ? .2,e application IS f i Id  by an attorney 

( h )  Stamps as requlred by the S u m p  TAX Law should be affixed on all documents 

12 13 Clmly  the registratlon and p u o l , ~  -o f  it: procedures at the local court essenuklly 
duplicate regismuon in the Cornmctr: d Rtglster, since the Commercial Register 
performs the tuncuon ot n o u f ~ ~ n g  the pU51 L or the otfic~al formatron of the company 
Probablv, registratlon at the local coun J Poldol*er rrom a time when the Commerclai 
Replster d ~ d  not exist In m y  eient , -0 Jppuent need to retan these duplicau\e 
procedures anv longer 



( 2  Cornpaues Should Be Formed bv Smple Streamlined R e g m n t ~ o n  at the 
Commerc~ai Reglster 

' 2  20 Such c~mbersorne tornatlon procedures are no longer jusufied for elther 
-2orponted or ~n~ncomorated companies In light of free market lrnperauves requlnng 

npld autonatc ?rocedures and In llght or government expectauons tor Egj-pt's pnvate 
seeror '0 gemerare lnbestment and emplobrnent Etery day that a company is delayed In 
'0r-3t on s J 63v ch~ch such comnanv IS not engaged in producuve establishment 
acutltv or generating jobs In the Egypuan economy In other countnes, such as the 
Ln~ted Sutes md others companv *ormauon is a simple matter or registering the 
company b v  subm~ttlng -- at most - a one or two page reglstrauon t o m  and the 
companv's the aruc!ss or associauon ! k i t h  appropnate idenufiauon documents to an 
agencv sim~lar to Eg~p t  s Commercial Reg~ster In other words, only a tew docurnencs 
are presented, rather than many Moreover, the registtauon otficlals m such countnes 
do not ret iew the enure micles ot associauon but simply look to make sure that 

(a) The name or the proposed company is not contuslngly similar to that of another 
registered companv, 

(b) The company's objects appear on thelr face to be lawful, 

(c) There is an address for servlce ot lausuits and court nouces, and 

( d )  The m c l e s  specitv the capltal and share structure 

Normally such review and reglstratlon takes less than an hour upon whlch the company 
is legally tormed and existing 

12 21 Egypt can and should easily move to a similar system of company formation by 
slmple regisuatlon in the Commercial Register in place ot the current bureaucrauc review 
and approval process Under a company registration svstern ap~llcants for a company 
uould slrnplv submit to the Commercial Register an appllcatlon tor commercial 
registration together b i t h  the company's articles or assoclauon and appropnate 
~dsntlficatlon Thereupon, the Commercial Reglster official would 

(a)  Ensure that the appl~cauon was complete, including address, etc 

(5) Review the mlcles to ensure that the capital structure was described In the 
mlcles 

(c) Check to see that the company s objects are not planly unlawful 

12 23, Assumlng atfirmaute answers to the toregolng, the Commercial Register otfic~al 
~ .ould  then proceed to stamp and date the submitted arucles, reglster the company Into 
the cornmerclal reglster and Issue a cen~ficate of reglstrauon, wh~ch would be conclus~ve 
proot that the companv 1s lawtully tormed, exlstlng and authonzed to do buslness 



sntemeqts uould be s ~ b l e t t  to m e r e  ~ n a l b e s ,  and quahnuce m d o m  sample 
-spec ons agsrher c 'h -s?ecuons Dased o? ?robale  cmse uould promote compl~ar,ce 

12 27 Appro~natz ld t ruf ica~on should concinus 'o be reaulred -- 1, ldenuty c u d s  and 
?asspons *or I ? C ~ L I ~ U ~ S  m d  c"ornT"er2 d -e; sti-mon ceruricates tor tounders which are 
l ~ a l  c O F D U V  toundtrs For roreign comDmy rounders, ~t should be enough co requue 
m 3- k s - ~ c  regisuabon certlticate or certificate of good standing trom its 
P o r e  ~3ur,m, ~t should rot be n e c e s w  to supply mc!es o t  lncorponuon or other 
lsrgthv cocuments uhlch must be translated lnto &blc at considenble expense 

(3 Securltv checks not to Delay Reglstratlon 

12 23 4s tor secunty checks, company tormatlon would no longer be held up pendlng 
the compleuon or secuntv checks, but ot course, the Afimstry ot Intenor could carry out 
such checks at anv  tlme and tFere could be requirements to continue to lntorm the 
f11n1sr.r~ or Intenor or all rore~gn tounders and managers There is no reason to delay 
the rormauon ot hundreds or thousands or companies whlle secunty checks are made 
Sscuntv c'?ecks uould continue sepantelv t-orn the tormatlon process and those tound 

be secmtv nsks could at any time be sub1ec:ed to appropnste imrnlgntion and other 
rele~ant laws and regulations regarding that subject Thus, Egypt's secunty uould not 
be compromised Currentlv the greater nsk to Egyptlan secunty appears to be from 
unemployment and time-consuming secuntv checks k h t c h  now delay companies trom 
torm~ng commencing operations and b ~ r n g  emplobees 

(6) E l m a t e  Government Evalu;lt~on of In-hod Shares 

12 29 The treatment ot ~ n - h n d  contnbutlons to capltal In relabon to shares also should 
be changed Currentlv, In the case or joint stock, and other Incorporated companies, In- 
hnd  contnbuuons are valued by a cornmlttee set up In the Companies Department, a 
process uhich invanably takes ume Cons~derauon should be glven to the approach of 
accepting the value agreed upon bv rhe ~ u n d e r s  and raufied bv the shareholders at the 
rirst general meeung, w~th  l~abl l~tv tor mv damage to shareholders or thlrd parues caused 
Sv anv inlsstaternent In calue SucCl I mll~ tv  would be determined by the coun For 
shares ~ssurd in return tor ~n-lund col  rS,rlons alter torrnauon, the company's board of 
&rectors (exclud~ng any interested FLTL) &ould make the evaluat~on wh~ch would be 
allowed to stand unless there 1s eL Lm,=. : r a ~ d ' ~  3s suggested by the IFC T a m  In 
1350 

12 30 In addlbon full  d ~ s c l o s ~ - e  a -=eholders ot in-hnd contnbuuons and the 
shares ~ssued in return thererore A < ,  ,: i r i  -2qulred to be made Should the company 
otter anv or lcs shares for p u D l , i  . ;1 on the contnbutlon would then be requlred 
to be evaluated by an independent - - --v case In other words, the solutlon uould 
agan relv on the market J -c - , t  .  tors ~nbolved plus full disclosure wlth 

l9 1980 IFC Report at pp 12 13 
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penalues and Ilabil~ues tor fnud nther than reljmg on government evaluauon which 
makes such matters even more u n c e m  hioremer there is no guarantee chat a 
oovernrnent evaluatlon will be accurate, and there currently are no provisions tor holding b 

the government l~able tor an inaccurate evaluatlon 

(7') I l l m u m  Review of Company Articles for Essent~als Only 

12 3 1 4s already proposed above, under new tormauon procedures, company m c l e s  
would no longer be subjected to extenslbe otficlai review and approval before the 
companv s registered and established Rather, the law would clearly d e h e  the 
requirements tor the articles -- E, uhat can and uhat must be included -- and the 
arucles, of course, would be required to contorm to the law But enforcement or the law 
In this regard, would be left to the shareholders themselves and thlrd partles through 
bnnging lawsuits in the courts In fact, h s  already is the sltuatlon in Egypt Obviously, 
under the current svstem, lf the revlewing Companies Department otficial mlsses one or 
more illegal provisions ln the artrcles, such provisions ~ .ou id  not thereby suddenly 
become legal Rather any shareholder can sue to have any illegal provisions In the 
company's arucles declared nu l l  and bold bv the courts 

12 32 Lrnder Egyptian law, the artlcles ot a company are considered to be a contract 
among the tounders and shareholders ot a company and should be entorceable to the 
extent that they do not contravene express provisions or pnnclples of law Free market 
lmperatlves requires market actors to respond quickly to t a t  moving market 
developments In such circumstances, extenslve governmental review of pnvate contncts 
-- including arucles ot assoclatlon of companies -- wastes valuable ume After all, the 
government does not review other contracts between pnvate partles -- such as, e&, 
apartment leases, sales or goods, etc Rather, the p m e s  themselves review and enforce 
such contracts through the courts T h ~ s  should also be the case tor articles ot association 

except tor the key provisions noted In subsection 2 above 

12 33 To promote tree market development, the preterable system for companlss 
formation, then, IS tor the government to provide an erficrent enabling environment ror 
pnvate enforcement ot most of the companres law through court acuon together ulrh 
minimum speedy government review and minimum procedures for formauon or 
companies by reglstraclon at the Commercial Reg~ster Such registration puts the publlc 
on nouce as to the existence ot, and basic tacts about, the new company and makes SLL+ 

facts easily avalable to any member ot the publlc by providing extracts and coples u t  
arucles of assoclauons upon payment of a modest fee he., coples of the m c l e s  ot e x 7  
company (as they may have been amended) or a summary thereof In the case ot 
partnersh~ps bould contlnue to be  made eas~ly avalable to the publlc along & I  h 
Commercial Register extracts Then all concerned pnvate parues and members or "s  
public would have the tools needed to enforce the law through pnvate Iawsults in he 
courts The authonties would become ~nvolved, of course, in cases of senous t n ~ d  ~ l r  

other clearly cnrn~nal conduct 



(3) Cornpanla L a w  Enforcement Framework 

12 31 Shareholdzr entorcement could be erfectlveiy aded by promulgating clear and 
comprehensive rules ror company arucles and operanons, k h c h  would requlre m m u m  
standards tor protecung the Isglumate lqterests and rghts  ot shareholders and the publ~c 
but  u h ~ c h  o t h L e r ~ ~ s e  uould allow the rounders freedom to structure theu o%n companv 
so lor: as t k  einimum requuements are met One approach could be to promulgate 
model m s l z s  and d t e r n a u ~ e  model m c l e s  along the h e s  ot the Bntlsh Tables A and 
B Founders ~ o u l d  be rree to select such model arucles or prepare theu o ~ n  arucles in 
accordance ulth clearlv sute requirements In the law 

12 35 Under a rerormulatsd companles law -- nther  than contlnue erforts at preemptlve 
entorcement through the licensing sbstem u h c h  currently delays the rormauon of new 
companies as noted above -- enforcement should rely heavlly on 

(a) Court actlons bv  shareholders ~ondholders and third parties injured or threatened 
bv \iolauons or c l w l v  stated rghts  and dutles as suggested below, and 

(5) Q u a l l u u ~ e  lnspecuons bv uaned  government inspectors on a random basis of a 
small, selected sample or companies a based on probable cause to believe that senous 
clolat~ons are being committed or are about to be committed Similarly, the Government 
must be empokered to act only when necessary at the operatlonal stage and must have 
etfecuve enforcement mechanisms and powers avalable to lt Expert techn~cal assistance 
w ~ l l  be most helptul In this area 

(9) Reduce Joint Stock Company Founders to Two: 

12 36 In add~tion, the number ot founders required for a joint stock company should be 
reduced trom three to t u o  In many j u f l ~ d i c ~ o n ~ ,  one person could found a company 
There 1s no partlculariy strong policy reason to require three toundersW 

Sect  on C L ndulv Bureaucrat~c set lncorn~lete Ilerzer Procedures should be 
Revise and Strearnlrned 

12 37 This report concurs with the 'A orld Bank Report's recommendatlon that company 
merger procedures be revised and btreamlined4' In this regard we propose the 
tollowlng for cons~deration 

J0 One or the reforms or Law 15311981 was to reduce the number of founders trom 7 to 

"' I World Bank Report at p xxv, I1 World Bank Report at pp 118-1 19 and 122-123 



a T-e basic r-les and procedures g o v e r a g  mergers should be In ae law and not 
lzrt to b e  e x a , i i \ e  :sgulauons to p ro~ lde  bwer  protec~on to the concerned p r x s  - 
u, shareholders, creditors and the publlc, 

15) Scch mles should protlde tor Jppropnate protecuon or shareholders and creditors 
m the e* ent or <ort:olling share acqulsluons or t h e  umsrer ot major assets as well as 
;r,ergcFs 

(c)  i s  In case or in-klnd share ~onmbuuons,  e~aluauons ot the merging 
sornpan,es' assets should be lstt to priLatz iidependent audltors or appmsers tor the 
concerned p m e s  -- and to tcle arrected sclareholders and other concerned parues 
themsel\~s -- rathsr t5an to etaluauon by goternrnent agencles or commlttes, 

(d) Fnud and abuse would be guarded a g m s t  by appropnate cnrmnal penaltles and 
empowering injured shareholders, creditors md  other panles to obtrun rel~et through 
Court acuon, 

) T.e requirement tor approtal or the nlnlsrer should be el~minated and replaced 
bv the opponunltv tor an autonomous goternment body or commission to review and 
spprote mergers trom the stand point or pretenung, rnonopol~es, ol~gopolies or other 
excessibe concenuauons or economic power which ~ o u l d  threaten, rather than enhance 
cornpeutlon and tree market operations [n accordance with a new more adequate antl- 
monopolv law4* as recommended below 

12 38 Such an autonomous body ~ o u l d  be empowered to prevent a merger onlv ~f i t  

found a sdbstantlai t h ra t  to t a r  and adequate cornpetltion In the market given all ot the 
clrcumsmces Ifergers not presenung a clear danger or monopol~suc or ol~gopolistlc 
conceitrJtlons or zconomlc power uould "ot be reviewed and could not be prevented by 
such a body As recommended bv the hor ld  Bank4' 

(a) S ~ c h  an autonomous body should hake properly and adequately m n e d  s w f  

tb) n e  laws should clearly set out the grounds on which a merger should be denled, 
and 

(c) If  the concerned agency does not ; be a declslon wlthln 3 specified ume the 
merger would be allowed to proceed TLL-e could be sateguards aganst the agency s 
&ng acuons u i t h ~ n  the urne 11m1t o n l ~  gxn more tlme w ~ t h l n  uh lch  to conunue 
1nLestlgauon w ~ t h o u t  reasonable c m s e  

'' The World Bank Report also recommends review by an autonomous government body 
or cornmlssion trom the s m d  polnt or prct\rttntlng monopoly or oligopoly, 



Section D The Law Should Prob~de \fore 4deauate Protection and Self- 
enforcement \Iechanlsrns for \on-con troll in^ Shareholders (" \ l~nor i ty  
Shareholden") 

(1) Impor23nce of Protectmg Yon-controbg Shareholders. 

12 29 As s~ggested bv the World Bank and 1980 IFC Reports, a retormulated 
cornparles 3w shodd provide stronger protecuon to rmnonty shareholders than now 
exists h i th  proper la*s and regulauons, the modem jolnt stock company or busmess 
corporauon can be 3 r~ghlv srfecuve legal mechmsm vcith whch to mobdue cap~tal for 
producuce mvestment purposes This is especially true when shares are otfered and 
~ssued to tF;e public, because jornt stock compmes may then expand the range ot 
Investors trom a rew entrepreneurs and wealthy lnvestors to hundreds or even thousands 
or small Investors By broaderung the investment base m h s  way, not only are potential 
sources or Investment tunds tastly expanded, but the benefits ot investment and economic 
grovcth may be sprad  more equ~tably as Increasing numbers of small investors recelve 
div~dends and sell appreciated shares ot stock for profit The base tor investment and 
spreading uealth can be expanded even more broadly as and ~f mutual funds and money 
rnarhct L L ~ C ! S  are 62) eloped 

12 10 For this potential to be reallzed hovcever, small savers and investors must be 
encouraged to lnvest In lolnt stock company shares and other secunues -- or, 
dternaucely, in mutual tunds comprised ot such shares and secunues This means in turn 
ha t  small investors must be assured or at least minimum protecuon for their interests as 
small shareholders aganst abuses by large shareholders which could harm them and 
discourage the~r Interest in invesung in jolnt stock company shares and secunues 
Therefore sound policy demands that the cornpanles law provlde small mlnonty or non- 
controlling shareholders w~th  an adequate level of protection and a framework for "self 
enforcement" to protect the~r  interests Such a protection and self enforcement framework 
tor small shareholders IS essenual to enable the joint stock company to reach its full 
potenual to mobil~ze cap~tai and thereby contribute to creaung self-susmning, equitable 
economic growth 

12 1 1 First, a vcord on terminology 

(a) Often small shareholders are reterred to as "rninonty" shareholders and nghts to 
protect them from abuse by "majonty' shareholders are somebmes called "rn~nonty 
bhareholders nghts The tocus, however should not be on rninonty or majonty 
shareholders as such but on control or non-control of the company Thls 1s because In 
c e m n  cases -- especially those or large publicly held jolnt stock cornpanles where 
shares are widely held by thousands or shareholders -- control of the company may be 
In the hands ot a single shareholder, or a small group of well organized shareholders, 
uho actuallv ovcns a minonry ot less than 50 percent but  a large enough block ot shares 
to control the company by electing a preponderance of the directors as aganst a 
disorgan~zed majonty or small shareholders In other words, under cemn cucurnstances, 
a minontv of shares can constitute a controlling block of shares with respect to a 



company Obv~ouslv, uhat consutute a c o n u o h g  block or shares banes blth 
c ~ c ~ r n s m c e s  and cond~bons rrom one comDanv to another In same wses a block even 
as low as 20 or 25 percent ot the issued shares may be enough tor control In other cases 
-- especially those or closely held cornparues ~ l t h  a smaller number of shareholders, tor 
example -- conuol mav requlre a rnajonty or 5 1 percent 

tb) T-e p l n t  I S  that the amount ot shares requued for control of a company wlll vary 
:rom c o c p a n v  to company and may someurnes be a rnmonty Tzchmcally, then. the 
bertsr terms r a y  be ion~ollrng shareholder(s) ' nther than 'rnajonty shareholder(s)" 
and '-on controlll~g sbareholder(s)' rather t$an 'mmonty shareholder(s)" Also 
applicable someurnes mav be the sorne~hat  less preclse terms "large" and "small" 
sharenolders 

(2) Company h w  \.lecharusrns o r  Changes needed to Protect Non-controUmg 
Shareholders 

12 32 For the cases cited above some legal mechanisms should be ~ntroduced or 
suengthened In a retormulated Egypuan companies law, to protect non-controll~ng 
shareholders as discussed ~n the tolloulng pangraphs 

Cumulntite Voting for D~rectors 

12 43 Ensunng that shareholders can be represented on the board of dlrectors In 
proportion to the~r shares provides non-controlling shareholders the possibil~ty of elecung 
dlrectors to represent the~r Interests on the board Thls method also would ensure that a 
51 percent rnajonty shareholder would not automaucally be able to elect all the duectors 
ot the board For example, 11 there are 1000 shares outstanding and 10 members on the 
board ot dlrectors, a rninonty holdlng JOO shares should be able to elect at least 4 
dlrectors ~ n s t a d  ot a shareholder hab~ng 501 shares being able to elect dl 10 

12 43 The best method tor a c h ~ e ~ l r :  he  aboke purpose IS to requlre "cumulauve 
torlng ' for dlrectors In u hich 

(a)  All directors would be elected s~mulmrously by plunl~ty vote If directors have 
suggered terms -- 3, terms l c h ~ ~ h  Sctgln and end on different dates -- larger 
shareholders obviously have more pourr 7 "e elecuon of d~rectors to the d~sadvantage 
of rninonty shareholders, 

(b)  All shareholders would vote S I - ,  I - ~ O ~ ~ I V  

( c )  Each shareholder would habe ~ c ,  es L L , ~  *o the number of h ~ s  shares rnuluplied by 
the number or dlrectors to be r l r ~  r d  --d 

(d) Each shareholder could concrn t r~  s - l  df  h l ~  votes tor one cand~date or spread them 
out as he sees fit 



(e) Directors could then be r e ~ o c e d  onlv bv a kote greater than the number or LOWS 

rqulred to elect ki:m In order to preLent re r io id  or duectors ong~fially e!ec:sd b v  non- 
conuoll~ng shareholders 

( 7  T3e board or d1rec:ors uould be lor=r~ddsn to delegare all of its pouers ot 
managecent u d  supenlslon to a committee or a s~ngle director or orricer to atold 
~ ~ T J C ~ V  3v the c -ectors elected by pan-~ontroil~ng shareholders 

12 45 \.%hlle the model m c l e s  provlde tor Egyptlan joint stock company shareholders 
to elect directors In proportion to theu shares, a requirement set tonh In h e  law re- 
cumulau~e kotlng protlslons such ar ~ o u i d  provlde the maxlmurn amount or botlng 
pouer possible tor non-conuolhng shareholders to elect board members espec~ally m the 
context or hidelv held jolnt stock companies* 

Shorter Board Ifember Terms 

12 46 Xmcle 77 mandates the term ot three vears tor boards of directors and 5 years 
tor the first board or directors u h o  are appointed by the tounders To ensure better 
control or sharenolders i t  1s important that 

( 1 )  The term of the tirst board ot directors as appo~nted by the tounders 
should be changed trorn 5 vears to a penod beglnnlng wlth tormauon or the 
companv and end~ng wlth the first general meeting or shareholders at which ume 
dlrectors uould stand tor election Flbe Fears is too long tor the tounders to exen 
control bv thelr hand-p~cked board The board named In the arucles should stay 
~n orfice just long enough to get the company to the tirst shareholders' rneeung 
Then the shareholders should be entitled to elect thelr o u n  directors 

2 )  The three vear penod should be reduced to two years whlch should be 
~ l ewed  as a maximum term. but the arucles could establ~sh a lesser term 

12 47 4 successful principle ot modem companies law In most industrialized and neulv 
industnalizlng ~ J u n t n e s  IS the separation ot share ownership trom management, u h r r e ~ v  
shareholders are permitted to choose members or the board ot dlrectors trom outside "e 
company Artlcle 91 of the current Companies h w  requlres that dlrecrors be 
shareholders except tor two experienced experts who need not be shareholders i ?  
add~tlon a director's shares must be  deposited in a bank as a 'guarantee' unul h ~ s  c.7 

ends 

12 48 Thls should be changed to perm[t shareholders to choose whomever thev u117 a 
directors ~ncludlng 100 percent non-shareholders i t  that 1s deslred At the same tlrrc - c  

See 1980 IFC Report ;it p 17 - 
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requireveyt or dzposlurg ";uarantee" shares should be abobshed and replaced by a 
requlrerezt t ,at  d l  d f i ~ r g s  bv dlrecrors m t9e companv's shares and secunues must be 
d~sciosed to the sharenolders In a umety manner Shareholders need complete rlexlbihty 
tn choosing the companv's management 4s  a gracucal matter, it may be ~mpnctlcal to 
~h,oose onlv sharehoiCers as d~rectors 

12 13 ' i ?q , ,~rg  tbat d1rec:ors be sharenolders either unduly lrrmu shareholders choice 
or l a d s  ,a  ye-uasurg subterruses tor other shareholders to give duectors shares tor 
their tzqure as d~rectors and then tal\e t l k e ~  back Lmlung shareholder choice generally 
and In L h ~ ~  bav in  ~ U I C U I U  ~nev~tablv uelghs more heavdy a g m s t  non-conuolhg 
shareholders Of course, the shareholders -- or, mdeed, the founders m drafung the 
arucles -- r"av dec~de as a matter or p o k y  UI lndiv~dual cases to have only shareholders 
as dlrectors But the dec~sron should be theus and not mandated by the law 

L ~ b e n l i z e  Prow Rules 

12 50 Under the exisung Companies h w  and regulahons, proxies must be shareholders 
and a shareholder other than a dlrecfor may rot appoint 3 director to act on h ~ s  behaif 
as a proxv Gsnerallv proxv cho~ce should be left to the decis~on ot  the shareholders in 
order to allow surricient rlex~bility and protectlon tor non-controlling shareholders l 'hlle 
closed companles should be aole to Ilm~t proues to other shareholders ~f stated m theu 
m c l e s  publ~c companies hav~ng to obrrun another shareholder to act as proxy may be 
d~tficult especldly tor small shareholders >foreover, ~t should be a matter or who the 
shareholder trusts In the case of publ~cly held companies, therefore the shareholder 
should be able to appolnt whomever he   shes as a proxy including a non-shareholder 
or a d~recror 

Ellrnlnate Board Power to Invql~dnte Shareholders' \Ieet~ngs bv Von- 
Attendance, 

12 51 Article 60 or the current Companies Law requires the board ot d~rectors to be 
represented In the general meeung ot shareholders "by at least 3 members of the board 
or dlrecVors including the charman h ~ s  deputy or one or the managlng directors 

' In other words, an othemise bal~d shareholders' meeung is automaucdly invalid 
11 the rneetlng 1s not attended by least 3 members and otficers ot the board as described 
In essence thls gives members or the board -- and especially its otficers -- the power to 
inbaltdate the meeting s~mplv by not attending In sukficient numbers 

12 52 Under Artlcle 60 such ~ntalld3tlon torces the shareholders to call another rneetlng 
and ~t suttic~ent board members a g a n  are not present, the shareholders may termmate 
thelr appolntrnent, elect new board members In the~r  place, and then call yet a third 
meeung In other words i t  suttic~ent rrembers and officers ot the board of directors and 
managlns d~rectors do not cooperate the shareholders could be forced to hold 3 meetings 
before thev could precede ulth the~r  normal busmess Such a procedure llcould be 
especially d ~ s r u p t i ~ e  tor wtdelv held jolnt stock companles w ~ t h  many shareholders and 
gives the dlrectors and the charman too much power in t h ~ s  respect especially l f  and 



u hen tie ooard and 3 s~gniricant poruon or the shareholders are m d~agreernent Forc ng 
sharenolders to a r t e~d  :+fee meetngs albo could be a cecice :or those ln SOCUOI (31 sz 
company to harass and d~srupt non-controll~ng snareholders 

12 53 Accordlnglv l t  1s cerv i m p o r a t  t$at this probision should be revised to 

(a) L a k e  In >lace the dutv of board members to attend all shareholders' meeungs and 
respond o srareholdzrs' quesuons, 

(b) But ~ a k e  clear that t d u r e  to attend by one or more board members will not 
~nval~date the meetlng 

Othemise board members acung in concert can paralyze the company, at l a s t  tor the 
tlme that ~t takes to call and hold the three meeungs 

Clear Statement of Dut~es  to  Shareholders bv  D~rectors.  Officers and 
I I a ~ o r ~ t v  Shareholders 

12 51 4s both the kor ld  Bank Report and the 1980 IFC Report hake pointed out the 
current Compan~es h w  giLes insuffic~ent attention to the dut~es ot  d~rectors and officers 
as bell as the dunes or majonty or controlling shareholders to minonty or non- 
controll~ng  shareholder^^^ As suggested by the 1980 IFC Report, theretore, a newly 
reformulated companies law should include the toilowlng 

(a) Provisions specirically torbldd~ng majonty or controlling shareholders from talung 
'abusice or repressive" acuon aganst rnlnonty or non-controll~ng shareholders, 

(b) 'Pro~lsions specifving the duty of directors and otficers to act prudently for the 
best interest of the company and its secuntles holders Thls IS an important protecuon 
tor shareholders, because i t  can be used to threaten, or bnng, legal acuons aganst the 
directors and officers in case they act in uavs apparently contrary to secunues holders 
lnterests The concept that directors and orricers have a fiduc~ary duty to the company 
and ssc,ntles holders can have a potent caucionxy errect 

12 55 Currentlv, Anicle 76 of Cornpmles Law 159 prov~des only tor annulment ot a 
decision ot the general meeung or ,- ~ - ~ ~ o l d s r s  ~ssued in the Interest ot a c e m n  
category of shareholders or to the 2,  - L - I ~  thereof or to the speclal advantage or 
members of the Board or D~rectors or U L - L ~ S  ~ ~ ~ t h o u t  due regard to the Interests ot h e  
company " Thls needs to be taken out or the P ~ O W  confines ot a shareholders d e c ~ s ~ o n  
and broadened h general duty or n s t  cdbo died a fiduciary" duty) to the company 

'j I hor ld  Bank Report at p x i \  x~ p 10-1 1 of Annex A, I1 World Bank Report at 
p 56 1980 IFC Report at p 26 

a 1980 IFC Report at p 26 



should be imposed on all duectors orficers and controlhg shareholders to exerclse theu 
poucrs and conduct themsellves in the best Inrerests ot the cornpanv as a uhole and not 
,o ravor o re  group ~ l t h i n  the corpontlon to the detnment of another group or to 
detnrnent or rhe company Specificulv, dlrectors, orficers and c o n u o ~ g  shareholders 
~ o u l d  be prohibited t:om tidung tor themsel~es bus~ness opponunlues ~ h ~ c h  should be 
a k u i ~ b l e  to t+e company -- so called 'corporate opponuruues -- uhether by means or a 
dcc s,on or tF.e g~nenl meeung ot shareholders or otherwise 

Self Enforcement through Rwht of In!ured Part~es to Sue, 

12 56 As suggested bv the LFC team In 1980, a reformulated compames law should 
prolv~de an adeuuate rrarnekork tor 'selt entorcement" by g~vmg mjured parues the nght 
to sue tor lvlolat~ons or dutles, laws or regulauons h c l e  161 ot the exlsung law gibes 

the nght to injured partles to sue tor damages for "any d d n g s  or resoluuons mtnnging 
the rules established by thls law ', but that m c l e  focuses on illegal action only by the 
board or dlrectors and the general meetlng or shareholders It should also be made clear 
that actions are akalable tor lvloiar~ons or dut~es ot the law by tndividual otficers, 
directors and aud~tors as hell as conuoll~ng shareholders who abuse their postuon 
~rongrul lv to the detnmrnt of non-conuolling shareholders 

12 57 Further, Companies Law Arucle 160 appears to requlre a shareholders' resoluuon 
tor suits aganst dlrectors and aud~tors It should also be made clear that acuons aganst 
dlrectors and audltors -- as well as employees -- tor damages tor breach of duty to the 
company and ~ t s  shareholders are not confined only to acuons by the general assembly 
ot shareholders, but that shareholder lnjured by wrongful breach of duty can sue 
While the C~vi l  Code in Egypt provides generally for the nghts of an ~njured person to 
sue tor any wrongtul harm by another person, as the IFC team pointed out in 1980, i t  

IS Important that 'special provisions be developed In the Companies Law spectfying 
nghts tor harmed shareholders aganst directors, otficers, and others" including 
controlling shareholders4' 

Stronger P rov~s~ons  Regard~ng the Inde~endence.  Powers and  L ~ a b ~ l ~ t l e s  of 
4udlto1-s 

12 58 As noted bv the World Bank Report the current law 

I is also madequate In laying down the legal status and powers 
of aud~tors A powerrul and Independent audltlng protesslon would do 
much to protect interests of shareholders and the community at large4' " 

" 1980 IFC Report at p 27 

'' 1 World Bank report at p r v .  2 World Bank Repon at p 56 
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12 59 S,ml!arly the 1330 TFC P e p r t  recommended that a clear requuernent be sutd 
,. se aw that zsdltors nust be Lnde?erdent or b e  company ar,d noted that 

Indepeqdeqce sould be a qLeston of hc t  to be determined from all the 
-c,-s;~ces -dege~d="ice i~*Ulnlh ~ o u l d  preclude rhe accountant rrom 

ounrqg s s c ~ -  es in Isndlng tunds to or x n l n g  as an orficer or 
~3 of ce or ; o rxmv  or ;lc' ng 3s lrs book-keeper ''" 

12 b0 C..ircnrlc .ir - t le  '04 requires serum aspects of mdependence ot the audltors 
, nc l~a , rg  pro\ ls~ons roro~dding 

toundlng the companv, rnembershp of lu board or directors 
or any ?ermanent technical adminisuauve or consultative work therern " 

13 61 Add,tlonallv, Anlcle 104 torb~ds t$e audltor trom being a partner or relauve to 
the tourrh degree or a tounder or C~rector H o ~ e v e r ,  a general requirement or 
~ndependence as suggested bv the 1930 IFC Repon ~ o u l d  prov~de more tar reachlng 
FrotecQon In a d d ~ t ~ o n  a l l o ~ ~ n s  I ~ ~ I L   dud shareholders a clear nght to sue auditors ror 
harm ,.om brach  or dutv The law 3~ould also make clear that the auditor must be 
l n d e p d e n t  or the majontv or conuoll~ng shareholders and that non-controlling 
bhareholders can sue dlrectly tor remobd or harm as already noted above 

Q Inde~endent  A u d ~ t  Committee, 

i 2  62 As suggested bv the IFC's capital mxhets study team in 198d0, publicly traded 
jolnt stock companies could be requlred o Pabe an lndependent audlt cornm~ttee ot the 
board or dlrecrors controlled bv d~re; ors elected b v  the non-controlling shareholders 
Such an audlt committee uould meer u ~ t h  the external Independent audltors of the 
companv to reblew -- and later repon :o [be shareholders on -- problems or questionable 
pncuces obsened by the audltors the ~dequacy ot the company's lnternal accounung 
conuols and procedures, accessibllltv or A-:ormauon dunng the audit and other relevant 
matters T9is approach 1s a double check n ~ d d ~ u o n  to the requirement that the company 
h a ~ e  an Independent auditor uhose reoun: s reb~sued and approved at the shareholder s 
mseung Erpenence h a s  s h o ~ n  th;it .i,ciitors can be subject to pressure by the 
management and that ordinary share+old~*s t o  not habe tlme to study the auditor's report 
thoroughly or the abllity to questlon -, ..4L or adequately and at length 

12 63 Thus there are many u~ 5 .- ,? the nghts of small and non-controlling 
shareholders can and must be 2.0 ,, .J L r  he economic policy reasons stated at the 

J9 1980 IFC Report at p 12  

'' 1980 IFC Report at ; lp  : 2  - 



beginnmg ot this sub-secuon At the same ume non-conuohg shareholder protecuon 
must be xlanced aganst h e  need to dlow the companv to develop and cam on i s  

business rn an erfic,ent dbnarnic way That is, too mucn small shareholder protecuon m 
hll the golden goose of ertrepreneunal enteqnse uhlch generates the profits ~ h r c h  
xnefi t  a11 shareholde~s both rninontv and rnqonty, ionuohng and non-conuollmg 
Thus, or example l r  company otficers and emplovees are kept constantly occupied ~ i c h  

sharenoider 1nspect:ons or shareholder T e u n g s  on t n l ~ a l  toplcs, they w d  not have tlme 
to do the r uork Accord~ngly, balance clearly IS called tor since tyranny of the mlnonry 
zould be as bad or uorse than tyranny ot the majonty lor caprtal markets detelopment 
Ln parucular and pnvate sector development m general 

Sect~on E, lleasures to Real~ze Potentla1 Jo~nt  Stock C o m ~ a n v  4dvantages for 
Economrc Develo~rnenl 

12 64 As noted abote In Pxagraphs 12 05 and 12 06, the modem joint stock company 
- or buslness corporauon -- orfers many economic development advantages Vanous 

provisions of the exlsung Companies Law and reguiauons as well as governmental 
pncuces and procedures prevent many or these advantages trom being fully realized 
Accordingly, kt 1s strongly recommended that the rnesures recommended In th~s  secuon 
be undertaken In order to fu l ly  develop the joint stock company mechan~srn as a powerrul 
tool in pnvate sector economic development 

(1) Provlde Ifore Flev~ble Cap~tal Structure by Elrmlnat~ng 3hnlmum Cap~tal 
Requ~rements for Incorporated Compan~es 

12 65 The joint stock company 1s one or the most etfective mechanisms ever devised for 
rnobilizlng capital tor productive purposes because of the negotlabllity of ~ t s  shares, the 
potentlal tor unllm~ted life the l~mited l~abllity pnvllege avalable to the shareholders and 
other advantages To realize fully the jolnt stock company's potenha1 for cap~tal 
rnobilizatlon in Egypt, both the Companies and the Capltal Markets Laws and regulatons 
should be revised to allow jolnt stock companies to have a more flerlble capltal structure 
by el~minating provisions, requinng or authorizing the execuuve regulatlons to tix 
rn~nlrnurn ~ssued capital levels tor different bpes or businesses T h ~ s  should be lert to 
incorporators and shareholders who are in a much better uos~tion to make determlnatlons 
about uhether the company has sutficient capital to engage In the activities whlch thev 
contemplate than the government 

12 66 hioreover, such minlmum cap~tal levels set tonh in regulatlons and decrees tend 
to create a false sense ot secunty For one thing, over ume, inflauon will erode h e m  -I 
all probability More importantly, the real concern of shareholders as well as thud par, ss 
and the publlc should be w ~ t h  a company s overall financial posltlon, of whlch the cap1u.I 
IS onlv one element and not the most important element at that Rather, the finan, d 
strength or a companv IS best measured bv its o~era l l  net wonh and ~ t s  tuture prospec s 
For example, a company hhich has a pad In cap~tal ot L E 100 rnilllon may in tact " ~ ~ c  

l~abil~ties exceeding ~ t s  assets, therebv rrndenng ~t bankrupt By the same token J 

companv with a very small pad-ln cap1u.I or, say, L E 50,000 may In tact have g r o A n  



and ?rospered :o the 201rt uhere , t  h 3 ~  a net uorth of L E 50 rnfion An actual 
example IS h a t  or :he Gorrnan Rupp Companv u h ~ c h  uas mcorponted ~n the U S State 
or Ohio almost 60 bears ago to manuracture pumps with a pad-m cap~tai of only S1.500 
or L E 5,025 Slnce then, the company has grobn from a slngle tactory u an old barn 
,o s s e n  modem rranuractunng plants with net asseu of almost S50 mdhon Yet, the 
ong~nal S 1  500 IS the tocal mount  or cap~tal that has ever been p a d  m to the company 
Instad o t o o t ~ n , r  g more capital contnbutlons from its shareholders, the company 
tinanced 1s capital expansion lnstead through re-mvestmg its profits vear alter year 
n u s  alchough todav i t  I S  a pubhcly held company with over $70 rnilllon In annual sales, 
he G o r r m  R u ~ p  Cornmnv ?ever ~ o u l d  habe quahied to be a joint stock company In 
Egjpt under h w  159 ulth ca~i ta l  ot onlv L E 5 025, slnce the minimum capital for any 
Egjpuan joint slack ~omoanv IS L E 250 000 

12 67 Accordingly, ror the amount or capital needed, rehance should be placed on those 
most concerned namelv the rounders and the shareholders As pointed out by the IFC 
Capital Varkets Study T a m  In 1980 

"Often an entemnse starts out kith onlv a rncuon ot the entire cap~tal lt 
~ 1 1 1  ulbmatelv need Its Initial goal IS to obwn legal corporate status and 
then enter Into nrgotlatlons ulth potential investors and lenders, to stop 
t+is process mav uell uork aganst the goal ot tacilitatlng pnvate 
eqterpnse and nsk talung '' 

12 68 Far more erfecuve than minimum capital requirements, for purposes of protectmg 
the publ~c is a means ror the public to obtan reliable lntorrnatlon about the true financial 
posltlon or a any company with uhlch it is dealing In many countries, th~s is 
accomplished through public d~sclosure of financ~al statements showlng a company's 
financial posiuon based on accounts manmned in accordance wlth a well formulated set 
of generally accepted accounting standards and audited by shlled auditors In accordance 
with proven auditing standards Falure to dlsclose honestly the r u e  posiuon of a 
sompanv uould I a d  to Ilab~litv ror anv  damages tor those responsible 

( 2 )  Proklde Sounder Caprtal Structure by E l m n i l t ~ n g  Partially P a d  Shares* 

12 63 Currentlv, the Companies and Capital hfarkets Laws allow ~ssued shares to be 
parually pad -- 1, as low as 25 percent upon issuance Pmal ly  pad  shares mse many 
problems related to the nghts and I13bll1ues of the holder of partially p a d  shares and 
c ra te  uncemnty as to whether the shares w ~ l l  be pad Because of these and other 
problems many junsdlctlons requlre that all issued shares must be fully p a d  Slrnllarly, 
to el~rn~nate such uncewnues In Egypt cons~derauon should be glven to requlnng that 
lssued shares or jolnt stock cornpariles be tully pad upon lssuance 

1980 IFC Repon at p 8 



(3) Ehnmate Lmecessarv Restrict~ons on Lssuance and Transfer of Secunt~es 
and i l l o w  more Freedom of Contract 

12 70 Currentlv, drt,c!e 3 1 or the Corpar,:es Law ?recents lssulng shares at a hlgner 
?rice than the eominal  due except In ~ x o r d a n c e  uidi :he Euecuuce Regulauons uhlch 
m turn  rsqulre t$at anv premlum over t h ~ s  value be justified bv a report or rhe auditor 
As 201- ed out Sv cl.,e IFC In 1980 t h ~ s  1s a novel requ~rement ulthout clear 

j u s t l f i c~~on  * Uorrnallv, share pnces are based on the market -- I, h e  pnce at whch 
a b u ~ c r  1s ullllng to pav and a seller to sell Thls m turn is based on the buyer's and 
seller s L 2~4s ot the prospects or profit by the cornparues uhlch may or may rot be 
related to an auditor's report Such restrcuons can preLent the corponuon from lssulng 
shares at a urne and In a manner to take advantage of a receptive and tacorable market 

12 71 Slnce the company should be tree to o b m  the best pnce in the market for its 
shares at anv glben tlrne t h ~ s  restnctlon on d e  at more than the nominal \ d u e  should 
be rernoeed The best protecuon tor purchasers In the market IS,  as already noted a b o ~ e  
laws and regulauons requlnng and promoting adequate and honest disclosure of the 
iompanv's financial poslrlon 

12 72 As polnted out bv the IFC Capital lfarkets Study Tmrn In 1980, [Lie current 
Companies I n w  resenes a number or other ratters and declslons regarding issuance and 
uansrer or secuntles to gocernmental regulauons ~ h ~ c h  should be lett to the company 
m c l e s  or the parties concerned and to r h e  markets3 Examples include 

(a) Issuance expenses tor shares ( Art~cle 3 I ) ,  

(b) Resmcung ~n rounders seillng shares betore publlcatlon or financial statements 
tor t ho  ru l l  fiscal \ears (Artlcle 3 3 ,  

(c) Restnctlons on selling shares tor more than the nominal value plus lssulng 
expenses pnor to the Issuance ot the first )ear s profit and loss  count (Arucle 46). 

