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Introduction 

To ensure sustainability of the public sector company privatization program, it is necessary to lind 
a mechanism for raising the efficiency and improving the financial status of unprofitable and 
insolvent companies. Among such mechanisms are management contracts, leasing agreements and 
financial leases, which aim at contracting out the administration of companies prior to privatizing 
the whole company. 

This document provides guidelines and procedures for reaching agreement on all the factors related 
to drafting leasing and management contracts. Such procedures include analysis of the company's 
financial status and a description of the procedures, contracts and sales options used during the 
contract declaration and negotiation. Other important recommendations on negotiation strategies 
and the legal aspects of drafting contracts and traditional accounting procedures are included in the 
annexes. 

It is hoped that these general guidelines will benefit all concerned parties. 
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1. Initial Base-line Situation Analysis 

The holding company administration shall prepare the following information and analyses of the 
affiliated companies included in the privatization program: 

1.1. Current Financial Status 

• Management reports for the last five years. 
• Accurate financial documents for the past five years, including Audited Balance Sheets. Protit 

and Loss Statements, and Cash Flow Analyses. 
• Central Audit Agency's remarks on the financial documents and economic performance. 
• A list of pending legal disputes with brief descriptions and cost implications. 
• Projected cash flows for the next five years. 
• Evaluation of the company using at least three of the following approved methods: (I) original 

book value less depreciation; (2) replacement value of machinery and equipment plus buildings 
and land value; (3) current capital markets equivalent stock value; (4) discounted cash flows for 
five years of projected revenues; and (5) the sum of asset market value. 

1.2. Technical Analysis 

• A statement of the condition of machinery, equipment and facilities, including a report on each 
machine, its function, age (the date of purchase and installation), country of origin. model. 
productive capacity, and current status (in relation to removal, replacement, repaIr or 
maintenance). 

• A list of moveable equipment, i.e. vehicles, forklifts, wagons, etc., and their status. 
• A statement on the condition of buildings and grounds for all productive units, warehouses. 

administrative buildings, and unused buildings and properties. 

1.3. Labor Status 

• (I) A list of employees with their age, training, current work position, time with the company, 
and skill leveL 

• (2) An estimate of the current worker absorption level. 
• A calculation of the number of redundant employees: (I) - (2). 

1.4. Market Potential 

• A statement of the last five years of sales, identifying the main customers, location of sales, and 
contact names. 

• An analysis of national and international market trends for the company's products. 
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1.5. Asset Analysis 

• Inventories: All finished or semi-finished goods inventories must be described and the owner's 
decision as to their disposition be included in the RFP. Inventory values should be calculated 
according to their current market value and their state of deterioration. The company shall 
decide whether to include the inventories on its balance sheet. 

• Input Stock: Quantities ofraw material stocks held in storage on the premises must be included 
in the base-line analysis. The company must decide on the disposition of input stocks at the 
time of sale or contracting, and whether or not to include such materials in the balance sheet. 

1.6. Restructuring Requirements 

• Using the analyses presented above, the most pressmg needs of the firm intended for 
privatization must be determined. 
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2. Contracting and Selling Options 

The financial condition of the public sector companies addressed in this document is not sound 
enough for privatization via selling on security markets or to shareholding labor unions_ Therefore. 
a mechanism of leasing such companies' production lines is recommended_ .-\ description of the 
three suggested types of contracts between holding companies, investors and management 
companies follows. 

2.1. Types of Contracts: 

There are three types of operating contracts: Management, Leasing and Financial Lease contracts 

2.1.1. Management Contract 

In this type of contract, the outside managers (from the foreign or Egyptian private sector) are 
given a degree of autonomy and receive a fee from the owning body (affiliated company) for 
managing the company. The managers mayor may not receive a percentage of profits (if they do. 
the ceiling will be 15%). The management fee is negotiated between the two contracting parties. 
i.e., owners and managers. Management contracts can run for several years and are generally 
renewable. These contracts should include clear targets for productive development and output 
incentives, against which the management fee will be paid. Failure to achieve these targets \\·ill 
lead to the imposition of penalties. Moreover, there shall be a system for judging achieved results 
in relation to goals. Management contracts are most commonly used for hotels. 