(d l  Rdiss, circumstances and condltlons on issuing preterred shares (Arucle 351, 

(e) Llmlung the issuance or bonds ,o u amount not exceeding the value or the 
company's assets (Art~cle 39) 

" 1980 IFC Report at pp 10 1 I 

'' 1980 IFC Report at p 11 gL 14-15 
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(1) C l a r l v  Provlde that Jornt Stock Compmes hate Lnllmlted Durat~on III 
order to  Promote Economc and Busmess S h b h t y  

12 73 One or tbe principal economlc pol~cv ad~antages of the jomt stock company or 
,orporauon is that t ~rovides tar more strtbil~tv and conunulty to econormc and busrness 
, re than LZ?V o ~ ! e r  ~ o r m  or tkpe ot enterprise T?ls advantage [lows rrom the tundamenral 
~or ,cs?t  dr - 2  , o m  stock company as being a separate enuty ~ h c h  has a legal capacity 
and eulbtsnce eltlrelv sepmte  trom its shareholder-o~ners Vore specifically h s  
,onze?t TWS  hat 2s 3 separate legal enutv, the jolnt stock company -- actlng through 
its iilrectors and orficers -- can buv sell and hold property, enter contracts, conduct 
busmess a,?d sue and be sued ,n courts or Iaw in its own name and separately t o m  its 
o u  ners or st-areholders 

12 71 The eustence ot a joint stock company separate from that ot  its shareholders 
promotes and tacil~tates stability and contlnuitv in business and economic arfars  That 
IS slnce :he joint stock company's eustence 1s separate trom that ot its human 
shareholder-owners h e  jolnt stock companv and its business conunues on as a separate 
legal person regardless ot &hat happens to the owners or shareholders Even 1 f d 1  or the 
joint stock company s snareholders should pensh together In a plane crash, tor example, 
or simultaneously go bankrupt, or suddenly ~ i r h d n w  all at once by umstemng theu 
shares, these ekents do not legally atfect or Interrupt the joint stock company's existence, 

and it  can conunue to carry on ~ t s  business as though noth~ng had happened 

12 75 Bv contrast the existences of partnersh~ps or sole propnetorships are bed to the 
existence and status or their owners -- that IS, the partners or propnetors Thus, normally 
a partnership company and its business terminate with the death, withdrawal or 
bankruptcv ot any or its partners, similarly, the business of a sole propnetorship 
termmates ~ i t h  the death or bankruptcy of the owner-propnetor 

12 76 To promote economlc and business continuity and stability even more effectively, 
the better conceived more progressive cornpanles laws provide lor unl~mited durauon 
tor joint stock companies -- unless otherwise specified in their arucles of lncorporauon 
or unt~l the jolnt stock company t a l s  or ~ t s  existence is termmated by shareholder 
agreement or other legal action In countnes having such laws, since the joint stock 
company IS a legal entity, recogn~zed as a person separate and distinct from i t s  human 
okners and managers, i t  can outlast them and potentially go on indefinitely, thereby 
prornoung business and economlc conunulty and stabil~ty There are some companies 
uhlch are over 200 )-ears old and many more uhich are over 100 years old Less bell 
conceived laws prov~de tor limited durat~on for companies (usually 25,  50 or 100 years) 
~ h ~ c h  can only be extended by arnend~ng the arucles ot rncorporauon Obviously, such 
laws do not promote business and economic stabil~ty and continuity as well as those 
uhich provide tor perpetual l ~ f e  

12 77 The existing Companies Law 159/1981 places no llmit on the durauon of 
~ncorporated cornpanles However, simply by admln~stratlve practice and without 
authonty in the law the Cornpan~es Review Committee formed under Article 18 ot t5e 



Companies LAW s i r ~ l v  refuses to allow a durauon of more than 25 bears T h ~ s  then 
requires the eutr3ora:nm general assembly or :he comDanv to extend ttle dunuon berore 
h e  2.5 b e a r s  expires A rerormulatd companies Iaw should clearly prov~de that 
lncorponted companies shall be pres~med to have an u ~ r m t e d  durauon (that is unul 
I! ssolbed or 1 qutdated In accordance ulth the 'rtw) unless othenvise stated LI-I the arucles 
This uou!d take adbantage or one or the pnmxy  advantages or mcorporated cornparues, 
?:orno:? buslress s , d  econornlc s ~ b i l ~ t v ,  reasure inbestors and encourage the capital 
marker 

(3 heed to  Protlde for Interm D ~ t ~ d e n d s  

12 73 T-e labs provlslons concernlrs ci,smbuuon or profits appear to concern only 
dlstnbuuons rollowlng the er,d or the iscal \ear and do not provide tor mtenm or 
quarterly dl~idends, a new law should make provision for lntenrn and quarterly 
d~vidends 

(6) 4llow for Board Act~on bv  Lnanunous Written Consent m Place of Board 
f leetugs 

12 79 Currently, Art~cle 77 or the presmt 13w ailows board members to represent other 
members as proxles by up to not more than one th~rd of the members present and no 
board member may represent more than one other member biany countries allow board 
acuon b v  unmlmous wntten consent uithout holding a meetlng, such actlon to be 
otficially recorded in the mlnute book To provide ilexlblllty for company actlons, it is 
recommended that a reformulated companres law permlt such a procedure while proxles 
tor board members would be eliminated 

(7) Ueed to Reduce Eucess~\e Coternment Interference rn Company 
Sharehoiders' I leet~ngs 

12 SO Corn~ared to most rndustnailzed ,-cf -dustnalizing count-zs, Egypt's Companies 
and In~sstment h w s  currentlv requlrc: J r  xrnlt excessive government intervenuon in 
sornpanv sxreholders' meetings bv r x -  --; [bat 

(a) Votlces ot such meetlngs be l t n t  3 the Compan~es Department and/or the 
Inkestment Authonty and the Capital f i - - t C r s  Authonty, 

( b )  Representatives ot such age-& - >  L irnitted to attend shareholders' meeungs, 
m d  

(c)  f l~nutes  ot shareholders -LC - >  -5 >-3mltted to the Companles Department for 
review 

12 81 \ i h ~ I e  the Cornpan~es A t ! ~ r s  U ~ ~ ~ ~ c t i t  and the Cap~tal Market Authonty should 
have incestlgators and inspectors H l1h ? Q3er pul~ce and investigatory powers, companies 
should not be requ~red to invlte or ~ q t  rttpresentauves trom these bod~es to attend 



shareholder rreeunss ror  send m u t e s  to s ther of LFlese agencles for approtal in t!e 
r,ormal course or busir,ess 

12 32 Such requlremeqts delay the erfic~ent operauon ot comparues and encourage chose 
A no ~ ~ s h  ;;.ore pnkacv in conduc~ng business to uulue other t o m s  or comparues C : m  
r q u ~ r e - e ? ~ s  for the legal~tv or meeungs and m u t e s  should be set out UI the law and 
L:LIT~ z i ~ r ~ r m l ~ ; i t l O n  thereor left to the coum m the etent ot a d~spute Intenenuon by 
the asLmon,es should be resened only tor sltuatlons  here the authonues hate 
re3SonaD e cause to suspect senous t lolauons ot the law 

12 33 A t  -ost goternmelt inspectors could attend shareholders' meeung or publlclv 
held comuanles on a r z d o m  bass Slmllarlv, government mspectors, could inspect Lhe 
corponte books and records of companies selected randomly or as noted abote m cases 
uhere there is reasonable cause to suspect a senous violatron 

12 81 The tollow~ng obsenauons or the 1980 IFC Capital Study T a m  are applicable 
todav ln cons~denng the rerormulauon or the Compan~es Law w ~ t h  respect to government 
intsrtsrelce in company arfurs 

In tCle first place u e  see the corporarlon itself as a pnnclpal mobilizer 
or capital and u e  belleve l t  IS now appropnate, even necessary, tor Egypt 
to rnlnlmlze dlrect government approvals and supervlslon or corporate 
tormauon and actlvitv All of this 1s baed on the premlses that if pnvate 
inluatlve 1s to be encouraged, l t  should be trusted, and that potenual 
abuses can be curbed by establ~shlng clear sanctions on the corporauon 
and the ~ndlvlduais responsible for thelr vlolauon "% 

(8) Veed to Brlng Cornpama L a w  P ~ O V ~ S I O L ~ S  mto Lme with Lnvestment LAW 
Provlslons 

12 55 The World Bank Report recommends that Companies LW 159 procislons be 
brought Into 11ne with Investment h w  230 protlslons bv dropp~ng the requirements rWJt 

19 percent of capital in joint stock companies be rirst ottered to Egyptians and -a[ J 

majority ot board directors must be Egyptian" 

12 56 These restrictions no longer make sense In llght ot the ablllty of foreigners to o A T  

m d  manage 100 percent of most lnbestrnent projects under the investment law Tc, -e  
extent that i t  is deslred to require 3. specified mlnlmum Egyptlan pmclpauon ~r A 

llm~ted number ot fields thls could be  done through negauve lists ar IS described -I 

decal in the Chapter on the Investment Law T h ~ s  report tully supports the World BL-~-h 1 

1980 IFC Report at pp 11-111 

IS I World Bank Report at p xi  p 15 or Annex A, I1 World Bank Repon 3r :, + 4  
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recommendauons to unlrv the Investment Law Companies provisions with those or the 
Corpan~es  Law 

Sect~on F: Dtscrunlnat~on l ea~ns t  the Incoruorated Comuanles In General and 
the joint Stock Company in Particular 

(1) 10 Percent Profit Dts tnbut~on to Employees* 

12 57 One or the problems wnich anv rerormulauon or laws atfecung comparues should 
address I S  tbe d~scnmlnauon by exisung companles and tax laws aganst jotnt stock 
companies and other incorporated companles T h ~ s  d~scnmlnauon sees out or place m 
llght or the ,rrportance ro the Egypuan economy or pncate sector development and the 
proLen srrectlbeness or the jolnt stock company torm m m o b h g  cap~tal for producuce 
lnvestment and job c r a u o n  The pnmary forms of d~rcnmrnauon concern the 
requlrement to dlstnbute to emplovees 10 percent of dividends up to 100 percent ot 
salanes and the annual 1 2 percent stamp rim on capital 

12 58 Dlstnbuuon ot profits to the emplocees rs required by Arucle 26 of the Egyptlan 
Consutuuon hnlch probides ~n relebant part as tollows 

Workers shall have a share ~n the management and profits of projects " 

12 39 To date houever, thls requirement h a  been applied only to joint stock and other 
lncorporated companles through the companies and Investment laws Thus, all Investment 
Law 230 and companies Law 159 jolnt stock companies and llmlted l~ab~l l ty  companies 
wlth a capital ot L E 250,000 or more are requued to set a s ~ d e  not less tfian 10 percent 
or t9e profits dlstnbuted in any financial year for the benefit of employees up to an 
amount not to exceed 100 percent ot the company annual payroll Compan~es organ~zed 
as partnerships or limlted partnershrps, however -- unllke joint stock or l~mlted liability 
companies -- are not subject to t h ~ s  requlrement 

12 90 As l t  srands, theretore, the law clearly dlscnrnlnates aganst Incorporated 
companlss In ravor or unincorporated partnersh~p and l~mited partnership companies 

12 91 The best soluuon would be to return to the formula of the onglnal Investment 
Law 4311974 whlch requlred that " a  percentage ot the net protit of such companies is to 
be dlsmbuted annually among emplo~ees and labor" but lett the exact amount to the 
d~scretlon of the shareholders uho uould act upon the recornrnendatlons of the board of 
directors 

2 Annual Proport~onate Stamp Tax on Cap~tal 

12 92 An equally senous dlscnrnlnation aganst joint stock and other incorporated 
companles 1s stamp tax law 1 1  11 1981 whlch Imposes an annual proportionate tax on 
issued capital shares ot 1 2 percent of rhelr value Th~s  IS obv~ously a direct tax on 
capital of lncorporated joint stock companles Because the stated pol~cy of the Egyptian 



.overmelt is :o sqcounge the cauital market w h c h  mdes and the shares ot 3 

i:,coqonted ,olnt s,ock compmes, the C ~ p t a l  \larkerr; Law 351 1392 exempts trom ;?IS 
tax jolnt stock companies bavmg at Imt 30 percent of theu shares held by 150 
shareholders or more But more closely held jornt s t x k  cornparues whch r emm subject 
LO th~s wx shou!d also be exempted since thev are the seeds ot future capital markets 
grou th ! 1 m ~  hlle unincorporated comparues such as partnershps and hrmted 
?artrersh ?s ar; ~ e t l  as ~ndlv~dually o ~ n e d  enterprises, are not subject to the heavy fiscal 
burden or ,Ce stamp tax Thus, on the one hand, the government actlvely seeks to 
encounge caplcal rrarket development but, on the other, laves m place laws and pohc~es 
uh~ch  push Iqbestors towards unrncorporated cornpanles and away from joint stock 
companles uhlch u e  essential for the tilnher extension of the cap~tal markets ~n Egypt 
To srcourqe rull i z ~ l t a l  market decelopment in Egypt, ~t IS thererore recommended that 
d~scnmlnauon agrunst joint stock companles be ended by changlng laws, regulations, 
procedures and practrces In order to 

(a) EIlmlnate the annual proportionate sump tax on capital, and 

(b )  R q u ~ r e  all companles to dlstnbute 'a percentage" ot share ot profits to 
emplo~ees to meet the constitutional requlrement but  not speclty maximum or mlnlmurn 
amounts and el~mlnate the current 10 percent absolute mlnlmum requlrement 

Sect~on G ,  -4llow a \lore Flevlble Form of Jolnt Stock C o m ~ a n v  and Eltrn~nate 
the L ~ m ~ t e d  L~abl l~ tv  and Partnershlo L~mrted by Shares C o m ~ a n y  
Forms 

12 93 4s noted above, the Compan~es Law ~ l ~ n e n t l y  prov~des for 3 forms of 
lncorponted companles -- namely, the joint stock company, the l~m~ted  11abhty company 
and the seldom used partnersh~p lim~ted by shares Because ot the many advantages of 
the jolnt stock company tor economlc development In general, and capital mob~l~zauon 
In panlcular, Egjpt should cons~der authonzlng onlv one torm ot incorporated 
companv -- ~amelv the joint stock companv bu t  d~fferent~ated berween pnvately held and 
publlclv held jolnt stock companles The l~rn~ted Ilabllltv companv and pmnersh~p l~m~ted  
bv sharss rorms or companles uould then be el~mlnated and businesses des~nng to 
lncorponte ~ o u l d  choose elther a pnbz elv -eld or publ~cly held joint stock company 
onlv 

12 94 Under the eustlng law the llrnlted i ab111ty form is very popular w~th Inbestors 
because l t  is easier to form and LnL ~ r e s  less ~nterterence trom the government as 
compared to the joint stock companv T' \e d~~rerences would disappear, however once 
proposals are adopted to make joint S ~ O L ,  ~urnpany tormatlon a simple easy matter of 
registrauon and to remove excesslie gdbernrnent intervention In most jolnt stock 
company arfars and decis~ons The m a n  problem with the l~m~ted  liabil~ty torm IS ~ t s  
lnrlev~ble cap~tal and share structure In - ~ t  

(a) The entlre crlp~tal must be p a d  up upon tormatlon -- &, there IS no authorized 
but un~ssued cap~tal, 



(b) Theretore -ew Issues cannot be Issued unless the capital is ~ncreased upon the 
\OR or t'le e x t n o r d i n q  gereral ineeung or partners to amend h e  m c l e s ,  

(c) There can only be one class ot shares, 

( d )  :r ,h,e companv succeeds, new capital to finance expansion cannot be msed by 
,ssulng shares to k e  publlc and 

(e) 4 Lmleed Iiabil~[v companv can neber issue bonds 

12 96 Bv contrast, the joint stock company is an extremely flexlble torm of organuatlon 
v,h~ch can finance and manage every size and lund of busmess from the most simple 
slngle enterpnse to the most complex conglomerate ownmg and controllmg numerous 
mdustnes One of the most dramatlc examples of the tlexlbhty of the corporate form is 
Apple Computer, Inc , a corporatlon vl hich provlded the legal tramework for financing 
and managlng an enterpnse uhich grew rrom a couple of college drop-outs buildlng 
computers [n thelr garage to one of the world's largest, most famous pubhcly held 
computer companies C t m n l v ,  the joint stock company is one of the most etficlent and 
tlexible i ehicles eber deb lsed tor mobilizing capital and implemenung investment 
projects T h ~ s  1s because or the jolnt stock company's potenually flexible share structure, 
the easy negouabilltv or shares and the potenual to m s e  large amounts of capital through 
publlc orfenngs 

12 97 Because or ~ t s  many socially and economically useful qualities, joint stock 
companies should be made &sy to torm in Egypt as already recommended above At the 
m e  ume, standards and means for rasing capital through public subscnptlon should be 
carefully regulated through the Capital Cfarket Law A pnvately held joint stock 
company then can a s i ly  move to become a publicly held joint stock company provided 
that the standards and requirements of the Capltal Market Law are met, whereas 
changlng from a limited liabil~ty company to a joint stock company must go through an 
complex procedure of significantly amending m c l e s  and obtaning shareholder and 
government approval 

12 98 Moreover, there IS no particular reason to have two forms of corporatlon having 
separate entlty status and offenng limited liability to the owners when a pnvately held 
jolnt stock company can offer shareholders everything that a limited liabil~ty company 
offers In the way ot easier torrnauon and less government interterence once the reforms 
recommended by thls report are adopted Thus, for jolnt stock cornpanles with a small 
number of shareholders, the law could be amended to make the atfars  of such cornpanles 
to be as pnvate as those of l~mlted l~abtlity companies now are unless and unul the 
company orfered shares to the public In other words, under a reformulated companies 
law a pnvately held joint stock company would be allowed to operate as informally as 
a limited liabil~ty company now is and would not be required to register with the stock 
exchange Unlike a limited liability company, however, upon issuing shares, bonds or 
other secuntles to the public, however, a joint stock company would then automatically 
become a publiciv held joint stock companv uhlch would be subject to more appropnate 



regulauons 1, ,t ~ o u l d  be requ~red :o rezister uith the stock exchange and would have 
-a\ ier ? L D I ~ C  ;e;)on?g and Ynancial d,sc!osure requuernents than a pfivately held jomt 
stock company 

'1 9 4s the lJSO IFC Repon panted out eqrre?reneurs ~ h o  are tempted to opente 
t$;oug7 a ~ i n l t ~ d  i , i ~ l l ' t ~  company rather than a jotnt stock company largely preclude 
the P O S ~ L I I I  or ? J D ~ I C  otfenngs or t:adln,o in their shares, bonds and other secunues 
Thev the-eSv reduce the potentld supolv or corporate secunues to the capital market and 
resmct their oun  poss~bil~tv tor g r o ~ t h  Sp~i r ica l ly ,  the 1980 IFC Report noted 

Cnrettered use or the llrnited llabhty corporate form could rewrd 
lie~e!oprnent or the capital marker X busrness executive seehng to 
incorporate may prefer this rorrn, u hereby he avoids some adrmrustrauve 
restncuons is prohibited from rnalung a publtc otfermg, and can prevent 
?artrers rrom sslllng shares to outsiders ' 6"  

12 100 A t  the urne a parucular company is tormed it can never be pred~cted 
~ h e t h e r  t !at  company kill grow to be successrul or not As noted above, Apple 
Computer began In the garage or its tounder kith a \cry low capital But grew to become 
a mulu mlllron dollar company As i t  grew i t  obmned its capital needs through publlc 
orrenngs ot shares and secunues Simllarlv, the Gorman Rupp Company in the United 
States began uith a capital or onlv U S $1 500 (or L E 5,025) Today, the Gorman 
Rupp Company, uhlch manufactures pumps, has annual sales of almost 570 mllion and 
net assets or almost $50 mlll~on On the other hand, thousand of corporabons formed In 
the United States neber get past the smail company stage By having a single company 
torm gra te r  ilexibil~ty and a greater potent al  supply ot securities would be afforded for 
Egypt's capltal market 

12 101 Because ot its potentla1 tor mobilizing capltal, then, the law should 
sncounge tormation of joint stock companies by the following legislauve acuons 

(a) Provide tor an easy companv drrnauon system through regismuon as 
recommended above, 

(b) '+fake pnvately held joint stock .d-xrtles as tlexible pnvate and easy to operate 
3s l~mited llabrlity companies, 

(c) When shares, bonds or o,brr ,',,nues are offered to the publ~c, subject 
cornpanles to full public disclosure grL2 . r -. g,l~uons reporung requirements, and closer 
regulauon and otficlal scruunv, 

(d)  El~minate all laws and rules A ,'r t bcnminate aganst jolnt stock cornpanles for 
no lust1 tiable reason namelv 

' 6  I980 IFC Report at p -13 



( 1 )  Excessi~e government Intenequon n sharebolder meecngs as d~scussed 
move In Secuon E (7), 

( 2 )  The annual proporuonate stamp tax on capital and shares by stamp tax law 
111,'1981 and 

(3) T?e requirement to dismbute an amount equal to 10 percent ot all 
6:smbuted net profits to the emplovees 

12 102 In short, the preference should be for a slngle flexlbIe form of joint stock 
companv ~ h l c h  can 

(a) On the one hand, meet the needs of all investors d e s m g  to have a company 
whether the number ot shareholders are 2 or 2,000 or  more, and 

(b) \feet the need ot Egyptian societv to mobilize capital for producuve Investment 
and job creauon 

12 103 For these reasons, i t  1s respecttully recommended that the limited liability 
companv torm and partnership limited by shares torm both be eiimrnated in tavor of a 
more t l e x ~ ~ l e  torm ot jolnt stock company *hich would tunctlon wlth much less 
government intervenuon In internal atfars,  but more qualltauve regulauons on external 
matters relaung to d~sclosure to the public, as well as the duues of directors and 
controlling shareholders to the company and non-controlling shareholders 

Cectlon H, 4m a I e am at I o n o f In cornorated and Un~ncomomted C o m ~ a n ~ e s  ~ n t ~  
a General Cornpan~es Law 

12 104 There are reports that the Egyptlan government 1s considering an overall 
companies law reform which would unity the companles and investment laws In 
addiuon, the World Bank has recommended bnnging vancis  Compan~es Law 159 
provisions into llne with those of the more liberal Investment Law 230J1989 as p m  ot 
a general reform of the companies l a d 7  In the context of an overall reform or 
Companies Law, cons~deratlon should be given to bnnglng unincorporated partnersh~ps 
and limited partnerships under a general overall companies law together ~ i r h  L'le 
~ncorporated companles Currentlv, prot islons concerning unincorporated companies us 
scattered among the C~vrl  Code the Commercial Code Investment Law 230 L-d 
Commercial Reglster Law 341976 In additlon to creaung a better organ~zed ' ~ g d  
tmmework for all companies, such a change would allow cons~deratlon of Issues comr-on 
to both unincorporated and incorporated companres -- such as, for example, the forrr3uon 
process and the fiduciary duues of boards or directors and managers of corporations to 
shareholders on one hand and managing partners to limited partners on the other 

" I World Bank Report at p rl, p 15 of Annex A, I1 World Bank Report 31 44 
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12 ' 0 5  P e  *o:e:olng does not Durport to consutute all of the needs and 7roblems 
70 oe acdressed b y  a rew or rerormdlated cornparues law, bur only the most obb~ous 
rom the s tard~olnt  ot eqcounglng pnkate sector Investment and development In 

aadiuon, any project to prepare a new cornpanles law should draw on past reports and 
~ecommendations  ding those reverenced In L~JS report Among them are tCle 
recomrrsndatons rtgard,ng companies law c o n m e d  LII the 1980 LFC R e ~ n  and the 
1332 \\ Q~ d B u h  R a o r t  In addiuon revlslon ot the Cornparues law should be carned 
out 11 i ose ioord:raton blth the lnbestrnent law and Commercial Register Law revisions 

as recommended bv 191s report 

12 106 I t  IS respecttully recommended that a reformulated compmes  law be 
enacted * hlch wlll 

(a)  S,rnplitv and streamline tormation procedure tor all companies both incorporated 
and unincorporated S v  replacing the existing complex bureaucrauc and tlme-consuming 
procedures uirh slrrpilried rsgistr3tion I he Commerc~al Register charactenzed by b,e 
rolloulng rrasures 

t 1) Reduce tbe documents to be submitted to no more than 3 -- an appl~cauon 
form companv articles and ldentlficauon documents 

( 2 )  fiinimum revlew of company arucles to ensure only that the companv's 
objects are rot planly unlawrul, that there is an address, and that the capltal 
suucture 1s descnbed in the arucles In other words, clearly stated legal 
requlrernents tor company arucles would be set forth In the law but pnrnary 
responslb~lrty tor the legallty and entorcement ot a company's arucles would be 
left to the pames concerned, rather than dewled and bme-consuming revlew by 
government orficrals 

( 3 )  C'se negauve lists to exclude unperrn~tted objects or achvities by foreigners 
or the pnvate sector generally 

(4) Continue secuntv cbecks but sllmlnate them as a pre-cond~t~on for 
tormauon 

( 5 )  Transrcr respons~bll tb &-a I ~ ~ b i l ~ t y  ror evaluat~on ot  in -hnd  contnbutlons 
to capital from the gokernrnenr to the parries concerned but requlre full 
disclosure 

( 6 )  Reduce jolnt stock companv founders from 3 to 2 

( 7 )  Impose severe penalties tor knowingly providing false lnformauon or 
matenal omissions 



13) Ilsuture cuailstl6e :?spect,ons or -~ri,?dorn mnples and ~ a s e s  ~ t t h  
rmonable g ro~nds  ror suspic on o ;lro?lote corp1:ance 

(b) Revlse and s t r a m l ~ n e  merger proced~res bv means or, ~nter  a214, the tollow~ng 

I 1 )  4s In the case or company torrnatlon, t m s t e r  responsibility tor ebaiuauon 
dr the rsrging comparues' assets to the parues concerned and ~ n d e ~ n d e n t  
aud~tors or apprasers mstead ot government orfic~als or committees 

I )  Replace minlstenal approval with the opporturuty for retiew by an 
~ndependent monopol~es or tree t nde  comrmssion subject to stnct urne and other 
rquuements and as part or a revlsion of the mu-monopoly law tn Egypt as 
discussed below in Chapter 19 

(c) Provtde more adequate protecuon and self-enrorcement mechan~sms for non- 
controlling shareholders by the toilowlng steps 

(1 )  Require cumulauve botlng tor d~rectors In joint stock companies 

2 )  Inst~tute shorter terms tor board members and especially reduce terms of 
board members appointed bv the rounders to no more than the ume required to 
hold an election at the first general shareholders' meeung 

(3) Perm~t shareholders to elect outs~de directors lf they choose and 
el~mlnatlng the requlrements that directors must be shareholders and must depos~t 
guarantee shares 

(1) L~beral~ze proxy rules to allow shareholders to name any one they wtsh 
as a proxy, including directors, with appropnate rules requiring full disclosure 
or matenal facts by those sol~cl t~ng proxles 

( 5 )  Eliminate the rule lnval~dat~ng shareholders' meetlngs when an ~nsurficient 
lumber or board members or board otficers attend 

( 6 )  Prov~de a clear statement or duty whlch torb~ds directors, otficers, and 
majonty shareholders trom abusing ron conuoll~ng shareholders bv appropnaung 
company opportuniues tor themsel~zs and whlch requlres them to act In the best 
interest ot  the company and all or 1,s shareholders 

(7) Provtde a clear nght or >-areholders to sue for breach or duty by 
directors, officers and major -.ireholders tndependently of actlon b y  the 
shareholders' general meetlng 

(8) Strengthen requirements tor the tndependence and power of aud~tors 



t 3) Requlre an ~nde~endent  a ~ d ~ t  committee or the board or directors elected 
3v the ron i o n t r ~ l l ~ n g  srare~oiders ,or c e r a n  uldeiv hdd  companies 

(10) i t  the same ume, balance the need to protect non-conuoll~ng shareholders 
~ g a n s t  the need to allow the companies to grow and carry on busmess m an 
t ~ 6 c  ent dbnarnlc hav 

(d) ; i a , z e  more r ~ l l v  ?be potenual ot t.e jolnt stock company torm tor economlc 
de\elopment purposes bv means or tke rollowlng 

( 1) Provide tor a more rlexible capital structure by elimlnatlng minimum 
cap~tal requlrements ror jolnt stock compames 

( 2 )  Prov~de tor a sounder and more c e m  capital stnrcture by ehrmnatlng 
?mrd ly  p a d  shares 

(3) Eliminate unnecessarv restrictions on the issuance and transfer of secuntles 
such as 

Prevenrlng issuance by a company ot shares higher than the nomlnal value 
except tor ;i premium jusutied by the auditors report 

Restncung founders from sell~ng thelr shares before publicauon of 
tinanc~al statements for t ~ o  full fiscal years 

L~rnltlng issuance or bonds to the value ot the company's assets except In 
exceptional circumstances 

(4) Clearly provide that joint stock companies have unlimited durauon unless 
otherw~se spec~fied in the arucles rn order to promote econornlc and business 
stability 

( 5 )  Clearly and tully prov~de tor rntenrn dividend distnbutlons instead of only 
annual div~dends 

(6) Permit the board of directors to take acuon by unanimous wntten consent 
In place ot board meetlngs 

(7) Reduce excessive government interference in shareholders' meetlngs by 
el~m~nating requlrernents that notlces ot rneeungs be sent to government 
agencles, representauves or such agencles be permitted to attend shareholders 
rneeungs on a regular bas~s, and minutes of such rneeungs be submitted to the 
Companies Department or other agencles 



I 3) Bnzg Csmpanles Law 9rotls.ons ~ q t o  h e  NLL+ Inbestment L w  probisions 
3v 5 , X I T ~ U ~ ~  P a ~ ~ n ~ l t v  req~i-2-eats rar :oundzrs or ;om[ stock cornpariles and 
clrectors 

) \"oulng shueholders +o dz'emme tCle perceqtage ot protit to be 
~ z g u t e d  ?O - e  emulotees ~ x o - c  ns ?o a tormula sirmlar to b a t  or former 

r~ tes tment  k w  131 1371 and 

I )  Elimlnaung the annual proporuonate stamp tax on capital 

cg) Ulrmnate the 11mited I~abi l~ty and p m e r s h i p  hmlted by shares t o m s  of 
:ncorponted companies I m l n g  Instad only the jolnt stock company form bhich could 
be elti-er 

( 1) 4 publicly held joint stock company which will have a formal management 
structure and reporung and dlsilosure requirements mandated for such companies 
~v the C~pi ta l  fIarkets l a w  or the Companies IAW, LS appropnate, or 

2 )  4 pn~ate ly  held ,oint stock company which could have a simpler, more 
'exible management structure and minimum reporung requirements ~ h i c h  wlll 
mable inbestors to have all or the advantages of a l~mited liability companv, but 
v.hlch can be a s l lv  changed to a publlcly subscnbed joint stock companv when 
-scessary and desirable to rase capital or other tlnance through issuing shares or 
other secuntles to the publlc bv rrretlng management, reporting and disclosure 
-squirements In accordance ~ c ~ t b  -e C;ip~tal Xiarkets Law, but wlthout chang~ng 
',e cornpanv form as uoulci be required In the case of a limited llabiiity 
company 

( h )  Amalgamate Incorporated and ~n~ncorporated cornpan es into a single general 
companies law ~ h i c h  ~ 1 1 1  allow tor ~ n ~ F e d  'orrnatlon procedures and duues by managers 
and ;ortroillng shareholders and par,:s:s to outside investors and the publ~c  

12 107 The foregoing does rot 7 , ~ o ~ t  to constitute ail or the needs and problems 
to be addressed by a new or retor-, , ,J ,ompanles law but only the most obvlous 
rrom the standpo~nt ot encourag - g  , - L J  e sector Investment and development In 
addiuon any project to prepare a t A ~2 - p m e s  law should draw on past reports a i d  
recommendations lncludlng tho>< - . . - ~ e d  in  this report Among them are the 
recornmendatlons regarding c o r m m  r s  JN ~ o n m n e d  in the 1980 IFC Report and the 
1992 borld Bank Report In  3dd L)? ,L L U O ~  ot the cornpanles law should be c m e d  
out ~n c!ose coordinatron L I L T  - 2  .e>:mnt  LW and Commercial Reglster Law 
reuslons recommended bv  t h 1 5  r i -w~  7 CLapters 10 and 13 



13 01 4'1 or the iahs analvzed ln thls report s~gmficantly arfect rnvestment ln Egypt 
Ulne !J& 2 3 1 ~ s  houeksr, dlrectlv address, and gotern intestment UI Egypt by Egypuans 
and tore y e r s  -- namelv, Investment Law 23011989, Industnd Llcenslng IAW 211 1958, 
Hotels wd Tounst Construcuon ("Tounsm") IAW 11 1971, New Urban Communltles Law 
591 1979 Compan~es Law 1.591 1981, Commercld Reglster Law 341 1976 Lndustnal Shops 
IJW 453,1951 Income Tax Law 1571 198 1 as amended by Law 1871 1993, and laws 
concernlrg land o ~ n e r s h ~ p  and reglstrauon Despite recent reforms, as presently 
structured and applied, these laws sull constitute or c o n m  sigmficant resuarnts on 
pncate sector mestment ln Egypt The Commercial Register and Companies Laws 
aireadv habe been dealt u ~ t h  1'1 dew1 In pnor Chapters above 

13 02 17 ,he past three \ears the Gokernment ot Egjpt has lnstltuted a number ot 
rerorms umed at stramllnlng the lncestrnent llcenslng approval process These reforms 
~nclude lqtroduclng a negatlve list, s~mpl~fylng ~ncestment appllcauon torms and recently 
announcing autornatlc approval ot all Egyptian lnkestment projects hav~ng a capital ot 
L E 5 m1111on or less As dewled below t h ~ s  report recommends tunher measures along 
these same llnes to complete the strearnl~n~ng process as hell as changes In the 
Investment incenuves svstem and developing a stronger Internal and external lncestrnent 
promouon program Such retorms are strongly related to modern~zauon ot the 
Commercial Reglster and reformulauon of the Companies Law discussed ln preced~ng 
Chapters Slmllar reforms are recommended by the World Bank's 1992 Report on 
Egypt's pnvate sector regulatory environment -- c~ted  In paragraph 1 18 -- which should 
be read In conjunction wlth this report 

13 03 In bnet, l t  IS recommended that legislation should Se enacted, regulations 
promulgated and orficlal actlons taken regarding lnkestment in Egypt, uhich will among 
other things 

(a) L'n~fy Egypt's confusing multlple Investment regimes Into a slngle system Nn ,'I 
~ 1 1 1  to the extent poss~ble treat all investors equailv whether Egypuan Arab or tore g? 
d~scussed in Sect~on B below 

c b) Replace the bureaucratic multi-step and time-consumlng investment appro\ LI 
process w ~ t h  the single step ot reg~stenng an enterpnse or company with the Commer, LI 
Register as already discussed In Chapter 12 except tor a few h~ghly sensitive pro L, s 
~ h ~ c h  could be specitied on a short nesatlLe l~s t  d~scussed in Sect~on C 

(c) Replace t~rne-wast~ng dlscretlonary approval of tax ~ncentlves pnor J 

commencement or a project wlth autornatlc lncentlves based on subsequent e n t e p r  ,e 
pertorrnance -- preferably through comprehenslie tax law reform ~ h i c h  w ~ l l  e l ~ r  -.. e 



dl exlsung m.. sxerouons and bol1d3\s and redace them blth the best tax Ilcequce or 
u1 n r , s l v ,  2 stable ow ux n t e  a ~ s s ~ s s e d  ,n defd ~1 Ch,apter 1 1  

) Channel eoie.rmert  human ;:d Fnanc~d  resocrces saced bv streamlining the 
-\estrreqt 1 ceqsl :~ ;"d Ircequte z m r o ~ a l  process as suggested a b o ~ e  Into 

) I - ; = s i ~ e n t  promouon ~ . 3 ~ 0 3 d  and ulthln Egypt 3s discussed m Secuon D 
x 1 o w  and 

( 2 )  Q u a l ~ u ~ ~ e  mprocements of enforcement of health, sarsty m d  
si~lronmental and land use regulauons as dewled m Secuon D (1) below 

S e c t ~ o n  B E g v ~ t ' s  I I u l t l ~ l e  In+estment Reelmes should be Vnlfied 

13 0 1  One ot the pnnc~pal problems u ~ t h  Investing In Egypt 1s that there are confus~ng 
alternaube regimes tor ~nbestment bv both torelgn and local investors as follows 

(a) Proceeding ~ n d e r  In~estrnent Law 13011989 to o b w n  approval trom the 
Investment Authontv tor an incestment project In ~ a n o u s  rields & tor company 
:ormauon 

(b )  Proceeding under Companies Law 159/1981 to obmn approval for a joint stock 
or I~mited Iiab111tv companv a& under Industrial Licensing law 2111958 for approval ot 
lndustnal project under Tounsm Law 1'1971 tor a tounsm project p r o c d ~ n g  

(c) E~tabl~shment or e~ther  a Law 230 or a Law 159 company in one of the new 
urban cornmunitles -- 1, special desert areas des~gnated for ~ndustnal development -- 
under Law 5911979 ~ h ~ c h  also prov~de s~gnllicant benefits to investment projects both 
similar to and ditferent trom, those avalable under Law 270 and Law 159 plus the 
advantage or prepared ~ndustnal sites w ~ t h  water, power and communlcauons made 
a b a l ~ b l e  through the new community 

(d) !lost recently, Pres~dent hlubarak h s  issued lnstrucuons that Egyptlan owned 
lncestment projects w~th  a cap~tal or L E 5 mlll~on or less be allowed to proceed without 
obmning advance approcal or e,thrr [he Investment Authority or the General 
Organizauon tor Industnalintlon (GOFI) 

13 05 Complicating the plcture tunher I S  that In additlon to the above rnentloned laws, 
dltferent wx and other lncenclbes tor Inbestment are to be tound in other laws lnclud~ng 
[ncorne TLX Law 1571 198 1 3s amended bv Law 187/1993, Capital Markets Law 951 1992 



and Customs Exernpuon Law 186/19865a Thus, tahng the basrc approaches together 
with the Lanous incenuve packages presents a kanety of d~tferent poss~ble mvesunent 
regimes otfenng different procedures, d~fferent nghts and guarantees, and d~fferent tax 
and other lncenuves 

13 06 TF'Ls tach ot  the above general alternautes otfers vanous advantages and 
disad\annzes c~amples ot wh~ch are as tollows 

(a) The adkantages ot proceeding under Investment Law 230 include the foIlowing 

( 1 )  Guarantees aganst arbitrary expropnauon and confiscauon whlch are 
addluonal to these already conmned m the Constltuuon 

(2) Immunity trom adm~nistrauve attachment 

(3) kght  to import production needs and export products directly and easier 
Import and export regulat~ons 

(4) Greater tax incenuves 

( 5 )  Clear nght to repatnate capital 

( 6 )  Freedom from Companies Law Egypuan nahonalrty requirements for the 
directors and managers of cornpanles 

(7 )  Freedom trom Companies Law requrrement to offer 49 percent of shares 
to Egypuan shareholders when torming a jolnt stock company 

(b) The advantages of Companies Law 159 as supposed to Investment Law 230 are 
the tollowing 

( 1 )  411 legiumate busrness acuvlues are open to Investment through 
Companles h w  159 whereas only c e m n  acuvitles can be approved under 
Investment Law 230 (although bureaucratic and lengthy as pnnted out in Chapter 
12 above) 

(2) The approval and formarlon process under Law 159 1s more automauc and 
c e m n  than that under Law 230 

(3) Law 159 Companles pav subsld~zed pnces for uul~ues and energy whereas 
Law 230 companies pay unsubs~d~zed or "world" pnces 

'"The Lanous tu Incentives are discussed below in the Chapter or Taxes Investment 
Incentit es 



(c) Law 230 companles have the nght to own land regardless of the percentage of 
fore~gn partxipation whereas Law 159 compames with more than 49 percent forelgn 
ownership must o b u n  the perrnlssron ot the Pnrne Mlnlster An addluonal comphcauon 
is that the New Comrnunitles Authonty insists on sehng land rather than leasing it m the 
new communltles This means that Law 159 comparues wlth majonty foreign ownership 
and wlthout the Pnme Mlnlster's approval may not own new commuruty land and they 
cannot lease i t  e~ther because of New Commurutles Authonty pracuce 

(d) Obviously the new system of automauc approval for projects with a capital of 
under L E 5 rnllllon applles only to Egyptlans and 100 percent Egyptlan owned 
companies and IS not avalable to comparues with forelgn partxclpatlon 

13 07 Egypt's rnuluple lnvestment reglrnes should be umfied lnto a slngle lnvestment 
regime tor all Investors whether forelgn or Egyptlan The different regimes exlst today 
for hlstoncal rather than sound pollcy reasons In that Law 4311974, the predecessor law 
of Investment Law 23011989, was the first major plece of legislabon passed to implement 
the "open door" pollcy as already noted above in Chapter 1 Then, when the Compames 
Law was l~beralized In 1981 it became posslble for both forelgners and Egyphans to 
proceed under e~ther law, even through the Companres Law st111 remns discriminatory 
features aganst toreigners with respect to jolnt stock companles Today, however, the 
different lnvestment reglrnes cause unnecessary confusion whlch In turn causes investors 
to waste valuable tlme analyzing the costs and benefits of different approaches for the 
same project and sometlmes trying a d~tterent approaches if one fa ls  

13 08 Moreover the current system of treatlng forelgn lnvestment d~fferently relauve to 
natlonal lnvestment creates and lnvltes d~stomons which clearly detract from the overall 
lnvestment cl~mate In Egypt Investment, l ~ k e  other acbvltles, tends to follow the path 
whlch otfers the greatest advantages and the least resistance Thus, In countries where 
foreign mvestment is favored by having more special privileges relatrve to natlonal 
investment, the natlonal Investors find ways to Invest through the lnvestment law as 
forelgn mvestors 

13 09 T h ~ s  was the case In Egypt for several years under former Investment Law 
4311974 before the companies law was revlsed and before the New Commun~ues Law 
591 1979 was passed Indeed, Investment Authonty stabstlcs show that Egyptlan investors 
were the largest group of "forelgn" Inkestors In Egypt under that law -- 1, investors 
who invested forelgn currency as opposed to Egyptlan pounds At the same ume, 
forelgners have often lnvested under Cornpanles Law 159 when they felt that ~t was to 
thelr advantage to do so For example u here rorelgners wanted to undertake Investments 
outslde of the fields of activities autqonzrd by Art~cle 1 of Investment Law 230/1989 or 
to avold Investment Law 230's u s u a . 1 1 ~  dnger and more uncemn approval process 



(2) Recommendat~on Created a C ' d ~ e d  Investment Regme Based on 
Reformulated Compames and Investment Law* 

13 10 Accordingly, i t  IS recommended that Egypt's exlstmg muluple Investment reglmes 
be replaced by a single unified lnvestment reglme for all lnvestors whether Egypuan or 
tbrelgn Such a unlfied reglme would be based on both the reformulated companles law 
as outlined In Chapter 12 above and a slngle new general Investment law The new 
mestrnent law would cover all fields of lnvestment, would treat forelgn and Egypuan 
nvestors as equally as possible, and would have the followrng features 

(a) A umfied, srmpl~fied and automauc rnvestment reg~strauon process uslng 
'negauve lists" whlch would be merged with, and the same as, the company formation 
process outllned in Chapter 12 as In dewled m the following SeChon 

(b) A pollcy declarauon that lncrmlng pnvate sector rnvestment in Egypt by both 
Egyptlan and forelgn Investors IS a nauonal pnonty and ~nsuucung all government 
otficlals to tacllitate lnvestment in order to create nauonal wealth and employment 
opportuniues tor Egyptians 

(c) Transforrnat~on of the Investment Authonty and GOFI mto Investment Promotxon 
and Investor servlce agencles as descnbed below 

(d) A set of guarantees applicable to all Investors whlch could Include the following 

(1) A reiterauon of the consutuuonal guarantees aganst nauonaLuauon 
confiscauon and expropnatron wlthout prompt adequate and effecuve 
compensauon and w~thout a judicial order 

(2) Free transfer abroad of payments for profits, merest, dlvldends, royalues, 
salanes, liquidauon proceeds, sales of shares, payments for Imports, capital 
repatnauon, etc 

(3) Freedom from controls on pnces, profits and salanes 

(3) Freedom to manage the business free of government Interference ~ncluding 
the nght to h~re ,  promote, compensate and lay-off or termlnate employees in 
accordance wlth freely negouated contracts or for a specified severance payment 

(5) Guarantees aganst deprivation of l~cences or other nghts without 
independent court review and due process of law, 

(6 )  Freedom from admlnlstrative attachment or seizure without a court order 

(7) Guaranteed access to the courts or to blnding arbltrauon for disputes 
generally, 



(8) Guaranteed arb~tratlon of dlsputes w~th the Government s~mrlar to Artrcle 
8 ok former Investment Law 4311974 ~ h c h  was changed to the possibhty of 
arbluauon upon agreement by the government m each case under Law 230 

13 11 Some of the forego~ng guarantees are often a standard part of investment laws 
even K hen they are already provided for In other laws or m the country's consututlon or 
m bilateral lnvestment treatles as is the case with Egypt Indeed, Egypt has already 
entered into a number of bilateral investment treatles w~th foreign Investment source 
countries whlch already conmn simllar guarantees and assurances to foreign mvestors 

13 12 Flnally, ~t is Important to treat fore~gn, Arab, and Egyptlan lnvestors as equally 
as poss1bIe Glven the need to create wealth and employment opportunlbes outsrde of the 
Government for a growlng populahon of young people lnclud~ng mcrwmg numbers of 
secondary school and un~vers~ty graduates, Egypt needs all the Investment ~t can get to 
build a dvnamic and dlvers~fied economy It IS better, then, to treat all Investment the 
same as much as possible Where it IS desired to restnct foreign investment m, say 
s.ensltlve ~ndustnes, this could be done w ~ t h  "negatlve 11sts" in the context of a urufied 
lnvestment scheme as IS explaned more tully in the following Secuon In our vlew, 
however, the fewer d~fferences there are between the treatment of wholly Egypuan and 
fore~gn and/or joint venture investment projects, the better the cl~mate wdl be for 
lncreaslng overall lnvestment in the country D~fferences rn the treatment of Investment 
usually cause d~stortlons -- often m the form of add~tlonal bureaucracy or evaslve actlons 
by Investors 

13 13 For Egypt, enachng a new investment law providing for equal treatment of 
investors and s~mpl~fied procedures as descnbed above would be a hlghly effecuve means 
of clearly signalling to investors -- both Egyphan and foreign -- that attracmg Increased 
pnvate sector Investment into the country IS a nauonal pnonty and that foreign 
Investment IS welcome A new law should also comrnunlcate this pollcy effectively to the 
country's bureaucracy Thus, a pnmary purpose of a new lnvestment law wdl be a 
statement of pol~cy to Investors welcom~ng them and instrucung the bureaucracy to 
fac~lltate lnvestment 

13 14 Another purpose of the proposed investment law IS to provlde a clear set of 
unlfied procedures applicable to all investment in all fieIds to the extent poss~ble The 
follow~ng Sectlon contams a detaded proposal to make Investment procedures simpler, 
more automahc and unified It  IS recommended that the same procedures -- once agreed 
upon -- be applled to all fields of Investment including Industry, tounsm and agnculture 
Unifying procedures for as many fields as posslble wrll save tlrne whlch is now wasted 
by multlple and confusing regulahons and procedures 



Sect~on Cc The investment L ~ c e n s l n ~  Process In Ew~t should be Reolaced by 
Sunole Entemnse Re~tstrr t lon at the Cornmerc~al Reglste~ 

(1) Overview of Investment L~cemmg Process m Egypt: 

13 15 To establ~sh an Investment project m Egypt the follow~ng hcences, approvals, 
reg~stratlons and procedures at a rninlrnum are requlred 

(a) Investment uro~ect approval I, approval for the mvestment project elther from 
the General Authonty for Investment (GAFI) pursuant to Investment Law 230/1989 or 
from the General Organizahon tor Industnaluatlon, pursuant to Lndustnal Licensing Law 
211 1958 or from the Ministry ot Tounsm pursuant to Tounsrn Law 11 1971 

(b) Com~anv fonnatlon aouroval I, approval for formahon of a company to carry 
out the project either by the Investment Authonty under Investment Law 230/1989 or by 
the Compan~es Department pursuant to Companles Law 159/ 198 1 as already dlscussed 
above In Chapter 12 

(c) Commercral reg~stratlon at the Commercial Register pursuant to Commercial 
Reg~ster Law 34/1976 -- whlch In turn requlres joinlng the local chamber of commerce 
or industry and obmning a tax card -- as already dlscussed above In Chapter 10 

(d) New Communit~es Authontv or local government a~uroval  I&, most lndustnal 
projects requue approval from the New Cornmunlues Authonty to establish themselves 
in one of the new communltles pursuant to Law 59/1979 slnce this IS a usual cond~bon 
of obknxng llcences from elther the lnvestment Authonty or GOFI and m any event 
because Law 59 offers substantnl tax hol~days and other mcenbves Alternabvely, the 
Investor must o b u n  approval from the local governorate to locate the project and 
construct bulldlngs there As the World Bank notes, "In some local governorates, thls, 
In essence, lnvolves another investment llcenslng process" whlch enmls subm~ss~on of 
numerous documents and more substant~al delayss9 

(e) Establ~shment and oDerations l~cence ("E&OW) from the new communloes or local 
authonues pursuant to Law 453/1954 on Industrial Shops to ensure lndustnal health and 
safety and pnvate land use policy 

13 16 As noted above, ~t IS recommended that all of the above llcenslng steps be 
eliminated and replaced with s~mple automauc reglstratlon for each Investment enterprise 
or company in the Commercial Reglster pursuant to a reformulated Companles Law as 
described in Chapter 12 above All enterprises or companies would be reg~stered except 
for those conmned on a short and specific negauve l~s t  wh~ch dld not meet the slmple 
objecuve requirements as outllned in Chapter 12 on Company Formation above Upon 

j9 I1 World Bank Report at pp 41-42, see ~ I S Q  I World Bank Report at p xlu-xiv and 
pp, 5-6 of Annex A 
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registrauon, the enterprise could proceed with ~ t s  project provided that it observe relevant 
laws and regulauons governing health, safety, the environment and land use 

(2) Recent Reforms 

13 17 The Egypuan Government already has made substantla1 moves toward a slmphfied 
registratlon system but sull needs to take the actlons recommended m h s  Chapter to 
complete the process Thus, In 199 1, the Egypuan Government lnstltuted reforms m the 
hcenslng process by introducing a negabve hst of projects whlch are prohlb~ted without 
pnor approval by either the Investment Authonty or GOFI In theory, then, projects not 
on the negauve llsts are autornahcally approved and may proceed Further, smce lt was 
frrst issued, the negauve 11st of projects requmng special revlew and approval before 
hcensing has been considerably liberalized by reducmg or ehrmnatmg vanous categories 
such as local content rules 

13 18 In addlhon, Investment Authonty and GOFI investment project appllcatlon forms 
have been significantly simpl~fied For example, the previous 20-page mvestment 
appllcatlon form has been reduced to 3 or 5 pages Further, the requirement for a 
feasibility study has been eliminated And, within the past few weeks, the government, 
h a s  announced that 100 percent Egyptlan projects wlth a capital of L E 5 mlll~on or less 
are automatically approved and proceed without formal Investment Authonty approval60 

(3) Problems, Bureaucracy and Delays stdl Remarnrng Followlng Recent 
Reforms: 

13 19 Whlle the foregoing reforms represent a significant Improvement m theory, a 
number of legal and regulatory obstacles in pracuce have prevented the reforms from 
realrzing thetr objecuves of the fully sueami~n~ng Investment process These obstacles 
are as outllned In the following paragraphs 

Desp~te the Negat~ve Llst. Investment Authorltv Au~rova l  ~s st111 Required by 
Law, 

13 20 First, although in theory projects not on the negabve llst are automabcally 
approved by the Investment Authonty, in fact, by the term of the negahve 1 s t  ~tself, such 
approval is "subject to exlsung laws and regula~ons" and Artlcles 47 and 52 of 
Investment Law 230 appear to require a resolution of the lnvestment Authonty Board of 

60 It is not clear why there is a l l r n ~ t  on the capltal of L E 5 rn~lhon slnce this will 
encourage projects to keep their capital below this l~rnit,  whlch can be done by bonowing, 
shareholder loans, and other devlces which discourage rather than encourage cap~tal investment 
The government should want to encourage larger capttal investments by slmpllfying registratlon 
procedures for larger projects as well, r a the r  than hold them up by forcing them to go through 
the existlng l~censing process 



Drrectors for project approval6' In other words, whde the feasrbhty study requirement 
has been el~mlnated and the long apphcatlon form shortened, under the law, the 
Investment Authonty Board must sull meet and formally approve the project The man 
problem here IS that the Investment Authonty meets mfrequently, and all too often 
several months go by w~thout a Board meetmg Thus, final declsion can take two weeks 
to several months depending on the Investment Authonty Board's meetmg schedule Even 
the proposal to allow Egypuan projects wrth a cap~tal of L E 5 rndhon or less to proceed 
supposedly without approval has run Into thls legal snag We have been Informed by the 
Investment Authonty's Legal Department that the approval of the Pnme W s t e r  - who 
1s also the Investment Authonty Board C h m a n  -- must be obtamed for such projects 
k , l n  etfect the Board 's authonty under Law 230 has been delegated to the Pnme 
hlin~ster for these projects 

13 21 The Investment Authonty has jushfied thls approach by sayrng that even though 
a project is autorna~cally approved In pnnclple, an Investment Authonty board resoluuon 
IS st111 required to obmn the lncenuves For vrrtually all projects, however, the pnmary 
reason for proceeding under the Investment Law IS obtam the incenhves In practxce, 
therefore, few, ~f any, projects do not apply for full Investment Authonty approval m 
order to obmn the ~ncenuves~~ As discussed below in Chapter 14, these lncentlves 
should be made automauc and removed from the licensing process 

Fields of Investment are Lmtted under Law 230: 

13 22 Second, by ~ t s  terms, the Investment Law coven only the fields specified m 
Arucle 1 (A) -- namely, "Iand reclarnauon and culbvatxon of barren and desert lands, 
~ndustry, tounsrn, houslng and reconstrucbon " In add~txon, the Councd of b s t e r s  is 
empowered to add fields "required by the country's needs, and economlc achviues 
requlnng modem technologies or aming at increasing exports or decreasing imports, or 
maxlmizlng the use of manpower Thus, the terms of Arucle 1 of Law 230 restnct 
the scope of appl~cauon of the Investment Law to a few specified areas and, therefore, 
the projects whlch can be approved thereunder 

Dlsre~ard of Ne~at ive  Ltq and Restrlcttve Internretatton; 

13 23 In addrhon, on occasion, the Investment Authonty has further restricted the scope 
of Arucle 1 either by ignonng the negatlve list and refusing to approve projects included 
by Amcle 1 even though they are not l~sted as proh~bited by the negahve list or by 
narrowmg the scope of Anicle 1 by interpretauon For example, despite adoptlon of the 

See also, I World Bank Repon p 1 or A M ~ X  A 

62 also I1 World Bank Repon at p 69 

63 In 1991, the Council of Ministers added (1) Service and mantenance for vehicles, 
equipment, and water pumping stations, and (2) 011 services per P M Decree 221 199 1 



negabve Ltst, and despite the provisions of m c l e  1 (a) of Investment Law 230 as quoted 
above, the Lnvestment Authonty has made it p l u  that it will not approve projects for 
forelgn Investors In c e m n  fields such as houslng even though hous~ng clearly is lncluded 
under the Investment Law and is not prohlblted by the negatlve llst Sirrularly, the 
Investment Authonty has made it plan that it will not approve restaurants despite the fact 
that Arucie 1 allows torelgn investment in "tounsm" and restaurants are not Lsted on the 
negauve list The Investment Authontles justlficatlon for thls pos~tlon IS that restaurants 
are not included in the field of tounsm even though Tounsrn Law 1/1973 clearly does 
~nclude 'tourist" restaurants and prov~des tax hohdays and other lncentlves for them 

13 23 For mdustnal Investment licensing through GOFI, the negauve hst and 
registratlon processes also have been iniuated Nevertheless, as panted out by the World 
Bank 

"The registratlon process, however, sbll requrres pnvate investors to 
Inform GOFI of the planned locauon and size of investment, list of 
equipment and required input rnatenals, labor requirements, rnaxlmum 
Installed production capacity and product mrx 

Vumerous follow-on a ~ ~ r o v a l s ,  Ircences, reglstrat~ons and other ~rocedureg 
st111 reaulred: 

13 25 Moreover, GOFI or Investment Authonty reglstrauon or approval is only the first 
step in the process Company formauon and registrauon In the Commerc~al Register then 
follow as entuely separate processes As already discussed in Chapter 12 above, under 
of Investment Law 230, a jolnt stock company is formed by a review and approval 
process at the Investment Authonty resulung in a decree by the Minister of Economy 
promulgatlng the companies artlcles wh~ch must be followed by publicauon in the 0flcru.l 
Gazette and finally registratlon In the Commercial Register For companies pursulng 
lndustnal projects licensed or registered by GOFI, company formauon takes place 
through the Companies Department under Compan~es Law 159/1981 Also, as already 
discussed above, all enterprises must be registered In the Commercial Reglster whlch m 
turn requires joining the local chamber of commerce or chamber of Industry 

13 26 Addloonally, Investors also must obmn an establrshment and operahons ("E&On) 
licence ftom erther the local governorate or from the New Communiues Authontles 
where the project is to be located As noted by the World Bank, E&O licensrng is done 
on a case by case basis and requlres substanual ume and documentation basically a m e d  

" I1 World Bank Repon at p 4 
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at ensunng that the investment project w11l comply wlth laws andfor regulabons amed 
at protecting resldentlal and other land use, the envlronment, health and safety b5 

(1) The Investment Llcensrng Process m Egypt Constitutes a hiqor I m p e h e n t  
to Investment and Imposes Heavy Costs on Investors and the Country: 

EPVD~'S Investment Procedures st111 Evcess~velv Bureaucrat~c bv ~nternat~on J 
Standards* 

13 27 The mulb-step system of licenslng Investments and forming cornparues as 
descnbed above, together w~th  the lnc~dental and follow-on approvals, pemts and 
registrations required to establish, operate or modify an Investment project constitutes one 
of the most significant lmped~ments to producbve mvestment m Egypt whether by 
foreigners or by Egypuans Indeed, most of the fore~gn and Egypuan busmess execuuvc, 
bankers, lawyers and consultants lnterv~ewed by us are of the vlew that the 
"bureaucracy" involved in obmning government approvals is "at the top of the hst" of 
Impediments to lnvestlng In Egypt Virtually, all busmess execuhves and ~ndustnahsts 
-- as well as the World Bank -- agreed that licenslng, formahon and reglstrahon 
procedures in Egypt are much too long and cumbersome when compared to other 

in Europe, North Amenca, Southeast Asla and as well as some M~ddle  
Eastern countries such as Tun~sla, Morocco -- where streamlined and liberaheti 
Investment procedures enable Investors to do In a few days what ~t takes several months 
or a year to do In Egypt 

&I Costs to Investors Imuosed bv Bureaucrat~c Investment Approval Procedures; 

13 28 Bureaucrabc procedures and delays such as those descnbed above impose 
numerous costs on an investor, especially a foreign Investor, as follows 

(a) Personnel cosb To prepare and follow up on l~censing and foreign investment 
appl~catlons, can require substantial tlme from one or more executives over the SIX to 
elghteen month penod requ~red to obmn the approvals required before project 
construction, much less project operauons, could begin A major western company 
senous about Investment ~n Egypt usually finds it necessary e~ther  to post an expatnate 
execubve to the country dunng investment approval and company formation applicauon 
and review penod or to send execuuves to Egypt on frequent follow-up tnps In add~hon 
to the salary, travel, accornmodahon, and communlcauons costs, the investor company 
loses the benefit of the execuuve's sktlls and services for that penod of tlme whlch 
otherwsc could be employed in ongoing profit-m&ng acuviues or investment generauon 
acuvitles elsewhere -- G, the so-called "opportun~ty cost" for that executive 

" I1 World Bank Report at pp 41 and 42 

" & I1 World Bank Repon at p 42 
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(b) Professional assistance costq In add~uon, a forelgn Investor company usually must 
hue at considerable cost one or more local management consultants and/or lawyers 
andor government relauons consultants to gulde the execuuve through Egypt's rules, 
regulations and bureaucratic maze 

(c) Inflat~on Dunng the Investment approval and company formahon penod pnor to 
project construcuon, Inflabon often mses the project start-up costs for equlprnent, 
machinery, lnlual raw matenals and p e r s o ~ e l  mputs mto the project 

(d) Foregone ealn Fmally, there IS the cost of lost econormc g m  for the project 
Every day spent In the Investment approval and company formarlon process delays the 
day when the project commences production and starts makmg money 

13 29 Many foreign compmes simply do not have the hme or resources to devote to 
Egypt's Investment approval and company formahon process and thus, will slmply never 
apply, mstead, they may go to "compeUtor countnes" In the reglon w ~ t h  easier 
procedures such as Tunlsla, Cyprus or Duba or stay at home 

13 30 hioreover, there 1s no way to pred~ct w ~ t h  absolute certarnty whether the approval 
w ~ l l  be granted or refused at the end of the process T h ~ s  uncemnty creates a substan~ai 
nsk that the investor's money spent in studylng the project, prepanng the applicahon and 
following it up may be spent tor nothing 

Costs to Government un~osed bv Bureaucrat~c Investment Auoroval 
Procedures; 

13 31 Egypt's system of project approval and company formabon also imposes heavy 
costs on the government whlch must commit scarce human resources and slulls to the 
tasks of processing applicahons, and other paper work, prepanng reports and 
recommendabons and malung final decis~ons for each proposed project estabhshrnent or 
modlficabon The knowledge and talents of GOFI, Investment Authority and Companies 
Department personnel could be better spent in counselling and assisung investors and 
gathering and dissemlnahng to investors and potent~al Investors important lnformauon 
needed by them to make Investment decisions -- such as ~nformauon about suppkers, 
customers, credlt, competing Imports, etc 

13 32 The delays inherent In the exlsung system also inflict a heavy opportunity cost on 
Egypt and ~ t s  government In that every day that a new Investment project is delayed in 
obmning ~ t s  license delays the day when the project produces new goods, services, and 
jobs for Egyptians and taxes for the Government Even worse, such delays often hll 
projects when they are overtaken by events in the market as a result of delayed start-up 
For Instance, after long delays, potentla1 foreign investors in Egypt have cancelled 
projects In order to take advantage ot new opportunities that suddenly anse In their own 
country or elsewhere, or even because they were acquired by new owners who had other 
pnontles 



13 33 By way of example, our office was handhg 2 projects m Egypt where the fore~gn 
mvestors w~thdrew after some urne because of outside events In the fust case, a well- 
known lnternatlonal company withdrew from an mdustnal project after havlng spent over 
a year attemptlng to o b m  approval because the company became the subject of a 
takeover b ~ d  In the Un~ted States and a resultmg fmance agreement with banks forbade 
the company from any foreign investments untll after the loan had been pad off In 
another project, another promnent U S company withdrew from a project after 18 
months or watlng for approval because its avadable resources were completely taken up 
by an unexpected opportumty to acqulre another company rn the same mdustry m the 
United States Thus, every day of delay Increases the nsk of cancellauon by the mvestor 

13 34 hioreover, anywhere In the world, slow, bureaucratrc, llcense systems 
unfortunately create opportuniues for favonusrn and other abuses Thls not only imposes 
obv~ous high soclal costs on a nabon, but usually subverts the onglnal purpose of the 
licenslng system itself -- that IS, to weed out or prevent econom~cally unsuitable projects 
Reducing the amount of dlscrebon In the system by prov~ding for automatic approvals 
for projects meeung clear cntena will significantly reduce tlme and costs, as weU as the 
opportunity for abuse 

13 35 Another unfortunate consequence of an investment lrcensing system IS that 
enterpnses who first receive licenses find themselves In a monopoly or serm-monopoly 
positlon Those first llcensed In a particular industry then form a highly rnouvated 
pressure group which naturally seeks to prevent subsequent applicants In the same field 
from receiving lrcences so that they can contlnue to monopolize or domlnate the market 
and make easy profits wlthout the burden of competltlon 

13 36 Even wrthout pressure by exlsbng licensees, a long and costly mvestment, 
licensing and company formauon process In Itself tends to create rnonopohes, sem- 
monopolies and hlghly profitable privileged economlc positrons for those who already 
have l~censes Thls 1s because the costs of delays and compliance w~th bureaucrauc 
licenslng procedures tends to exclude smaller, less wealthy entrepreneurs ~n favor of 
larger ncher enterpnses whlch can atford to asslgn key executives and employees to 
devote substanbal tlme to the formidable task of obunlng all of the approvals and 
authorizations needed This means that the smaller, less wealthy entrepreneurs are less 
able to obmn licenses and are thus denied equal access to the market which in turn 
reinforces the monopoly posiuon of establ~shed larger enterpnses 

13 37 Further, Egypt's licensrng system arguably discourages the very technological 
development whlch the country seeks from ~ncreased pnvate sector nauonal and forelgn 
Investment by 

(a) Prevenung the entrance of competitors with access to supenor technology 

(b) Protecting establ~shed firms from competluon thereby glving them less lncentlve 
to seek and acquire or develop new technology In order to survlve 



13 38 To encourage technoIogy development, Egypt should foster the development 
of the appropnate economlc d e u  -- namely, a divers~fied, d y n m c ,  and competltlve 
local industnal base which can best come about through cornpetltlon and freedom and 
ease of market entry 

13 39 4ddluonally, the uncemnty inherent n a bureaucratic hcensmg system tends to 
deter the dekelopment of more advanced technology by ensung firms already m the 
market Thus, as noted by foreign investment expert Stephen E Guislnger m hs artlcle 
"Direct Controls in the Pnvate Sector" 

"In some countries, the uncemnty associated with hcensmg has deterred 
lnnovatlon Licensing d~scourages basic research because there is no 
assurance that resulting products could ever go rnto producuon Moreover, 
product development is hampered because new hcenses must be o b m e d  
each tlrne a product is substanually mod~fied Licensing only adds to the 
already exisbng nsluness in research and development expenditures and, 
thus, leads to a lower level of such expend~tures overall than would 
otherwise be the case "'' 

13 40 Finally, i t  should be noted that the exlstlng system discnrninates a g m s t  
Investment and in tavor of trade By all accounts, for Egypuans at least, obtammg a 
commercial registration to engage in trading goods is far easier than oburung an 
industnal l~cense and all other approvals required to manufacture those same goods k, 
there is no review and approval by GOFI or the Investment Authonty 

Sect~on D: Recomrnendat~on: Reduce Bureaucratic Delav bv R e ~ l a c ~ n ~  the 
Exlstlng A~oroval  Process w~th a S~mul~fied. Streamlined Enternme 
Reelstratlon System Cs~ne  Yepatwe L a  

(1) Overall Recommendation to Streamhe the Lnvestment Approval Process: 

13 41 To improve s~gnificantly the legal and procedural framework for investment 1n 
Egypt, we recommend streaml~ning the investment approval process by amending the 
relevant laws, regulauons, procedures and pracuces in a manner which wlll 
simultaneously 

(a) Replace the above-described skstem of licensing and approvals by multlple 
Government agencles with a s~rnple one stop registrauon system for enterpnses and 
compames at the Commercial Reglster as Jescnbed In the Sectlon on company formation 
In Chapter 12 above In other words sppllcauon would no longer be made to GOFI or 
the Investment Authonty for approval or reglstrahon of Investment projects Instead, 
investors would slmply reglster enterpnses or companies at the Commercial Register as 

" In Pol~cies for Industrial Progress ~n Developln~ Countnel (1980, publ~shed for the 
World Bank by Oxford University Press) 



descnbed in the Chapter 12 on company formauon above Enterprises and cornparues 
would be automatically approved and reg~stered for all Iawful objects and all projects 
except for those tew sensltne projects clearly descnbed m a short, clear and precise 

"negative hst" of projects 

(b) Abohsh establishment and operations (E&O) hcensmg and all other Investment 
project approvals at the governorate and new cornmuruty level now required by Law 
453/1954 and instead provide for environmental, health, safety, land-use and other 
standards to be enforced by quahtauve lnspecuons dumg the construction and operauonal 
stages instead of through the licensing process as is discussed below m Subsecuon 3 

(d) Reduect government personnel and resources redlrect from the Investment review, 
approval and lrcensing process mto 

(1) The investment promotion acuvitles descnbed in Secuon E below, 

(2) The important task of enforcing health and safety environmental standards and 
regulahons by inspections and spot checks dunng the project construcuon and 
operauonal stages instead of at the llcenslng stage detaded in Subsecuon 3 below 

(c) Replace time-wasbng discreuonary approval of tax incenuves pnor to 
commencement of a project preferably by means of a thorough comprehensive tax law 
reform which will eliminate all exisbng tax exemphons and holidays and replace them 
wlth the best tax incenuve of all, namely, a stable, low tax rate or, alternauvely, with 
automauc, unified incentives based on subsequent enterprise performance, instead of 
requlnng discreuonary approval at the licensmg or establishment stage as is d~scussed m 
deml In the following Chapter 14 

13 42 An increasing number of countnes are elrminahng most permrts, hcenses and 
regulahons affecung and impeding investment, and generally reducing bureaucratic 
intervenuons In Investment act.wiues Examples include Korea, Indonesia, the 
Phil~ppines, Turkey, Tunisla and Morocco Such countnes have followed earher 
examples set by Thaland and Malaysia 

(2)  Operation of the Negatrve Lst: 

13 43 Under a reglstratlon system uslng negatlve l~sts, the Commercial Register would 
reglster all companies or enterpnses as is already requlred but w~thout requmg the pnor 
approvds of any other Government agencles except for a very few clearly areas 
descnbed m a short, precise negatlve 1st  of projects whlch would be proh~blted oumght 
or would require the pnor review and approval of other Government agencies If used 
at all, such pnor review and approval by other Government agencies should be reserved 
only for a very few categones of projects which are especially sensltlve where tangible 
nauonal secunty interests are at stake 



13 44 The negauve hst system would operate as follows Fust, a new negatlve hst 
would be issued to the public Then, ~nstead of applymg to GOFI, the h s u y  of 
Tounsrn or the Investment Authonty or any other m s t r y  or agency for approval of 
mvestment project, lnvestors would fill out and submt a short, simple registrauon form 
to the Commerclal Reg~ster together wrth arucles of assoclauon The concerned 
Commercial Reglster otficiai would first examme the mvestor's completed declarabon 
to deterrn~ne whether the project IS specifically proh~bited accordmg to the hst of projects 
closed to all pnvate Investment If there 1s fore~gn partlclpauon, the offic~al would next 
look to deterrn~ne whether the project falls m a field reserved entlrely to Egypuan 
Investors enurely or faIs to have suffic~ent Egyphan parUclpahon or othenvise fads to 
meet clear and spec~fic negauve list cntena 

13 45 If found to be proh~b~ted according to one or more negatlve hst cntena, the 
project simply would then not be registered as an enterpnse or company and the 
applicauon would be rejected forthwith Slnce the negatlve llst would be pubhcly 
avadable, however, requests to register proh~b~ted projects should be rare If, however, 
the project falls into a category requinng special review and approval accord~ng to the 
negauve 1s t .  ~t would be speedily refened to the relevant authonty 

13 46 If a project does not fall Into any negauve llst category, the proposed enterpnse 
or company would be registered on the spot and would immediately be issued a 
reglstrauon certlficate Slnce this IS a clencal act rather than a discreuonary one, the 
official comparing the reglstrauon applicauon w~th the negauve llst need not be higher 
ranlung than the usual Commerclal Register official who normally registers comparues 
or enterpnses For all purposes of a manufacturing project, the commercial registrauon 
certlficate would have the same legal force and effect that an Investment Authonty Board 
approval or lndustnal license from GOFI now has Using this system, most, if not all, 
projects applled for should be either reg~stered or rejected withln not more than one or 
two days at most compared to the current six to 18 months now requ~red for Investment 
approvals and company formation under the vanous appl~cable laws described above, 
thereby saving both investors and the Government precious ume and money 

13 47 All major changes In the project, such as changes In products produced, 
managers, signature authonty, locauon, capltal or other modlficauons of essenual 
elements of the onginal project also would be requlred to be registered m the 
Commercial Register as is now the case uslng the negauve l~st  system In addruon, the 
reglsmuon system can be supplemented by simple mandatory status reports to be fiIed 
every one or two years for each reg~stered project whch wlll enable the Government and 
the pubhc to ascemn the status of a given project subsequent to registratron with respect 
to commencement of operations, changes In directors, etc 

13 48 A simplified, automatlc system of registration and automatlc approval (or 
rejecuon) using a negauve list w~ll drasbcally reduce the bme and resources needed to 
process lnvestrnent approvals for both lnvestors and the Government Market entry wlll 
become ample, automatlc and almost immediate for projects not clearly covered by the 
negauve list The objecuve of this reform would be to move Egypt from a project-by- 



project revlew and approval rnvestment hcensmg and company formahon system which 
can easlly consume the four to 18 months to an automatic hcensmg system whlch would 
requue one or two days for virtually aLl mvestment projects As discussed m more detad 
below, such a system will perrmt the agencies such as the Lnvestment Authority and 
GOFT to redirect the ume and resources spent on revlew and approval of apphcahons for 
hcenses to the all Important tasks of promoung mvestment, lncludmg asslstlng reg~stered 
projects with implementabon 

13 49 The expenence of other countnes demonstrates that such reforms can fachtate 
dramauc results One of the most recent examples is Indones~a, whlch implemented an 
automauc approval system using a negauve hst m 1987, staushcs show that the new 
system tacilitated an increase in approved foreign d m t  mvestment m Indonesia from 
U S SO 825 rmllron in 1986, the year before streamlinmg the lnvestment process, to 
U S $8 7 bdhon In 1991, an increase of over 10,000 umes m only four years A number 
of other countnes also have used the negatlve l~st  system to streamline theu mvestment 
approval process lncludlng Malaysia, South Korea, Thaland, Turkey, and Mex~co In 
these countnes also, whlle not in itself causlng mcreased investment, streamhung 
Investment approval processes has facilitated substanud mcreases m foreign and domeshc 
Investment in recent years Following these examples, Tunisia, and the Phll~ppmes 
recently also have adopted sim11a.r systems 

(3) Concomtantly Abohh E&O Llcens~ng and Replace w~th  improved Health, 
Safety and Env~ronmental Enforcement Procedures: 

13 50 As already noted, changing to a streamhned regutrauon system for mvestment 
enterpnses and companies system means, changrng laws, regulahons procedures and 
pracuces to ellmlnate virtually all pnor approvals now requrred for Investment projects 
including lnvestment approvals at the governorate level and the estabhshment and 
operauons (E&O) licensing process used by governorates and the new communiues to 
enforce health, safety and environmental standards as well as to protect res~denhal and 
other Iand use in urban areas As recommended by the World Banka enforcement of 
such standards at the licensing stage would be replaced by more effecbve enforcement 
at the construcuon and operabons stages through qualitauve, periodic, on-slte inspecbons 
All projects, therefore, would continue being requ~red by law to conform to 
environmental, safety, health and land use standards and could be fined, suspended, shut 
down or closed for fa l~ng  to do so just as they now are Compliance w~th all such 
standards would be effecuvely manmned and enforced by, first, land use bulld~ng and 
zoning laws and regulahons to ensure that manufactunng projects, for example, are only 
located m areas already zoned for ~ndustnal purposes Similarly, hotels and other tounst 
projects would be required by such laws and regulations to be constructed m a manner 
least disturbing to the ne~ghborhoods or scenic areas In which they would be located 

" I1 World Bank Report at pp 43-44, 1 12-1 13 and 121 
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13 5 1 Xioreover, clear, complete and nondiscrehonary envlronmental, health, safety, 
land use, zomg and bullding standards can be enforced by regular lnspechons andtor 
spot checks, first dunng the construcuon stage of the project and then dunng project 
operations Personnel from the Investment Authonty, GOFI, Governorates and the New 
Communiues freed up from the Investment and E&O hcensmg process could be 
redirected and retraned to carry out the important task of quahtahve enforcement of 
health, safety, environmental and land use standards To the extent that exlstmg health, 
satety, building and envlronmental standards and reguiahons are not clear, complete, and 
non-discreuonary, they should be made so Well designed and well run lndustnal estates 
-- such as the new communltles -- provide one of the best soluuons to many problems 
lncludlng meehng environmental and health and safety standards 

13 52 Bulldlng permits lnvolvlng pnor approval of blllldlng plans could be used to 
ensure cornphance wlth burldlng standards But these should be apphed for only when 
the project 1s ready to construct a building, not at the rruhal licensing stage and In no 
way would involve approval of the project -- only the buildlng Building pemts  should 
be approved quickly and should never be rejected for falure to meet any standard whch 
is not objective or clearly set forth In wntten regulahons easily avalable to the pubhc 

13 53 Concentraung enforcement of envlronmental, health and safety standards at the 
consuucbon and operauonal stage instead of the inibal project reglstrahon stage should 
result in better, more effective and etficlent enforcement of such standards since many 
projects whlch are licensed never get to the stage of project construchon or  
impiementahon In regard to the foregoing, this report fully supports the World Bank 
Report's rec~mmendatlons~~ to elim~nate local governorate Investment approvals and 
E&O licensing and to improve procedures for admlnistrahon of health, safety and 
envuonmental standards by overhauling the relevant laws Local Adrmnlstrauon Laws 
431 1979 and 145/ 1988 ~ncluding regulahons, procedures and prachces, Labor Law 
137/1981, Law 45311954 as amended by Law 25911956 on ~ndustnal shops, Law 
101 1966 regarding food circulahon, and Law 481 194 1 regarding fraud in products as 
follows 

(a) Abolish all Investment approval requirements at the governorate and local levels 

(b) Eliminate enforcement of health, safety and envrronment regulahons at the 
licensing stage by abolishing establishment and operahons licensing at the local level 
because it obstructs market entry and IS relatively ineffechve 

(c) Ehmlnate the legal prescnpuon tor the adrnlnlstrauve structure of companies 

operaung factones for the purpose of health and safety rnonltonng including the 
requirement for an industrial safety corn rnl t t re 

69 1 World Bank Report at pp x, x ~ i  and pp 5-7 and 20-21 of Annex A, 11 World Bank 
Report at pp 43-44, 1 12- 1 13 and 12 1 
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(d) Streamhe and unlfy Industrial health, safety and envuonment standards to make 
them more effecuve and easler to enforce 

(e) Ensure that health, safety and envuonmental standards arc reahshc by establrshg 
a level of standards whlch 1s compabble with the capaclty of the concerned agency or 
agencles to enforce them 

(0 Ellmlnate junsdlc~onal overlaps among competmg agencles engaged m enforcmg 
health, safety and envlronmental standards 

(g) Improve enforcement of health, safety and envlronmental standards through more 
quahtauve mspecuons whlch cover smaller samples and well pubhcued campagns, and 
prov~de better mned  to focus on helplng cornparues to m a m u  the required standards 
mstead of stnctly on punishment, although effecuve sancuons would be avahble The 
recommended approach for the new leg~slahon would be to support the efforts of 
enterpnses to achleve the purposes of the leg~slahon of protecbng and improvmg 
mdustnal safety, health and the environment Instead of focusing on l~censmg and 
procedural means whlch Interfere w~th the market entry and operabons of enterpnses 

(3) Revlse the Tax Incent~ve System for Investment: 

13 54 An important part of strearnllnlng the Investment approval process is to revise the 
tax mcenuves system for rnvestment as suggested m the following Chapter 14 As noted 
above, approval for incentives IS part of the onglnal lnvestment approval under 
Investment Law 230 In addlbon to replacing mvestment hcensmg with enterprise and 
company reglstrauon at the Cornmerc~al Register, therefore, drscrebonary approval of 
tax Incenuves should be ellmlnated from the llcenslng process and replaced by automahc 
performance based incentives as discussed In Chapter 14 below 

(5) Summary of Investment Llcens~ng Refom: 

13 55 The foregoing pnnclples should apply to all fields of investment u, the general 
principle would be that a l l  projects are permitted provlded that they register m the 
Commercial Reglster except for those not meeung the clear, preclse and lrmlted negahve 
llst cntena -- such as, for example, the extent of foreign pmcrpabon permitted All 
other nabonal and local government review, approvals, lrcenslng and reglstrahon of 
investment projects would be abolished except for a short specific hst of highly sensihve 
projects on the negauve l~st  E&O l~censing would be abohshed, and safety, health, 
envlronmental and land use standards for a parucular rndustry or field would be enforced 
at the implementahon and operational smges Instead of the lnlhal l~censing stage through 
bullding standards and permlts, land use and zoning regulahons and qd ta t lve  
znspectlons and spot checks The sjstem is as apphcable to agnculturc, tounsm, 
transportahon, or educauon, for example as to industry Accordmgly, a new Investment 
law would apply the same system to all investment projects regardless of the field 



Sect~on E, Sh~f t  Investment 4uthontv and GOFI Personnel and Resourcgs t~ 
Investment Prornot~on 

(1) Investment Promot~on - The Need. 

13 56 To obmn the quanhty and quhty of foreign Investment whlch it desxes, Egypt 
needs a susmed, insutuhonaked investment promotion program Although too many 
substanual resources are devoted to bureaucrauc procedures whlch delay and d~scourage 
investment, too few resources are d~rected toward Investment promouon and Investor 
servlces such as collecung and providing needed lnformauon To attract ugmficant 
foreign investment, there is a compehg  need for an on-gomg, well-orgarwed 
Investment promouon and investor servlces program to fanuhame forelgn lnvestors with 
Egypt and prov~de investors with needed mforrnatron and other servlces 

13 57 A recent study by World Bank experts demonstrates that a well planned and 
implemented promouon strategy IS a highly cost-effectwe means of increasmg fore~gn 
direct in~estment'~ This would be especially so if Egypt adopts the recommendations 
In th~s Chapter and Chapter 12 to streaml~ne bureaucrauc procedures by replacing the 
current Investment approval and company formahon system with a simplified registrauon 
system using negauve llst cntena In other words, to encourage investment, Egypt should 
decrease bureaucratic approval procedures and increase investment promouon and 
Investor servlces The two strategies complement each other extremely well, and the 
government's personnel resources and energy saved by strearnllnlng bureaucrauc 
procedures can be channelled Instead into Investment promouon and Investor servlces 

(2) Investment Promotion Strategy Elements: 

13 58 Accordingly, as recommended by the World Bank Report, the Investment 
Authonty should be transformed into an investment promouon agency7' S~rmlarly, - - 
GOFI also could sh~ft from reviewing and approval investments to arsisung mdustnk 
Investors It is strongly recommended that the Government design and implement a 
demled intemauonal and national Investment promouon strategy and program Such an 
investment promotion program might include some or all of the following elements and 
promouonal techniques whlch have proved successful elsewhere 

(a) The most important elements are investor servlces designed to 

'O Wells, Lou~s T and Alv~n G Wlnt, Market~ne A Country. Promotion As a Tool foc 
Attract~ne Forelen Investmen[ (Foreign Investment Advisory Service Occas~onal paper 1 
published by the International Finance Corporauon and the Mulhlateral Investment G m t e e  
Agency, Washington, D C 1990) 

'I I World Bank Report at p xvu~,  I1 World Bank Report at p 94 



(1) Respond to Investor inquiries and provlde mformatlon to potentla1 
Investors 

Facilitate approval of lnvestment proposals 

(3) Facilitate lmplementauon of approved Investment projects 

(4) Assist investment projects m operauon to generate addluonal lnvestment 
by exlsung Investors 

@) The next most important are investment generauon techmques to target and pursue 
specific investors In a speclfic sector 

(c) Finally, Image build~ng techruques designed to promote a general Image of Egypt 
wlthin the world buslness communlty as an attracuve place in which to invest 

13 59 It is very important, however, that investment generation and image bulldrng 
techniques be undertaken only after an effec~ve program of Investor services 1s in place 
The best investment promotion tools always are investors already in place who are 
sausfied wlth their lnvestment and their treatment by the authonues Well conceived 
efforts to keep existing Investors happy, theretore, constitute the essential first and most 
important step In promoting investment 

(3) Investment Promotron - the Egyptran Pubhc: 

13 60 Also very Important will be a natlonal promohon campaign witfun Egypt to 
create awareness of the importance of pnvate sector investment -- both foreign and 
natlonal -- among the Egypuan buslness communlty and the publlc Thus, for example, 
publlcauons could be developed and seminars conducted for Egyptlan entrepreneurs and 
the publlc on how to invest, how to establish a business ln Egypt, how to form 
companies, how to locate foreign partners, etc Such efforts could be complemented by 
a strong conunuing campagn to create a broad publlc awareness of the Importance of 
lnvestment among the populahon at large To give credence to a publ~c awareness 
campagn, ~t would be Important for statements to be made at the h~ghest level of 
Government and from the mln~sters and heads of Government agencles involved m the 
lnvestment process on the importance of Investment and the welcom~ng treatment needed 
to be given to investors 

(4) Lnvestment Prornot~on - Egypt~an Officals 

13 61 Clearly, there also 1s a need tor promoting lnvestment among Government 
officials In general and those who deal with investors In pmcular CerGunly, both 
forelgn and Egyptlan buslness executives, have clted the lnd~fferent and sometlmes hosule 
atu tudes of Government officials toward Investors and investment projects as an 
important impediment to investment In Egypt Although Government policy may 
welcome foreign investment, as w ~ l l  officials charged with attracting Investment to Egypt, 



investors ~nev~tably will find themselves d h g  with other Government officlals and 
agencies ~ncludlng customs, tax immlgrauon, labor otfices, courts and pohce The pubhc 
dutles of these officials wlll not include promotmg pnvate mvestment, rather, theu dubes 
are to tax, regulate and control m accordance with relevant laws and procedures The 
goals of a prornotlon campagn w l h n  the Government would be to replace generally 
mdltferent or negatlve offic~al attitudes toward Investors and lnvestment projects 
generally poslhve ones This WLU requue a well designed, effec~vely implemented 
program to educate relevant government officlals on the importance of encouraging and 
facllitatlng lnvestment to the country m general and to therr own agencles and jobs 
particular 

(5) Conclusion 

13 62 Investment promotlon IS an ongolng process of prov~dmg mformauon and services 

to potenhd Investors, lnvestment appllcants, and approved and existlng lnvestment 
projects at all stages Such efforts have the potenual to yleld nch rewards not only m 
terms of substanually lncreaslng new investors but also m hamesung the rewards of 
reinvestment and new investment from exlsung projects and developing small and 
medium nauonal lndustnes as rellable compeutlve suppliers of goods and servlces to 
lnvestment projects 

13 63 It is respectfully recommended that leglslatlon be enacted, regulahons promulgated 
and otficlal acuons taken regarding Investment In Egypt In order to replace Egypt's 
confusing muluple Investment regimes with a srngle un~fied investment reglme for all 
Investors based on both reformulated companies and tax laws as outllned m Chapters 12 
and 14 and a slngle new unlfied Investment law whlch will among other thlngs 

(a) Ceclare that Increasing pnvate sector lnvestment in Egypt by both forelgn and 
Egyptlan lnvestors IS a natlonal pnonty 

(b) Treat all lnvestors equally regardless of natlonal~ty 

(c) Cover all fields of lnvestment 

(d) Prov~de for a set of guarantees applicable to all Investors lncludlng 

(1) Guarantees aganst natlonalizauon, confiscation and expropnabon wlthout 
prompt, adequate and effecuve cornpensabon and wlthout a judlclal order 

(2) Free transfer abroad of payments for all purposes required lncludrng 
profits, capltal repatnatlon and payments for -- u, -- Imports, royalbes and 
fees 

(3) Freedom from all controls on pnces, profits and salanes 



(4) Freedom to manage the business free from government interference 

(5) Guarantees agamst depnvabon of hcences or other nghts wlthout 
independent court revlew and due process of law 

(6)  Freedom from adrmn~strative attachment or seuure without a court order 

(7) Guaranteed access to the courts or to brndmg arbluauon for disputes 
generally 

(8) Guaranteed arbitrauon of drsputes with the government ~f the Investor so 
chooses similar to Artlcle 8 ot former Investment Law 4311974 

(e) Replace the existing bureaucratic, hme-consurmng multl-step system of mvestment 
bcensing and company formauon by muluple national and local government agencies 
with a s~mple one-stop registration system at the Commerc~al Reglster -- as detaded m 
Sechon B on company format~on in Chapter 12, Sechon D of thls Chapter and the 
following Paragraph 13 64 -- where all enterpnses and companles would be automahcally 
approved and registered without pnor GOFI or Investment Authonty approval except for 
those few sensiuve projects clearly descnbed In a short, clear and preclse "negatlve Ilst" 

( f )  Transform the Investment Authonty Into an mvestment promobon agency wtb 
appropnate powers to promote and facilitate Investment among both foreign and Egyphan 
~nvestors and to create awareness of the importance of encouraging and facilltatmg 
investment among the Egyphan bureaucracy and the public at large 

(g) Transform GOFI Into an industnal investor service organlzauon providmg 
investors and potenha1 investors wrth needed ~nformahon about lndustnal supphers, 
customers and markets m Egypt 

13 64 To improve significantly the legal and procedural framework for mvestment m 
Egypt, we strongly recommend streamlining the investment approval process by 
amendrng aU relevant laws, regulabons, procedures and prachces in a manner which w~l l  
simultaneously 

(a) Replace the exishng complex, multi-step system of Investment l~censrng and 
company fornabon approvals by multiple Government agencles wrth a s~mple one-stop 
reglstratlon system for enterpnses and companies at the Commerclai Register as 
descnbed m Secuon B on company formation In Chapter 12 and m Sector D of tlus 
Chapter In other words, appllcatlon would no longer be made to GOFI or the Investment 
Authonty for approval or reglstratlon ot investment projects Instead, Investors would 
simply regrster enterpnses or companies at the Cornmerclal Reg~ster as descnbed in 
Section B of Chapter 12 on company tormatron Enterprises and companles would be 
automaucally approved and registered for all lawful objects and all projects except for 
those few sensiuve projects clearly descnbed in a short and preclse "negatlve hst" of 
projects 



@) Abohsh establ~shment and operations (E&O) llcens~ng and all other mvestment 
project approvals at the governorate and new community level now required by Law 
453/1954 and instead provtde tor environmental, health, safety, land-use and other 
standards to be enforced by qualitat~ve lnspectlons dunng the construchon and operational 
stages tnstead of through the l~censing process as detaded above in Sectlon D (3) of 
Chapter 13 

(c) Replace time-wasung discreuonary approval of tax incentives pnor to 
commencement of a project preferably by means of a thorough comprehensive tax law 
reform whlch will ellmlnate all exlshng tax exemptions and hohdays and replace them 
with the best tax incenhve of a l l  -- namely, a stable, low tax rate -- or, alternauvely, 
with automahc, unified lncenhves based on subsequent enterprise performance, mstead 
of requiring dlscretlonary approval at the Lcensmg or estabhshment stage as is discussed 
m dew1 m Chapter 14 

(d) Channel government, human and financial resources saved by streaml~ning the 
investment llcenstng, company torrnabon, and incentlve approval process as 
recommended in th~s  and the following Chapter into 

(1) Investment promohon abroad and withln Egypt, and 

(2) Quaiitative improvements of enforcement of health, safety, environmental 
and land use regulauons through ~nspectlons dunng the project construcuon and 
operahonal stages, rather than at the tnvestment approval and reglstratlon stage 



EGYPTMY TAXES, CHARGES AND INVEST35UT N C E Y T M 3  

14 01 As bnetly mentioned in the precedmg Chapter, m addluon to replacing mvestment 
hcenslng with enterprise and company registrahon at the Commercial Register, 
d~scretlonary approval of tax lncentlves would be ehrmnated from the licensing process 
and replaced by automatic, pertormance based mcenhves 

14 02 In th~s regard, the best tax lncentlve for encouraging long term Investment IS a 
low and stable tax rate Other incenbves tend to encourage d~storuonary econormc and 
bus~ness behaviour Accordingly, th~s report fully supports the World Bank Report's 
recommendauons to reform the tax system comprehensively In a manner wh~ch would 
ehmmate most ~f not all of the exlstlng tax hol~days and tax incenuves and at the same 
hme substantrally lower overall tax rates We respectfully suggest that top rates for 
corporate profits and personal Income tax not exceed 20 to 25 percent At the least, any 
tax or other lncenuves rema.lnlng under the Investment Law 23011989, New Comrnun~ues 
Law 591 1979, Income Tax Law 1571 198 1 as amended by Law 1871 1993, Tounsrn Law 
111971, Capltal Market Law 951 1992 and other laws should all be un~fied 