2. 1.2. Leasing Contract (known as an Operational Lease Contract, as distinct from a Financial 
Lease Contract) 

In this type of contract, a leasing value shall be paid by the lessee to the owner (affiliated 
company) in return for which the lessee retains all profits (after deducting expenses). The owner's 
share of profits may be deducted from net margins as expenses before closing the year's accounts. 
The leasing value may be fixed or variable, with or without a guarantee deposit or end-of-lease 
payments. The contract mayor may not include a paragraph for renewal, but there is no purchase 
option in an operational lease. This type of contract is seen most often in the lease of the producti"e 
units owned by public sector companies. 

2.1.3. Financial Lease Contract 

In this type of contract, the lessee pays an agreed upon leasing value as part of the purchasing price, 
such that the net present value of the sum oflease payments equals the original sale price of the 
facility. Financial lease contracts always include purchase options. There are two types of 
Financial Lease: 

• The first type involves calculating the annual lease value by dividing the original sale price by 
the number of financial lease years to arrive at the principal ponion of the annual lease, and 
then adding interest calculated on the outstanding principal, according to the negotiated interest 
rate and payment program. 
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• The second type involves paying a down-payment (10%-20% of the original sale price). then 
negotiating annual lease payments that are significantly less than those determined bv the 
original sale price divided by contract years (as in thefirSl variation). These payments m~y or 
may not have annual fixed or percentage-based increments. After all lease payments ha\'e been 
made, there is a purchasing option through an end-of-contract payment, such that the net 
present value of the down-payment, plus the sum of the annual lease payments and the end-of­
lease payment, equals the original sale price of the facility. 

This type oflease must take place in accordance with the provisions of Law No. 95 of 1995 and its 
by-laws, together with the accredited accounting criteria. 

2.2. Choosing among Contracting Alternatives 

The investor, manager or lessee shall select the contracting or purchasing option that best suits his 
financial capabilities and calculated risk. The owner is usually indifferent to which option is 
selected, as the current net value of payments, whether in leasing, management or financial lease 
contracts, should be the same. 

2.3. The Agreement/Contract Articles 

Both parties to the agreement must be willing to negotiate a fair leasing contract that covers all 
contingencies. All contracts shall cover scheduling of lease payments or management fees and 
handling of outstanding debt and liabilities. Contracts must include the level of worker retention 
and/or release. Furthermore, the contract must specify which party will retain the inventory of fully 
manufactured goods and production inputs and which party will bear the responsibility of 
maintenance during the contract term. The contract shall list explicitly the penalties imposed in 
case of contract termination (or violation) by either party. The first party (owner) shall ask the 
second party (manager or lessee) to submit plans for labor adjustment, business performance, and 
facilities rehabilitation and modernization. Moreover, both parties shall agree on how to handle the 
transitional period, extending from the contract signing date to the completion of facility renovation 
(i.e., until machinery and equipment have been repaired or replaced and remaining labor has been 
upgraded and retrained). 
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3.1.Request for Proposal Declaration and Preparation 

The privatization committee in the concerned holding company shall prepare the request for 
proposal including a description of the company or the main production lines to be privatized. The 
competitors shall be asked to submit the proposals together with the business plan and the 
equipment and machinery rehabilitation, labor restructuring and training plans. The request for 
proposal shall be included in the Book of Conditions. The Book of Conditions shall include a 
description of the facility to be leased or managed and the necessary information for bidders to 
make their offers. Purchasers of the Book of Conditions have the right to additional information 
about the facility and to visit the facility. 

3.2. Proposal Submission 

The privatization committee will provide sufficient opportunity - in terms of date and place tor 
proposal submission - to investors interested in lease or management contracts. The request for 
proposal will require a description of previous experience to judge each investor's capabilities. The 
committee will also conduct a Due Diligence search and Credit Worthiness analysis. After a 
potential investor has passed the experience evaluation, the committee will proceed with evaluation 
of the proposaL 

3.3. Preparing the Selection Criteria 

The privatization committee will be responsible for developing the selection criteria for evaluating 
the proposals (a model of selection criteria value estimations is presented below.) The proposals 
shall be evaluated on the basis of the bidder's technical expertise and capacity in the proposed 
fields, as well as their financial soundness. The committee will pay particular attention to the: 

• business plan, 
• machinery and equipment renovation plan, 
• labor rehabilitation and adjustment plan. 

3.4.Proposal Evaluation Basis 

The committee shall choose the best proposals according to the committee's selection criteria, 
which will include: 

• upgrading of plant facilities; 
• repair and renovation of machinery and equipment; 
• training for retained workers and administrators; 
• demonstrating contact with new markets; 
• stipulated production potential and projections; 
• capacity for labor absorption; 
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• introduction of new technology and related know-how; 
• capacity for meeting the financial commitments for repair and maintenance of facilities and for 

market penetration. 