14 03 In addibon, Egypuan bus~ness execuhves and professionals have idenufied the 
Egyptlan system of taxes and tax adm~n~strabon as among the most senous consmnts 
on pnvate sector development In Egypt both to us and to the World BankR 
Accord~ngly, any subsequent tax reform should render the tax system much more 
"mvestor fnendly" by talung into account the findlngs and recommendauons of both the 
World Bank Report and th~s report 

Sectton B: Background - Tax System 

(1) Brref Overview of Egyptlan Tax System: 

14 04 In bnef, the major taxes and government charges and fees affectmg doing 
bus~ness m Egypt are 

(a) Stamp Taxes 

(b) Reglstrahon and notanzatron fees 

(c) Custom Duues 

I1 World Bank Report at pp 97-102 

- 154- 



(d) Sales Taxes 

(e) Corporate profits and personal Income taxes 

(0 Capital gans taxes on secunbes vansactlons 

(g) Social Insurance contnbutlons in respect of Egypuan employees based on thev 
compensauon 

(2) Detarled Summary of Egypt~an Tax System: 

14 05 Law 1 1 11 198 1, as amended, lmposes stamp taxes on legal documents, receipts, 
contracts The most cnucal of these for buslness and ~nvestment purposes are as follows 

(a) There is an annual proportlonate tax on shares ln incorporated cornpanles equal 
to 0 8 percent of thelr "value" for companles registered on the stock exchange and 1 2 
percent for unreg~stered companles 

(b) In addihon, there are proportronate and per page stamp taxes due on contracts, 
letters of credit, and promissory notes as follows 

(1) Loan agreements and declarahons of debt payable at progresslve rates on 
the pnnclpal amount nsing to a maxlmum of 0 8 percent above L E 10,000 

(2) Letters of credlt payable jointly by the bank and its customer at a rate of 
1 percent on the amount of the credlt 

(3) Promissory notes payable by the debtor at a rate of 0 6 percent of the 
amount 

(4) A11 other contracts payable at a rate of 90 piasters per page Per Law 
147/1982, the Duty for Development of State F~nanclal Resources Imposes an 
add~uonal 5 plasters on each Item subject to stamp taxes of more than 5 plasters 

(5) Insurance premlums payable at rates ranglng from 4 5 percent to 30 
percent depend~ng upon the type of Insurance 

Re~lstrat~on and Notarlzatlon Fees; 

14 06 Charges for registrauon and notanzatlon servlces by the State Notary &, the 
Notary Publlc whlch in Egypt IS a government agency) are as follows 

(a) Conmcts for the purchase of real estate payable at progressive rates nslng to 12 
percent of amounts ln excess of L E 4,000, 



(b) Mortgage agreements payable at a rate of 1 5 percent on amounts over L E 2,000, 

(c) Agreements or documents cancellug a mortgage payable at a rate of 0 75 percent 
on amounts exceed~ng L E 2,000 

Customs Duties, 

14 07 Pursuant to Law 66/1963, customs duty is imposed on all imported goods unless 
specifically exempt with duty rates ranglng between 5 percent and 160 percent for, m, 
Iarge engine capacity cars 

i& General Sales Tau: 

14 08 Promulgated by Law 11/1991, the General Sales Tax apphes to sales of all 
lndustnal products whether locally made or imported Currently, the tax applies only to 
sales by lndustnal producers, importers and service suppliers who are designated by the 
law and ~ t s  regulauons as "collecung agents" In the future, the tax will apply to sales 
by wholesalers and remlers who then also will become sales tax "collectmg agents" The 
General Sales Tax appl~es to taxable sales at a uniform rate at 10 percent except for 
specified products accord~ng to vanous schedules Sales of servlces are taxed at either 
5 or 10 percent depending on the service 

Personal Income Tax: 

14 09 Book I of Law 15711981 as amended by Law 187/1993 subjects lnd~vlduals to 
personal Income tax Unbl very recently, this was a 2-her tax The first her concerned 
personal income from 4 defined sources -- namely, wages and salanes, business profits, 
Income from professional servlces and income from "movable assets" The top tax rate 
for these vanous sources ranged from 22 percent on wages and salanes to 32 percent for 
the other schedules Individuals previously were also subject to a second her of income 
tax known as the "General Income Tax" on all Income received from the sources taxed 
under the above menhoned schedules plus some or all of theu dividends received from 
~ncorporated companies, at progressive rates reaching to 65 percent on income of over 
L E 200.000 

14 10 Recently, as thrs report was being prepared, Parliament passed Law 187/1993 
whlch amends Book I of Law 157/1981 and unifies the 4 sources of personal income and 
the General Income Tax Law into a slngle unified global personal income tax Law 
187/1993 also reduces rates but narrows brackets, so that the new top rate of 48 percent 
IS reached at L E 68,000, except that the top rate for salanes 1s 32 percent on salary 
income exceeding L E 50,000 In addibon, however, Law 14711984 subjects individuals 
to an additional percent on Income exceeding L E 18,000 



corporate Profits Tax; 

14 I 1  Book I1 of Law 157 imposes tax on the net profits of corporauons at the follow~ng 
rates 

(a) 32 percent for companies involved m mdustnal operations and export sales, 

(b) 10 percent for those ~nvolved in commercial acbvity, and 

(c) 40 55 percent for cornparues engaged m searchmg for and producing 01.1 

14 12 As m the case of mdlvlduals, another 2 percent on corporate profits over 
L E 18,000 IS added on by Law 147/1984 

@ Dutv for Develooment of State Financial Resources; 

14 13 As noted above, pursuant to Law 147/1984 regarding "The Development of State 
Financial Resources", a "duty" at the rate of 2 percent is levled on amounts exceed~ng 
L E 18,000 Income from all taxable personal Income sources, tncludlng salanes and 
wages earned by employees, as well as corporate profits 

ad Caaltal Ga~ns Tax on Secur~t~es Sales; 

14 14 Capital Market Law 9511992 imposes tax on capltal gans from the sale of shares 
and other securities at 2 percent 

Soc~al Insurance, 

14 15 Law 79/ 1975, as amended, prescnbes a comprehensive system of soc~al insurance 

for the benefit of employees covenng old age, disab~llty, work related injunes b, 
workmen's compensauon), medical care, employment terminauon ~ndernnity, all of which 
IS funded by monthly contnbubons from the employer and from the employee (but 
withheld and pad by the employer) as follows 

(a) Non-Contractor Employers 

(1) 40 percent of total regular compensation earned by each employee up to 
L E 3,000 basic salary per year -- 26 percent for empioyers and 14 percent for 
employees, and 

(2) 35 percent of earnlngs in excess ot the above amount ('vanable" earnlngs) 
to a maxlmum of 150 percent of the "baslc" L E 3,000 salary as menuoned 
hereinabove In item (1) or L E 7 500 per year whlch ever is less -- 24 percent for 
employers and 11 percent for employees as explaned In more d e w  below 



(b) Contractor Employers 

The ntuauon for contractors is dit  ferent Contractors are requ~red to pay social 
secunty contnbuuons based on a certaul percentage of the contract base pnce 
dter vanous deducuons at a rate of 18 percent of such percentage Such a 
percentage of the contract base pnce vanes with the nature of the operahon 

Section C, Back~round - Incentlva 

14 16 As already noted above, there are numerous mvestment mcenhves mostly m the 
form of exemptions from some of the taxes and government charges outhed above 
These mcenuves are contamed principally m Investment Law 23011989, New 
Cornmurubes Law 5911979, Income Tax 15711981 as amended by Law 187/1993, 
Tounsrn Law 11/1971, Capital Markets Law 95/1992 and Customs Exempuons Law 
186/1986 The man incenuves are descnbed bnefly m the following paragraphs 

(2)  Lnvestment Law 230 Tax Exemptloris for Inland Projects: 

13 17 Investment Law 230 companies are granted a 5 year tax holiday (wtuch could be 
extended under spec~al circumstances up to ten (10) years by a declsion of the Councll 
of Ministers) from 

(a) The corporate profits and personal Income tax on profits earned by the enterprise 

@) The annual 1 2 percent proportronate stamp duty on the total par value of shares 
(I, the company's capital) 

14 18 An addihonal 2-year tax holiday 1s accorded by Law 230 to any project whrch 
utlllzes machinery, tools, and equipment, the local content of whlch exceeds sixty (60) 
percent 

14 19 Moreover, to the extent that profits are re~nvested, and the capital increased 
accordingly with Investment Authonty approval, a 5 year tax hohday apphes to the 
proceeds of the reinvested profits 

(3) Investment Law 230 Exempt~ons for the Free Zone Projects 

14 20 In addihon to the inland ~ n ~ e s r r n e n t  Investment Law 230 also prov~des for 
projects to be located In "free zones* hhlch  are areas designated to serve both as 
trad~tlonal warehouse a r e .  offenng u uehouse facllihes and also as export industrial 
zones for rnanufactunng and assembling projects which would export most or all of their 
production out of both the free zone itself and Egypt The basic pnnclple is that, for 
customs, taxauon and trade law purposes, the free zones are treated as belng outside of 
the country, although they reman part of Egyphan temtory and subject to EgypUan 



slgnty Consequently, as a general rule, for purposes other than tax and customs, 
Ian laws and regulauons are also apphcable to the free zones unless otherw~se 
icdly provlded 

In add~t~on to enjoying most of the other pnv~leges hsted above for dand 
ment Law 230 projects, free zone projects enjoy permanent exempuon from all 
e taxes and customs dutles but must pay an annual duty equal to one percent of the 

s" ot goods exported by them from the free zones 

Lncome Tax Law 157 benefits for Certaln Investments by Law 159 Cornparues 
and Others Enterprises: 

Cornpanles Law 159 Comparues may also obtam a 5 year tax hobday from the 
rate profits tax under Tax Law 157 provlded that 

The object of the company is to cany out industrial acuvlty, and 

The company employs a staff of at least fifty (50) employees 

Profits or Law 159 cornpanres and/or other enbtles from the following acuvitxes 
empted from tax tor the penods ~ndlcated 

Land reclarnatlon 10 years 

Poultry producbon 5 years 

Livestock breedlng 

Flshing companies 

5 years 

5 years 

Cooperauve fishlng projects 10 years 

Bee keep~ng permanent 

Pnvate insurance funds per Law 541 1975 permanent 

Interest p a d  in respect of the following IS permanently exempted from income 

Loans from outside Egypt to all levels of the Egy-ptlan Government and publlc 
entlhes 

Fore~gn currency bank accounts In Egypt 



(c) Savings deposits In registered banks in Egypt 

(d) PubhcIy issued bonds and debentures 

(e) Debentures Issued by publlc sector banks 

14 25 Foilowing passage of Law 18711993, all dlv~dends from Egypua. Incorporated 
companies are now exempted from Income tax 

14 26 Unllke Investment Law 230 cornpames, Law 159 Companies are not exempted 
from the stamp duty on shares, nor are they enutled to a tax hohday for the proceeds of 
reinvested profits as are Law 230 companies or to the add~uonal 2 year tax hobday for 
local content 

14 27 The tax holldays of both Law 159 and 230 Cornpan~es are extended to 10 years 
if located in one of the New Urban Commun~tles as described below 

(5) Tourlsm Law Tax Incent~ves: 

14 28 Amcle 5 of Tounsm Law 1/1973 exempts approved tounst establ~shments 
regardless of company form from the following taxes for 5 years 

(a) Corporate, commercial and industrial profits tax, and 

(b) Taxes on movable assets 

(6) New Communltles (Desert Clt~es) Law No. 59/1979 Tax Incentives* 

14 29 The "New Communihe~ Law" 159/1979 offers tax and other benefits simlar to 
and, In some cases greater than, those prov~ded by Investment Law 230 as follows 

(a) A 10 year tax hol~day from corporate profits tax, 

(b) A 10 year exemption from buildlng taxes (not avalable under Law 230), 

(c) Exemphon from taxes on lnterest for all loans to finance the project 

14 30 Sad rncentlves are to be enjoyed by any project established III any of the areas 
specifically designated for the development of new cornrnunltles regardless of whether 
the project is m the form of an Investment Law 230 company or a Cornparues Law 159 
company 

14 31 Whlle similar, the lncenhves under Investment Law 230 and Law 5911979 also 
are d~fferent For example, Law 59 offers corporate profit tax exemphons to contractors 
who work on projects as well as the Investors Also, Law 59 exempts projects from 



bulldlng taxes which law 230 does not menuon On the other hand, Law 230 unUe Law 
59 otfers the following 

(a) Tax exemptron tor capital Increases, 

(b) P m a l  exempuon trom succession tax on the debt of shareholders, 

(c) Exempuons of stamp taxes and notanzauon fees d u m g  the penod of formauon, 
and 

(d) Pro tecuon from admlrllstrauve seuure without a j udlcial order 

(7) l-hscellaneous Investment Lncentrves Avadable to Lnland Investment Projects 
Under Income Tax Law 157/1981: 

14 32 The follow~ng incenuves are avalable under Income Tax Law 157 regardless of 
whether a company is tormed under Investment Law 230 or Cornpan~es Law 159 

Wnte-off for Yew Re~lacement o r  Add~t~ona l  Eaul~rnent;  

14 33 A one-tme wnte off 25 percent of the cost of new replacement or additional 
machlnery and equlpment bought for producuon may be taken in add~uon to the regular 
depreclat~on allowance, in the first year the machlnery or equlpment 1s used ~n 
producuon 

Favorable Treatment of Inter-Companv D~v~dendS; 

14 34 Intercompany dividends are not taxable regardless of when they are d~stnbuted 
provided that the distnbutlng company has pard the corporate tax appl~cable to its profit 
or was exempted therefrom z, dividends to corporauons are not subject to double 
taxahon In Egypt 

E v e m ~ t ~ o n  from Cornorate Tax for Portion of Profits of Jornt Stoch 
Companles Regustered on the Stock Euchanee; 

14 35 FoUowmg the explrauon of any applicable tax hohdays, any Egypuan joint stock 
comDany registered with the Stock Exchange, whether formed under Investment Law 230 
or under Companies Law 159, may be exempted from corporate profits tax on profits 
arnountmg to the percentage of the company's pad-m cap~tal equal to the current Interest 
rate on bank savlngs depos~ts, currently around 13 percent on Egypuan Pound accounts 

U Lower Tau Rate for lndustrlal C o m e a n ~ a  

14 36 Companies perforrn~ng manufacturing activities and reg~stered in the Industnal 
Register of the M i n ~ s y  of Industry pay the corporate profits tax at a rate of 32 percent. 
those not reg~stered In the Industnal Regnter such as restaurants. 40 percent 



Ifl Euemut~ons Under Capltal Markets Law 95/1992: 

14 37 Capital Markets Law 95/1992 offers the following 

(1) Publ~cly held compames hav~ng not less than 30 percent of the total shares of the 
company held publ~cly by not less than 150 shareholders registered rn the stock exchange 
are permanently exempt from the stamp tax due upon lssulng the shares and from the 
annual proportionate stamp tax 

(2) Distributed profits on such shares are exempt from personal Income tax 

Lower Customs Rate for Investment P r o ~ e c Q  

14 38 Law 186/ 1986 replaced all customs exemphons for rnvestrnent acuvlues wlth a 
smgle low customs duty rate of 5 percent for capital assets Imported to estabhsh 
investment projects 

Sect~on D; Analyses of Problem 

(1) General The Ex~stmg Tax System Contam Senous Obstacles to Investment 
u? Egypt: 

14 39 According to most Egyptlan pnvate sector buslness execuuves and professionals 
mterviewed, the exlsung tax system conshtutes one of the most senous major obstacles 
to pnvate sector lnvestment in Egypt for the reasons whlch are discussed m detad m the 
follow~ng subsecuons 

(2)  Proportionate Annual Stamp Tax on Share Capital D~scourages Use of 
Lncorporated Cornpanles* 

14 40 It is strongly recommended that the annual propomonate stamp tax on the value 
of corporation shares -- now 1 2 percent -- be abohshed As a tax on capital formahon, 
thrs IS a d~rect tax on Investment ~tself, the very act whlch Egypt is vying to encourage 
in order to create jobs for Egypuans and susmned econormc growth for the future 
Anything whlch dlrectly increases the costs of capltai and the cost of estabhshlng and 
manmmng a project In the form of an Incorporated company reduces Egypt's 
competlhve poslhon for lnvestment worldwide and should be ei~minated What should 
be taxed are the results of operations ot a project -- that IS, elther ~ t s  net Income or its 
sales - but not the project's capltal at a tlme when Egypt urgently needs to mobll~ze 
capltal for productwe Investment 

14 41 Moreover, th~s tax appl~es gJy to the capltal of joint stock companles and other 
incorporated companles Unincorporated companles such as partnersh~p are not subject 
to thls heavy fiscal requlrernent whlch is imposed on corporauons Thrs WIU naturally 
lead investors to avoid the very form of company whlch the government should ac~vely 
seek to encourage as the best mechanism for rnobil~ung cap~tal for productive Investment 



and managlng projects Thus, on the one hand, the government actlvely seeks to 
encourage the cap~tal market and I& development but, on the other, ~t leaves m place 
exlstlng laws whlch push Investors towards uruncorporated comparues and away from 
mcorporated companles whlch are the best forms of company to promote econormc 
growth and stabll~ty in Egypt 

14 42 For example, one of our cl~ents is a llmted habllity company ong~nally formed 
under investment Law 43/1974 whlch 1s wholly owned by fore~gn lnvestors The 
company expanded by lncreaslng ~ t s  capltal to L E 16 million, not reallug that a change 
~n the Stamp Tax Law made the law applicable to the capltal of hmted habhty 
companles as well as that of jo~nt stock companles Now the company 1s faced w~th an 
annual stamp tax blll of L E 192,000, whlch is payable whether the company makes any 
profit or not The Investors are now senously consldemg changrng the company's form 
to that of a hmlted partnership 

14 43 The heavy burden ~rnposed by this tax on cap~tal formabon and Investment has 
been recognized by the government slnce vanous exemptrons from the tax are offered 
in the Investment and Capital Markets Laws for llrmted categones of companles The 
better soluhon to encourage capital forrnatlon would be simply to eliminate both the tax 
and the exemphon and rely Instead on a base of taxatron other than capital formation 
such as profits, sales, or value added 

(3) All Stamp Taxes on Loans, Credlts and Other Busmess Dealmgs and 
Contracts, as well as Reg~stratlon and Notarlzat~on Fees, should be Abokhed 
or Replaced by Low Nomrnal Amounts: 

14 44 Together, the proportionate stamp taxes and registratron and notanzatron fees 
outlined above Impose heavy burdens on business uansactrons and contracts related to 
the establishment and operation of large investment projects For example, loans and 
mortgages can be in the mllllons of pounds Thls makes the taxes and fees large In 
absolute numbers even though the percentage may be small For example, ~f a company 
purchases land for an Investment project for L E 10 mllllon w~th a loan of L E 10 
million secured by a mortgage on the land whlch IS later cancelled after the loan IS pad 
off, the stamp taxes and fees due in respect of the transacuon wlll be over L E 1 5 
m~llion -- an enormous transacbon cost -- as follows 



Fee I Tax Rate Fee / Tax Amount 

Registrahon fees 
for real estate purchase 12% of L E 10 rmlhon = L E 1,200,000 

Stamp tax on loan agreement 0 8% of L E 10 mrkon = L E 80,000 

Reglstratlon fees for mortgage lS%ofLElOmiUlon  = L E  150,000 

Registration of 
mortgage cancellabon 0 7 5 % o f L E l O ~ o n  = L E  75,000 

Total fees and stamp taxes L E. 1,505,000 

14 45 Under the law, falure to pay stamp taxes and fees renders contracts and 
transactions unenforceable in court Obv~ously, therefore, at a mlnimum, the stamp taxes 
and the notanal fees have the adverse Impact of dlscouraglng Investors from formaLung 
theu contracts at a brne when the country wants to encourage sound business practices 
and stabihty and predictability of legal rela~onships whlch are essenbal element tn 
promoung economic growth Worse, the taxes and fees dlscourage Investment and 
business actlvity which create jobs and economlc growth especially for smaller, newer 
business Agan, what should be taxed are the results of busrness contracts and buslness - 
operations -- m, net income, turnover, or the lndlv~dual sales of projects -- not the 
contracts and operabons themselves which produces those desirable results Accordingly, 
lt 1s strongly recommended that the stamp tax be abol~shed and that the h~gh percentage 
state notanal fees be replaced by low, nominal, flat fees as already recommended above 
In Chapter 5 

(4) Import and Sale of Machmery, Equ~pment and Other Product~ve Assets 
should be Exempted from Sales Tax: 

14 46 As noted above, Egypt has Insmuted a sales tax pursuant to Law 1 11 199 1 From 
the standpoint of encouraging ~nvestrnent, some experts have suggested that a reasonable 
sales and other consumptlon taxes are supenor to taxes on busrness profits and personal 
income because such taxes tend to dlscourage consumpuon and encourage saving and 
mvestment, whereas Income and profits taxes tend to encourage consumpuon and 
dlscourage savings and investment Th~s assumes, of course, that the sales tax is 
reasonable and properly admln~stered In that unreasonable, poorly admln~stered taxes of 
any land encourage evasion and dlstortlve behavlour 

14 47 The introduction of the sales tax, therefore, generally is laudable Regrettably, 
however, imposlbon of the tax at the customs po~nt on ~mported machlnery and 
equipment and other productive capital assets as well as domestlc produced machinery 
and equipment has  an adverse impact on lnvestment In 1986, the government w~sely 
prov~de a uniform, low customs duty rate of 5 percent on all capital assets tmported for 



the estabhshment of investment projects pursuant to Law 186/1986 Add~uon of the sales 
tax at the customs point has suddenly and sharply lncreared the cost of imprung 
productlve machinery and equipment by 10 percent W e  the government allows sales 
tax on Imported rnachnery and equlpment to be pad off m installments over seven years, 
the llabhty remans and acts as a drag on Investment As one Alexandria buslness 
execuuve put it to us, the sales tax has had "a cnpphg impact" on the import of 
machnery and equlpment Accordingly it is respectfully recommended that machmery, 
equlpment and other cap~tal assets be exempted from the sales tax 

(5) Need to Improve Tax Admlnlstratlon Generally: 

14 48 To improve the Investor confidence needed to encourage mvestment, it is very 
important to improve tax adrn~nrstratlon Currently, tax admstrauon IS reputed to be 
heavy handed Business execuuves reported to us that Tax Department officials routrnely 
and arbitrarily deny deductions for buslness expenses whch should be permitted under 
the law This behav~our mses etfectlve rates of taxauon, encourages future evasive 
behaviour, discourages leglurnate busmess actlvrty and creates a cllmate of uncertanty 
among business enterpnses slnce the law itself cannot be rel~ed upon Tax adm~nistrators 
should seek to encourage a climate of trust and compl~ance rather than assurnlng non- 
compliance and treahng ail tax payers with distrust Moreover, such heavy-handed tax 
admlnlstrauon practlces create a very bad image for a country among outside investors, 
and Egypt should therefore make every etfort to Improve tax adrninlstrauon and make 
it more efficient 

(6) Need to Estabhh Shorter, More Defmte Lmtatron Penod to Reduce Tax 
D~sputes: 

14 49 Current tax administration practlces unnecessarily create business uncemnty, 
breed hhgauon and mse transaction costs by leaving taxpayer l~abillues open and 
unsettled for years Uncertarnty spnngs in large part from the lack of a reasonable and 
defirute hmtauon penod after whlch tax matters are closed except for cases of cnrmnal 
fraud Currently, the Tax Authonty has an unreasonably long 5-year penod wihn  wh~ch 
to reassess taxpayer liabil~ty As already discussed in Chapter 5, thrs penod often is 
extended lndefinltely by reassessment clams issued by the tax admtmstratron shortly 
before the 5-year pen& expires Taxpayers then often file suits to challenge the 
reassessment7' Thus, tax Iiab~bt~es reman unsettled for years 

14 50 Uncemnty IS the enemy of a good investment climate, and the possibility that 
taxes could be recalculated and reassessed for an indefintte penod of years or even 
decades after the tax year has closed poses a fnghtenlng prospect for investors and IS 

therefore a clear deterrent to Investment Investment ~n a changing world is uncemn 
enough wlthout the prospect of unsettled tax l~ablllues for 5 or 10 year penod 
Accordingly, a reasonable and stnct llmltatlon penod of, say, one year should be 

73 & Paragraphs 5 18 gt, seaA above 
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imposed Such a penod would give business the abhty to plan future operations w~th 
the cemnty required to develop and mantan the country's competluve econornlc edge 

(7) Need to Replace Comprehensive wlth Selective Tax Aud~ts: 

14 5 1 One reason asserted for the 5-year assessment penod IS that the Tax Department 
currently attempts to audlt all taxpayers comprehensively The d~fficulty of achevmg dus 
task even within 5 years causes tax otficials to "buy tlme* by submlttmg Illconsidered 
reassessments before the 5-year penod expues Therefore, comprehensive audimg should 
be replaced by more qualitative auditmg of selected samples of tax-payers Audlug 
selecuve samples of taxpayers qualitauvely m a shorter bme would speed process~ng and 
could promote better comphance and vastly Improve the Investment chrnate in Egypt7' 

(8) Tax Incentives shouid be El~rxunated and Income Tax Rates Lowered Across 
the Board: 

14 52 By far the best tax ~ncenbves for busmess are low, stable tax rates overall 
Egypt's nominal tax rates are much too h~gh and ~ t s  tax base is shot through with 
incenbves and loopholes The obv~ous soluuon IS to broaden the tax base and by 
elirnlnatlng all exlstlng tax incentives and s~gruficantly lower the rates to, say, no more 
than 25 percent 

14 53 While income tax law reforms in 1978, 1981 and 1993 reduced tax rates from 
the~r pnor confiscatory rates of almost 95 percent at L E 10,000 before 1978, Egypt's 
income tax system imposes rates on personal Income whch are stlll very h~gh for a 
developing country at relabvely low thresholds of income Even with the latest reform 
under Law 18711993, the rates reman much too h~gh and the brackets too narrow Thus, 
the top tax rate of 48 percent is reached at only L E 68,000 which is a little more than 
U S S20,000 And with the 2 percent add-on under Law 147/1982, the rate m fact is 50 
percent 

14 54 By companson, m the United States wh~ch has a long and successfui record of 
taxpayer complrance 

(a) U S $20,000 (equal to L E 68,000) would be taxed at only 15 percent Instead of 
50 percent as is now the case In Egypt, and 

@) The top tax rate IS only 39 6 percent whch 1s not reached untll U S $250,000 
(equal to L E 837,500) as opposed to Egypt where the top rate i s  5 0  percent at 
L E 68,000 (equal to U S $20,000) 

14 55 Taxes on corporate profits combined wlth the 2 percent State Financial Resources 
Duty reach 34 to 43 percent whlch also are h~gh, especrally for a country trying to 

- - 

" Also recommended in I1 World Bank Report at pp. 100-102, 119 
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develop rapid, self-sustmg economrc growth m competrtron with much more hghtly 
taxed investment desunauons At the same tlme, as discussed above In subsecuon 3, tax 
admin~stratron pracuces of arb~tranIy drsallowlng many busmess deductions often mse 
effectrve tax rates substankally above the maxlmum level set forth m the law 

14 56 Hlgh rates made hgher by heavy handed tax admstratron encourages tax 
evasion and dlstoruve tax avoidance behavior and &scourages legibmate pnvate sector 
lnvestment and enterpnse The government and the legislature know that nominal tax 
rates are too high as evidenced by the fact that many favored economlc acuvltles receive 
exempuons and other special tax treatment as ou&ned m Sectron C above As a result, 
the tax hol~days and other incenhves have drasucally eroded Egypt's mcome tax base 

14 57 A t  the same time, by prov~d~ng loopholes, the tax mcenhves also mvite evasion 
and dlstoruve economlc behaviour Buslness execuhves have reported to us dunng our 
interviews that many enterpnses make efforts to hquidate and re-form theu businesses 
or take other simlIar measures as tax holldays come to an end in an effort to renew them 
As one business executlve stated to us 

"Projects that are implemented in new clues are exempted from taxes for 
10 years Many of the factones benefi~ng from thrs exemptron move thev 
acuvity from one city to another by the end of the exempuon penod or 
else start the formauon of new cornpanles and/or factones Hence, the 
State never benefits from these projects Every business executlve or 
Investor prefers to pay reasonable taxes rather than to benefit of the 
exempuon for 10 years then liquidate the business, as in the case m other 
countries 7s" 

14 58 In a s~milar vein, the World Bank Report has noted 

"The tax incentrves have to be seen In the context of high normal levels 
of taxahon These, particularly the taxes pad on div~dends in the hands 
of shareholders, consutute a very real Investment dis~ncenuve Moreover, 
the greater opportunltles for tax evaslon In the trade sector are a deterrent 
to industrial Investment except where tax holrdays can be secured, it is 
one reason good returns are easier to make m the services than in the 
productrve sectors "" 

14 59 Ehmmating tax holldays, d~fferentlal rates. exemptions and other incentives would 
significantly Increase the tax base whlch In turn would allow for the rates to be 
substanaally lowered across the board The dlfferenual rates between "industnal" and 
"commercial" cornpanles should be eliminated and all business corporauons should be 

'' Statement by Mohamed Ragab, Charman of the Alexandria Busanessmen's Councll 

76 11 World Bank Report at p 70 



taxed at the same rate Elimnatlng mcenttves also would m m u e  d~stomvc tax 
avoidance business behaviour and allow busmess execubves to make long term busmess 
decisions without worrying about the tax impact At the same bme lower rates would 
encourage investment and reduce the lncentlves to evasion By far the best tax mcenhve 
to encourage investment and pnvate sector econormc development is a wellconceived 
business tax system provided that is 

- Broadly based 

Charactenzed by reasonably low rates -- say 20 to 30 percent - which 
will be stable and pred~ctable 

- Far  and neutral with respect to busmess organuatlon and natlonahty 

- Having few or no exemptions or "loopholes" except for low income 
individuals 

- Clear, c e m n  and slmple to administer 

- Well administered 

14 60 Given the above, it is clear that a comprehenave tax reform should be 
undertaken The overall shape of the reform would be to eliminate most exishng 
exernpbons and loopholes, thereby allowlng income tax rates to be lowered substan~ally 
as the base is broadened to tax virtually all buslness enterprises and actlvltles on an equal 
baslsn 

14 61 Indeed, the Egypuan Government already has carned out a slmilar successful 
reform m the customs area Pnor to 1986, the Investment, Tounsm, New Commulllhes 
and other laws conaned a vanety of customs exempuon possibihttes for different 
investment projects and other acbvltles Then, Law 186/1986 simply ehm~nated aU 
customs exempbons for Investment projects and lnstttuted a low uruform rate of 5 percent 
for machmery, equlpment and other capital assets for all Investment projects regardless 
of the law under whlch they were organized We recommend a simiIar reform in the 
personal and corporate income tax area 

14 62 At the same tlme, the separate 2 percent "add-on" to the personal and corporate 
Income taxes tmposed by the Duty tor the Improvement of State Flnanc~al Resources 
under Law 147/1982 should be ellrn~nated and folded lnto the tax Itself Addltlonal 
complexity of this sort having no r n m l n g  other than addlhonal revenue generation 
confuses and irritates Investors and sours the lnvestment climate A sound investment 
climate demands tax simplic~ty, as wel l  as reasonable rates 

%g & 11 World Bank Repon ar p 119 



14 63 Similarly, the 2 percent tax on capital g u s  from the sale of secuntles ~rnposed 
by Capltal hiarkets Law 9511992 should be ehrmnated If cap~tal sales are to be taxed, 
they should be treated as income w1th.u the context of a global, umfied tax, not 
separately D~fferenhal treatment of Income for taxatlon purposes creates distortlve 
behavrour 

14 64 A comprehensive income tax reform for Egypt therefore should 

(a) Slgnlficantiy broaden the tax base by ehrmnatmg all tax lncentlves, lncludlng tax 
holidays, tax exemptions, and differentlal tax rates for different actlvitles 

@) At the same ume substanually lower the rates to no more than 25 percent for 
corporauons and for ~ndlviduals 

(c) Abol~sh the 2 percent add-on to income and profits taxes by the Duty for State 
Flnanclal Resources Improvement under Law 1371 1982 

(d) Abollsh the 2 percent cap~tal gans tax on secuntles sales ~rnposed by Cap~tai 
Markets Law 95/ 1992 

(e) End heavy handed tax adrn~nlstratlon techn~ques such as d~sallowing reasonable 
buslness deducbons 

(f) El~minate the considerable uncemnty created by the system of allowlng the tax 
authonues 5 years with~n wh~ch to reassess taxpayer Income, and then a further lndefinlte 
penod by slmply sendlng the taxpayer a reassessment before the 5 years IS up, by 
mandatlng a reasonable penod for reassessment -- say, 1 year -- after wh~ch a tax matter 
should be closed to further review by the tax admlnistratlon except In clear cases of 
fraud 

(g) Replace comprehensive aud~hng of all taxpayers with qualitahve audltlng of 
selected samples of taxpayers whlch w~ll help reduce the penod of tlme needed for Tax 
Department reassessment and lnspecuon 

14 65 To the extent that Investment lncentlves are r ewed ,  they should at least be 
unified as among the Investment Law 2301 1989, the Income Tax Law 1571198 1 as 
amended by Law 187/1993, the Tounsm Law 111973, the New Communities Law 
59/1979, and the Capltal Markets Law 95/1992" In addluon, incentives should be 
clear, non-discretxonary, automatic and awarded only upon the fulfillment of specified 
requirements rather than guaranteed at envy An example of such an lncenube 
IS that the 5-year tax hol~day found In Tax Law 15711981 for companies wh~ch arc 

" a I Wodd Bank Report, Annex A at p 12 

79 !j& & I World Bank Report at p xv111 
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engaged in lndustnal acuvity registered m the Industrial Reg~ster, and have 50 or more 
employees Only enterprises meetmg these slmple and clear cntena quahfy for the 
exemption is not cons~dered at the llcenslng stage 

14 66 Slmllarly, tax lncentlves could be geared to mcome from exports or other 
performance based tests Documentation and Government review should be reduced to 
the rmnlmum requ~red to determe ehglbkty Nelther the tax system nor tax lncenuves 
should dlscnmnate as between sub-sectors or between forelgn and domesuc mvestment 
Even w~th these lrnprovements, however, r e W g  m&vldual incentives whch 
d~fferentrate among taxpayers 1s defimtely the "second best' approach By far the best 
soluuon IS to ehmlnate all mcenuves and the bureaucracy that goes wlth adrrrrmstemg 
them, and lower overall tax rates 

(9) \VhtIe an Advance, the New "Um.tiedm Personal Income Tax does not 
Represent the Comprehens~ve Income Tax Reform needed for Egypt: 

14 67 The new unified personal lncome tax promulgated by Law 18711993 makes 
slgnlficant advances by amendlng Income Tax Law 15711981 to unify all sources of 
personal lncome Into a s~ngle global income tax It also lowers the overall rates rmposed 
by the former 2-trer system described above For these reasons, the new law 
represents a substantial improvement It falls short, however, of the comprehensive 
income tax reform needed for the following reasons 

(a) As already suggested In Subsecuon 6 above, the rates remans much too hlgh and 
the brackets too narrow reachlng 48 percent (50 percent wlth the 2 percent duty add-on 
Imposed by Law 14711982) at L E 68,000 k, about U S $20,000) In a country with 
low tax-payer compliance, a 50 percent tax rate clearly Invites evaslon 

(b) Moreover, the new tax does nothing to broaden the tax base as recommended by 
thls report and the World Bank Report by ehrmnaung exlstlng lncentlves such as tax 
holidays, exempuons for interest and dtvldends, dlfferentlal rates, etc 

(c) Nor does the new law truly "unrfy" Egypt's income tax system In that rt fals to 
el~mlnate extra lncome taxes such as the 2 percent add-on or the 2 percent capital gans 
tax Imposed by Laws 14711982 and Cap~tal Markets Law 9511992 respecuvely 

(d) Moreover, the new tax continues a differenhal rate for employees whose top 
bracket 1s 32 percent instead of 50 percent 

(e) The new tax relates to personal income only and does nothlng to umfy the 
differenhal rates for commercial and industrial companles or lower corporate taxes 

(f) The new tax does noth~ng to curb hlgh-handed tax adminrstra~on or to ehrnlnate 
the problems the uncemnty caused by comprehensive auditlng and the 5-year tax 
reassessment penod and years of unsettled tax clams, 



Sestlon E: Future Tax Reform C o n s ~ d e r a t ~ o ~  

14 68 Regarding overall tax reform wlth the objectwe of encouragmg lnvestrnent as well 
as developmg revenue for pubk finance, Egypt may wish to conslder changlng the form 
of taxatlon from a tax on busmess profits and personal mcorne to a tax system whch 
provldes greater incenuves to savlngs and mvestment Some commentators have 
suggested that taxes on net buslness profits and personal mcome penall7P. enterpnse, 
encourage consurnptlon and discourage Investment, and that ~t is consumpuon and not 
profits which should be taxed Therefore, considerauon should be given to replacing 
Income taxes mostly or entlrely w~th consumpbon taxes such as sales, turnover, andlor 
value added taxes wlth appropnate exempuons for bas~c neceswues Egypt already has 
taken a major step in thls direcuon by promulgatmg a general sales tax m 1992 

14 69 Considerauon should also be glven to a relatlve new and flexlble tax concept 
specifically designed to encourage savlngs and Investment which IS the "consurnptlon- 
based income taxud0 under wh~ch tax IS levied on that portlon of personal or corporate 
Income and cash flow not directed to savlngs or Investment Under h s  system, to 
calculate h ~ s  tax basis, a taxpayer would add net borrowing and gifts received to a l l  
lncome for the year obmned from any source From thls amount would be deducted a l l  
amounts saved or Invested dunng the same year The resulbng amount would equal the 
amount spent on consurnpbon dunng the year, and this would be the amount taxed after 
subtracung exempbons for low lncome reclplents at rates to be deterrnlned Such a 
system obv~ously would encourage investment and discourage consumpbon slncc 
investment expenditure would be deducted, thereby reducmg the taxable basis whereas 
consumpuon spending would not be deducted 

14 70 It IS respectfully recommended that the following measures be undertaken to 
create a tax climate much more favorable to Investment than now exlsts m Egypt 

(a) The proportionate annual stamp tax on the share capltal of lncorporated companies 
should be abolished in order to encourage and facll~tate capital formauon and productive 
investment through lncorporated companies 

(b) All stamp taxes on loans, cred~ts, and other busmess dealings and contracts should 
be abolished or replaced by very low, flat amounts 

(c )  All percentage State Notanal and reglstratlon fees for land transfers, mortgages 
and other transactions should be replaced by very low, flat fees as already recommended 
In Chapter 5 above 

&g W111, George F , "A Consumpuon-Based Income Tax" ~n ne InremroruJ Herald 
Tnbune (October 6, 1992) 



(d) The import and sale of machinery, equlprnent and other producuve assets should 
be exempted from sales tax 

(e) A comprehensive income tax reform for Egypt should be undertaken which 
would 

(1) S~gnificantly broaden the tax base by ehrmnatmg all tax mcenQves, 
including tax holidays tax exempuons, and differenual tax rates for d~fferent 
acuvihes and taxpayers 

(2) At the same Urne substanhally lower the rates to no more than 25 percent 
for corporauons and for individuals 

(3) Abollsh the 2 percent add-on to lncome and profits taxes by the Duty for 
State Financial Resources Improvement under Law 147/1982 

(4) Abolish the 2 percent capital gans tax on secunties sales imposed by the 
Cap~tal Markets Law 95/ 1992 

(5 )  End heavy handed tax admlnistrauon techniques such as disallowing 
reasonable business deduchons 

(6) Eliminate the enormous uncertanty created by the system of allowing the 
tax authonues 5 years withln which to reassess taxpayer lncome - and then a 
further indefin~te penod by simply sending the taxpayer a reassessment before 
the 5 years 1s up -- by mandaung a reasonable penod for reassessment of, say, 
1 year after which a tax matter should be closed to further review by the tax 
authonues except In clear cases of fraud 

(7) Replace comprehensive aud~hng of al l  taxpayers w ~ t h  qualltahve auditlng 
of selected samples of taxpayers 

( f )  To the extent that investment incenhves are remed,  they should be made 
autornatlc, performance-based and unified as among the vanous laws concerning and 
affecung investment including the Investment Law, the Income Tax Law, the Tounsm 
Law, the New Cornrnunibes Law and the Capital Markets Law, but agan, the best 
soluuon for encouraging ~nvestrnent IS to eliminate all tax incenhves and lower tax rates 
substanhally 

(g) Cons~derahon should be glven to sh~ttlng taxatlon from lncome enhrely to 
consumpQon possibly through a consumption based lncome tax to encourage savlngs and 
Investment as opposed to consumphon 



CHAPTER 15: 

CAPITAL IMARKETS LAW AND REGULATIONS 

Sect~on A, Overvlew and Background 

15 01 The Capital Ciarkets Law was recently promuIgated as Law 95/1992 and ~ t s  
implemenung regulations only in 1993 as MD 13511993 Even though it IS early yet to 
assess tully the impact of new law, some Issues already have been identified for 
conslderatron and acuon as oubned below 

15 02 One of the most Important actrons that a Government can take to encourage and 
facilitate Investment is to provide the proper legal infrastructure for a well-organmd, 
well-regulated capital market for corporate shares, bonds, and notes, as well as mutual 
funds, government secunhes and other investment lnstruments Comblned w ~ t b  the 
dev~ce of the jolnt stock company where management is separated from ownersiup and 
ownersh~p takes the form of freely negouable shares, capltal markets have proved to be 
a h~ghly effecuve means of mobllizlng capital for productive pnvate sector mvestment 
Promulgaung the Capltal Markets Law 991992 was therefore an important step m the 
nght direcuon by the Egypuan Government 

15 03 The purpose of the recommenda~ons conmned in this chapter is to build upon 
this step and to help make the capital market an even more effecbve instrument for 
mob~lizlng capital and facilitaung investment The recommendabons in this chapter 
should be read In conjuncuon with those in Chapter 12 on the companles law with which 
the capital markets are inextricably llnked slnce joint stock companles are a pnrnary 
source of secuntres for capital markets acuvity and growth 

Sect~on B: over la^ between the Comoanles and the Caoltal Markets Laws should 
be Elimlnatea 

15 04 The Companles Law and the Capltal Markets Law should be rewewed together 
and the numerous overlapp~ng provlslons eliminated to avoid confusion and poss~ble 
contllct Rules relaung to the formation, capital structure, management, operabon, 
shareholder protecuon, liquidabon and d~ssoluuon of joint stock companies should be left 
to the Cornparues Law Such rules must and should be formulated, however, with the 
capital market in mind 

15 05 The appropnate area for regulauon by the Capxtal Markets Law are offenngs to, 
and sollcltlons from, the pubhc in connecuon with shares, bonds or other secunues As 
the Companles Law must be formulated w i l h  the Capital Markets in mmd, so Cap~tal 
Market regulauons must be careful not to discourage the formabon of jomt stock 
companies through over-regulauon As noted In the chapter on companies law, the 
formauon of joint stock companies should be an easy and unencumbered process Not 
every jo~nt stock company must or ~ 1 1 1  otfer shares or debt secuntles to the publ~c but 



all have the potenual to do so As long as jolnt stock cornparues are privately held, they 
should be left alone by secuntles market regulahons as much as possible 

Sectlon C; Overremlatlon should be El~m~nated 

15 06 Over-regulatron can stunt or even destroy the very thmg sought to be achleved by 
capital markets legislabon -- L, ~ncreased producbve Investment and economc growth 
The best secunues market regulabon m the world can never guarantee that every 
Investment wlil be safe or profitable Rather, good capital market regulabon can only 
help assure that outsrde Investors will have as clear and fan an rdea of the nsks and 
potenual of a proposed investment as those rnside the company a that insiders may not 
take unfar advantage of outs~de rnvestors usmg theu special knowledge 

15 07 The goal of secunues market regulauon must be a hmted and carefully balanced 
one -- namely to protect Investors by enabllng them to have as much relevant, truthful 
mformabon as possible about potentla1 and actual nsks of their proposed investment 
wlthout the process being so burdensome and expensive as to discourage 1ts use 
Regrettably, Capltal Markets Law 95/1992 and its Execuhve Regulauons MD 13511993 
do impose numerous rules and restncuons which amount to excessive regulahon and 
government ~ntervenuon Some examples of overregulatron by Capital Markets Law 
9511992 are bnefly described In the follow~ng paragraphs 

15 08 Artlcle 8 of the Capltal Market Execuhve ReguIahons forbids a shareholder from 
represenhng more than 10 percent of the total shares of the company or more than 20 
percent of the company's shares to be represented by proxy As already noted In the 
Compmes Law Chapter, shareholders need freedom and flexlblllty to appo~nt whomever 
they wish to be theu proxy m a shareholders meetmg Thls IS especially Important m 
pubhcly held companies The Amcle 8 rule severely and artificially restncts the use of 
proxles Other countries have dealt successfully wlth potenual abuses of proxles by 
requiring full d~sclosure by those seelung proxles and establishing appropnate and clear 
sanctions for fraud or decephon along with clear nghts of shareholders to hold theu 
proxles accountable The lack of such protecuon conshtutes a senous gap in the 
regulauons 

15 09 ArUcle 17 of the Capital Market Execuuve Regulauons restncts pnces of shares 
issued for capital Increases to a .  amount to be determrned on the basis of the average 
income of the share among previous issues and from the value equivalent to the net worth 
of the company's assets at the tIme of issue as cerufied by the auditor As already 
mencloned m Paragraph 12 70 above, share pnces should be determined by the market 
following full and honest disclosure of all matenal facts by the company Such disclosure 
should ~nclude an auditor's report and pnces of prevrous issues These factors may or 
may not be considered to be relevant by the market, but should not restrxct the market s 
declslon 

15 10 Similarly, Amcle 24 permlts the Issuance of preferred shares only after approval 
of the extraord~nary general assembly based on an aud~tor's report concemlng the reasons 



jusufy~ng the use of preference shares for the capital mcrease, here too, many factors 
may aifect a buslness dec~s~on to seek a cap~tal mcrease through issuing preferred shares, 
not just the auditor's report 

15 11 Amcle 34 restricts the amount of bond issues to the net value of the compames 
assets as determined by the auditor except where approved by decree of the Board of 
Directors of the Cap~tal Markets Authonty Agan, ths IS an artlficlal hrmtabon not 
found in most modem secunues laws As the 1980 IFC Capital Markets Study Team 
noted when revlewlng a s~rnllar provlslon m the then draft Compames Law 

"Nor is ~t clear why bonds may be issued only m an amount equal to the 
company's assets In many cases, a company with a small amount of 
assets may have leglhrnate need for a substantd loan, represented by 
bonds No such Ilm~tauon apphes ~f the company ohms a bank Ioan, 
whlch, belng short term, may be less advantageous to the company This 
does not help develop the secunues market "" 

15 12 A better solutlon would be to require full honest financial disclosure about the 
company's financial posltlon and future prospects to potential bond purchasers, and allow 
them to dec~de, the Capital Markets Authonty is not equ~pped to make busmess 
judgments, nor are they able to guarantee that a glven bond will be a good Investment 

15 13 Artlcle 125 of the Capital Markets Regulauons Imposes mlnimum cap~tal 
requ~rements for secunt~es market companies and acuvlues which are hlgh and 
inconsistent from one achvlty to another As already pointed out In the Compan~es Law 
Chapter above, such absolute m~nlrnum capital requirements are meaningless and may 
give unsoph~shcated Investors a false sense of secunty As one secuntxes market expert 
stated, "Capltal requ~rements should be a funcuon of aggregate indebtedness not a 
pmcular actlvlty " In any event the key factors are the abllity, reputauon and overall 
financial health of the company which may or may not be related to its capital As with 
bonds and proxy solicitahons menuoned above, the best means of protecting the public 
IS to require adequate, honest d~sclosure with appropnate penalbes, and enforcement 
technrques 

15 14 The law and regulabons d~scnmlnate between mutual Investment funds operated 
by Investment cornparues and mutual funds operated by banks insurance companies and 
other fmanc~al insutubons For reasons whlch are not clear, banks are allowed only 
"open ended" funds whrle other financial instltuhons are allowed only "closed ended" 
funds Addmonally, bank sponsored funds are allowed to have a celling 20 tlmes greater 
than the capital whereas other funds are allowed to have a ceillng only 10 Umes greater 
Such discnminatlon should be el~minated In favor of equal and adequate regulauon -and 
standards for all investment funds charactenzed by full disclosure to the publlc 
Moreover, restnchng Issuance of investment fund certificates of 10 urnes the pad capltal 

1980 IFC Report at pp 18-19 



of the fund is nusplaced Agm, the capital IS only one factor, and not necessarily the 
most Important, m a s c e m g  the financial health of a fund The most important h n g  
for a fund is its pertorrnance, marketabhty and overall ratlo of assets to W h b e s  

15 15 The above are examples of overreguIahon through lnflexlble resmctrons and 
excessive intervenuons in the market place Instead of n g ~ d  formulas, flat restncuons on, 
or governmental approval for, transacbons, what IS requlred ~nstead are clear regulabons 
regarding d~sciosure to the lnvestors and the pubhc of all matenal facts known to affect 
the parucular company or transaction involved backed up by tough sanctrons a g u s t  
fraud, together with qualltabve mspecbons and mvesbgatlons by well trarned staff Then, 
armed with knowledge of all matenal facts, the mvestors and the market are better able 
to evaluate the company or transacuon Involved for themselves 

Sectlon D; Gaps ~n Re~ulat~on  should be El~rn~nated 

15 16 In addibon to some ovenegulauon by the new Capltal Markets Law and 
Regulations, examples of whlch are cited above, there are also areas whlch are 
underregulated Some of the more obvious gaps are descnbed below 

(1) Lack of Clear and Complete Rules on lnslder Trading: 

15 17 The most glanng gap In the law is that there are no rules clearly or completely 
regulatmg or prohlblung "~nslder-tradlng" k, trading by persons using specld 
knowledge about a company ganed from theu posihon as a director, employee, lawyer 
or auditor, for example, to g m  an unfar advantage over "outside" Investors In buying 
or selllng the company's shares 

(2)  Overly Rlgld Defmtion of "Pubhc Offerulg": 

15 18 The ngld definihon of "public offenng" excludes deserving transachons from 
regulauon, but, at the same ume, makes trading unnecessarily cumbersome for 
lnstrtutlonal investors The law defines publlc offenng as one where the shareholders are 
not less than 150 and the number of shares offered to the publlc are not less than 30 
percent of the company's total issued shares This defmiuon does not disunguish between 
sophisticated Investors and members of the publlc A pubhc offenng of shares to the 
members of the general pubhc IS one thing -- a highly appropnate subject of secunues 
market regulauon Transactrons between insiders and arms length acquisihons of shares 
In a pnvateiy held joint stock company by sophstxcated investors -- E, experienced 
busmess executives, wealthy lndivlduals and Investment instltutlons -- are something else 
and can be left to the parues 

15 19 In many countries with sophishcated cap~tal markets and capital markets 
regulabons, regulators usually attempt to ~nclude any offenng to an ordinary member of 
the mvesung public In the public offenng category to ensure investor protechon Those 
atternpung to make pnvate sales or issues of secunbes, then apply for exemptlons from 
public offenng requirements for offenngs to a hmited distnbuuon of sophlstlcated 



investors In the current Capltal Markets Law 95, no dlstmcuon IS made between the 
regular pubhc on the one hand and the sophshcated mvestors such as mvesmg 
msutuhons, experienced busmess executives or h g h  net worth individuals By attempting 
to treat everybody in the same way, insutuhonal transachons are made cumbersome At 
the same hme, offenngs of less than 30 percent of the shares or less than 150 
shareholders to innocent, outside investors are not "pubhc" regardless of the nature of 
the investor or the amount of money ~nvolved 

(3) Vo h h u m  Trading Volume as Lstlng Requlrernent: 

15 20 There is no requirement for a rmrumum tradmg volume as one of the hstmg 
requirements As a local pnvate sector secunues market expert for a proment forelgn 
secuntles company noted 

"The mtegnty of the publlc stock exchanges is heavlly dependent on 
Lquld~ty Thls 1s the m u  reason major exchanges have a minimum 
tradlng volume as one of the lisung requuements The law defines some 
requuements for a company to be considered a publ~c company such as 
the number of shareholders belng 150 and 30 percent of shares being 
offered to the publlc The absence of the tradlng volume requuement 
severely d~mlnlshes the confidence an Investor would have m the tradlng 
and closlng pnces of listed secuntles " 

Sect~on E: Tax Incent~ves should be Elunrnated 

15 21 The Capital Markets Law exempts "publlcIy held" companies -- u, those with 
30 percent shares offered to the publlc and 150 or more shareholders - from 
proportlonate annual stamp duty on share capltal As already recommended m Chapter 
14 on taxes, thls tax should be abohshed k, all jolnt stock cornparues should be 
exempted from proportlonate annual stamp tax In any event, tax incenuves should not 
be used and are not needed to encourage publ-lc offenngs 

15 22 In th~s regard, it should be kept In mlnd that the capltal market 1s not an end m 
itself, but a means to the end of moblllzlng cap~tal for producuve purposes If the goal 
can be achleved as effectively or more effectively by other means without threatemng the 
pubhc merest, there 1s no reason to force investors to use the capital market where they 
would otherwise not do so -- especially where 1t.s use mlght actually discourage 
productrve investment because of  expense and bureaucrahc procedure Nor should 
lnveston be provided w~th tax lncentlves to use the capital market where they would 
otherw~se not do so for sound business reasons apart from such lncenhves Rather, the 
purpose of Capital Markets Legislauon should be that of enabllng the capital market to 
exlst and funcuon properly, not to force its use 



15 23 It 1s respectfully recommended that the Cap~tal Markets Law and its regulahons 
be reviewed and revised in coordmauon with review and revlslon of the Cornparues Law 
to acheve the following 

(a) Overlapping provlslons as between the Cornparues and Cap~tal Markets Laws 
should be ellmlnated to avold conhslon and possible confhct 

(b) Overregulatron should be e l lma ted  by replacing ngld restnctlons on, and 
excessive government intervention m, market transactions wrth clear regulations 
regardmg disclosure to investors ot all matenal facts known to affect a particular 
company or transacuon lnvolved T h ~ s  should be supported by tough sancuons agms t  
fraud and deception, together with qualitative inspechons and mveshgahons of justifiably 
suspic~ous cases and random samples by well m n e d  staff 

(c) Gaps in regulation should be filled by, for example, providing for clear 
regulatrons on cnucal subject areas such as inslder tradlng and requlllng a mlnrmum 
tradlng volume for llsung on a stock exchange 

(d) Fmally, as already recommended ln Chapter 14 on taxes and tax incenhves, it u 
respectfully recommended that both the 2-percent capital gans  tax and all tax incentives 
contained m the Cap~tal Markets Law be ellmnated along with other Investment 
lncentrves m favor of a low, stable tax rate on buslness profits 



CHAPTER 16- 

LAW REGISTRATION 

(1) Background: 

16 01 Land is an indispensable element for every lnvestment project Wtthout o b W g  
clear and c e m  tlde to che land requued, no mdustnal or agricultural project can be 
Implemented Accordtngiy, the ease with whch Iand can be located and proper Ode 
obtarned becomes a crucial factor In the speed with whch proJecu whch exlst 'on 
paper" become lmplernented m reality 

16 02 Fortunately, Egypt has long had a system of land reglstratlon to record and keep 
track of btle, mortgage, lease and other nghts with respect to land Moreover, Egypt 
w~sely IS movlng to replace its old system of reg~stratlon by land-owners with a modem 
system of reglstrauon by plat or address For Investment purposes thrs 1s a far better 
system than a land reg~ster organ~zed by the names of the landowners, because ~t enables 
investors to ldentxfy the owners of, and other Interests In, the plots of land wluch they 
have ~denufied as desirable for Investment project purposes 

16 03 Wtth a system of land reglstrabon, Egypt has developed the key tools ~ t h  whch 
to 

(a) Idenhfy and locate land su~table for investment projects, and 

(b) Transfer to such projects adequate, clear and certam title 

Nevertheless, there are problems In this field whch urgently require resoluaon 
Specifically, senous constrants on pnvatc sector development anse from two important 
problems as discussed In the follow~ng paragraphs 

(2) Reg~stratron Delays: 

16 04 Then u an Inordinate length of ume requtred to completc regisvahon - usually 
at least SIX months - due to the length of ume required for government ~nspectors to 
complete a utle search Considerauon could be glven to pnvauzlng thls p r m  by 
enwuragrng and providing for the development of modem utlc insurance companres In 
addlaon, llke the Comrnerclal Register, land reglstrauon IS all done by hand 
Compuenzmg the system would lmprovt speed, efficiency and accuracy wltb respect to 
htle searches 



(3) Excessive Reglstratlon Fees: 

16 05 The fees for reglstermg land are prohlbihvely and mordmateiy hgh - z, 12 
percent of the value -- and mortgages - u, 1 5 percent of the loan amount secured 
Such hrgh fees discourage reglstratlon of such transactions when ~t clearly IS m Egypt's 
merest to encourage registrauon Regismtlon of land encourages econormc development 
by enabhg mvestors and the pubbc to know easlly and clearly the aviulabhty, status and 
ownershp of land for investment purposes and should provlde a means of e n s w g  
secunty of Iand tltle Easy and inexpensive registrahon of mortgages is essential to 
mcrease access to finance for Investment and lower transacuon costs By d~scouraglng 
reglstrahon of land and mortgages, the current exorbitant fees discourage mvestment, 
lower useful econormc actlvlty and growth and, thereby, reduce much hrgher revenues 
whrch the government would othenvise o b m  from Income and sales taxes 

16 06 Fortunately, the government appears to be aware of this problem as Indicated by 
Law 611991 which reduces the fee by 50 percent for those who effect Iand registrauon 
w l h  three years of the law cornlng into etfect Even thls gesture, however, stdl leaves 
such fees at a prohib~uvely high figure and does not eliminate the problem of subsequent 
upward reassessment of the "value" ot the land -- and consequently the fees - by zealow 
otficials as rnentroned in Paragraphs 5 32 and 5 33 above A far better solutron would 
be low reasonable flat fees of, say, L E 50 per feddan The important goal to be 
achleved m thls regard should be reglsmuon of land to promote social and economc 
development and a obmrung revenue 

16 07 Consideratron should be given to encouraging and providxng for the development 
of modem utle rnsurance compames 

16 08 Consideration should also be given to cornputenung the land registrahon and htle 
system to improve speed, efficrency and accuracy with respect to btle searches 

16 09 The exorbitant percentage fees for registratxon of land and mortgages should be 
replaced by very low, flat fees in order to encourage reglstratlon The goal of land 
regismuon law and policy should be QQJ to mse revenue, but to encourage reglstrabon 
of all land and all htles and Interests in land Perversely, the ultxmate effect of high land 
and mortgage reglstratlon fees 1s to reduce not m e ,  government rwenues This 1s 
because excess~veiy high reglstratron tees deter land and mortgage reglstrauon whch 
means that reiabvely few land owners and mortgagees actualiy pay them, prefemng to 
delay or avold regismuon Moreover, lncornplete land and mortgage reglstrauon 
d~scourages mvestment and overall economic growth and activity, and lower economc 
acuvlty, In turn, reduces potenual government revenues from Income and sales taxes 
Conversely low, flat fees would encourage land and mortgage registrabon which m turn 
would facihtate Investment and economlc growth leadrng to higher government revenues 
from Income and sales taxes. Addiuonally , as noted m Chapter 5, low, flat fees for land 
reglstratlon would reduce l~tlgatlon relatlng to d~sputes over reassessments of fees for 



land registration based on the "vaiue" o t the land Also, as noted rn Chapter 1 1, low, tlat 
fees for land transfer and mortgage regisuatlon will greatly Improve the o p p o m n ~ u e s  tor 
long term credlt financing ot Investment projects 



CHAPTER 17: 

NOT-FOR-PROFIT ASSOCIATIONS 

AM) CHAMBERS OF COMMERCE AND NRUSTRY 

17 01 Currently, not-for-protit sc~enufic, educauonal, and chantable organuatlons are 
tormulated as associauons under the junsd~ctlon of the Muustry of Sacral A f f w  
pursuant to Law 32/1964 Law 321 1944 requlres extensive review approval by the 
Ulrustry of each such association In add~hon, the government has far reachg and - 
by usual mternakonal standards - excessive powers over each society For example, wth 
respect to a not-for-profit associauon, the MLlZlstry of Soclal Affaus has the power to 

(a) Normnate 10 out of 30 members of the board of daectors, 

(b) Place  terns on the board agenda, 

(c) Recerve copies of all rnlnutes of rneetlng, 

(d) Be notlfied of nomlnees for the board of duectors, 

(e) Remove normnees from the lrst, 

(f) Nuhfy board elections, 

(g) Approve the general manager of the assoclahon, 

0) Interfere m the association's actrvlties, 

(1) Amend its statutes (by-laws), 

O) Have the associahons final accounts for the year subm~tted to tt, 

&) Dissolve the assocratlon on grounds of mcornpetence, fraud, or senous violanons, 
s e a  ~ t s  assets and apply them in any way the Mlmstry sees fit 

17 02 This law evidently was passed at a tlme just after the n a ~ n u h o n  of most 
mdustnes and when the government apparently feared that chantable a s ~ ~ l a h o n s  would 
be used to amass money for pohtlcal purposes by opposmon groups Such laws no 
longer needed m a bme when Egypt IS moving towards greater democracy and freedom 
of assoc:auon In add~tlon, there is a great need to mobllrze resources for scientific 
educaaonal and chantable purposes as well as for mahng profit Accordmgly, new 
leglslahon for form~ng not-for-profit foundauons and asswatxons should be enacted 
either separately or as part of a newly reformulated companles law 



17 03 As m the case of profit malang companies, such a law should make formahon of 
not-for-protit chantable, sclenufic or educauonal associations a matter ot s~mple 
registnuon at the Commercial Registef" Enforcement would be by means of 
appropnate lnspecuons based on a selected sample or on probable cause to suspect 
violations m order to ensure that such assoclauons arc not covers for degal acavitles or 
malang protits In the latter case, of course, one appropnate penalty would be slmply to 
apply taxatlon laws 

Section B; Chambers of Commerce and Business Assoctat~on~ 

17 04 Related to the problem of not-for-profit organmuons generally IS the specific 
quesuon of chambers of commerce and ~ndustry and buslness assoclahons As noted 
above m Chapter 10, to be registered m the E ~ ~ ~ &  Commercial Register, a.n enterpnw 
currently IS required by law to join the Chamber of Commerce or hdustry m its disvlct 
before it will be reglstered in the Commercial Reglster In turn, each local chamber 
belongs to the Federauon of Chambers of Commerce or Industry Both the local 
chambers and the Federauons are Governmental controlled entitles, with duectors, 
officers and wlth employees appointed by the Government 

17 05 Thus, chambers of commerce come under the supervlslon of the Mln~ster of 
Supply and Internal Trade who appoints half of the board of directors of every chamber 
with the other half being elected by the members The chambers of Industry fall under 
the control of the Mln~ster of Industry who appolnts one thud of the board of dlrecton 
of each chamber, the rest bemg elected by the members The Minister, however, has the 
nght to d~smss the board of d~rectors 

17 06 For a free market to operate most effecuvely, mvestors, busmesses and rndustnes 
must be free to make economic and buslness decrs~ons unencumbered to the extent 
feasible by government mvolvement, tnterference or coercron Such busmess dectsions 
should mclude whether or not voluntarily to join or to form a chamber of commerce or 
other busmess organuatlon Llke any market decwon, the deciston to joln a chamber of 
commerce or business assoclatlon should be based upon a determlnauon by the Investor 
or buslness execuuve that the benefits of membership are worth the pnce Accordmgly, 
it IS recommended that membership m the chambers of commerce and industry be made 
voluntary rather than mandatory" As noted above, thls acuon would also remove one 
more bureaucrauc hurdle in the approval process 

17 07 Ln addibon, chambers of commerce and ~ndustry and buslness assoclatlons enable 
both busmess and government, as well as the economy and the natlon, to benefit from 

82 AS suggested above In Chapter 10, perhaps it should be renamed the Clv~l and 
Commercial Register 

Also recommended by the World Bank Repon See I World Bank Repon at pp xu & 
p 12 of Annex A, 11 World Bank Report at pp 1 14-1 IS and 121 



a contlnulng free exchange of vlews about pollc~es, laws and regulahons In the buslness 
and lnvestrnent field This, ot course, 1s one of the purposes ot such chambers 
Removmg d~rect government involvement from the chambers - dong with m a h g  
membership voluntary -- should render ~ t s  contnbuuon to pol~cy d~scuss~ons and poky 
malung even stronger, freer and more credible for both the government and the 
membershrp 

17 08 At the same tlme, buslness enterprises should be fret to form other voluntary, 
not-for-profit associations w~thm a new legal framework tn plact of the heavy 
government control and strictures of Law 3211964, as suggested above As the emnomy 
conunues to lndustnal~ze and grow, economc interests wdl b m m e  more complex and 
dlverse The otfic~d chambers of commerce have now grown to have a membershp of 
about 3 mdhon members, and the chambers of Industry have some 13,000 members 
Some busmesses may feel lost m an organuahon of these sues even w ~ t h  thev dlstncts 
If a group of busmess execuuves feel that theu concerns are not bemg adequately 
represented by exisung organuahons, they should be able freely to form thelr own 
assoclatlons free of the heavy regulauon now ~rnposed by Law 3211964 Addthonal 
o r g w t l o n s  w ~ l l  contribute to the full and free exchange of Ideas about pohcles and 
laws m the busrness field and help ensure that important concerns are not overlooked 

17 09 Further, as symbols of a pnvate sector, free market onented economy, the 
chambers of commerce and industry can and should be pnvahzed by withdrawing 
government involvement and supervision At the same tlme, such chambers should be 
subjected to free competluon In the market by malung membersh~p voluntq and by 
allowing other business associauons to be formed freely Withdrawing government 
support and subjectmg the chambers to compeuuon should strengthen theu role, not 
weaken ~t As panted out by a prominent Alexandria buslness exccutlve mterviewed by 
us, such actlons are defirutely required m order to make these organmuons more 
effecuve By talang h s  step, the government, the busmess commuruty and the economy 
should benefit from an even stronger and freer exchange of vrews and mformahon with 
the pnvate sector 

I7 10 A new law should be enacted for not-for-profit assoclatlons whxh would 

(a) Make formahon of not-for-profit assaclabon posslble by srmple regismuon - 
preferably m the Commercial Reglster -- accordrng to clear rules regarding the allowable 
purpose5 for such assoclatlons instead of requlnng extensive pre-reglstrauon governmeqt 
revlew and approval 

@) Drasbcally reduce the d ~ r e c t  government intervenhon now au thond  by Law 
321 1964 by uuhzing instead qualified and seletuve post-reglstrauon inspections comblntd 
with suff penalties for fraud and abuse of not-for-profit status 



17 11 The laws and regulauons governing the chambers of commerce and rndustrv 
should be reviewed and revlsed to 

(a) Withdraw all government involvement and support and make the chambers 
compietely free of the government, 

0) Vake membersh~p voluntary mead  of mandatory, and 

( c )  Officially allow, enable and encourage businesses freely to form theu own 
voluntary and pnvate associauons and chambers of commerce and ~ n d u s q  accordmg to 
clear rules regard~ng their purposes and operations 



LABOR LAW 

n A Overv~ew and Background 

18 01 X major goal of Egypt's dnve to mc& investment IS to mcnase job 
opportumues for Egyptians The goal of the Labor Law also IS to foster employment by 
msemg the Government uto the recruitment process and other aspects of Iabor 
relahons The experience of many other countnes demonstrate3 that Government 
mtervenuon is a powerful d~smcenhve to h m g  and t m m g  workers Such expenenct 
shows that Investors faced w~th heavy regulabon and bureaucrabc hassles ur connecaon 
wlth employees wlll be motivated to hue as few workers as posslble Instead, employen 
WLU subsbtute labor savlng machlnes which are not subject to labor laws and heavy 
government regulauon for the workers whlch are 

18 02 Thus, Egypt's Labor Law presents a classic case of a law producmg the opposlte 
result of ~ c s  Intended purpose through overregulahon k, as it stands, the Egypaan 
Labor Law reduces employment opportunities for Egypt~ans rather than m a m w g  or 
lncreaslng them Th~s chapter presents recommendahons for reducing bureaucracy and 
mcreasmg freedom of contract in the labor relahons field m order to mcrcase 
employment opportunlbes 

Section BI R~nng  throua G o v e n m u o r  Oftices deters Investment 

18 03 The Labor Law sets out specific steps whch an employer must go through m 
hlmg an employee Such procedures Include requlnng the employee to have an 
"employment certificate" from, and be registered at, the dlstnct labor office and 
requmg an employer hnng ten or more employees to nohfy the labor office of 
vacancies and fill specrfied posltIons from labor office rolls (Investment Law 230 
companies are exempted from any requirement to h l n  employees through the government 
hinng office ) Once an app11ca.t IS hlred, the company should send him to the d~stnct 
labor office to reglster hs employment He will descnbe the particulars, and the labor 
office will Issue a certificate that he has registered w~th theu office Th~s ceruficate 
should be kept by the employer In the employee's file and u one of the papers a Iabor 
mspcctor may check for In revlewlng personnel records When the employment 
terrmnates, ~t is the employee's responsibility to register such fact with the same labor 
office. 

18 04 Such rules deter Investors, because xndustnes operating m the dynarmc d e u  of 
a free market - espec~aily the internauonal market - need rnaxlmurn flemblhty to choose 
therr workers and change their labor mrx as market condlhons requue Over&, the labor 
law and related regulauons, procedures and pracocu should permrt fms  to recruit 



workers duectly and free from Government ~ntervenuon" At most, the recmlung 
funcaons pertormed by Government labor orfices should be provided as a service only 
to those who freely want the service and not lmposed upon those who do not In th~s 
regard, the Labor Law should be revlsed to make notlficauon by an employer to the 
labor office of job vacancies voiuntary mstead of mandatory 

mt H ~ n n  .e thr ough - Labor Contractors aud Ernglovment Agenctes should 
be oermttted 

18 05 Currently, havlng Iabor supplred by contractors is forbidden In addiuon, 
recruitmg for overseas jobs must be done through hcensed Iabor recruiters To mcrease 
further flexlbhty and mobhty m the labor market, hmng through employment agencies 
and labor contractors should be permitted and hcenmg procedures eased Every possible 
channel should be opened for Egypuans to obtam jobs. Usually, pnvate sector 
entrepreneurs are better equlpped to supply a marker than the Government, and h s  
includes the Iabor market Sharp and iilegrtlmate practrces can be separately regulated 
by rules providing for disclosure, clear standards and effective enforcement rnechmsms 
Discretionary pnor Government approval 1s the poorest form of regulation for the 
reasons already c~ted in the discussion on investment licensing Accordmgly, ~t 1s 
recommended that these restncuve requirements be eliminated 

Sectton D: Freedom of Contract must be Ex~anded w~th Respxt to Tenn ~d 
Worktn~ Conditiom 

18 06 As already noted above, In order to be able to compete effecuvely m the 
mternatlonal market place, Egyptlan industrial and commercial employers need rnaxmum 
flexlbhty to change thelr labor mix as market condltrons requlrc Thrs may mean 
shlfung exlsmg employees to new jobs, as well as possibly terrmnahng others ~n the 
event of a busmess down turn or h m g  new ones when buslness improves or new 
busmess or products are developed by the same employer It must always be kept m 
rmnd that ~f a business is unable to compete successfully, ulumately it will fad, and the 
jobs that it supported wrll be lost Thus, best guarantee of job secunty tn Egypt IS to 
provide Egypuan ~ndustnes and enterprises with the legal flexib~lity they need ~n the 
Iabor market to compete effecuvely 

18 07 The law provldes that contlnuauon of a contract after explratlon of a hmited or 
defirute penod contract resuits m an lndeftnrte contract Thus, only one hmited penod 
contract can be made w~th an employee By law, if the employee is not termmated when 
the term of the first llrnlted penod contract ends, the employee wlll be considered 
permanently employed 1, ~f the contract is renewed or the term extended for any 
penod -- even for a slngle day or even a mlnute -- by operation of law, a Contract of 
employment for an indefinite or permanent penod anses 

' Also recommended by the World Bsnk Repon I World Bank Repon pp 1617 of 
Annex A 



18 08 Freedom of contract IS the legal vehxcle wtuch makes a free market economy 
possrble Thls IS especially true in the field of labor relauons where flexlbhty is 
essennally to meet compeuuon In an ever changlng mternauonal market placeU 
Restnctlng limted penod contracts to one bme only before employment becomes 
mdefimte is ~nconsistent w ~ t h  the flexrbhty and freedom of contract requued W e  it 
1s Important to ensure that labor contracts meet muumum standards of fmess, it is 
d~fficult to see how th~s restnctlon 1s necessary for fundamental fmess rn labor 
relations Job secunty should ulumately depend upon a worker's own skdI and disclphe 
and the abhty of the employer to survlve m a competluve world market place The term 
of labor contracts should be a matter of negotlauon and removed from the law Srrmlarty, 
ovemme -- whch IS now ng~dly controlled and may be ~ncreased above specified hrmts 
only w~th approval of Labor Office -- should also be made a matter of contract 

Sectron E: Restnct~ons on Termlnatloa of Emulovm@ and bv-offs Need to be 
Eased To E n c o u w  Hl r ln~  More -tan Ern~lovea 

(1) Overview and Background: 

18 09 As already suggested above, freedom to laysff workers when r e q u d  by 
econormc necessrty or to drsrmss mcompetent or und~sctphed workers is essential for 
lndustnes to reman compeutlve m a world-wide market In addiuon, the expenence of 
other countnes has cons~stently ind~cated that the abihty to d~srmss workers freely 
actually encourages rndustnes to hue more workers m the first place Conversely, where 
the law makes dismissal of workers dlfficult, investors tend to be reluctant to hue them 
m the first place 

18 10 Egypt, for example, and c e m n  countnes in Western Europe, m order to protect 
job secunty, have passed laws malung i t  difficult to fire employees In fact, such laws 
appear to have exactly the opposlte result of theu mtent to create job secunty Thus, m 
a number of Western European countnes, such as France and S p u ,  unemployment is 
substanually hlgher than in the U m t d  States, for example, where hmng, f m g  and 
laying off workers 1s governed by freedom of contract rather than belng mandated by job 
secunty laws Thus, currently, unemployment m the Unrted States IS approximately 6 2 
percent or as UI France it is 11 4 percent and in S p a  over 20 percent Whde many 
factors may combrne to produce th~s result, lndicatlons are that enabling employers to 
lay-off or dismtss unneeded or non-pertormrng workers ultimately provides better job 
sezunty for more job seekers because lndustnes will then not be afmd to hue them 

18 11 A good example IS the expenence of Singapore In 1968, after a long a bitter 
polrt~cal battle, Smgapore repealed a law enacted several years earlier wh~ch had made 
fmng workers dlfficult, ~f not lmposslble The new law made h ~ m g  and f m g  a matter 
of contract negotlauon between lndusmes and employees Although plr~cal ly  drfficult, 
the Srngapore Government stuck bv h e  law desprte fierce opposluon, and the law has 

a I1 World Bank Report at pp 8-10 

- 188- 



rematned m effect ever since Today, Singapore has one of the lowest unemployment 
raks m the world and the its people have the second hghest standard of h ~ n g  m Asia, 
just behmd Japan, and ahead of many European countries Removal of ngidihes from 
Smgapore's labor market by the 1968 law was a key factor m attracmg mvestors and 
glvlng them the flexlbhty to remam compeutlve m the rnternatlonal market Thls m turn 
helped to create and mantam jobs 

18 12 In S~ngapore, as In the U S A , mvestors readdy hue workers when they need 
them because they know that they can lay them off if busmess turns down or disrmss 
them ~f they tad to perform at requued standards Ln many parts of Europe by contmrt, 
compames w ~ l l  not hlre workers even when they need them m a buslness upturn, because 
ot the tear that if busmess turns down, they wdl never be able to lay the workers off 
Ttus 1s one ot several reasons why Europe consistently has tLlgher unemployment 
compared to the U S A and Singapore 

I8 13 A pnme example In the opposite d~rectron from Singapore is Span where current 
labor legislation -- llke Egypt's -- makes employee dismissals and laysffs costly, difficult 
or ~rnposslble wlthout the employee's consent As reported In the Inftmufzonal Her& 
Tribune, "Joblessness has hlt almost 23 percent, double the-EC European Community] 
averagemu As one observer s u d  

"With a ngid system like ours you do not create jobs You have two types 
of people Those with permanent contracts and the others, mostly young 
people, who are shut out by employers who do not want to hue under 
such conditrons 

18 14 Llke Span's, Egypt's labor law is hghly protecuve of lndivldual job secunty 
Dismissing an unsausfactory worker or termmating an employment relauonshp must 
follow a narrow and someumes tortuous route, as 1s more fully discussed below 

(2)  E h m a t ~ o n  of Posit~ons and Laymg-off Workers: 

18 15 Ehminaung posluons and lay~ng-off workers are not s~mple matters m Egypt and 
requue approval by a special government committee Accordingly, the decis~on to 
elrmlnate posrtlons requires justification to the government and can involve uqxzxuon of 
financ~al records and other papers depending upon the reason for el~minatrng the posluon 
Thls is true even ~f the employer is closing its business completely 

"Madnd Acts Agrunst Job Secunty', @ecember 4-5, 
1993) As the tltle of the artlcle ~ndicates, Spun is acung to change its labor laws to make lay- 
offs and finng easier and end the government's monopoly on job placement 

" U Egypuan Labor Law Provls~ons on tem~nabon and lay-offs 



18 16 Fadure to comply with h s  requrrement can result m a @ty of imprisonment 
for three months to one year and determatron that the actlon is invahd In h s  
connection, it should also be noted that the employment reiahonshlp survives sale or 
merger of a fm, and the employer's obhgatlons pass to successors ur mterest by 
operauon of law 

18 17 The law severely restricts an employer's nght to discharge an unsansfactory 
employee, the only permissible ground for d~snussal u the flagrant default of the 
employee 

18 18 Even if an employee's act or ormsslon falls Into one of these grounds and the 
employer has given the required nouces and taken all other r e q d  acuon, an employee 
cannot be dismissed unless complex procedures set forth m the law are followed Thus, 
before dlsrmssing an employee, the employer must fust ~nterrogate the employee about 
the facts upon whch the proposed d~srnissal 1s grounded to give the employee the 
opportumty to explam or defend himself Such mterrogabon should be ~n the presence 
of a wltness and a l l  quesuons and answers must be recorded m Arab~c Once the 
rntenogauon IS completed the employer then must prepare a written notlce and 
appllcabon to be forwarded to the Labor Office for converung a three-member c o m m ~  
to conslder the company's mtenuon to d~smlss the employee The three-member 
comnuttee consists of 

(1) The Director of the Manpower and Trarn~ng Directorate (MTD) or hs 
designee who IS charman of the committee, 

(2) The employer or h ~ s  representatlve, and 

(3) An employee representatlve selected by the employee's trade union 

18 19 The comrmttee's declslon is adv~sory only and not blnding on the employer 
Accordingly, followmg considerauon by and decis~on of the threemember comnuttee, 
the employee may be disnussed W~thln one week of receiving nouce of dismssal, an 
employee may apply be reg~stered m a 1  to the Labor Office withln the distnct for 
suspension of dismissai 

18 20 The Labor Office then tnes to settle the d~spute but lf not resolved w l m  two 
weeks, the dlspute IS referred to the appropnate summary court Wlthln 3 days, the court 
must fix a date for heanng by the regular court If the Court decides to suspend 
dlsmlssd, as it usually does if referral has been umely, the court would order the 
company to pay the employee hls salary until the dispute IS adjudicated by the regular 
court to whlch the file would be forwarded by the summary court whlch could be several 
years The employer would be enbtled by Law to d~scontlnue duect payment to the 
employee and instead deposit h ~ s  monthly salary wlth the court untll the d~sputt IS finally 
determrned by the court Salary depos~ts wlth the court would start one month after the 



date of the first scheduled heanng of the case before the regular court If the employee's 
c h m  IS d~smssed, the employer would recover the e n m  amount deposited with the 
court. If the employee is awarded damages, payments made dmxtly to hlm would be 
deducted from the amount of damage awarded, and the balance would be pard out of the 
deposits made to the court Employees are exempted from court fees 

18 21 Thus, Egypt's labor law makes terrmnatmg and layrngoff employees hfficult, If 
not impossible As noted above, expenencc m Europe and elsewhere demonstrates that 
such provisions discourage rnvestors from humg Egyptians rn the first place Instead, 
investors wdl seek to o b m  labor savlng rnachmery and equlprnent whrch w d  enable 
them to reduce the number of employees they need to hue hlachmes, for example, can 
be stopped, stored or sold at wd,  whereas, under Egyphan Labor Law, employees 
cannot be lad-off or termmated without undergoing the heavy bureaucrabc and legal 
obstacles described above 

18 22 Accordingly, lay-offs and dismissals should be allowed pursuant to freely 
negotiated contracts or upon payment of a specified severance payment of, say, 3 to 6 
months salary Or, severance payment could be calculated pursuant to a formula ldce that 
m the former labor law Two weeks pay for each year up to five years, then, one month 
Per Year 

Sectloo F: Un~on Membersh~o should be Voluntarv and Un~ons should be Fm 
from Govenment Contr~l  

18 23 Currently, uruons, 11ke chambers of commerce, are dormnated by the government 
An important change should be to free usuons from government control m the same way 
as IS recommended m Chapter 17 to free business assoctabons so that employees and 
workers can freely orgarue uruons according to clearly prescribed rules Thls wdI be an 
essentxal change d freedom of contract, collecuve bargauung, and the nght to sulkt are 
all allowed 

18 24 There have been reports m the press that the government is about to amend the 
Labor Law In thls regard, such reports lndlcate that the nght to stnke, currently Illegal, 
wlil be perrmtted In such case, lt wtll be essenual that unlons be fully independent, 
rather than government affi11ate.d or sponsored organizauons, and that workers be free 
to join or not as they choose 

18 25 It IS respectfully recommended that the Labor Law and related regulauons, 
procedures, pollcres and pracuces be revlewed and rev154 generally to make h g  
Egyptxans easter and more attracuve to Investors by providing for more freedom of 
contract and by el~rninatxng unnecessary ngldltxes m the law, &, as follows 



(a) Allow employers to lay-off or to terminate employment relationships upon nouce 
or payment of a reasonable amount accord~ng to contract and without bureaucratic 
interference or addltlonal procedures belng imposed 

(b) Replace the rule that contmuauon of a hrmted penod contract after explranon 
results m an lndefinlte contract with a provision and allow complete freedom of contract 
with respect to term and tennrnatlon 

(c) Eliminate the requlrernent to hue workers through a government labor office 

(d) Make notlficauon to the labor office of vacancies and newly hued employees 
optlonal ~nstead ot mandatory 

P e m t  employment agencies and labor contractors to operate freely 

(f) Free unlons from all government control and affillatlon, make unlon membershp 
voluntary and free, and allow employees to o r g w  unions accordrng to clear rules 

18 26 The recommendauons of th~s Chapter are to make labor relations - includtng 
hinng, finng and dispute resolut~on -- easier and less encumbered w~th bureaucracy 
Thrs is because a freer, less n g ~ d  labor market w11l prov~de greater incenuves for 
mvestors both to lnvest and to hlre Egyptlans The exlstxng Labor Law actually 
discourages mdustnes from hinng Egyptlans h, by malang employment permanent 
after the first contract and by m&ng temnauon and lay-offs difficult and expensrvc, 
the law creates powerful lncentlves to avord hmng Egypuan employees m the first place 



ANTI-XIONOPOLY, UNFAIR COMPETITION, 

C0NSU;CfER PROTECTION AM) TRADE LIBERALIZATION 

Sect~on 4: Anti-Mono~oiv. Unfair Cornwt~tlon, and Consumer Protectloa Lawp 

19 0 1 Many countnes which favor free market and free cornpetlaon pohcles have found 
it necessary to ~nuoduce leglslatlon to protect free market rnechsrns from forces 
generated by the market itself whrch could destroy such market m e c b s m s  or 
undemne consumer or mvestor confidence m theu rntegnty The need for such 
leglslauon anses in part because of the paradoxes of the free market that 

"On the one hand, the market economy rehes on indlvrdual self-mterest 
[and the profit mouve] as the dynamlc force m the system On the other 
hand, busrness execuuves [dnven by self-mterest] may seek to mcrease 
profits by methods -- such as entenng into pnce-fmg cartels - whlch 
imp= the market's performance Slmllarly, market forces may 
someumes appear to work strongly in the duecuon of ehmmaung broad 
areas of economic opportunity or freedom of acuon by ehmnaung all but 
the largest or most efficient compeutors "'' 

In certam countnes such laws are known generally as "antl-trust' laws, m others, as 
*anti-monopoly* legislauon 

19 02 Accordingly, many countnes have enacted anu-monopoly laws a g u n  restncuve 
and monopohstx trade practices, as well as consumer protecaon laws to protect 
consumers and the market from, u, unfu, decepuve, and unconscionable uade 
pracuces or lack of rninlmum essent~al inforrnauon needed to make Informed cho~ces 
through labelhng requirements for c e m n  products 

19 03 There a number of gaps m Egypt's leg~slatlve framework for protecung market 
mecharusms and free competltron For example, although Law 24 I/ 1959 prohrblts 
monopoly m connecuon with the distnbuuon of locally made products, there IS no 
comprehensive law agunst monopoly and monopohstlc pracuces or resmchve trade 
Practices 

19 04 Sirmlarly, although the Clv11 Code contams general provisions lrnposlng habhty 
for fault - E, tort llablllty -- which could be used by a party injured by faulty products 
or unfau  compeuuon, and whde other laws and regulahons provlde for some nummum 
product labelling and health and satery standards, more modern and comprehensive 

" Blake, Harlan M and P~tofsky, Robert, Wand- me 
Foundahon Press Inc Brooklyn, New York, U S A , 1967), p 2 



consumer promuon legrslatlon appears to be requued For example, effectlve consumer 
protecuon calls tor a flexible array or adm~nisuauve and civd enforcement mecharusms 
m addrtlon to cnminal penaloes In thls regard, some countries have found it usefui to 
estabhsh a speclallred consumer protecuon agency w~rh weil tmed  staff Such a 
consumer protecuon agency needs authonty to ban, seue and prevent the distnbuuon of 
goods whch are not adequately labelled or are unsafe or unsanrtary or arc belng sold 
usmg decepuve advemsing or other unfau trade pracuces where msleadmg adverastng 
IS d~scovered, the enforcement agency should have power to requrn the false advernser 
to run correcave advertising for a sutficlent penod of tlme to correct the false impression 
created 

19 05 As m the case of protectmg mlnonty shareholders and outside mvestors, great 
care must be taken to guard aganst overregulation whrch Interferes wlth, rather than 
protects, free market mechmsms and free competlaon Dismcaons must be made, for 
example, between those consumers who have been cheated due to fraud or clearly 
decepuve advemzing and those who are slmply unhappy with theu purchase Sinularly, 
distmcuons must be made between aggressive but free compeauon on the one hand, and 
wrongiul predatory efforts to crush competrtlon and market mechmsms on the other - 
G, between genulne vicums who have been squeezed out of the market due to 
rnonopohstlc or restnctlve trade prachces amed at elirmnatlng compehtlon and those who 
have simply faled to compete successfulIy in the free market 

19 06 Thus, balance and judgement by well-trzuned regulators is rquued to make the 
Important dist~ncuons needed truly to protect free market mechasms and free 
competluon 

Section B: Trade 1 , l b e r a ~  

19 07 Closely related to the matter of prevenung monopoly is trade hberaluahon Free 
trade - along with free market entry and exlt for enterpnses - is the best antldott to 
monopoly In this regard, this report fully supports the recomrnendahons made rn the 
World Report for lowenng or eliminatrng restncuons on the supply of intermediate ~nputs 
to pnvate sector producers by the follow~ng measures 

(a) Lrbedue importahon of imported Inputs as part of an overall trade policy reform 
by lowemg custom duhes, and streamllnlng customs clearance procedures 

(b) Reduce non-tanff bamers such as the requ~rement to obtatn an approval to lrnport 
from vanous agencies including the lndusmal Mon~tonng Authonty, Muustry of M ~ L c u y  
Productxon, the Investment Authonty, The General Organuatlon for Industnaluauon and 
possibly the Organ~zauon of Standards and Measurements, etc 

(c) Abolish the quota system by which publlc enterpnses allocate supplles to pnvare 
enterpnses and, Instead, allow the pnvate enterpnses to obtam them directly through 
market competltlon 



(d) Unify energy pnces for all f m s  at mternational levels 

(e) Pnvatlze pubhc enterprise supphers and/or encourage pnvate sector producnon 
of major Inputs 

(f) Study and lnsutute mu-dumping procedures ' 9  

19 08 I t  is respecttully recommended that all exlstlng laws and regulauons relating to 
monopoly, anu-compeuuve buslness practtces, unfau compehuon and consumer 
protecuon should be thoroughly rewewed m the bght of Egyptran and nkrnatlonal 
experience and comprehensive, modem leg~slatlon should be prepared and enacted wlth 
the a m  of protecung the free market and the consumer as follows 

(a) A law aganst unfau  compeutron should be enacted whch would clearly outlaw 
unfau, predatory, restncuve, mu-competruve and monopohstlc trade practrces Such a 
law should establ~sh an Independent, specialized mu-monopoly or free trade commsslon 
to revlew mergers as suggested ln Chapter 12 and otherwtse to guard aganst excessive 
concentrattons of economtc power and mu-compeutlve restnctlve buslness pracuccs 
whlch inhbrt market mechanisms from operaung freely to set pnces and allocate 
resources 

(b) Enact a new consumer protecuon law which would supplement andor subsume 
exlsbng laws and regulauons and would achleve the followrng goals 

( I )  Protect consumers by prohlb~tlng unfau, decephve, fraudulent and 
unconscionable trade pracuces such as rnlsleading adverusxng and pracuces 

(2) Provlde consumers wlth specified mlnlmum essential lnfonatlon regarding 
cemn products in the market to enable them to make tnfoned chotces through 
labelling requirements for c e m n  products 

(3) Define and set mlntmum requ~red quallty standards and spec~ficatlons 

(4) Protect consumers' health and safety from dangerous or potentldy 
dangerous products 

( 5 )  Establish a suitable range of etfecuve enforcement rnechamsms such as 
mspectrons, cease and des~st orders penalties, etc 

(6)  Provtde appropnate remedles for lnjunes suffered 

" I World Bank Repon at p XI and pp 18-21 of Annex A, 11 World Bank Repon at Pp 
103-107, 119-120 
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Such legrslauon would also protect honest and fau cornpeutors In the market as well as 
consumers Care must be taken, however, to guard agarnst overregulauon whch would 
lnterfen with, rather than protect, free market mechasms and free cornpeutron 

19 09 In addluon, the trade hberal~zauon achons mommended by the World BanL to 
lower or ehrnlnate restncuons on the supply of ~ntermedlate inputs to pnvate sector 
producers as outl~ned m Secuon B above should be implemented m full 

19 I0 Also essenual to prornotlng free and fa cornpetluon and consumer protecuon arc 
the recornrnendauons of Chapters 10, 12 and 13 of thls report to reduce bureaucrahc 
barners to entry into the market by new fums and mveston by repiaclng current 
investment approval a d  company formauon procedures wlth srrnplrfied one-day 
reglstrauon m the Cornmerc~al Reglster and otherwise reformulating the cornparues and 
mvestment laws 



CHAPTER 20- 

NSITIWTIONAL REQUDWME,VS FOR COMMERCIAL LAW MAKING 

Sect~on 4: The Veed for lnst~tutlonai Econormc Polrcv and Law Analvslg 

20 01 Currently, there 1s madequate cwrdrnauon between econormc pohcy mahng and 
laws and lnstltutxons As has been demonstrated m thls report, outdated or ~nadequate 
commerclai laws and msutuuons clearly Impede the wnomrc pohcy goal of sumulamg 
economc and investment actlvity through market mechamms Nthough many economc 
laws have been revrsed slnce economlc poky reforms began, law reform has been done 
on an ad hoc basis as the need for rntroducrng or c h g m g  a specific law becomes too 
pressrng to be ignored The problems and consrramts idenhfied m h s  report, the World 
Bank report and the reports of the Egypt-U S Legal Exchange Project hst a number of 
1mporta.t problems But short term studres are never enough by themselves to ~denufy 
and analyze all of the problems and the fulsome of possible solutrons By thew nature, 
such studles rn the legal field can never be comprehensive or deep enough 

20 02 Rather, what 1s requued rs to develop an msutuhonai capacity m Egypt to develop 
or revise economic laws, regulahons and insututlons whlch support and implement the 
natlon's economlc pohcy, as well as the capacity for analyung and d e t e m m g  whm 
unnecessary legal, regulatory or ~nstltutlonal consmnts impede pnvate sector econormc 
development and how best to eliminate them 

Sect~on B; The Need for Pre-Enactment and Post--nt Revlew of E c o n o w  

20 03 Related to the need for Xnsht~~onal pohcy and Iaw analysrs, IS the need for 
regular pnvate sector review and rnput w~th re!spcct to proposed draft laws and 
regulauons affecting the conduct of commercial busmess and mvestrnent m Egypt 
Currently, pnvate sector revrew and Input occurs on an ad hoc bass, if at all 
SorneQmes, there IS no opportunity at all for such revrew before the law IS enacted Other 
tlmes, there has been widespread pnvate sector partlcipatron m the law-mahng process 
For example, open conferences were held m connectron with the 1977 Investment Law 
43 amendments and preparahon of the 1981 Compmes Law in which the pnvate sector 
actlvely paruclpated Yet, on other occasions, laws are cuculated for review on a very 
llmlted bass as determined by the officlal responsible for the law - such as ur the case 
of 1989 Investment Law Regulauons are v W y  never cuculated for revlew An 
excepaon was the case of the ~mplementlng regulauons for the new capitai markets law 
whlch were cucuIated for pnvate sector revrew on a lrrmted bas13 

20 04 In the United States and many other countries, admmstratlve and leglslatlve 
bodies publlsh proposed laws long before enactment and invrte pnvate sector input 
through publ~c heanngs wh~ch  take testimony and wntten comments S~mdarIy, m the 
Un~ted States, under the Admlnistrauve Procedure Act, proposed regulations also are 
published 1n advance and all Interested parues mcludmg the pnvate sector - along with 



the pubkc generally -- are invited to provide mput through wntten comments or 
testimony at pubhc heanngs 

20 05 lnshtuaonalued and regularized procedures and opporturuues for pnvate sector 
~nput on proposed laws before they are enacted serves several useful purposes For 
example, this process generates usetul feedback to help the Government reduce the 
chances of mistakes creeplng rnto the laws or regulahons fmally promulgated and reduce 
the chances of passlng laws w~th unintended consequences In addition, by mvolvlng the 
pnvate sector in the law and r u l e - m a g  process, the government goes far towards 
g m g  theu commitment to new econormc laws, regulauons and msutuuons Moreover, 
b e e r  knowledge and understanding about new laws and regulatlons and theu rauonale 
before enactment should mean faster and better comphance after enactment 

20 06 Followrng promuigahon of new commercial or econormc leg~slahon or 
regulatlons, it would be useful to hold regular conferences and sermnars for lawyers, 
judges, relevant government officials and concerned cltlzcns to develop a shared 
understandmg among all concerned partles of how the econormc law - together with any 
new regulatlons or insututlons -- IS intended to operate m order to promote econonuc 
development Such post-enactment conferences would enhance the opportumbes to gm 
further pnvate sector commitment and hence to Improve the chances for greater 
wmphance wlth the new rules 

20 07 An important element of economic, pohcy and law analysrs IS post-enactment 
momtomg of new laws and regulabons Thus, following promulgabon of a new or 
rev~sed commercial or economc law and ~ts  regulabons - mcludlng the estabhshment 
of any new or revised mst~tuuons -- lt is ~mportant for the government to morutor 
carehlly and completely the implementauon, operation and enforcement of the law, 
regulabons or lnstitutlons to ensure that they are ach~eving theu economlc pohcy 
objectives if not, technical amendments to the law or the regulabons - or changes m the 
relevant msututlons - may be promptly made to improve the chances of achevmg the 
desued poky result Or other mearures my prove necessary such as changes tn 
admin~smuon or additional mnlng of officials or judges The problem 1s that, agm, 
such morutonng is at best spotty and usually non-exlstent III Egypt Thus problems wlth 
a new law may pemst for years ln an uncorrected state when a stmple techmcai 
amendment could correct the problem 

20 08 An example is the case of the Investment Law 23011989 whrch fust requued 
mcorporated companies to d~stnbute to employees 10 percent of A zmnud net profits 
without hnutahon Thls placed Invesuncnt Law 230 incorporated compmes m a 
relahvely worse ponbon than cornparues formed under Compames Law 159/1981 whch 
are requrred to dlstnbute to employee 10 percent of annual dtstnbuted net profits h ~ t e d  
by 100 percent of total salanes It took 3 years to amend the Investment Law to conform 
its profit shanng provisions w~th those ot the Compames Law With an effective post- 
enactment monitonng procedure, the matter could havc been comted  by a techlucd 
amendment w~th~n weeks (Indeed, wlth adequate oppomuutles for pre-enactment pnvate 
sector review, the discrepancy probably never would havc occurred at all ) 



Swtron C: Recommendat 10- 

20 09 An lnsutuuonal capabhty should be developed m Egypt to review, develop and 
revise economc laws regulatlons and insututlons whlch support and implement the 
nabon's economic pol~cy as well as to analyze and d e t e m e  when unnecessary legal, 
regulatory or lnsutuuonal constrauts impede pnvate sector econormc development and 
how best to elminate them 

20 10 Regular, broad-based pnvate sector review and rnput should be obtarned on an 
msutuuon&ed bas~s with respect to proposed draft laws and regulahons aff~trng the 
conduct of commercial busmess and lnvestrnent m Egypt through advance cuculatlon of 
such laws to chambers of commerce and Industry and other busrness organuatlons The 
best soluuon would be advance pubhcauon m wldely crrculated newspapers with a 
m m u m  penod of, say, 90 days for a l l  members of the pubhc to review and comment 
on the proposed laws or regulatlons Thls could be done through publlc h a g s  by 
admmlstrauve authonues and parliamentary committees which would take testimony and 
wntten comments 

20 11 Following prornulgatlon of new commercial or economlc legislauon or 
regulatlons, regular conferences or semlnars should be held For lawyers, judges, relevant 
government officials, business executives and concerned cluzens to develop a shared 
understanding about the new law or regulatlons 

20 12 Systemauc post-enactment monrtonng of new laws and regulatlons should be 
mstltuted along wlth a system of techn~cai amendments to correct defaults 



REPORT AM) RECOMMENDATIONS 

%AN REPORT 

PART D 

CHAPTER 21: 

CONCLUSIONS AND RECOMMENDATIONS 

21 01 As explaned above, the constmnts ~rnposed on the proper funcuonlng of a market 
economy by Egypt's legal and judxc~ai sectors currently prevent the country from fully 
and effectively realizxng the benefit of the dramauc economrc refoms lnsututed m recent 
years by the Egyptlan Governmentgo By way of summary and example, these 
consmuts Include the following 

(a) Case delays, dlfficulues m enforcing judgments, ~nadequate arbrtratlon rules, and 
other problems In the judxclai sector Impede adequate and effectrve enforcement of 
contracts which are essenbal to the operauon of a free market economy (Chapters 5, 6 
and 7) 

(b) An Inadequate, overcrowded unlverslty legal educatlon system stresses 
memonzatlon rather than legal analysis, legal wntmg, verbal communrcatlon skrlls and 
problem solving (Chapter 1 and 5) 

(c) There 1s a dearth of organ~zed and effective programs of post-degree onentabon 
and contxnulng educatlon for judges, lawyers and court and government officials involved 
In the commerc~al law enforcement and d~spute resolution process (Chapter 5 )  

(d) Lack of a well-~ndexed law finding system or a complete, Integrated full-text 
computenzed database for laws, regulations and publ~shed court decisrons make ~t 

'O & &Q the Egypt-U S Legal Exchange Reports and the World Bank Repon c l t d  
above in Paragraph 1 22 



difficult for lawyers, judges and Ieglslators - much less the pubkc - to know and pred~ct 
the rules govemng pnvate sector business and economlc acuvlty (Chapter 8) 

(e) Antiquated technology, rules and organuauon prevent Egypt's Comrnttclal 
Reg~ster from properly perforrmng 1ts role and fully redmng its tremendous potentla1 
UI providing essenud lnformatlon about lndivldual enterprises to the pubhc and free 
market actors -- e, supphers, customers, banks, credlt agencies, or potenhal jolnt 
venture partners (Chapter 10) 

(f) Outdated provlslons of the Clvil and Commerc~al Codes preclude Egypt from 
eifectlvely benetitlng from modem developments UI busmess and frnanclal transachons 
such as secured transactions, asset-based fmancrng and equ~pment leasing because of the 
lack of a modem system of creatmg non-possessory secunty rnterests (or mortgages) m 
al l  forms of tangible and intangible property (Chapter 11) 

(g) A h~ghly bureaucratlc investment approval and company formahon process 
unnecessarily delays the Investment and capltal formation needed to create new jobs tn 
Egypt, reduces the flow of ~nvestors because of the costs imposed, and leads to many lost 
oppomniues for both pnvate sector investors and the Egyphan economy (Chapten 10, 
12 and 13) 

(h) An outdated, overly bureaucrauc Cornparues Law blocks full reahhon of the 
potenha1 of the joint stock company as an engine for capital fornabon and economc 
growth (Chapter 12) 

(I) Whlle far too many resources are devoted to bureaucratlc procedures whlch delay 
and d~scourage Investment, too few resources are drrected toward creahng lnvestment 
awareness in Egypt and promoting Investment wlthin the country and abroad (Chapter 
13) 

(J) Egypt's current tax system, while lmproved by Law 18711993, nevertheless 
seriously deters healthy, long-term ~nvestment by means of excesslveIy hlgh tax rates on 
personal income and company profits, propomonate stamp taxes on capital and an 
incentlvc system of tax holrdays and exemptions whch erodes the tax base and 
encourages short-term distortlonary busmess behaviour (Chapter 14) 

@) Excessive stamp taxes and reglstrahon, notanal and court fees discourage 
legramate and sound pnvate sector contracts, transacuons and buslness practxces and 
encourage evaslve, unsound buslness practices (Chapters 11, 14 and 16) 

(1) The new Capital Markets Law fads to provlde the proper legal rnfrastructure for 
the sound development of a dynam~c, well-functlomg cap~tat market for corporate 
shares, bonds, notes, mutual funds, government secunhcs and other mestment 
Instruments because of overregulauon and excessive bureaucratlc rntervenhon m many 
areas and senous gaps In regulations in other areas such as ~nsider tradlng (Chapter 15) 



(m) Exorb~tantly hlgh fees and slow procedures prevent the land reglster from 
adequately serving the vital funcuon in a market onented economy of provldrng clanty 
and secunty of land utles desprte the Egypuan Government's wise move to a modem 
system of land regisuatlon by plat or address (Chapter 16) 

(n) Excessive bureaucratic review and approval procedures and s t ~ h g  government 
involvement and overregulauon severely lmpede not-for-profit assoclauons and chambers 
of commerce and Industry m perforrmng the useful role of m o b b g  cap~tal and human 
resources for screnufic, chantable and educauonal purposes and providmg pnvate sector 
rnput to government dec~srons (Chapter 17) 

(0) By malung ~t excessively difficult to lay-off unneeded employees m hmes of 
econonuc downturn and drsrmss mcompetent employees, the Labor Law actually cream 
powerful lncenuves for Investors to avoid hung Egyptlan employees m the fist place 
and instead opt for capital ~ntenslve actrvltres whlch utlllze labor savrng machmes to 
avoid bureaucrauc hassles and dlfficultles (Chapter 18) 

(p) The legal system does not adequately protect free market mezhamsms from 
monopoly, unfur compeutlon, consumer fraud, predatory and restnctlve busmess 
pracuces and uneconomic, admmlstrauve -- rather than free market -- methods of 
allocaung production lnpu ts (Chapter 19) 

(q) Lack of welldeveloped ~nsutuuond means of econonuc policy and law analyus 
and o b m g  comprehens~ve lnput on commercrd Ieglslahon from the pnvate sector and 
the pubhc a l l  too frequently lead to lll-consldered econormc and business legislahon 
whlch lacks understanding and support from the pnvate sector and the pubhc (Chapter 
20) 

2 1 02 Overall, therefore, rt IS respectfully recommended that a full scde, comprehensive 
and coord~nated program be undertaken to modern~ze the major elements of Egypt's 
commerc~al law and court system and tnfrastructure In order to ehmlnat. or reduce the 
conswnts on pnvate sector economlc development ldenufied In this report, the Egypt- 
U S Legal Exchange Reports and the World Bank Report Such a program would consist 
of the following steps which are discussed in more detad In subsequent sectlons 

Section CL Prov~de conhnulng post-degree commerc~aI law education and trarrung to 
judges, lawyers and court offic~als 

Sectlon D, Reduce lncenuves for case delay by compensaung convact obligees fully 
for losses from inflation, as well as attorneys fees and costs 

3-E. Reduce case delays by reduclng mcentlves to appeal 



Sectlon F, Reduce case delays by sueamllnlng clvrl and comr=rcial jusuce 
adminlsuatron through modem case management systems and other means 

w o n  G. Modernize legal ~nforrnauon and law find~ng systems 

Secnon HL Modemrze the Commerclai Reglster 

uI. Modern~ze substantrve cornrnerc~al and mvesunent laws to Improve the 
legal framework for Investment, job creahon and economc growth 

(1) Comprehensive modern~zatron of Commercial and Clvd Codes 

(2) Cornpan~es law modernlzauon 

(3) Revislon and streamllnlng of ~nvestment laws and procedures 

(4) Tax laws and Investment incenuve reform 

(5) Capltal markets law revislon 

6 )  Land reglstratlon reform and modernizahon 

(7) Llberallze not-for-profit assoclatlons 

(8) Free chambers of commerce and rndustry - 

(9) Revue the labor law to encourage Lnvestors to Egypbans 

(10) Anb-monopoly, unfar compeutron and trade Lberaluahon 

S-J. Estabhsh lnsutuuons for malang and revlslng econonuc laws and 
regulatrons 

(1) Instltubonal economlc law and pol~cy analys~s 

(2) Inshtutlonallzed pnvate sector and publlc Input 

(3) Post-enac tment educauon 

(4) Post-enactment monltonng and technical amendments 

Sect~on C* Cont~nu~ne Post-Deem Cornrnerc~al Law Educat~on and Tra~nlng 

21 03 To mouvatejudges, lawyers and coun officials to process comrnernal Faws more 
qu~ckly, they must understand why it  1s irnprtant. Accordmgly, a w e ~ f ~ n ~ v e d  
program of mandatory post-degnt onentauon and contlnulng educaon of judger. 



Iawyers and court officrals ln the importance to the nahon's economy of prompt, effecave 
enforcement of contracts -- and the means thereof -- IS essenual The overall pnoncy 
should be to develop the capabilibes of exlsbng legal tra~nmg rnstrtutlons to prov~de top 
quaby, comprehensive commercial law onentauon and continuing educatlon frrst to 
judges and court officids, second to practlclng Iawyers and thud to uruverstty law 
professors 

21 04 Onentabon mnlng would consist of a mandatory, ngorous 1-year course for all 
new judges amed at developmg a thorough understanding and appreciation of 

(a) The overall commercial law framework 

(b) The importance to the nabon's economy of prompt, effective enforcement of 
lawful commerc~al contracts 

(c) The costs and damages to contract obl~gees and the economy resultmg from 
delayed enforcement of commercral contracts in terms of mflahon, lost opportumtrts, 
attorneys fees, Ilbgatlon costs, etc 

(d) Case management methods and procedural tools and powers avalabie to judges 
to reduce case backlogs and delays lnclud~ng judgment enforcement procedures and 
techniques 

(e) Appropnatc cornparatwe law matenals to dustrate modem commercial law 
developments and case management pracuces m other countries 

21 05 Following onentauon, penodlc conunumg educahon programs should become a 
required mtegral part of the profess~onal careers of judges, as well as court officials and 
lawyers Such programs would be s~milar to the those avadable to judges, law professors 
and lawyers m the U S on a regular bas~s through short courses The 0bjtctIves of 
conbnumg education for judges, court officials, and lawyers would be to 

(a) Provide short refresher courses on the full range of commercial law subjects over 
a given penod of ume 

(b) Update judges, concerned government officials, lawyers and umversity law 
professors on recent legislauon, regulahons and rmportant judicial decis~ons in the 
cornmcrclal law field through conferences and seminars 

(c) Develop pracucal sluils in case management, legal analyus, legal wnung, ecc m 
specific types of cases and areas of the Iaw 

(d) Conce~vably provlde regular lnsutuuonalued opportunities for lnformal 
cornmurucahons and contacts among judges, court officials, lawyers, conccmd 
government officials, law professors and/or graduate law students on substanuve and 
procedural matters of common concern 



21 06 Xn Important legal mnmg pnonty must be to develop further mshtutlocabd 
tmung  or bajliffs and coun clerks At a m m u m ,  such otficials should be onented on 
the importance to the economy or theu own role m helpmg to enforce contracts and 
commerc~al law In addiuon, bahffs and clerks should receive practical trammg m s U s  
cnucal to theu jobs -- e, service of process, seuure of property, foreclosure sales, 
etc 

21 07 X cnucal need also is to Improve commerclal law knowledge and - even more 
mportant -- analyucal and legal wnung skdls at the uverslty level Because of the large 
number of students at the undergraduate level, efforts m this regard should be focused 
on graduate students talung a one-year drploma or an advanced degree m commerctal 
law This would provide a manageable, self-selected target group whch should have a 
demonstrated and clear comrmtment to the field Xn any event, as noted above, lt mght 
be dearable to Involve uruvers~ty comrnercral law faculty and/or graduate students m the 
conmulng educauon programs for judges and Iawyers discussed above to the extent 
pracucable 

21 08 Onentauon and contlnurng education of judges and lawyers in commerclal law 
subjects and the role of commerclal law in building the nauon's economy is one of the 
most important steps that can be taken to reduce delays in case resoluuon Judges 
familiar w~th the subject matter and issues of the cases before them lnev~tably wdl be 
better able to resolve such cases more quickly than those who are not Moreover, wth 
the self-confidence that comes from knowledge, they should not feel as great a need to 
refer cases to experts Add~uonally , appellate court judges shouId have greater confidence 
m the dec~sions of better mned lower court judges and wdl be better able to d~spose of 
appeals by allowing lower court judgements to stand At the same ume, tram& lawyers 
should be better able to speed cases along by understanding therr own cases better and 
by drafmg clearer and more preclse pleadings and bnefs 

2 1 09 S~nularly, better mned  bzuliffs and court officials should perform Important tasks 
such as servlng papers and enforc~ng judgments more effic~ently 

Section, Reduce Incentrves for rase Delays bv romwmatrna Contract O b l l ~ e a  
Fullv for Losses from hflatlon. as well as Attornevs Fees and Costg 

2 1 10 The follow~ng acbon should be taken to remove powerful incenuves for delay~ng 
resolu~on of court cases by contract obligors and debtors 

(a) Judges should be mandated and empowered to 

(1) Award full, effectwe, cornpensatlon to contract obl~gees for damages for 
losses from inflation caused by case delays In order to remove a major lncentlve 
for contract obl~gors and debtors to delay case processing 

(2) Award full, actual attorney's fees and other bbgauon cosu mcurred by the 
winning party espec~ally In cases where nghts and obligations are clear 



(3) Impose erfecuve sanctxons on parties for fnvolous delaylng tactlcs 
including judgment debtors and thud parues who rnsutute groundless sum to 
delay or avoid judgment execuuon, and award them to Lnjured partles 

Change Clvll Code delay payment provlslons to allow payment of amounts equal 
to the rates of interests otfered by banks for savrngs depos~ts mstead of the flat amounts 
now prov~ded for -- 1, 4 percent for clv~l cases and 5 to 7 percent for commercd 
cases 

The foregoing measures would dramaucally reduce mcenuves for pames to delay cases 

Sect~on & Reduce Case Delavs bv R e d u c l n e ~ n c ~ v e s  to A W ~  

21 11 To reduce the delays caused by the exlstmg appeal pro- 

(a) Mow appelIate courts to decline appeals and leave lower court judgements 
standing 

(b) Limit first level appeals to questions of law, rather than also reviewing facu. 

(c) Reduce or eliminate nghts to introduce new evidence and new theones for court 
of appeal consideration 

(d) Resmct appellate courts to matters msed on appeal and not requue appellate 
courts to review the enure record of the case below 

(e) Empower the cassauon court to reach a final judgment on the first appeai 

s!x&2& erc~al J m  
M a n w t  Systems and 

!u!&&ms 

21 12 Rules, practices and procedures should be msututed to reduce delays and lnjustlce 
resultmg from existlng case management procedures and other causes as follows 

(a) Introduce a modern, effective system of case management and calendaring based 
on the successful experience of other countncs as well as successful techniques w1thl.n 
Egrpr 

(b) Replace the judicial summer hol~day w~th a system of rotahng holldays to leave 
the courts in fuli sesslon throughout the year 

(c) Provide for a more effic~ent and reliable system of servlng coun process through 
registered mad to registered company addresses and by other means as recommended m 
Chapter 5 



(d) Reduce rebance on government appo~nted experts by allowlng pames to lntroducc 
theu own expert witnesses and challenge those of adverse parues 

(e) Replace the current system of excesslve percentage court and government f e a  
with a system of tow, flat fees 

( f )  Improve enforcement of judgments by, &, providmg a means of 
discovering judgment deb tor assets and streamhung foreclosure procedures 

(g) Substantially Improve and upgrade jud~cial fachues and support staff 

(h) Enact modem, corn prehenslve arbitratxon legislauon 

Sect~on G; &fodem~zat~on of -Information and Law F'indinn S v s t m  

21 13 Appropnate rnechmsrns should be put In place whlch wdl transmt effechvely, 
completely and easily knowledge of the laws relevant for busmess and Investment to local 
and fore~gn business executives and Investors, government officials, lawyers, judges and 
the pubhc 

21 14 Accord~ngly, the following IS recommended to Improve legal lnformauon and law 
fmding systems for judges, lawyers and the pubhc 

(a) Convert pubhcahon of the Oflcruf Gazerre, the Egypnrur Bdlenn and court 
decisions to publlcatlon from an ~ntegrated, full-text computer database 

(b) Create a full-text database for all past laws, regulahons and court dec~slons to be 
megrated w~th the offic~al publicahon database discussed above 

(c) Develop software allow~ng access to the database for legal research purposes 
s~rnllar to Lexu and W e s w  

(d) Publish hard copy laws, regulahons and court decisions In loose-leaf form to 
allow easy orgmzatlon and updating 

(e) Show changes to laws and decrees by strikeouts, underluung and/or bold face 

(f) Developed comprehennve, demled ~ndexes to the Oflcrd Gazette the Egypnan 
Bullem, and publrshed court dec~slons 

Sect~on H: Modern~ze the Comrnerrlal Re~lstec 

2 1 15 Few lnsututlonal rnodernlzatlon projects have greater potenhal for lmprovlng the 
funcuomng of a market economy In Egypt than computenung and c e n W m g  the 
Commercial Register through an on-line electronic computer system so that' 



(a) All businesses would be mulh-~ndexed by name, uade name, registrahon number. 
address, product, and capital, as well as names of managers and partners mstead of belng 
indexed only by registrauon number 

(b) Full extracts on any registered enterpnse could be obtamed from any Commercial 
Register branch In the country, not just the branch where registered 

2 1 16 In additlon to developing hardware and software rqu~fcrnents, as well as needed 
trauung for Commercial Register employees, relevant laws, regulattons, procedures and 
pracuces should be changed to the extent necessary to 

(a) Enable the publlc to benefit from the full range of posslbhttes offered by a fully 
cornputenzed, mulb-indexed Commercial Reg~ster by, for example, o b W g  extracts 
of any enterpnse by name, trade name or address as well by c o m m d  register 
number and to produce lrsts of enterpnses shanng a common element such as product, 
mdustry, address, manager, partner, etc 

(b) Combine other registers with the Commercial Reglster such as those for 
importers, exporters, commercial agents, industry, trademarks, etc 

(c) Streamline commercial registrauon procedures by the follow~ng means 

(1) Replace the numerous documents and pre-registratton mspectxon now 
requued wlth a complete, but short registratlon/applrcatxon form along with 
company artlcles and rdenttficauon 

(2) Eltrmnate all pnor approvals lncludlng chambers of commerce as well as 
the Investment Authority and GOFI, except for projects described m a short 
specific "negahve kst", in accordance wlth the recommendabons for sfnSmhmg 
the Investment approval and company formatton process set forth m Chapten 12 
and 13 

(3) Accept cemficates of registnuon instead of complete arucies of foreign 
compmes 

(4) Impose severe penalties tor knowingly provldlng false lnformauon or 
matenal omlsslons 

(5) Expand enforcement powen and substitute proregtstratlon lnspecuons with 
qualltauve post-reglstratlon lnspccuons of random samples and reasonably 
suspicious cases to promote cornpl~ance 

(d) Require all enutles doing busrncss or perforrmng acuv~ues m Egypt to reglster 
urcludmg not-for-profit assoclauons, protess~ond firms, repnsentabve offices and foreign 
contractors and change the name of the Commerc~al Register to the Commercral and 
Civil Register to accommodate regismon of nonsornmerclal entlues 



(e) Expand ~nformatlon to be registered to mclude such matters such as unwd 
judgments and promissory notes 

(f) Expand thud party sources of lnformahon for reglstrahon to mclude members of 
the pubbc havlng appropriately authenucated documentahon such as officral abstracts of 
court judgments 

(g) Institute a ngorous, comprehens~ve program of tmnmg commercial Register 
otficials and mspectors 

Section 1: %fodernize Substantive Commerc~al and Investment l a w 3  

21 17 Another cntlcal need IS substanuve law rnodernuabon For the reasons outhed 
above, many aspects of outdated and incomplete commercd and investment laws form 
s~gmfrcant barners to market entry and otherw~se prevent the pnvate economy from 
funcuonmg smoothly and developmg to its full potenha1 as an englne of job and wealth 
creation for the country Without well-conce~ved and rnodernued comrnerclal and 
investment laws, the benefits of Egypt's econormc reforms wdl not be fully realrzed or 
as widely d~stnbuted as they should be 

(1) Comprehens~ve Modernuatlon of Commercial and Civil Codes: 

21 18 A comprehens~ve review and rnodernuatlon of the Civil and Commercial Coda 
should be undertaken to provide the legal framework needed for modem business and 
financ1a.1 transacuons In Egypt mcludmg, at a rnmmum the following 

(a) A modem system of perfectmg non-possessory secunty tntercsts (mongages) m 
all forms of real, personal, and intangible property by slmple reglstrauon m the 
Commercial Reglster for all creditors and obhgors, not only banks 

(b) Modem equlprnent leasing to protect the lessor's Interests fully by registration of 
equipment leases In the Commerc~al Register to put th~rd parues on nouce 

(2) Cornparues Law Modenuzat~on: 

21 19 A reformulated compames law should be enacted which wlIl 

(a) Replace complex bureaucrauc, tune-consurmng company formation procedures 
with slmple, strcaml~ned reglstrauon In the Commercial Reglster wlth the arm of 
reduclng the ume requlred to estabhsh a company as a legal enuty authorized to do 
business from weeks or months to one day Th~s would be acheved as follows 

(1) Reduce requued documents to an appl~catlon/registration form, company 
arucles and ~dentlficatlon documents 



(2) Confine otfic~al revlew or company arucles to ensuring only that a few 
mlrumum requirements are met, l a v ~ n g  responsibihty for overall legahty and 
enforcement to the concerned parues and the courts, rather than extensrvc m e w  
by government officials 

(3) Use negauve hsts to exclude unperrmtted objects or actlvitles by fore~gners 
or the pnvate sector 

(4) Conunue secunty checks but elrrmnate them as a pre-condition for 
tormatlon 

( 5 )  Transfer respons~b~l~ty for m-land share evaluahon from government 
committees to the parues concerned, but requue full &sclosurc 

Reduce jolnt stock company founders from 3 to 2 

(7) Impose severe penalues for know~ngly providrng false ~nformahon or 
rnatenal ornlsslons 

(8) Insutute qual~tatlve lnspecuons of random samples and reasonably 
suspicious cases to promote cornpilance 

Revise and streamline merger procedures by, &, the following 

(1) Transfer responsib~l~ty for evaIuatlon of mergrng cornparues' assets from 
government comrnlttees to the concerned pmes  and theu auditors 

(2) Replace rnmstenal approval wlth the opportumty for revrew by an 
mdependent monopolies or free trade comrmssion subject to smct tlme and other 
requlrernents as part of a new anu-monopoly law as discussed m Chapter 19 

(c) Provide more adequate protecuon and self-enforcement mechmsms for non- 
controlhng shareholders by, &, the followmg means 

Require cumulauve votmg for d~rectors In jornt stock companies 

(2) Insutute shorter terms for board members 

(3) Perm~t shareholders to elect as many outslde directors as they choose 
ehm~nate the dlrectors' guarantee shares requirement. 

(4) AIlow shareholders to name any one they w~sh as a proxy, but requrrc full 
dlscIosure 

( 5 )  Eliminate the rule ~nval~daung shareholders' meetmgs when lnsufficlent 
board members attend 



(6) Provlde a clear statement ot duty by drrectors, officers, and majonty 
shareholders to act in the best Interest of the company and all of 1ts shareholders 

(7) Prov~de a clear nght of ~ndlv~dual shareholders to sue for breach of duty 
on thelr own without authonzatron by the general shareholders' meeting 

(8) Strengthen the independence and power of audtors 

(9) Require an Independent audlt cornnuttee for widely held cornparues 

(1 0) At the same tlme, balance the need to protect noncontrohg shareholders 
agmst the need to allow compames to carry on busmess efficiently 

(d) R e a l m  more fully the potentla1 of the jornt stock company form for econormc 
development purposes by the following means 

(2) Ellm~nate partially pad shares 

(3) Ellmlnate unnecessary restncuons on the issuance and transfer of secunhcs 
such as 

- Issu~ng pnce restnctlons 

- Restnchng founders from selllng thelr shares before two fiscal yean 
financial statements 

- Lxmitmg bond Issuance to the value of company's assets 

(4) Provide for unhrmted duratlon unless othenv~se spec~fied 

( 5 )  Clearly and fully prov~de for intenm dlvidend dlstnbutlons 

(6) Permlt board of duectors' actlon by unanimous written consent 

(7) Reduce excessive government rnterference m shareholders' meetings 

(8) Bnng Companies Law provluons Into h e  w~th Investment Law prov~slons 
by elimnatlng natlonahty requlrernents for founders and d m t o n  of ~ o m t  stock 
companies 

(0 Ei~mlnate dlscnminauon aganst jolnt stock cornpanles in vanous laws by 

(1) Allowing shareholders to determtne the profit percentage to be dlstnbuted 
to employees as in former Investment Law 431 1974 



(2) Elimlnaung the annual proportionate stamp tax on capital 

(g) To gam more benefits for the natlonal economy from the advantage of the jolnt 
stock company as the best corporate vehlcle for capital formation and cap~tal markeu 
development, other forms of ~ncorporated compmes should be ehmmated m favor of two 
forms of joint stock company 

(1) The publlcly held jomt stock company with formal management structure 
and reprung and dtsclosure requlrements, and 

(2) The pnvately held jolnt stock company w~th a slmpler, more flexlble 
management structure and mlmmurn reprung requlrements whch would have a l l  
of the advantages of a llmlted Iiabllrty company, but whch can easlly change to 
a pubhcly subscribed jomt stock company by IneeMg management, reporhng, and 
d~sclosure requirements without changlng form 

W ~ t h  these two forms of the j0lnt stock company m place, the hmrtwl habhty and 
partnershp limted by shares forms of companies would be efimlnated baause they are 
less advantageous for natlonal economic growth than the jomt stock company 

(h) Amalgamate ~ncorporated and unincorporated compames Into a slngle cornparues 
law 

(3) Revrsron and S t m g  of Investment Laws and Procedures: 

2 1 20 To Improve s~gmficandy the IegaVprocedural framework for urvestment m Egypt, 
all relevant laws, regulations, procedures and practxes should be amended ur a 
coordlnated manner which will 

(a) Replace Egypt's confusing ITUlhple lnvestment regimes with a slngle umfied 
Investment regime for all Egypuan and foretgn Investors based on reformulated 
compames, Investment, tax, and other laws as outlined m Chapters 12, 13 and 14 

(b) Declare that mcreaslng pnvate sector investment rn Egypt by both Egypm and 
forexgn lnveston IS a natxonal pnonty 

(c) Treat all Investors equally regardless of nauonal~ty 

ld) Cover all fields of Investment 

(el Provide specxfic guarantees to all investors mcludlng, lee 

(1) Guarantees aganst depnvauon of hcences or other property or nghts 
w~thout ~ndependent court review, due process of law or adequate, effecuvc 
compensatron. 



(2) Free transfer abroad of profits, cap~tal repaulatlon and payments for 
project needs 

(3) Freedom from all controls on pnces, profits and salanes 

(4) etc 

( f )  Replace the mulu-step system of Investment hcensulg and company formahon with 
simple, one-stop reglstratlon system at the C o m m e d  Reglster where all enterprises and 
cornparues would be autornaucally approved and registered as descnbed m Chapters 12 
and 13 wlthout pnor GOFl or Investment Authority approval except for those few 
sensluve projects clearly descnbed m a short, clear and prectse 'negauve hst' 

(g) Abohsh E&O licenag and alI other local and governorate approvals now 
requlred for investment projects and ~nstead prov~de for enforcing clear environmental, 
health, safety, land-use and other standards by qual~tauve inspecbons dumg project 
construction and operabons 

(h) Replace all ex~sung drscretlonary tax ~ncenuves, hohdays and exempbons with the 
best tax incentive of all -- G, a stable, Iow tax rate -- or, alternatively, with automc,  
unlfitd mcenuves based on performance, Instead of requmg discrctlonary approvd at 
the hcensmg stage as dtscussed m subsection 4 below and m Chapter 14 

(1) Channel government resources saved by streamhmg the approval process for 
Investment Lrcensing, company formauon, and tax lncenhves mtw 

(1) Investment promouon abroad and wthm Egypt; and 

(2) Quahtatlve enforcement of health, safety, envuonmcntal and land use 
regulabons through inspecuons dunng project consmichon and opermons 

(4) Tax Laws and Investment lncent~ve Reform: 

21 21 The followng measures should be undertaken to create a favorable tax chmate 
for Investment 

(a) Gbollsh the annual propomonate stamp tax on company share cap~tal to encourage 
capital formauon and producuve lnvestment through incorporated cornparues 

@) Abohsh or replace w~th very low flat amounts all stamp taxes on loans, credits, 
and contracts and dealrngs 

(c) Replace all percentage State Notand fees with low flat fecs for land and mortgage 
reglstrauon and all other purposes - u, L E 50 per feddan of registered land 



(d) Exempt from sales tax the import and sale of machmcry, equipment and other 
produchve assets 

(e) Undertake comprehensive Income tax reform for Egypt whlch would 

(1) Significantly broaden the tax base by ehrmnaMg ail tax mcentlvtj, 
holidays and exempbons and all differend rates for vanous acuvlues 

(2) At the same hme, substanhally lower tax rates to no more than 25 percent 
for corporate profits and lnd~v~dual Lncome 

(3) Abol~sh all other taxes on mcome, such as the 2 percent State F m c d  
Resources Improvement Duty under Law 147/1982 and capltai g m s  tax on 
secunQes sales under Capital Markets Law 95/1992 

(4) Make any remaning Investment mcentlves umfied, automartc and 
performance-based as among vanous laws concerrung Investment 

( 5 )  End heavy handed tax adrn~nistrauon techn~ques 

(6) Reduce the penod for Tax Department reassessment and inspechon from 
5 years to 1 year In order to end uncemnty 

(g) Consider shifbng taxabon from Income entlrely to consumption possrbly through 
a consumpuon based income tax to encourage savlngs and mvestment as opposed to 
consumpuon 

(5) Capital Markets Law Revsion: 

21 22 The Capltal Markets Law and its regulabons should be revlewdand revised m 
coordinahon wrth nvlew and revlslon of the Compmes Law to 

(a) Elimmate overlapping provisions as between the Companlcs and Capital Markets 
Laws 

(b) Ebmmate ovemgulat~on by replacing ngid restnctlons and excessive government 
mes!ventxon with clear, adequate rules and disclosure requuements, supported by tough 
sa&ms for fraud and decepuon and qualltauve lnvesugauons by trued staff 

(c) Flll gaps In reguIauon by, a, prov~ding for adequate regulaaons on cnacal 
subject areas such as insider trading and a minlrnum trading volume Iistlng requirement 



(6) Land Reglstrat~on Reform and Modernuation: 

21 23 Cons~derauon should be given to 

(a) Prov~dlng for the development of modem htle lnsurancc cornparues 

(b) Computenzrng the land registrahon and htlc system 

(c) Replacing percentage fees for reg~strahon of land and mortgages with low flat fees 
m order to encourage land registrauon and the resultmg secunty and clanty of title 

21 24 A new law should be enacted for not-for-profit assoclahons whxch would 

(a) Make formauon possible by simple, streamlined registrahon accordlng to clear 
rules regarding the allowable purposes for such associauons Instead of government 
revlew and approval, 

(b) Replace the drasuc direct government rnterventlon now perm~tted by Law 321964 
with clear rules of law and quailtatwe post-registrauon inspecuons 

(8) Free Chambers of Commerce and Industry: 

21 25 The laws and regulauons govenung the chambers of commerce and Industry 
should be reviewed and revised to 

(a) Wtthdraw all government involvement and support and make al l  chambers pnvate 
and completely free of government, 

(b) Make membership voluntary ~nstead of mandatory, and 

(c) Enable businesses freely to form thelr own voluntary and pnvate assocrahons and 
chambers of commerce and ~ndustry 

(9) Revlse the Labor Law to Encourage Investors to Hue Egyptians: 

21 26 The Labor Law and related regulauons, procedures, polrcres and pracuces must 
be m s e d  to encourage Investors to hue Egyptians by providrng more freedom of 
contract and by ehmmaung unnecessary ngtd~tles In the law, &, as follows 

(a) Allow employers to lay-off or rerrnlnate employment relahonships upon nouce or 
payment of a reasonable amount according to contract wtthout bureaucrauc interference 



(b) Institute complete freedom of contract regardrng term and termmuon, and 
elxmate the rule that ConUnuahon of a hrmted pen4 contract after the first expmaon 
resuits m an tndefinite contract 

(c) Ellmlnate the requrrernent to hue workers through government labor offices 

(d) Vake notxficatlon to the labor office of vacancies and new employee3 opuonai 
Instead of mandatory 

(e) Permlt employment agencies and labor contractors to operate freely 

(f) Free unlons from al l  government control and affrlrahon by malang umon 
membership voluntary and allowlrig employees to organtze umons accorhg to cleat 
rules 

A freer, less ngid Iabor law will provlde greater incenuves for ~nvestors to Invest and 
hue Egyptlans, whereas the exlstlng labor law actually d~scourages h g  Egyptlans by 
rnalang tennabon and lay-offs d~fficult, hme-consuming and expensive 

(10) Anti-Monopoly, Unfau Compet~tlon and Trade L~berahtron: 

21 27 To protect free market mechamsms from predatory antlcompeutlve conduct by 
enterprises themselves, the foilowlrig acbons should be taken 

(a) All exlstlng laws and regulations relatmg to anh-monopoly, antlcompeuuve 
business practices, unfau compeubon and consumer prowtxon should be thoroughly 
reviewed m the hght of Egyptlan and rnternatlonal experience and comprehensive new 
legislauon in those fields be prepared lncludmg provision for an mdependent an& 
monopoly or free trade cornmisslon to guard agarnst predatory rtstncuve busmess 
prachces and excesstve concentrations of econormc power whch prevent market 
rnechanrsms from operating freely Cam must be taken, however, to guard agarnst 
overregulation which would interfere wlth, rather than protect, free market mechamsms 
and free competltlon 

(b) The acuons recammended by the World Bank to lower or ehmlnate restnctxons 
on the supply of lntcrmed~atc lnputs to pnvate sector producers as outllned In Secuon B 
of Chapter 19 should be implemented 

Se&ILk Establish Indltutlons for Mak~nn and Rev- Econom~c Laws and 
RcmrlatIons 

(1) Instltutlonal Economc Law and Pohcy Analysa: 

21 28 An ~nsututlonal capabtllty should be developed in Egypt to revtew, develop and 
revue economlc laws regula~ons and msututlons which support and ~mplement the 
nauon's economlc policy as well as to analyze and determme how best to eliminate 



unnecessary legal, regulatory or msututlonal c o n s m t s  whch ~mpedc pnvate sector 
economc development 

(2) Xnstitut~onahzed Pnvate Sector and Pubhc Input: 

2 1 29 Regular, broad-based pnvate sector review and rnput should be obtiuned m a cleat 
insututlonahed manner regarding proposed draft laws and regulahons affecang 
commercial business and investment m Egypt by advance cuculauon of such Iaws to 
buslness orgmzatlons and the pubhc, followed by publrc h w g s  

21 30 Following promulgatzon of new commuclal legdabon or regulations, regular 
conferences or seminars should be heid for lawyen, judgts, relevant government 
offic~als, business execuuves and concerned cxuens to develop a shared understandmg 
among all concerned parues about how new commercial laws, regulahons and mstltuhons 
are Intended to operate in order to promote comphance and ensure success 

(4) Post-enactment Momtormg and Techmcal Amendments: 

21 31 Systemauc post-enactment morutomg of new Iaws and regulahons shoultS be 
~nsututed to ascemn whether they arc achlevmg theu econormc p o k y  objechves and, 
if not, to prepare needed techmcal amendments to correct defaults or make changes m 
relevant lnstltutlons or take other correctlve achons as necessary, such as changes m 
admln~strauon or add~tzonai mning of officials, judgts and Iawyen 

21 32 As a prornlnent Egyphan Mmstcr of Economy once stated: 

"Our pnontles m Egypt are lh an Inverted pyramxd They are all at the 
top " 

Similarly, all of the above recommendations arc cntlcai to estabiishmg a well-functlonmg 
commercial law system whlch would facxhtate and promote a properly functlomng market 
economy Instead of  lrnposlng the many constraxnts ~denhfied m h s  report All, 
thdocc, are pnonty achons whlch shouid be undertaken as soon as possrble If f o r d  
to chose, however, the author would put the foIlowlng pnonhes at the top of the 
pyrarmd. 

(a) Rapidly develop Egyptlan courts to the polnt when they able to enforce 
contracts fully, effecuvely and qu~ckly, because contract enforcement 1s vital to the 
proper functioning of a market economy Accord~ngiy, the following must be done to 
improve the overall qual~ty of Justice and reduce the case delays whtch now hamper 
effectrve contract enforcement 



(1) Deveiop and provide comrnerc~al law onentahon and conmurng educaaon 
to mouvate and equip judges, court officials and lawyen to enforce contracts 
promptly and effectively 

(2) Change laws, prachces, procedures and practices to 

Compensate contract obhgees fully for l o w  from ~nflahon, frivolous 
delay tactlcs, attorneys fees and costs to remove overwhelrmng rncenhvcs 
for delaying cases by contract debtors and oblrgors. 

- Streamhne clv11 and commercial jushce admmstrauon through modern 
case management systems and c a l e n h g  to give judges the tools needed 
to speed up case resolution 

Reduce incentives to appeai 

(3) Develop a modem comprehensive, well-mdexed hard copy and 
computenzed legal informauon and law findlng system 

(3) Substantnlly increase and improve judlcral factlihes and Support stafP. 

@) Modernue and strengthen the Commercial Register so that it can fully and 
properly carry out its vital mlsslon of prov~dmg baslc mformahon about registend 
enterpnses to market actors and the public by the following actlons 

(1) Computerize and central~ze the Commerc~al Reg~ster through an on lrne 
electromc computer system so that it can be mulh-indexed by name, trade name, 
address and other key elements, as weLl as by reglstrauon number, 

(2) Radically streamline commercial reg~stratlon by reducmg documents and 
procedures required, and 

(3) Expand and expand the sources and type of mformauon registered 

(c) Rev~se the Civ~l and Commerc~al Codes to create modem systems of equipment 
leasang and non-possessory secunty ~ntcrcsts m all forms of property by all creditors by 
slmpk rcgrstratlon of leases and secunty agreements m the Commercd Reglster 

(d) Replace the tlme-consumrng multl-step system of  investment approvals and 
company formauon with streamhned, one-stop, oneday registratxon at the Commercial 
Reglster where al l  enterpnses would be automabcally approved without pnor GOFI or 
Investment Authonty approval except for a few sensiuve projects clearly described m a 
short, clear and precise negahve l~st  

(e) Abolish establishment and operauons llcenslng and all other local and governorate 
approvals required for investment projects and provide instead for enforcmg health, 



safety, land-use and env~ronmental standards by qdta t lve  rnspechons dumg the project 
constructxon and operatxons 

(f) Undertake comprehens~ve tax reform m a manner wfuch would. 

(1) S~gruficantly broaden the Income tax base by ehrmnamg all tax mcenhvm, 
holidays and exemptxons and differend rates. 

(2) At the same ume, substandy lower mcome and profits tax rates to no 
more than 25 percent whde abohdmg all other taxes on Ancome m c l m g  the 2 
percent State F~nanclal Resources Duty and the tax cap~tal g m s  from on sales of 
secunbes 

(3) Abolish the annual propomonate stamp tax on company share capital 

(4) Abolish or replace wlth very low, flat amounts all Stamp taxes on busmess 
and fmancld transacuons and the very high court fees and fees for land and 
mortgage registranon 

(g) Rev~se the Labor Law to encourage mvestors to hue  Egyphans by d o w g  
employers to laysff or termmate employment relauonshps upon n O h e  or payment of 
a reasonable amount according to contract wthout government mterfemce and by 
allowing freedom of contract regardmg term and termahon m employment agreements. 

(h) Rev~se and modernue the Cornparues and Capltal Markets Laws m a manner 
whch fully realms and promotes tfie potend of the jotnu stock company form as an 
e n w e  for capital formahon and economc growth and whch removes exlstlng 
u ~ e w s a r y  bureaucrauc and legal ~mpedlments to ordinary company operahons 

(1) Enact comprchenslve legldahon protcctlng free market rnechamsms from 
monopoly, unfau compehhon, anacornpehhve business prachcts and consumer fraud 

(j) Fret not-for-profit associahons and chambers of commerce from excessive 

government controls over formauon and operabons 

(k) Estabhsh rnsutuuons for economic law and policy analyns, pnvate sector and 
pubhc lnput to economrc legislauon, and post-enactment pubhc educauon, momtomg and 
common of laws and regulauons atfecung commerce and Investment 
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GLOSSARY OF l"ER.MS 

L 

ARABIC 
TRANSLmRATION 

Slyasat Al-Infitah 

Al-Dostour 

Al-Omdah 

Magl~s I1 Shaab 

Magits 11-Shura 

AI-Mohafez 

At-Mohafia 

Al-Magiis Al-Shnnby Al- 
Mahaai y Lel-Mohnfia 

Al-Maghs Al-Shmby Al- 
Mahoaiv 

Al-Sbanah Al-lsiam~ya 

Muft~ Al-Dlar Al-M~srya 

Al-QPaoou 

IGuar Wezary 

ARABIC I MEANING 
Ir 

It 

1 ENGLISH 

- 

I Open door pollcv 1 
I 

u 

I 
I 
i 

P O ~ I C ~  proclatmed bv Pres~dent 
Sadat ID October 1973 to 
l~berai~ze the pnvate sector and 
open the economy to forelm 
mvestment 

cOmtlmtlOn 

Village Chef or Head 

People s Assembly 

Consultat~ve Councli 

Governor 

Governorate 

Regxonal People s 
C o u d s  

Local People s Councrls 

I s l m c  Law 

Grand Mufti 

Law I Statute 

Muustmal Decree 

J-  JI Self-explanatorv 

1 

i 4 

cvjJl 

&,)rJ1 

Self-explanatow 

Parliament or Leg~slator 

- 
Llke a Senate or Upper House 
of Parliament whch revlews and 
advises on legislation and 
pohcles but has no leg~slat~ve 
power or veto partlv elected 
and partly appo~nted by the 
Pns~dent of the Repubi~c 

Aa l ad  

ilrJ4a.J 

+dl 4 crlJl 

&dl +I 

+Y 1 4 

Chef Poi~trcai and Execut~ve 
Offiaal of a Governorate or 
Province 

Pmvurce or State 

Counc~l of a Governorate 

COUUCI~ of a town or a locailtv 

Seifsxplanatow 

+&I J4 J1 

, 1 

Top islamc Law Counsellor of 
the State 

Seif-explanatory 

Self-expianatorv 



1 

-41 

u r J l  Li dl 

c f ~ k J I  

J9JI & 

j 

U Y I I 

L U l  $UI 

L 

+ 1 1 & Y l  W l  

d 1 Y l  & 

d l  & 

4 U +YI -1 

L W I  awl 

i19a rulv 

Officlal Gazette 

Egjptran ~ c t  

Commercral Reglster 

Councll of State 

A d w s t r a t ~ v e  Court 

Supreme A d m s t r a t ~ v e  
Court 

Ordrnary Court 

* 

Court of S u m  

Court of F ~ r s t  Instance 

Court of Appeal 

Court of Cassatron 

Supreme Judlclal Councrl 

General Prosefuuon 

Permanent Stare Secuntv 
Court 

i 

Al-Ganda A l - k m ~ v a  

d-Wakaa A l - M l s ~ a  

N - S I ~ I I  Al-Tugan 

Maghs El-Dawla 

AJ-Mahkama AJ-Edanva 

Al-Mahkama Al-Edanva 
AI-Ol~a 

A I - M a w  Al-Adrva 

Al-Mahlmmn AlGonya 

AI-Mahkama Al-ibtedarva 

Mahknmat Al-Istenat 

Mahkamat AI-Nakd 

Al-Maghs Al-Aala LeI- 
Kadna 

Al-N~yaba Al-Amma 

Mahkamat Amn Dawia 

Official Publ~catron or all l a w  1 
decrees ot both the Prrs~dent 
aod the Pnme Mmster and 
Supreme Constltur~onal Coun 
declsrons 

I I 
I 

Offic~al fubllcatron ot acts ot 
inmsters governors and other 
hgh  ranlung offic~als 

Repster of all lawful busmess 
munwed bv the Mmstrv of 
Supply and internal Trade 

An independent judrc~al 
department concerned w ~ t h  
settlement of adrmnrstratrve 
disputes and dlsclplme claims tn 
addmon to other acttvmes For 
example glvmg opmons to 
government departments 

Courts concerned w ~ t h  
admrnrstratlve d ~ s p u t e ~  

Court concerned w t h  the 
appcaks raised from the 
dmuus t ra t~ve  courts 

Courts concerned wlth clvrl 
commercxal and cnrmnal 
drsputes 

Courts concerned wlth crvll 
cammerclal and cnrmnai 
d~sputes 

Courts concerned wrth c1v11 
commerctal and cnrmnal 
dlsputes 

Courts concerned wrth appeals 
wsed from the courts of first 
mstance 

Self-expianaton 

Council concerned wrth the 
affalrs of judges 

Self-explanaton 

Courrs estabi~shed for certain 

cnmes set our m Law 1051 1980 
establ~shmg these courts 

J 



C O U ~  establ~shed In a state ot 
emer~enc\ 

Self-explanaton 

Self-explanaton 

Self-explanatom 

Self-explanatom 

A form of company formed bv 
three or  more natural or junsrlc 

pe="= 

A form of company entltv whch 
IS equivalent to a French SARL 
or a UK pnvate companv 

Selfexplanatom 

Self-explanatorv 

Self-explanatont 

An officral responslbie for 
servurg wnts and notlces 

An offic~al responsrble for court 
fee assessment setunp dates for 
first heanngs d e t e m a t r o n  of 
court bench passlog court 
orders to barllffs for executron 

Ao official responsible for 
wntmg the statemenls spoken n 
the court 

An office affiirated to the 
Mtrustrv of justice concerned 
wth glvtng expert oplnrons to 
the court 

An officrai appomted bv the 
court to prve hs expert opuuon 
Ln Certam cases 

3Jl+ J9a +I & 

1 l 

Jdl > I J J  

J d l  2 J j  

diW 

u Lu air; 

o l a  iS& 
irj- 

*Lrj iS& 

11- -9 ZJ-U 

Y 

uW + d K  

d l  p~ -1 

i +I 4 

4 

Emergency State Secuntb 
Court 

Militant Court 

M ~ s t r v  of Justice 

Mlll~ster of Justice 

Company 

Joint Stock Company 

Llrmted liabdltv Company 

Partnershrp Companv 
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LEGAL AND JUDICIAL SECTOR ASSESSMENT (SCOPE OF WORK) 



1 conflicts musc be resolved throuqh b ~ n d ~ n q  decrsrons of an 
independent ~udrcral body or through arbitration, 
5 )  there are known procedures for amendlng the rules when they no 
longer serve thelr purpose. 

In an AID-supported study "Refow of the Legal, Regulatory and 
Judrc~al Env~roment: What Importance for Development Strategyu 
( 1991) the auchor ldentrf les three pillars of the legal systen that 
underlle every market economy 

1) secur~ty of prlvate property 
2) enforcement of contracts 
3 )  assrgnment of Ilabzl~ty for wrongful damage 

USAID/IDS is seeklnq proposals to undertake an assessment of the 
legal and Iudlclal sector In Egypt usrng the above frameworks. The 
maln purpose of the assessment will be to provlde USAIDlXDS w l t h  a 
better understandanq of the exrstrng legal and )udrcral systan and 
t~ identify malor constraints wrthln this systen whlch slow or 
lnhlblt entry lnto the market economy, and whlch are conducrve to 
Pregramuatrc asslstance from the donor commulltY. 

1 The assessment should examine the guestlons throuqh 
d~scussrons with representatives of the private sector, ~udicrary 
and leqal communrtles. W~thln the private sector, the study should 
Prlmarlly address the problems of the domesttc prlVate sector and 
should take care to include the needs and problems of all, 
including small and medium szzed, entrepreneurs as w e l l  as large 
Scale private businessmen ~n effort should be made to look at 
these lssues reqlanally, that IS, are the problems dlfferenc 
OUtsrde the metropolltan area of cairo/Alexanbrla, are there 
differences between Upper and Lower Egypt? 

2 -  USAID/Calro has sponsored several vlslts by judqes associated 
with the Mayo Group, and has also gathered mf0matlOn On the 
Iudlcral system though a serxes of rntervlews wlth officials in +he 
Mrnrstry of Justice, the Supreme constltutlonal Court, and the 
Court of Cassatlon. The person 01 persons who undertake the 
aSS8SSment should examine reports and minutes generated from 
meetings and lnclude information from them where relevant. 

3 .  AS aCtlVltles ln the legal-ludrclal area are new for USAID and 
may be considered sonsltLve ~lthln the GOE, the assessment should 
be based prlmarxly on the researcheris own exrstrng knowledge and 
understandrng of the sltuatran in Egypr, and on infoma1 
~ L S C U S S I ~ ~ S  with colleagues and contacts already establ~shed. 
A World Bank study on the Eqyptlan regulatory system ~ l l l  be made 
available and mayor flndlngs and recommendations whlch reflect On 
the legal and Iudlcral system should be incorpora+ed 



MAJOR EL-8 OF THE A88ESS11ELIT 

1 A thoughtful analys~s/d~scusslon of the legal and ]udlcial 
system now exlstlng in Egypt, In  llght of the points ralsed above 
Specla1 attentron should be glven withln thrs analysls to 

- problems created by backlogs In the resolutlon of disputes, 
- the level of understanding, or tralnlng, ludges and lawyers 

now have ln flelds related to buslness law, or other aspects 
of partzcular Interest to the prlvate sector such as 
contracts, mergers, bankruptcy and protection of patents, 
trademarks and copyrrghts, - the administration of the court system and use of personnel 
wlthln rt, - the alternative mechanlsms now exlstlng and In use to resolve 
disputes wlthin the commercral sector; - the extent to which existlng laws or constltutlonal provlslons 
support the new economlc measures encouragrng entry Into the 
market economy; - mechanisms used to enforce laws, decrees and court decrsions 

2 -  Identlflcatlon of the malor constraints posed by the court 
system, exzsting legal practlces or the regulatory enVlr0r)ment 
which discourage entry lnco the market economy; 

4re commercial cases considered and resolved withln the court 
system rn a tlmely fashion' If not, what consequences does 
this have' What could be done to rmprove thls7 
What protectron does a private buslness man have under the law 
regarding personnel, property, contract enforcement3 Is there 
a mechanism for determlnlng and enforcrng extra-contractual 
llabillty (torts) 7 
How 1s compensation determlned and 1s lt adequate to deter 
vlolatrons of laws7 
Do small and large businesses have equal access to the courts7 
DO the arbltrat~on/medlatlon mechanlsms now exlstlng ln 
E~ypt serve the domestlc prlvate sector7 Is there equal 
access to these facllltles7 Are arbltratlon/medlation 
practlces widely used and understood In Egypt7 
lue there reqronal drsparltles l n  access to and dellvery of 
dispute resolutton within or outside the formal court system? 
IS the buslness communlty aware of its rlghts and of services 
available to rt' How does this work7 Could ~.t be improved? 
HOW does the prrvate sector communicate wlth the GOE to 
express rts vlews or needs f o r  change wlthln the system' 

3 What practical, technical solutzons could be offered by the 
donor communlty to Improve or reduce the constraints ldentlfled ln 
# 2  above' 



Drawing on professional familrarrty with the legal and judlclal 
sector In Egypt, available materrals and lnfonnal lntervxews, the 
consultant(s) wlll be gurded by the following tlme schedule Ln 
undertakrng the assessment. 

1) End of week 1 An outllne and 2 to 4 page work plan to be 
discussed with USAID. 

2) End of week 4 A draft of the assessment whlch wlll provrde a 
thoughtful analysis of the legal and judlclal system now exlstlng 
In Egypt, rdent~fy constraints posed by the court system, exlstlng 
legal practices or the regulatory environment whlch dlscouraga the 
functloninq of a market economy, and make tentatlve recommendations 
for GOE and USAID/Calro conslderatron. The assessment is expected 
to be from 25 to 35 pages, s~nqle-spaced, introduced by an 
executive summary of two to three pages, and will be d~scussed w l t h  
USAID mrssion members 

3 )  End of week 6 Final assessment prepared after consultation 
with IDS/USAID/Cairo on the draft outllned above 

4) All materials are to be drafted and presented rn Englrsh. 



EGYPTLAN LEGAL AND JUDICIAL SECTOR ASSESSMENT 

(CONTRACT YO 2634377-C-UO-3103-OO) 

REPORT AND RECOMMENDATIONS 

VOLUME IV 

ATTACHMJZNTS 

ATTACHMENT 2. 

LIST OF PARTICIPATING LAWYERS FROM 

KAMEL LAW OFFICE XND 

KAMEL, YEHIA, ABUL ELA & SAKR 



ATTACHMENT 2 

LIST OF P4RTICIPATING LAWYERS FROM KAMEL LAW OFFICE 

KAMEL. YEHIA, XBUI, ELA & SAKR 

Follow~ng are the lawvers from Kame1 Law Office and Kamel Y e h ~ a  4bul Ela & 
Sakr httornevs-at-law who conducted legal research and [ntervlews and made 
valuable conu~bu t~ons  trom [ h e r  knowledge and experience all ot wh~ch  was 
essent~al to the assessment ot the Egypc~an legal and judlctal sector w h ~ c h  IS set torch 
In the Report 

Dr Mohamed Kamei 
Mr Abdel H a l ~ m  Abul Ela 
Mr Mohamed Sakr 
Mr G a m ~ l  Shehata 
Mr Mahmoud Wahba 
Mr Abul Fad1 Hosny 
Mr Y e h ~ a  Sellm 
Mr Moustafa Mohamed Moustafa 
Mr Sayed Ammar 
Mr Mohamed Abdel Raouf 
Mr Tarek Zahran 
Mr Joseph Morcos - Mr Ahmed Zahran 
Ms Rawya Amer 
Mr She r~ f  El Atty 
Mr Emad Helrny 
Mr Mohamed Ibrahlm Arnrn 
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ATTACHMENT 3 

LIST OF PERSONS INTERVIEWED 

FOR USAIDlIDS 

AHMED XBDEL-FATAH 
LAWYER 
5 SAAD ZAGHLOUL STREET 
FAYOUM 

MOHAMED ABDEL-RAOUF 
LAWYER 
KAMEL LAW OFFICE 
4 EL-SHAHEED AHMED YEHIA IBRAHIM STREET 
MOHANDESSEEN GIZA 

WALID ABU TALEB 
LAWYER 
MONOFIYYA 

MOHAMED ABOUL-ENEIN 
DIRECTOR OF CAIRO REGIONAL CENTRE 
FOR INTERNATIONAL COMMERCIAL ARBITRATION 
3 ABU-EL-FEDA ST 
ZAMALEK CAIRO 

MOHAMED BADRAN 
PROFESSOR OF LAW 
CAIRO UNIVERSITY 

M PATRICIA BRICKE'IT 
TAX CONSULTANT 
ARTHUR ANDEREN & COMPANY 
ALLIED ACCOUNTANTS 
37 EL AHRAR STREET 
MOBICA TOWER 
DOKKI GIZA 



FOU AD DANIEL 
LAWYER 
\DL1 YAKAN BASHA STREET 
MEVIA 

WlLLY DELVAUX 
COUUTRY MANAGER 
PROCTOR & GAMBLE EGYPT 
1 191 CORNICHE EL NIL 
CAlRO 

ZARIF EL-ABAR 
LAWYER 
GOMHORIA STREET 
MENIA 

AHMED EL-BARD1 
VICE PRESIDENT 
CITIBANK 
1 AHMED PASHA STREET 
GARDEN CITY CAIRO 

ADEL EL-FAR 
ATTORNEY-AT-LAW 
7 HORIA ROAD 
ALEXANDRIA 

AHMED F EL-GHANNAM 
FORMER DIRECTOR NATIONAL CENTRE FOR JUDICIAL STUDIES 
HELMY & HAMZA (BAKER & McKENZIE) 
56 GAMEAT EL DOWAL EL ARABIA STREET 
MOHANDESSEEN GIZA 

OMAR EL-HADIDY 
ATTORNEY -AT-LAW 
3. HORIA ROAD 
ALEXANDRIA 



MOHAMED EL-HAWARY 
LAWYER A N D  GENERAL TRUSTEE 
LAWYERS BAR 
F AYOUM 

FAROUK EL-MAHALAWI 
LAWYER 
MOUNOFIA 

HISHAM EL-SHERIF 
ADVISOR TO THE MINISTER OF CABINET AFFAIRS 
3r MINISTER OF STATE FOR ADMINISTRATIVE DEVELOPMENT 
MAGLIS EL SHAAB STREET 
CAIRO 

ADEL EL-SENOUSSY 
GENERAL MANAGER 
LEGAL DEPARTMENT 
EGYPTIAN AMERICAN BANK S A E 
1 HASSAN SABRI STREET 
ZAMALEK CAIRO 

ALY EL-TAHRY 
KIDDER PEABODY & CO 
1085 CORNICHE EL-NIL STREET 
7ND FLOOR GARDEN CITY 
CAIRO 

SALAH ELTAWEEL 
CHAIRMAN 
STRAPCO 
3 AHMED ORABI STREET 
IST FLOOR EL MANSHEYA 
ALEXANDRIA 

SAMEH TORGOMAN 
JUDGE 
MINISTRY OF JUSTICE 
CAIRO 



MAHMOUD M FslHMY 
LEGAL ADVISOR - ATTONEY AT L A W  
CORPORATE & INVESTMENT LAW EXPERT 
3 4BUL FEDA ST llTH FLOOR 
ZXMALEK C A I R 0  

HANI M FATHI 
THE C i B I N E T  INFORMATION A N D  DECISION 
SUPPORT CENTER (IDSC) 
MAGLIS EL SHAAB ST 
C A I R 0  

KHAIRY FAWAZ 
MANAGING DIRECTOR 
SALOMIL CO 
2 EL-HALWAGI STREET 
COMROK 
ALEYXNDRIA 

PlETER GIESSEN 
GENERAL MANAGER 
THE COCA COLA CORPORATION 
12 MIDAN E L  SHEIKH YOUSSEF 
7TH FLOOR 
CAIRO 

EVELIO E G I L  
CHAIRMAN & MANAGING DIRECTOR 
OTlS ELEVATORS COMPANY EGYPT 
I 1  DR MOHAMED MANDOUR S T R E E T  
YASR CITY CAIRO 

THOMAS D GRANGER 
FROMER MANAGING DIRECTOR 
PFlZER EGYPT S A E 
17 RAMSES STREET 
CAIRO 



VARCELO GIUGALE 
RESIDENT ECONOMIST 
THE WORLD BANK 
1191 CORNICHE EL NIL ST 
iSTH FLOOR BULAK 
C A I R 0  

WILLIAM W HARRISON 
MANAGING DIRECTOR 
INTERNATIONAL BUSINESS ASSOCIATES 
1079 CORNICHE EL NIL STREET 
GARDEN CITY CAIRO 

UADIM H HOMSI 
SENIOR GENERAL MANAGER 
EGYPTIAN AMERICAN BANK 
o HASSAN SABRI STREET 
ZAMALEK CAIRO 

LARRY JENSEN 
COMMERCIAL CONSULAR 
UNITED STATES EMBASSY 
3 LAZOUGLY STREET 
GARDEN CITY CAIRO 

DAVID MAHER ESQ 
CHICAGO ILLINOIS 
U S A  

HAMDY LASHEEN 
HEAD O F  THE GENERAL LITIGATION SECTION 
LEGAL DEPARTMENT 
MISR INTERNATIONAL BANK S A E (MIBANK) 
54 EL BATEL AHMED ABDEL AZIZ ST 
LIOHANDESSEEN GIZA 



OMARMOHANNA 
DEPUTY GENERAL MANAGER 

HEAD OF CORPORATE FINANCE AND INVESTMENTS OPERATIONS 
MISR IRAN DEVELOPMENT BANK 
VILE TOWER BUILDING 
11/13 GIZA STREET 
GIZA 

HATEM N MOUSTAFA 
CHAIRMAN 
Y IMOS ENGINEERING COMPANY 
16 SHERIF STREET 
1382 IMMOBILIA BUILDING 
CAIRO 

RONALD G YARD1 
CHAIRMAN & MANAGING DIRECTOR 
GENERAL MOTORS EGYPT 
3 ABOU EL FEDA STREET 
17TH FLOOR 
ZAMALEK CAIRO 

MOHAMED OZALP 
GENERAL MANAGER 
MISR INTERNATIONAL BANK S A E (MIBANK) 
54 EL BATEL AHMED ABDEL 4212 ST 
MOHANDESSEEN GIZA 

ANTHONY P 4TTERSON 
GENERAL MANAGER 
PHILIP MORRIS SERVICES INCORPORATED 
35 GEZIRET EL ARAB STREET 
MOHANDESSEEN GIZA 



VOHAMED h F RAGAB 
CHAIRMAN 
ALEXANDRIA BUSINESSMEN S ASSOCIATION 
52 HORREYA ROAD 
ALEXANDRIA 
ALSO 
CHAIRMAN 
RAGAB IMPORT & EXPORT CO 
1 i HORREYA ROAD 
ALEXANDRIA 

ALAA ELDIN SABA 
KIDDER PEABODY & CO 
1085 CORNICHE EL NIL STREET 
7ND FLOOR GARDEN CITY 
CAIRO 

ISMAIL HASSAN SCHALAKANY 
LAWYER 
4DLI YAKAN BASHA STREET 
MENIA 

MICHAEL SEIBEL 
SENIOR VICE PRESIDENT & AREA MANAGER OF 
MIDDLE EAST & AFRICA 
BANK O F  AMERICA 
106 KASR EL AINI STREET 
DOWNTOWN CAIRO 

JOHN P SPILLANE 
MINISTER-COUNSELOR ECONOMIC AFFAIRS 
U S EMBASSY 
8 KAMAL EL DIN SALAH STREET 
GARDEN CITY CAIRO 

4NN TULL 
COMMERCIAL A T A C H E  
AMERICAN EMBASSY 
3 LAZOUGLYSTREET 
GARDEN CITY CAIRO 



F4THI M YOUSEF 
LAWYER & FORMER DEPUTY OF THE LAWYERS BAR 
\DL1 \i AKAN BASHA STREET 
MENIX 
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W T H  CIRCUIT AM) UNITED STATES DISTRICT COURT 
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Mohamed Abdel Fattah Ragab 

President of The Busmessmen's Assoclahon of Alexandria 

-------..----______________II-- ------------------ 

G THE DEVELOPMENT PROCESS 

The adopted laws dumg the tlme of the former soaahstic system m Egypt are the mam problem 

facmg businessmen and investors nowadavs Up tdl now, these laws are not updated to cope 

with the mternanonal development applymg to a free economc system or market economy 

Such laws are hmdenng investment m Egypt They glve busmessmen and mvestors a feehg of 

msecunty 

The followng are mereiy some examples of the rqulred amendments of the iaw 

Though the Conshtuhon is the law, the Egyptlan economc system IS a soclahsac one The 

pubhc sector own5 the means of production whxch are the backbone of the economy 

The conshtutlon states that parlaments should have 50% of the representanve of workers and 

farmers Yet, thls contrad~cts the nghts of every cltlzen to have representahon and leads to 

~nefficlency of  these parhaments since some of those elected are not educated enough to monltar 

the government and fulfill the= parhamentary duty 

Therefore ~t seems as ~f the current consutuuon was maae out for another age or another 



country, and that it is totally rncompaable wth the present Qme m s  to unclear vlsion of 

the gu~dehes of the system and to ~nsecunty of busmessmen and mvestors, since they find that 

there 1s no consmaon compatible wlth the development of the socrety and ~ t s  future movement 

It has been agreed upon that wherever there 1s freedom and Jusace, there must be development 

and wealth, and the deiay m enforcmg lush= 1s unjust Although the Egyptran judlclary u a fau 

and honest one, yet ~t takes years to reach final decrsron The loss of so many years between the 

cornrmtung a cnrne and purushment, makes lt lose the requ~red effect on the soc~ety 

I thmk that we can acheve a qulcker jushce by follomg these rdeas 

a Havlng a hme hrnit for every step of the p~~cedure, even lf h s  means amendlng the 

procedural laws 

b lncreasrng the number of judges and impmmg theu standards of hvlng Also 

modemxzxng the courts and the f i g  system, on the condlbon that the defendants bear 

the costs 

c Applying the arbrtraaon system through commercxal chambers, mdustnal unlons and 

busmessmen assomuons We can also benefit of the experience of the rebred judges to 

run such a system This would c e m l y  decrease the number of case at the court. 

3 tlon of the Court Judemcnt. 

It has been noaced that, over the past few years, the: governmental bocks usuaily delay tfie 
lmplementaaon of iegai judgments, though they should be setang an example for the rest of  the 

bodies Tlus leads to the mstrust of busmessmen and mvestors m the abllrty of regauung theu 

nghts easrly Hence, smct penalBes should be adopted to face any delays m the enforcement of 



judgment 

4 of Soclal&&~sgcutor Post; 

Th~s IS one of the residues of the soctahst~c system Back then, ~t was meant to overcome any 

who opposed of the regime, but now thls conaadtcts the current ~udlclal system ieadmg the 

Investors to nustrust justice m Egypt It only makes man wonder, how the soclahsm IS over and 

yet there IS a post of Soc~ahst Prosecutor 

5 Tax L a w s  

One of the mam hde r s  to the flounsh of Egyphan economy IS the tax laws, for the foliowing 

reasons 

a Tax rates have mcreased mcred~bly For example, the taxes for a commercial profit IS 

42 5 percent and the general mame tax reaches up to 65 percent, I e for a profit of 

400,000 -, the taxes Implemented reaches 107 5 percent, m m g  that a businessman 

not only pays hls profit but also pays part of fus capital 

b Projects that are Implemented ln new clues are exempted of taxes for 10 years M a n y  of 

the factones, benefitmg thrs exempuon, move ther act~nhes from one ctty to another by 

the end of the exempaon penad, or else start the formauon of new compames andor 

factones Hence, the State never benefits of these projects 

Meanwhile, domg this, the State dlscnrmnam prqects benefihng of the exemption wth 

other of the same h e  of work and near the new clt~es but does not have thls pnvllege 

Every buslnessmar~ or mvestor prefers to pay reasonable taxes not exceedmg 30 percent, 

than to benefit of the exempaon for ten years then hquldate the busmess, as the case m 

the rest of the counmes 



c As for jomt venture compmes, the State ~ l l e c t ~  stamp taxes reachlng 12 5 for every 

thousand, whch 1s imposed by he stamng of the company formation Some companies 

need more than 5 years to start g m g  profit on their proJ=ts, nevertheless, they wouid 

be p a p g  lump sums as stamp taxes This 1s unreasonable and unacceptable 

d Usually the sales tax 1s only p d  by the final consumer, 1 e it should be pa~d when 

seiiing of goods Yet, the saies tax m Egypt 1s cok~ ted  upon the imprung of the goods 

and p a v g  customs It IS caiculated accordmg to the lmpomg pnces m addiaon to the 

customs taxes 

Such a tax system burdens the rmporter tremendously, smce he 1s the one paymg the 

sales tax, yet, u d  not profit tdl he seils the goods, whch may stay for some hme unsold 

m hs stores By then he would have p d  the sales tax and the customs taxes, rn addlhon 

to paylng the Interests to the bank Thls importer could be a merchant or a factory 

Therefore, we beheve m the abolrshmg of thls system and havlng the consumer pay for 

the goods upon purchamg to the seller who, m turn, wouid pay it to the Taxatton 

Authority 

e The srud sales tax 1s also imposed on maches, so mstead of encouraging the purchase 

of rnachrnes and equipment that Increase producbon, the state Impose a sales tax of 10 

percent, though the onglnal tax was only 5 percent 

The Importers of these equipment and maches comphed, so the State decided that 

they can pay the sales tax m 7 year-penod-mstallments But, what IS really requued 1s 

that such a tax would be hhshed smce the ~mported goods are meant to Increase 

productton 

f As m developed countries, the Egypnan law should be amended to exempt the 

busmessmen of paymg taxes for the profits gamed on the wndiaon that these profits are 

used m the implementahon of other projects 



g The Egyphan taxaaon system has vanous unhrmted taxes The income IS subject to 

cornmerclai profit tax, rndustnal profit tax, transferred value tax, taxes on red estate or 

agricultural tax, etc , m add~hon to the general rncorne tax 

In other counmes, one is subject to only one land of taxes Perhaps the a d  

umfied tax wlll be the soiuhon to the taxauon problems, then one wd only pay 

a maxlmum of 30 percent taxes l b s  mght lead to mnimize the evasion of 

taxes, Increase m pnoduchon and eventually rncrease the final profits 

We believe that educaaon 1s the pnme investment for Egypt, smce it is the only way to use the 

mcreasrng population as a workmg force capable of mreasrng production The downfall of the 

standard of education is one of the major cnsls Egypt faces It is the man cause of current 

unemployment probiern 

Bulldrng oneself IS totally pendmg to the kmd of educahon one gets to develop one's cultural, 

sacral and hgu~shc  capab&bes 

The remssance m Japan, Europe and U S A IS due to the modernmg of the educaaon 

rnerhods m s  1s not the case m Egypt Because of httle fachhes and since the State IS 

unde r t ag  all the educahon expenses, the bulldmgs are detenoratlng and the teachers' man 

concern became ther part-tlme jobs, whether these jobs are pnvate lessons or consultancy, as 

it is the only way to make money, because therr salanes are so little Also the classrooms, 

whether m schools or m umversiaes, are three hmes full than it should be, ieadlng to an 

impossible educatlon mrss~on Hence, the law shouid be amended to agree wttr the followmg 

a The gratuitousness of educahon should only be m the pnmary or baslc stage, after that 

students should bear the actual fees required for the preparatory and secondary school 

and the umversxty educanon Yet, we can promote talented ones by glvlng them half or 



full scholarshps 

b The pnvate sector can establish schools of very high qualrty By thls they would be 

covemg 50 percent of the mvestments requmd m h s  domam whch amounts to bdhons 

of pounds Yet, the cunent educahonai law gives the officials of hhrstry of Educahon 

the nght to determme the amount of fees for these schools, m h g  the mvestors kheve 

that schools are not a good rnvestment 

We beheve lt IS best to let the Investors set the fees accordmg to the supply and demand 

pnncipie for theu schools and the role of the Mrrustry of Edumhon be hmted to the 

supemuon on the syllabuses and the educahm process itself Th~s would glve way to 

a cornpennon between mvestors to glve a better educahon at good fees Pehaps this 1s 

the way to hamg a hgh q d t y  educabon 

Th~s also goes for the msOtuhons and umversthes 

c If an ofiiclal chmed that a schwi went agamst any of the reguhaons, the current law 

gives the Muustry of Education the nght to take control of tlus school, hopefully, tlus 

would be amended so as it would be through a legal judgment and not an officd 

declslon 

Thls 1s the most senous problem facrng Egypt It IS the cause of the extrermsrn and terrorism 

as well as the cnme wave 

To overcome thls problem we need to amend some laws to promote investment and encourage 

the creaaon of new job opportumaes Some of these required amendments are 

a The current enwonmental and construchon laws prohlblt starhng new lndustnal busmess 



mslde the ahes, and also forbid the small entapnses made the city from expanding or 

else the workshop or the small factory would be shut down These laws urn to the well 

kmg of the enwonment Unfortunately, they Ignore the fact that there is no other piace 

outs~de the crty for the small mdusmal busmess These small bus~nesses consists of one 

to 15 workers and are based on d d g  wth the members of the c~ty If ~t was sent 

outsrde, ~t won't have a market and would eventually die Studla state that there are 

about 300,000 workshop m Egypt So lf one could S t a i l d m  these industries through 

financmg them, each can create 1 or 2 job 0ppOrtumheS annually, also there would be 

a possibhty to estabhsh not less than 50,000 new small estabhshment In new lndusmes 

m the anes 

It IS well known that m New York there are hundreds of hgh bulldlngs on 7th Street 

filled wth smail mdusmes Also m Hong Kong, ai l  the stmet. are filled wth hundreds 

of bulldmg crowded wth mdustnes, wth no one bothemg or W g  to move them out, 

as the case m Egypt, especially m Alexandria 

Through our expenence m the development of lndusmes m Alexandria, we found 

out that creatmg a new job opportunrty happens faster when supporting the already 

estabhshed busmess, as for each loan of L E 1,900 -, a new job opportumty is created 

But, ~t needs at least L E 20,000 to L E 30,000 to start a new estabhshment ~f the piace 

was avadable, and the chances of success are not guaranteed 

Therefore, we request amending the current laws to sponsor these lndustnes mstead of 

chasmg them out 

b Indusmes of large employments, e g exporting ready-made clothes, can create new job 

opgomhes for d o n s  of workers, as these lndusmes have no place m the developed 

counmes because of the hlgh wages of the labour over there, 1 e the need to Import 

ready-made clothes has mcreased tremendously Such rndustnes moved to the developing 

counmes where the labour is much cheaper 
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These rndusmes can be exported to Europm and Amencan countnes for bdhons of 

pounds 

Since the labour population 1s concentrated m the old clues, and since the transportanon 

of th~s labour populanon to the new cittes is almost impossible and most exhaustmg for 

the laborers and affect then performance, the issue requires estabhshlng these mdustnes 

m the old titles and givlng them the same tax advantages granted to the mdustnes held 

m the new clues Also, we need to amend the current construchon laws which prevent 

estabhshmg such mdustnes made the old cibes 

We beheve that this Issue is vltd and should be applred as soon as possible 

Thls issue is the backbone of the econormcal reform The goal is to convert 65 percent of the 

economc ach~lty m Egypt mto a developmg actlvlty instead of bemg a burden to the economy 

AU expenments m other wuntnes and the nature of human bemgs certify that any attempt to 

mamtam the pubhc sector is domed to fad and IS only fundenng the reform process 

The first step towards h s  process 1s by estabhshg an Independent authonty Its job is only to 

transfer the ownerstup of the property It should be orgarused by reguianons controhg the 

s e b g  process, as the conmuahon of the economc achvlty and the slze of Investment it should 

have the nght to gwe an exemphon tax penod of, at least, 5 years, on the wndihon that the 

selhg shouid be announced and according to the "Troyand" of Germany, espeaally since the 

holdmg compames cannot perfonn the s e h g  process due to the presence of confict of mterests 

8 Judrclai~uwrws~on over EIect~on~, 

Egypt 1s one of the few countnes where the electlon ptocess 1s not as honest as lt should be, 

whrle we see m counmes Wre Nigma and Pahsm the honest elections that can eject the 

governments that called for elecaons We beheve that a judic~al body, Independent of the 
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government, should be estabhshed to be responsible for the efectlon process Th~s body should 

be under the supemsion of the Jud~clal Authontv 

Socrahsm used to assign almost every project to the pubhc sector and the government There are 

std l  some residues of ths system, for example 

a The pubhc sector monopohza sea transport services and agenaes for vessels carrymg 

cargos over than 400 tons, wh~ch IS the majonty The pubhc sector is represented in the 

companres shppmg and unloading cargos at the ports, recexvmg and stonng contamers 

These cornparues are bemg patd large amounts mounhng to doubles what the actual 

semces cost the Businessmen Assocratlm m Alexandria proved that the expenses 

reaches 10 percent of the actual cost of the mdustnai commdioes and ~ t s  import, ths 

is all h g  bore by the Egypban consumer and eventually leads to the mcrease of costs 

of manufacturing m Egypt and the mabd~ty of expomng What we need is to amend the 

laws to glve way t the pnvate sector to perform the sea transport services and agencies 

for all hnds of vessels to aclueve compehhon wth less pnces and better sernce 

b Monopohng the Import and export of od through h s t r y  of Petroleum, so that no 
- 

pnvate sector can mterfere as if the operaam 1s one of the government's top secrets 

Hence, we request to grve way to compehhon between both sectors, on the cond~aon that 

all the deahngs become pubhc 

a People are compbmmg of the absence of loglc when lt comes to the Tanff, for example 

the duties on a raw matend 1s sornetlrnes hlgher than that on the full manufactured 

product The law should state a regulahon to make all parties benefit and to decrease the 

costs to enable the manufacturers to export theu products 
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b In all exporturg counmes, the customs fees pad when lmportlng the matenals, are bemg 

repd  when exporting the commodltv A study 1s made for each commodity and 

components to pay the customs fee back when exportmg ~t 

These laws are the cause of the mvestors decislm agwst rnvestxng m buddrng houses The laws 

were issued some ame ago We thmk that the solutlon to this should be as follows 

a Abohsh all laws and decrees hrmtmg the rents or protubimg havlng advances and l a g  

~t be accordmg to supply and demand, also the landlord should have the nght to mse the 

rent according to the lnflahon or as agreed upon wth the tenant 

b AS for budchng budt before 1960, the landlord should have the nght to lncrease the rent 

by 100 percent annually, as for the ones bullt before 1970, the rent should be msed by 

60 percent annually, and for those budt after 1960, the rent should be maeased by 40 

percent annually for five successwe years, then the landiord should have the nght to 

umease the rent annually accordmg to the tnflatlon rates or accordmg to the annual 

Increase m h e s  decided by the State 

c The rents for old bulidmgs, budt for commerc~al and lndustnal purposes should be 

determsned according to supply and demand, and ahwards the ~ncreases suggested 

dunng the successive 5 years should be app11ed 

d We suggest that the law rncrease the reai estate tax by an add~tlonal 1 percent, to be p d  

for those proven to be unable to pay the rncrease of rent, only for the durahon of one 

generation of tenants, 1 e that present when the law IS amended 

e The law should atride the tenants to repar the buddmg once every 5 years at theu 

expense and accordmg to the lnsmcaons of the o f f i d  housmg departments The 
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landlords should not be the ones to do h s  

a The export laws glve any muustry the nght to stop the exporting of any commodity that 

~t rhmks the local market needs ~t Thls mght cause an mstabhty in our market place 

abroad Therefore, ~t shouid be left to the supply and demand Issue to settle what IS to 

remam to be sold on the local market and what 1s to be exported 

b The export laws should allow the exporting of any wmmod~ty produced locally as long 

as there 1s a demand for it In the foreign market What currently happens is that no 

commudlty can be exported wthout the approval of the mlstry lnvolved along wth that 

of the Mmsay of Eeonomy Ths can take months 

c Exporters demand the abohhon of the form, by whch they confirm the regam the value 

of the exported commodrty dunng a c e m  penod of tlme This should no longer holds, 

specially as the forergn currency u adnutted wth no hmtaaon 

d The c u m t  law states that ~f an importer lmpom a commod~ty and was rejected by any 

supervlslng authority, he have to produce a 1-r of guarantee for 25 percent of the value 

ofthe commodtty and to promise ~mpomng another wmmodlty for the same amount 

Should the second commdty could be refused as well, then the Importer would lose the 

25 percent for n o b g  of h ~ s  dolngs Therefore, we demand the h h h o n  of h s  law 

e All artlcles stahng the amport of wmmodtaes or rnateRais from usam places or c e w  

bodies should be abohshed Such a monopoiy can prove to be of no use For exampie 

Impomng potato seeds should be elther through the Potatoes Culavanng Society or the 

Exporters Unton, ttus could result m the detenomon of the producnon of potatoes Also 

lmportmg from Sudan can only occur mi El Nasr for Import and Export Company, such 

a monopoly IS uncded for 



f m s t r y  of Economy should have the final saylng on what is to be lmprted or exported 

after checkmg wlth the importers and the exporters and takmg thelr opmlons into 

consrderanon No other mstry should have the nght to stop the Import or export 

13 Free Zones Lawst 

These zones are m Alexandria, W o  and Port S;ud They have such a bureaucracy, though they 

are meant to have a wder domam to move m, to benefit the country The laws state that the 

~mported goods should be unloaded m the free zone, whde lt would be more faster to hand ~t 

over from the vessel to the Importer The Zone would definitely, even then, gets what 1s 

rightfully its Such laws need to be amended 

These laws were ~ssued to stand for the offended workers But now, there are uruons to support 

the workers 

Countries wth laws stamg that the employer can dlsrmss the employee at any hme are countries 

camg for the employees and tramng them to do the job effiaently, smce they acknowledge that 

the employer pays a salary to get a hlgh quahty product Therefore, the law m Egypt should be 

amended glvlng the empioyer the nght to d~srmss the employee, as this would make the 

employee work even harder to keep h s  job The current law IS a res~due of saaa.bsm, it g~ves 

the employee all the guarantees of keeping his job, and th~s eventually IS the reason for the 

detenoramg of the productton level 

These laws glve the Governor the upper hand, leawng the rest of the offic~als of no real use 

Thxs somehmes h d e r  the performance of the requnred to be done ~obs, and 1s ame and effort 

consummg 



Such laws need a radical changmg, they need to hold fight agmst centrai~srn The Secretant 

General of the Governor should have almost the same powers as the Governor himself, 

meanwhde, his duttes are to be dlsmbutwf among the whole adrrrrmstrahve body 

Also the Pubhc Councrls should have more power to be a more effecbve supervlslng bodv and 

to be a reflechon of the peopie's requirements 

But, as a result of the current status, departments are domg favors to the Governor himself, to 

gm hs fnendsiup or trust, as the case wth the Full Planning Departments and the Constnrcbon 

Planrung Department These departments h d e r  every project usmg the excuse that ~t does not 

ablde by the p i m g ,  and no one can do anytlung but to abide 

16 Laws of the C o w e e s  affilrat- of Sof- 

The current law gives the Governor, according to a memo from the Muustry of Soclal A f f m ,  

the nght to Impose through one of the officials on any chanty or non-profitable orgaruzauon, 

and suddenly the founders of the organtzabon find themselves under the authonty of an officld 

runnrng ther organuahon 

We demand the amendment of th~s law, so no one would have the nght to d~sband the Board of 

Dutxtors of any organmuon, unless there IS a legd judgment 

Also, ~t is mtxdible that the law govemg the Deceased Transport Comrmttees IS the same one 

governrng the Busmessmen Assoc~abon Th~s is not nght, chanty organuahons should be 

affillatai to the Muustry of Soclai A f f m ,  but thost s e m g  the members and the commumty 

should be aff lhed to other W e s ,  as the Muustry of Economy 

17 ues of S m  Laws, 

a For example, the Youth Centers affihted to the Muustry of Youth are not allowed to 



Increase ~ t s  fees, desp~te the lnflatlon m pnces and expenses So mstead those piaces 

collect more fees under vanous names 

b Also, the laws govermg hospxtais, prevent them from charglng extra fees or expenses 

for medrcal coverage This leads to the detenoratlon of the hospitals standards, as they 

become unable to m a t a m  the equipment or buy thexr requtrements 

These laws need to change radically to glve space for the organmuons to become Independent 

and be able to support themselves and thev staff The General Assembhes of these organuaoons 

should have the final saymg m any declsion and not any other officlai bodv 

18 R-on at the Commercrai R- 

Tlus IS a very comphcated Issue and 1s ome and effort consummg Hence, we suggest the change 

m the laws of seMg and reg~stenng through us~ng NOTARY system, whch IS apphed abroad 

It IS a prty that the law pemts an employec of any m s t r y  or one of the pubhc sector 

compames to be a representaave at the parhament Ttus should be amended lmmedlately because 

of the following reasons 

a Thls employee is under the authonty of the Government, whch he IS to supemse Tlus 

nught lead hlrn to the loss of slght 

b If this representame IS one o f  the employees or cftarrman m a company, then he is 

spending too much time attenchg parhament any sesslons and not enough ame at his job 

Th~s mtght eventually lead to the detenoraaon of hls status of the company and the 

hmdenng of the decisions required i e he ne~ther benefited hs country as a 

representaave nor hls company as an employee Thls should be amended 



-15- 

20 Jaws of the C0-e~ 

It IS only natural that the commercxal chambers and the lndustnal umons should have general 

assembhes, but the case now IS that the c o m m e n d  chambers are affihated to the Muustry of 

Suppiy and the lndustnal umons to the Muustry of Industry, whch appoints presidents for the 

umons, as well as half the Board of Drrectors, ~t also supervise the acbvlaes and decis~ons Th~s 

dehtely needs to be amended to make ths  organuaaons more effectwe 

Also no law or wnormcal decree should be adopted unless is approved by the vanous partles 

represenmg thrs domm, as the case m the developed countries 

We hope that these rdeas are of help for the reform 

Mohamed Abdel Fattah Ragab 

Pres~dent of the Assoc~aaon 

Mr Mohamed Ragab 

Chamnan, Alexandna Busmessmen's Assoclabon 

charm& Alexandna Automabc Company (Forrnaly Ford Motor Co Egypt S A S ) 

Chauman, Internabonal Import and Industrial Co 



Mr Salah EI Taweei 
C h w a n  of Board 
s m c o  
5 Ahmed Orabi Street 
I st Floor 
El Mansheya 
Alexandria 

Fax (03) 482-9379 

(Manufactures n o n - m e u c  straps under hcense from U S company ) 



WORK LAW RE-ICWS 
-------.--I---.------ 

"HE MISTING WORK LAY AND REGULATIONS *'HIP C ~ ~ J T R O L  "HE 

Z L A T I O N  BEWEEN LABOURS A N D  OYNERS rIAD BEEN ISSUED SURING 

THE YEARS OF NATIONALZATON AND S O C I A L I S M  S I N C E  MANY YEARS 

9 U r i  FUTHOFUTY IS FPPLYING OPEN DOOR POLICv AND FREE ECONOMY 

3Y ENCOURAGING THE PRIVATE SECTOR FOR INVESTMENT 

BUT T I L L  NOW THE SAME OLD LAYS AND REGULATIONS ARE A P P L I E D  

'JITHOUT CHANGE 

---------------- 
FUTURE PLANNING I S  A FUNDAMENTAL I S S U E  FOR ANY MANUFACTURER 

"9 LEPPT M I S  DQODUCTION FCCORDING TO THE W R K E T  DOTENTIFL 

U'S ZQUIREMENTS AS YE ARE PASSING A TRANSM1T:CtJ PERIOD,DUE 

T O  CHANGING ECONOMY POLIC ' I  , AND ACCGRDINGLY THE LAWS AND 

REGULATIONS A E  SUBJECTED TO CHANGE FROM TIME TO TIME SOME 

fJWS IN FPCT PPX NOT YELL STUDIED BEFORE: I S S U I N G  , ALSO THE 

SAME LAW COULD EE CHANGED SEVERAL T I M E S  *dITHIN RELATI'JE 

3130RT TIME SUCH SITUATION LEADS TO UNSTABLE ATMOSPHERE AND 

FUTURE EXPECTATION COULD BE IMPOSSIBLE 

PERSOYMET, PERFORMANCE 
..................... 
PERSONNEL PERFORMANCE DEPENDS ON W O  MAIN FACTORS , TIRST I S  

TYE EEUCPTION 2VSTEM PND TUE SECOND I N  I'VE "?aININC DQLICV 

\S THE EDUCATION SYSTEM IS DEFENDING MORE 34 RECCX,,IIIG, 1" :S 

NOT POSSIBLE TO HAVE CREATIVE PERSONNEL a I T h  ADVANCED 

IMAGINATION 

" ~ $ 3  I N  PBSENCE GF TOOD CONCEPT FOR TUE IYPQFTANCE C r  

TIWI:iI!.IG FOR FJERY m7SF,  mHEN IZ FCOR JCRK P E W C W P r C Z  U I  u, 
ijE ACHEIVEG 



SUP-ARY INDUSTRIES 

MAJORITY OF FPCTORIES DEPEND ON SEVERAL OTHER PFODIJCTS, "9 
HELP THEM TO PRODUCE AND INTRODUCE P Z I F  ?DODUST :h THE 
"NAL SHAPE IN MANY C9SES THES ZUPPLEMENTARY PRODUCTS ARE 
NOT AVAILABLE , OR NOT AT THE SAME QUALITY LEVEL OF THE 
MAIN PRODUCT SOME MANUFACTURERS ARE OBLIGED EITHER "0 IMPORT 
GR TO ESTABLISH SECONDARY LINES S F  ?SODUCTICN,ECTH SGLUTIONS 
ARE EXPENSIVE AND HAS EFFECT ON THE PRODUCT FINAL C2ST 

TECHNICAL S2AHDARIZASION' ........................ 
ADVANCED INDUSTRIFL COUNTRIES PRODUCE T H E I R  PRODUCTS 
ACCORDING TO THE INTERNATIONAL TECiTlICAL SPECIFICATION,  
BESIDE T H E I R  LOCAL STANDARIZATION TYIS SYSTEM TO 4SSUFE 
PRODUCING PRODUCTS AT HIGH TECHNICAL QUALITY 
UP TO THE PRESENT TIME TrE ZlID NOT ESTABLISH LOCAL CLEAR A N D  
DEFINED STANDARD TECHNICAL S P E C I F I C A T I O N S  FOR MAJOPJTV OF 
?UR DIFFERENT PFODUCTS, BESIDE THE FACT I N  MOST QF CPSES THE 
INTERNATIONAL SPECIFICATIONS ARE NOT ZOMPULSIVE "OR 
MANUFACTURERS TO APPLY 
T H I S  SITUATION HAS A VEFY PANGEFOUS INFLUENCE ON SEFlOUS 
INDUSTRY , A S  THE PRODUCT WITH HIGH TECHNICAL SPECICATIONS 
d I L L  FACE HARD COMPETITION AGAINST LOW QUALITY 
PRODUCT, P R I C Z  WISE 
ACCORDINGLY SOME MANUFACTUPERS ARE OBLIGED TO DECREASE THEIR 
ERODUCT COST ON THE ACCOUNT OF QUALIT'r' 

THE LACK OF GOOD S T A T I S T I C  AND THE DIFFICULTY 3F OBTAINING 
IT , I N  CASE OF I T C  S I E T E N C E ,  2 :  ZCNSIPEPEZI ChlE Cr .PYE MAIN 
SROBLEMS TO KNOW A N D  STUDY THE HARKET 

PEAUROCRACY I S  NOT ONLY ZDNSIDERED aS  AN UNDEVOLOPED SYSTEM, 
BUT I N  FACT I T  IS JYSTEM THAT WASTE THE VZALTX AND EFFORT 
?F W Y  C3UtJTRY a E P L I E 3  I" THE LONG W D  E I F F I f ' . J L m  
PROCEDUFES "T QBTAIN THE PEQUIRED O F F I l l I A L  P P P E P Z  Tp 
"INALIZE AN'I PROJECT Z3 NOT ' ELEASANT J O B  8 ( r\NY MEAN 

I W E S T I - , F z  Y I G F  I I T j E  -'? @ P C Z E E 2 1 a I G  1 ' "v51' ==SI 'EZTC 
3FTEF FaCING nFRD M P E R I  ENCE 



~ I Z ~ I O N  
--------------- 
MAJORITY OF THE GOVERNMENTAL OFFICIES ARE YCCATED AT THE 

ZIPITAL,WHERE DECISION O N L Y  COULZ BE TAKEN, ACCORDINGLY MORE 

dASTE OF TIME AND EFFORT 

--------------- 
Z?4  THE ABSENCE OF W E L L  DEVELOPED INFRA STRUCTURE AT ? 

'ERTAIN STANDARD, W I  L L  TREMENDOUSLY EFFECT BADLY ON INDUSTRY 

SEVELOPMLNT FOR ONE E;XAMP LE REPETITION OF ELECTRICITY SUPPLY 

TNTERRUPTION,WI LL CREATE A RE34ARICABLE LOSS T9 FACTOR1 ES THAT 

'JOT W S Y  TO EE COMPENSPTED 



To 

From 

Date 

Re 

USAID 1 IDS FILE 
n 

n 

John Bentley '-5 

0 
Tuesday, 23 November, 1993 

v 
!zIURWU 

S ENGINEERING COMPANX - - 
CAIRO 

Date of Interview 23 November, 1993 

Mr Moustafa stated that businessmen make decisions assurmng that there 1s no jud~ctai 
system whrch urlU enforce contracts quickly and effectwely 7lus is because of the delays 
lnvolved in mchng  j ~ d l ~ l d  h s i o n s  Part of these delays IS due to the use of courts by 
experts to "look into the matter* Another problem IS doubt among businessmen as to the 
quahfica~on of these "experts" For these reasons, businessmen assume that legally 
contracts are not worth the paper they are wntten on Therefore, they dechne to take 
nsks, lnslst on money being p d  up-front rather than in installments or over tlme 

There 1s also a feehng that agreements wth the government, businessmen have no 
recourse and that the government have all the cards 

S~rmlarly, In customs cases, when the goods come In and customs officials lnslst on a 
settlement, businessmen simply pay rather than contest the matter because they beheve 
there IS no quck way they can obmn an injunctron They also beheve that there IS no 
affectwe wntten Instrument regadnng customs whch protect them Finally, a btg 
problem IS that laws and regulaaons arc often drafted In an rncomplete matter, where in 
certlun old reguiatrons are superceeded but others arc over looked and left standing Thu, 
he beheves 1s due to lack of an efficient and e f f m v e  means of detemurnng all of the 
regulations whch apply to a specific subject Thus, the lack of an effecbve legal 
inforrna~on system adversely ixffecl the government as well as pnvate busmess 



MEMORANDUM 

FROM 

DATE 

John Bentley r- 
Yehla M Selim 

Tuesday 16 November, 1993 

USAID/ Comments from lntervlewees 

Mr &ul Ela gave me three reports from two lawvers and a 

z,sinessman whom ne 1nter7newea -n Alexandrla They wrote 

-,- sack some of thelr comments these comments could be 

summarlzed as follows 

1 Omar El-Hadzdy, E s q  

2 Horza Road- Alexandrla 

Mr Hadldy practices In Alexandr~a and he 1s 

registered before the Court of Cassatlon He belleves 

:hat In llght of the fact that Egypt faces severe 

lnternatlonal competltlon t3 attract lnvestors ,t 

must reform ,ts legal svscem Aslde from known 

Dureaucratlc problems, he mentlons lltlgatlon as a 

palnful experience for lnvestors It 1s slow, courts 

are overloaded and laws are conf llctlng, enormous and 

dlfflcult co follow for Investors lawyers and courts 

He also mentlons that Arb~tratlon so far 1s not a cure 

as ~t 1s dlfflcult to enforce Arbltral awards ue 

recommends nevertheless to use Arbltratlon more and 

Topes that :he new arafc law for Arbltratlon provrdes 

a solutlon for thls problem Mr Hadldy also belleves 



that the tax system ln Egypt Is very complicated and 

,t 1s qulte lmposslble for lnvestor ~o know ln aavance 

what 1s hls exposure He explalns how the problem gets 

even worse when the lnvestor decrdes to check hls f lle 

at the tax department as different tax offlces then 

start to wrlte each other asklng for lnformatlon on 

the flle Thls process takes at least slx months, 

while the same could be done 1~ mlnutes lf there 1s a 

computerized tax accounting system 

In addltlon, he mentlons that tax rates are very hlgh 

and when the tax hollday glven unaer the Investment 

law 1s over, many investors conslder to leave the 

country because of those hlgh rates He mentlons an 

example where some investors hlred hlm to advlse on 

the Egyptlan legal system and thelr flrst questlon 

was Is lt true that a tax law was lssued with a 

retroactive effect He says that although we all know 

that the answer IS that thls has actually happened he 

trled to comfort them and convlnce them that thls wlll 

not happen In the future but, nevertheless, thls was 

one of the rnaJor reasons for them not to lnvest In 

Egypt 

Mr Hadldy also belleves that labour laws are one of 

the malor lmpedlments to Investment In Egypt and he 
mentioned some of the famous problems of labour law 



2 Adel E l - F a r ,  Esq 

2 Horla Road- Alexandria 

Mr ~l-Far belleves that lnvestors hesltate to lnvest 

Egypt, although lt has all what 1s needed for good 

,nvestment due to the exlstlng legal system whlch was 

introduced durlng the totalltarlan soclal reglme He 

gave the examples of labour laws and how lt favors 

labours and increases the Cost of production He also 

aadresses the tar problems lr general Mr El-Far also 

addresses the problems of aelayea lltlgatlon, such as 

untrained judges and lnsufflclent means He belleves 

that hlgh court fees should be reduced to reasonable 

llmlts and corrupt balllff departments must be 

modernized and reformed 

In concluding hls notes, he makes the following 

recomrnendatlons 

- Improve court houses and facllltles 

- Tram judges and estabilsh an effectlge svstem 

of lncentlJe and pun~shment 

;- Revlse court fees and make them more just 

4 -  Improve the current micro-fllm system used In 

courts as 1 causes In hls opxnlon, nany 

problems and does not lnclude old cases before 

lt was started 

5 -  Insure that each court secretary has a place to 

work near tne Chambers of his court and to 



provlde adequate facil~tles for the safe keeplng 

of case flles 

3 Mr Khazry Fawaz, a businessman 

M r  Fawaz states that obstacles of Investment rn Egypt 

and competltlveness of Egyptlan products abroad are as 

follows 

1- The blg number cf appro-~als requlred from 

varlous governmenE 2ntltzes to establ~s~ a 

buslness although :hey could be obtalned fram 

one entlty 

7 -  Labour laws and dlf f lcultles faclng redundancy 

of employees 

3 -  Slow lustlce and un-enforceablllty of judgments 

specially on the government and pub1 rc 

companies 

- -  Sales tax and -ts effect SF the llquldlt, of 

producers 

5- Continuous Increase of prlces of utllltles 

6- Annual bonuses LO employees and lncreases of 

wages forced  D tne government wnlch lncreases 

c o s t  of proauct-on 



- - Continuous modlflcatlon of custom dutles on raw 

materials and the delays In paylng back the 

temporary custom dutles pald by producers under 

the draw back system 

a -  The state control of marltlme transportatlon and 

the monopoly of lts companles whlch lncreases 

transportatlon cost 

-. - The state does not glve any favorable Lax 

treatment to exporters and keeps a very 

complicated system for export control 

10- Lack of tralned workers and thelr low 

productlvl ty 

1,- Hlgh tax rates and Arbitrary pract~ces of the 

tax authorltles 



FROM 

TO 

DATE 

Sherrf El-Atfy 

Yehra M Sellm 

John Bentley 

November 29, 1993 

Sozne of the legal problems that 1s found In 
the courts of the South of Egypt (El-Menxa) 
A report prepared by Joseph Morcos after 
meetlng In person w z t h  

1 Mr Fathl Mohamed Yousef (lawyer and a 
prevlous deputy of the lawyers bar In 
Menra) (located at Ad11 Yakan Basha St ) 

2 Mr Fouad Danlel (lawyer) (located at Ad11 
Yakan Basha St 1 

3 Mr Ismall Hassan Schalakamy (lawyer) 
(located at Ad11 Yakan Basha St 1 

4 Mr Zarlf El-Abar (lawyer) (located at 
Gomhor~a St 

Most of the comments set out by the above mentioned lawyers 
1s a repetltlon of the ones set out In my prevlous 

memorandums However, there are some new vlews stated by 

the said lawyers whlch are as follows 

Fzrst  The ~reuaratlon of lawers 

The reason for most of the problems and obstacles that the 

lawyers face durlng thelr work are caused by the lawyers 
themselves slnce most of them lack the requxred expertise 

and the knowledge of the exlstlng l a w s  



Therefore, according to the above mentroned lawyers 

The lawyers bar assoclatlon RUst before reglsterlng 
lawyers at the Bar, prepare them In both practical and 

acadernlc manner, by settlng up lntenslve tralnlng 

courses for them 

The lawyers bar assoclatlon must refuse any of the 

ludges or prosecutlon men who Want to enllst as 

lawyers after leavlng the~r posltlons lf ~t 1s proven 

that then dlsmlssal was resulted for thelr 

corruption 

Second The ~r0Ced~ral and lecral ~r0blem.s 

1 Certaln dlrectlves should be lssued as to perm~t for 

lawyers to receive offlclal coples from both the 

pollce and prosecutlon offlce report 

Instead of prlntlng by hand all the sald reports whlch 

1s a great waste of tlme 

The enforcement of the ludgements lssued from the 

courts must be organized by a specral author~ty whlch 

shall be respons~ble for ~ t s  enforcement ln a small 
perlod of tlme and subject to a judge supervlslon 

The mlnlstry of justlce must reduce the cnarges 

payable when flllng a case and abollsh total1 to 

addltlonal charges 



MEMORANDUM 

FROM 

TO 

DATE 

RE 

Sherlf El-Atfy 

Mr John Bentley 

December 7, 1993 

Some of the legal problems that IS found In 

Mounof la 

A report prepared by Mr Tarek Zahran after 

meetlng In person wlth 

A) Walld Abu Taleb (lawyer) 

B) Farouk El -Mahalaw1 ( lawyer) 

~ o s t  of the comments set out by the above mentioned lawyers 

1s a repetltlon of the ones set out In my previous 

memoranda However, there are some new vlews stated by the 

sald lawyers whlch are as follows 

F i r s t  The enforcement of judgements 

T-e problem 1s ralsed concerning the enforcement of clvzl 

~udgements, slnce the pollce who enforce the court 

~udgements, do not have a lncentlve to functlon thls task 

In a complete way 

Moreover, the sald pollce force faces a lot of dlf flcultles 

ln enforcing some klnd of judgement ( e  g retaklng of land 

by force), due to the reason that lt does not have enough 

rorce to enforce those sald judgements, and even ~f ~t has 
enough force there 1s the fear of revenge from the 

defendants 



Second Judges 

The problem concerning ~udges, 1s that some judge depend ,n 
lssulng thelr judgements on what lawyers state ln the 

pleadlng only, and do not have enough tlme to look lnto the 

documents of the case, due to the fact that most of the 

courts sesslons have many cases that the judge 1s supposed 

to look ~nto, whlch 1s a very hard task to hlm and 

sometimes ~mposslble 

AS a result, the sald lawyers, ask that the lurldlcal 

supervise on ludges must as a prlnclple rule supewlses the 

judges and punlsh them on thelr defaulted judgements 



FROM Sherlf El-Atfy 

Date  November 25, 1993 

-P 
L L John Bentley 

YE Restructlng the jurldlcal system In Egypt 

A report made by Mohamed Mostafa after meetlng In 
person wrth both Mr Ahmed Abdel Fatah (lawyer) 
located at 5 Saad Zaghloul st (referred here below 
as flrst lawyer) and Mr Mahmoud E-Hawary (lawyer 
and general trustee of the lawyers Bar In Fayoum) 
referred here below as second lawyer 

F i r s t  Lawyer 

The comments set out by hlm regarding the above mentioned subject 

1s as follows 

Inltlally speaking, the startlng polnt wlth whlch the restructlng 

of the jurldlcal system 1s supposed to start with 1s the judge 
hlmself who enforces the rule of the law In addltlon to some laws 

whlch I wlll set as~de for now 

in mv polnt of new, the ludges 

1 must be well prepared to proceed the functlons requlred from 

them as judges It 1s not enough that they reach the age of 30 

years to be transferred from the prosecutlon offlce to the 

jurldlcal system There must be speclal colleges for the judge 

to study and be prepared for the lob 

1 - must not preform their duty solely unless he 1s rated as a 

court chalrman level -A-, and has passed as a member zn the 

hlgher  courts clrcults for a perlod of several years even zf 



thls process needs the changes of the law arranging ,t as ~2 

allow that lower courts ludge's are rated as level -;- The 

important polnt here 1s to apply lustlce before the f~nanclal 

or promotion conslderatlons 

3 should have all thelr flnanclal problems and/or dlfflcultles 

solved and brought out of them mlnds, so that all chelr 

concern 1s to apply only the rule of law and/or lustlce 

4 must attended yearly, practical tralnlng courses In some or 

even all the speclal laws, e g publlc notary law etc They 

should organlze meetlngs and presentations wlth people 

speclallzed In publlc notary work, Phrenzlk sclence and 

5 )  must be dlstrlbuted all around Egypt The polnt 1s that lt 1s 

better for justice to be served that a ludge 1s located In a 
clty outslde hls own, In order not to be sub~ect to any famlly 

or any klnd of influence that can af fec t  hls ~udgement 

6) should be sublect In thelr appolntrnent, to different oplnlons 

from several departments Also, the psychological medlclne 

must have a say In hls appolntment from the beglnnlng 

7 )  must be sublect to lntenslve tralnlng In a speclal area of 

law, e g clvll, commercial, crlmlnal, etc , for a perlod of 

two years or more before belng selected as a ~udge 

Second Lawyer 

The comments set out by hlm regard~ng the above mentlonea sub jecc  

1s as follows 

1 Inltlally the problem of notlces and how 15 1s done the 

summoners responsible for ~ t s  proceedings He noted that there 



must: be another method beslde the summoners to lnform the 

parties through tne employers court 3fflce outllnlng the 

claimant, number of the case, and the aate 1s scheduled to be 

heard and where Moreover, the court should check that the 

said notlces have been recelved by the partles Also, there 

must be a severe punishment agalnst the summoners who vlolates 

the law In thls regard and whom dld not follow the rlght 

proper channels 

2) He ralsed the Issue of guarantees whlch the law must lnclude 

In accordance wlth the lawyers and disputed partles In provlng 

thelr defense statements and/or pleadlng In the court memo, 

and stressed upon the importance that the judge should allow 

them to prove thelr defense In the sald court memo 

Also, he stated the importance that the court wrlter should 

wrlte the statements spoken In the court In clear and readable 

letters and a method must be found to help both the lawyers 

and dlspute partles to prove thelr statements In the court, 

e g by cassette tapes, computer or any tool that can achieve 

thls task 

3) He also, ralsed the sublect of orders Issued by the ludge, and 

asked that the methods that the clvll Egyptlan Proceaure Code 

set for the appeal agalnst these klnd of orders must be 

changed Furthermore, the judge must not refuse to lssue thls 

order once the condltlon lald down by the sald code 1s found, 

so that zt does not become a useless way of lltlgatlon and 
prolongs the dlsputes 

Those are the polnts mentioned by the above lawyers regarding the 
obstacles that are found In the jurldlcal system Ln Egypt and whlch 
results I n  reduclng the speed of concluding the case In courts 



MEMORANDUM 

John Bentley 

November 28, 1993 

Some of the legal problems that -s found ,n the 
Courts of the North of Eqpt 
A report prepared by Mr adel Raouf (lawyer) 

Fzrs t In relatlon to the publzc notary and the workzng 

proceedzag related to ~t 

1 Specla1 regulations organlzlng the lssulng of power of 

attorneys must be lald down, slnce, according to the present 

status, lt 1s easy to fraud power of attorneys Yr Udel 

Raouf suggests that no person should be allowed to lssue a 
power of attorney on behalf of someone else, and that proof of 

a certaln person can be elther through hls ldenrlty card or as 
a re~lacement, two wrtnesses lncase the said card 1s lost 

- 
A The new rssued law concerned wlth the publlc notarv and lts 

?ew charges, wlll lncrease che reglster charges approximately 

three tlrnes more than what lt was before As a result, 90% lf 

not more from the publ~c w ~ l l  stop the process of enterlnq ln 
the proceed~ngs of reglsterlng thelr titles 4 process whlch 

1s very needed for the stablllty of tztles rn  E q y p t  "he onl ,  

day to correct a l l  this at present IS by abollshlng the above 
mentroned amendment concerning the -?crease -n charges 

Furthermore, there should be more flexlb~l~ty In the re9lster 
proceedings, and the par t  of publlshlng requlred bv the law 
for the achievement of the f~nal step ln reglstratlon ln the 

offlclal newspaper must be abolished 



7 I? accordance to the area measurement authorlty rlhlcn -s 

a f f l l l a t ed  to tne rnlnlstry of ;Ustlce, all lts old maps must 

se face ~lfted, so that ~t relates t o  -he present sltuatlon of 

=he ,and fallen under ~ t s  ;Arlsdlctlon, for e g ,and 

-3catlons land measurements 3 t c  

Second In relatzon to the Phrezxk sczepce offlce and the 

dzfferent proaf~ng methods 

1 Specla1 regulatlons must be lald down In the Phrezlk offlce 

for the speedlng of the procedures Involved i n  the appeals 
related to fraud, concernrng deeds or documents Thls 

regulatlons must elther help to ,Tprove the exlsElng offlces 

3r open new ones rn the courts, and not lust excluding them 

-n crtles 

2 Also regulatlons must be lald down for hospitals, and the 

powers lnvested In them concerning the battery offense, to 

produce medlcal reports for ~nlured people, so that these sald 

reports wlll be Issued upon true facts and under strrct 

supervlslon, for their Importance as methoas of proof In the 
court 

Thlrd In relatxon to polace stataons 

1 
A. There should be an increase ~n the number of offlces ln pollce 

stations, and they must be glven the job of lnvestlgatlng and 

draftlng pollce reports, lnstead of the Less quallfled 

deputles that are dolnq t%ls lob at the present t,ne 

7 - The law must give c%e c,z,xen the rlgnt to bring hls gltness 

and the right f o r  :%ern to speak and to be heard slnce 

according to t h e  l a w  at present t k s  rlght 1s sublect Lo the 
lnvestlgator to detemlne 



MEMORANDUM 

TO 

FROM 

DATE 

RE 

John Bentley 
/' 

Monday 15 November, 1993 

Interview w ~ t h  A1v El-Tahr~ and Alaa Saba 

- -  3nd Alaa belleve that zzerr na]os problem -5 

r;-rnaucrat-c approach of go~er-nenc offlc~als "' ley l a d  

-anv problems to reqlster thelr rspresentatlve offlce In 
- 
-9Jpt ?eqlstracron was delaved for long tlme for securlty 
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:here T\ey belleve that through thls short-slgnted 

3~proach Egypt could loose the opportunltv to strnu,ate 
- ,. 

--a i'a&ltal Market though t h l s  type of companies vnlch 
- 2 u l d  help ln creating a strong Capltal Market 
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Mr Ozdp stated that the m a n  problems concern the costs of reastrahon of mortgages 
at 1 5 percent of the secured amount In the length of bme it takes to perfect such 
mortgages -- 1 e approxlmateiy 6 months 

Also a senous problem 1s the enforcement of a mortgage -- 1 e , foredosure -- takes about 
5 Y- 

Another problem IS that the laws do not provide enough penaihes to dlrtler bad cheques 

Another problem ts that often In court cases, the debtor will offer to pay the enure 
principle but plea that he already pad enough interest and judges will often agree and not 
require h ~ m  to pay further interests Thls bas~cally means that banks lose the benefit of 
their bargiun -- I e , payment on ume and Interest over nrne for delayed payment 

He also ~ndicared the problems with uslng warehouses to hold secunty and quesuoned 
whether ~t wlll always work Another probiem IS that there IS no flexlb~l~ty in secunty 
w~th respect to personal property since it has to be possessed 

Question What has been the experience on enforcement of commercral mortgages? 
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1 Mr Senoussy cited as a major problem the hgh  fees requrred for regrstenng a 
mortgage (I 5 A of the principal amount of the loan secured) He stated that nobody -- 
including the Government -- benefits from these h g h  fees because lenders and borrowers 
would do everylung to avoid using them by avo~&ng regxstrauon or at least delaying ~t 
untd the last possibie rmnute l h s  means that ulbmately the government does not collect 
the fees in most cases, and lenders do not have the protectton of mortgage In many 
cases, the bank wdl do everything up to the pornt of regstratlon - apply for reg.lsuatlon, 
go through the tltle search - except actually regrster, then, it may take a power of 
attorney from its clxent to regster the mortgage or even sell the property But these 
devices are not fully satisfactory since the mortgage IS not perfected until regstrauon In 
the meantime, the property can be sold 

2 The banks hke and depend heavily on commercial mortgages which requue simple 
regstrabon in the commercial regster, provrded that the bank has been approved for 
comnerclal mortgages by the Central Bank 

3 Another btg problem 1s the delay rn obtatmng judgments even In a simple case, 
such as a suit on a clear unequrvocable letter of guarantee one case invoiv~ng the bank 
took 5 years to obmn a judgment at first ~nstance Now the case IS In ~ t s  thud year of 
appeal 

4 It IS easy for the defending lawyer to obmn postponements and the courts are all 
too ready to grant them because of their huge case load which can range between 



150 and 450 ~n a s~ngle day 

5 Anotber problem is that the coun cons~ders that the bank rate of Interest stops once 
the bank goes to court Thus, if 15% interest, say, is charged under a loan 
agreement, once tbe bank goes to court to collect arv unpad payments of pnnclple 
and/or Interest, that interest rate IS suspended and the legal Interest rate under the 
C~vd Code of 5 to 7 percent takes effect The theory 1s that the loan agreement 
itself 1s suspended or disrupted by the acuon of going to court In other words the 
agreement is not In effect and the party 1s golng for compensauon rather than 
enforcrng an extstlng contract In adchfihon, under the crvd code total interest may 
not exceed the amount of the pnnc~ple, although banks are exempted of tfus 
because of * commerctal custom " 

6 When the bank does gets a judgment, u s u d y  the defendant delays by o b m ~ n g  
lnjunctlons agatnst enforcement and further delays 

7 Another problem IS the hlgh court fees Mr Senoussy c~ted a case where they had 
obtatned a judgment for 2 mlllron Sterling Pounds To obtarn an execuuon order 
they had  to pay coun fees of over L E 600,000 In another case, very promxnent 
indrvidual rn the Cwo buslness commumty who signed promrssory note to the 
bank, slmply darned that they were forgenes Th~s requued the court to appo~nt 
experts to determ~ne the claim Even rf they are found to be accurate, the p q  
clamrng forgery need not fear any retnbubon by the courts or the cnm~nal law 

8 Finally, Mr Senoussy cited the problem of increasrng cormpuon both in the 
bureaucracy and In the judrcrary because of low salanes 

Mr Abul Ela later eiaborated on the corrupbon problem to note that corrupuon 
- has several effects ail of which distort the decrsron m&ng process w ~ t h  respect to 

the pnvate sector 

(a) The government officlal who is cormpt will make a decision because of the 
financial or momtory reward which he recerved from malang the decrslon 

(b) Many offictds fear bang seen as compt and therefore refuse to make 
decxslons whlch will benefit a pnvate sector company or w11l deiav them 

( c )  Other officials wlll create commrttees which will make the declsion thereby 
talang the responslblllty off of the of f icd's  shoulders, but whrch wlll 
requtre ume and effort For example, In a case in our ofice, a fo~elgn 
shareholder transferred shares of an Egypuan company wh~ch he owned to 
a U S company An Egypuan purchaser then bought the shares of the U S 
company and liquxdated ~t causxng the Egypuan company shares to be 



dlstnbuted to him When, a shareholders rneetxng was called for, the 
Egyptian Company, the Compaiues Department dechned to perrmt the 
meebng to go fornard untd the Exchange Control Authonues cemfied there 
was no violauon of Egypt's exchange control regulahons Ulbmately, the 
comrmttet: formed by the Chef of the Exchange Control Department agreed 
that there was no vlolatlon of the currency reguiaaons and so lnformed the 
Compmes Deparunent that the meebng could proceed whde favourable, 
tlus declslon to ailow the shareholders rnezung to proceed took over one 
year to reach Meanwide, the company and its assets had sat ~dle  al l  dunng 
this tlme waiang for a shareholders' rneeung whch would elect a new 
board of duectors to move forward 

9 As far as the banlang law is concerned, Mr Senoussy sud that there were few 
problems except recently the law was amended to require that any general manager 
of a bank must be approved and accepted by the Central Bank He pointed out that 
even under Egypt soclahst penod such Interference in a bank's operatxons were not 
sancuoned This was an over-reacuon, Mr Senoussy felt, to the BCCI scandal 

10 The problems of the bankruptcy laws are that bankruptcy proceedings whch 
should take only several weeks or oniy a few months in fact take years, at the end 
of whch there IS nothlng to dlstrxbute to the cred~tors Controis on recelven are 
madequate whch sometunes encourage comptlon Finally, Mr Senoussy cited the 
problem that In recent umes laws has been badly drafted For example, recent 
capital market law 1s very drfficuit to read and follow ~s bank would Ilke to 
parhctpate In  the capital market but the new law Imposes many obstacles 



To 

From 

Date 

Re 

USAID / IDS FTLE 

John Bentiey - 

Sunday, 28 November, 1993 - 
1191 CO- ST, 
ism FLOOR. srzu. CAIRO 

Date of Interview 17 November, 1993 

Mr G~ugale stated that the World Bank has conducted over 500 interviews with 
businessmen to ~denufy constrants on pnvate sector investment and development 

In addloon, the Worid Bank conducts a monthly survey of a sample of 50 compames 
s i d a r  to a study that the Bank does on a regular basis for some 20 countries The Bank 
has discovered that there are considerable constrants wittun the Egyptlan regulatory 
environment and that the cost to a businessman or business in leanung how to deal with 
the s,stern on regular basis to rmmnuze ongoing costs itself represent a substantlal 

- Investment in tlme and money He referred to such costs as "sunk" costs Those who had 
learned the system did not necessarily support changxng the regulatory envuonment since 
it benefitted them by msing the costs for competitors to enter the market In other words, 
the costs in learrung the system keeps out compeuuon for those who are already In 

He recogruzed that whiie there were difficulties with the commercial and land regsters, 
he felt that a much bigger problem 1s that very few compames with~n the system have a 
"decent" balance sheet because of the lack of demled and umfonn accounung pnnc~ples 
for the pnvate sector (Mr Abul Ela and Mr Yeha Seilm po~nted out that the 
government does have the Umfied Accounung System For the Publlc Sector ) Mr 
Gtugafe suggested that for example there were no accounung standards to govern the 
appreclatlon of assets and that balance sheets where not commendable because of the lack 
of umfied accounung standards and methcdology 



Mr G~ugaie pointed out that the labour laws are a major consmnt on compmes 
enmng the market espectally forergn investors and especially Japanese because of the 
drfficulty in layrng off workers dunng econormc down turns or h n g  Incompetent 
worken 

He also stated that intellectual property nghts in Egypt currently werc not sufficrent to 
protect technology and that forergn ~nvestors werc therefore reluctant to transfer 
technology to Egypt He referred specifically to an adequate protecuon for computer 
software under the copyright laws and to the lack of patent protectson 

Mr Giugale was surprised to learn from Mr Abul Ela that there are price controls on 
Imports, that is, importers could not charge and retaiiers could not charge a certarn 
percentage more than the cost of the Import Mr Abul EIa pornted out that there were 
hundred of decrees regulating this area and that it was very difficult to find out what the 
rules where because of ttus proliferat~on of decrees 

Mr Glugale stated that ~ntellectual property nghts In the field of trade marks, copy nghts 
and patents are red restmnts to rnvestment and transfer of technology to Egypt 

He also po~nted out the lack of anti-trust laws and ongolng coilusion in resmnt of trade 
paxt~culariy wlth respect to banks who al l  set identrcal charges for services not to mentlon 
Interest rates 

Mr Giugale also mentloned the highly restnctsve forcrgn trade regime conslstxng of very 
hgh tanffs as well as non bamer tanffs to imports whch resmnt pnvate sector 
development 

He stated that theu surveys showed that very small business did not grow bsgger because 
small businessmen did not feel that theu pa~nershps would be effecuvely endorsed 
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Dr Aboul-Eneln pornted out that Sections 501 through 513 of the code of procedures 
goverrung ahitrahon are far from bang favorable or adequate for commerc~al arb~trahon 

He stated that Egypt had ~oind the 1958 New York Convention on Enforcement of 
Forergn Arbitmi Awards as eariy as 1959 and that thrs was a secure part of Egypuan law 

He also stated that there was a pressing need for refomng Egypt's arbrtratron laws 
foMowrng econornlc I~berakatron In June of 1985, the Cauo Regxonal Centre suggested 
to he M~rustry of Jushce that a new law be drafted on lnternauond cornmercrd 
arbitration based on the UNCl"I'RAL model law on the subject Accordrngiy, a cornmlttee 
was formed to draft a new law chued by Professor Mohsen Shafik 

Dr Aboul Enern expects passage of the new law before the besmng  of the new year 
Among other thrngs, the new law wll end the problem of clams under Code of Civll 
P r d u r e s ,  secfion 582 that the cho~ce of arbitrators by a thud party IS contrary to publ~c 
order The new draft taw confers on the pmes the nght to agree on how arbrtrators will 
be chosen as well as the place and language of arbitration The new law wd w e  the 
natlonal courts a mrrumum d e w  of supervrston and wdl empower the Cmro Hlgh Court 
of Appeal to be the appolnttng authonty unless the parues chose another aPFnung 
authonty Moreover, the arbltraton award wrll be find and there wril be no means to the 
courts to change rt The pmes  wlll only be able to submit reasons for nuihfylng the 
award 



In add~tron, arb~tratlon wrll be requrred to be conducted according to certatn fundamental 
pnncrples Othemse, arbltrauon tribunals and the parues wrll be free to detemne the 
procedures For example, ~f under the fundamental pnncrples wdl be as follows 

1 Each party w d  be gven the opportumty to be heard and to state a defence 

2 All evrdences and proof must be conveyed to the other party whch will have an 
opporturuty to contrad~ct such proof 

3 Arbrtraton wdl be rndependent and not have any relatlonshrp to parues 

The new law wdl apply to "commercral" arb~tratron The new law defines "commerc~al" 
as rncluding any " econormc transacuon" 

Importantly, the iaw will apply to domesuc as well as international arbltratlon and w~ll 
abrogate sectlons 501 through 515 of the code of civd procedures which currently govern 
arb~tra~on In Egypt The law also provide simplified procedures for entorcement 
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Mr Mohanna stated that leasing IS stdl not adequately protected under Egypoan Law and 
that adequate protection for lessors that was the purpose of the drai? law prepared In 1986 
by the Mlrustry of Economy and Messrs Sayed Omar, Legal Counsellor to the Mimstry, 
and Mr Mahmoud Fahmy 

The m a n  problem addressed by the leasing law IS the problem often found In Civil Law 
countlles according to Mr Mohanna that the lessor IS not protected from thud party 
clams on the property whlch 1s In the possession of the lessee 

Another problem IS that the Capltd Market Authority has now wntten In an unreasonabiy 
large amount as the required capital for a leasing company under the law 
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Mr Fahmy IS a pnvate lawyer and former Vice President of the Council of State and 
Legal Advlsor to the Mimstry of Economy 

Mr Fahmy cornplaned about many prac~cai difficulties regarding lack of cordinatron 
among the capital's market law, the pubhc sector law, the compames law 159, etc For 
example the executive regulabons of the new capital's market law incorporate a number 
of provisions whch are almost   den tical to cornparues law 159 provisions and those of 
its execuhve regulahons 

He pointed out that the fees for estabkshing compatues d d n g  In the capltai market are 
prohibrtlve For example, estabhshng an undermnmng company wdl cost a total of L E 
55,000 -- tn fees to be pad to the Capital Market Authonty Thus, there IS a fee to obtam 
the approval to establish the company In addruon to a separate license fee and separate 
regntratlon fees al l  of whch together total about L E 55,000 -- Moreover, fie suggests 
that the fees violate the constttution whch estabbsh the pnnciple of the umty of the 
government budget and the caprtd markets law attempts to exempt the Caprtal Markets 
Authonty from this umty In other words, most fees and other government charges must 
be pad to the treasury rather than to the Authonty whch collects them 

Mr Fahmy pointed out that the equipment leasing law was lalled In 1986 after report by 
the techmcal bureau of the Mlmsvy of Jusuce charged that ~t was an "~mpenahstlc" law 
whlch will enable foreign cornparues to take over the economy of Egypt The law was 
meant to address a number of problems emshng m Egypt's laws effkchng leasing, such 
as Civli Code Artlcle 240 and c e m n  tax problems He pointed out that Mr Hazem Z* 
Hassan, a prominent accountant and Mr Omar Mohana of Misr Iran Development Bank, 
helped In prepmng the ongxnal draft law 
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Mr El Ghannam stated that the Mlmstry of Jusuce is attemptmg to llquldate the Centre 
They have already reduced the course of prosecutors from one year to SIX months and the 
Mltllstry of Just~ce refuses to allow the Centre to partxclpate wlth centers In other Arab 
countnes 

He stated that the course for Omam judges IS the last to be offered for forelgn judges 

Indeed. some prosecutors no longer go to the Centre but are sent to the Centre of 
Cnmind Stud~es at the M~mstry of Soclal Affarrs 

Moreover, the Mimster of Jusuce opposed the establishment of a regond center for 
judlc~al stud~es among Arab countnes Mr EI Ghannam beheves that the best way to 
improve the quality of judges 1s to Improve the quality of umverslty law tramng of law 
students 

He stated that it was at one txme the Centre conducted computer courses for 
admrrustra~ve assistance and secretaries to judges but ail of this has stopped 
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Mr Lasheen contradicted other f i d n g s  that the courts resmct Interest to the civd code 
amount from the tune that the court case is filed by a bank He stated that full ~ntercst 
IS amended on the agreement and the courts also award compound Interest (that IS, 
interest on interest) 

T~US however contradicts earher statements by the General Manager of MIBANK 
regarding the unwlllingliness of courts to award interest after the case has been filed 