Example of Selection Criteria Value Estimations for Proposals 

Selection Criteria Maximum Points Cateaorv I '" -points received total I 
I 

l. Technical Proposal, 60%: I 
I 
i 

l.l Expertise of the company submitting 15 I 1 the proposal in field / specialization. 
L2 Expertise of proposed management 15 ! , 

staff. I i 
1.3 Feasibility and adequacy of the 10 : 

business plan. 
1.4 Feasibility and adequacy of machinery 10 

and equipment renovation plan. 
1.5 Feasibility and adequacy oflabor 10 I adjustment and training plan. 
Total points for technical proposal 60 I i 

2. Financial Proposal, 40%: I 1 
2.1 Financial feasibility of the proposed 20 

, 

I contract. 

2.2 Financial worthiness evaluation. 10 , ' _.J Preparation for the submission of a 10 , 
I 

guarantee deposit. , 

Total points for financial proposal 40 
Total points 100 

3.5. Preparing a Shortlist of Proposals and Negotiating Final Contract 

The privatization committee shall prepare a shortlist of proposals using the evaluation procedures 
outlined above. The committee will then engage in negotiations with each bidder in order to reach 
agreement on contract terms. The committee will then choose the winning proposal. 

3.6. Negotiation Procedures and Terms 

The following terms of the contract will be open for negotiation between the two parties. The 
contract should have a clause for each. 
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• Amount of guarantee deposit / bond 
• Contract duration 
• Purchase options 
• Lease rates (fixed or fixed plus increments) 
• Labor absorption and training 
• Disposable asset agreement 
• Transitional period 

3.7. Arbitration Mechanism 

During the contract negotiation and preparation period, the parties shall agree upon an arbitration 
system for disputes that cannot be solved amicably. Furthermore, they shall agree to accept the 
arbitration decision and consider it binding for solving any dispute (see Annex 4 for details). 

3.8. Contract Termination and Repossession in Case of Default 

The contract shall set forth procedures concerning contract termination and repossession of the 
facility by the holding company, if and when a contractor defaults on payments or operates in an 
inadequate way. "Inadequate way" means all that may lead to a failure to fulfill the activities 
provided for in the business plan, machinery and equipment rehabilitation, labor adjustment and 
training plan, and contract payment schedule. Details defining what constitutes a breach of contract 
must be included in the formal contracting document. 
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4. Aspects of Financial Lease Law No. 95 of 1995 

4.1. Introduction 

In the framework of the comprehensive economic reform program being implemented by the 
government, an encouraging and stable investment atmosphere is necessary. Therefore. the 
government has been reviewing and standardizing all governing economic legislation and 
eliminating barriers and hampering contradictions. At the same time. it is important to establish 
suitable legislative methods to promote national economic development. It is also important to 
encourage public and private sector enterprises to make new investments or improve existing 
facilities by upgrading equipment. The goal of these measures is to create new job opportunities 
and maximize national economic production. 

The financial lease law has proven to be a major legislative initiative in this area. The financial 
lease is the height of legal development for providing new projects with equipment and capital 
assets, including land and facilities. Financial leases can improve existing projects by providing 
incentives to replace and renovate equipment, including the latest technological equipment, v,ithout 
bearing high financial costs or resorting to loans. Financial lease arrangements involve making 
payments on leased equipment and capital assets to run production for a specified period. At the 
same time, the rights of the financial lessor, who owns the equipment and facilities to be leased. are 
preserved. 

Financial lease activity first started in the United States in the early 1950s. spreading to France and 
Eastern Europe in the early 60s. The U.S. saw development of this mechanism due to tremendous 
developments in production, operation and communication technology. In addition. the cost of 
productive capital assets and intellectual property rights required heavy investment together with 
more flexib Ie financial methods in order to finance the productive units. 

In the framework of the economic reform program in Egypt and the groMh of the private sector's 
role in the economic system, legal regulation codifYing the practice of financial leasing and 
ensuring guarantees for concerned parties has become necessary. Such regulation must include the 
taxes and accounting rules of the leasing operation. Accordingly, Law No. 95 of 1995 concerning 
financial leases was promulgated. 

4.1.1. Financial Lease Definition 

A financial lease is an in-kind leasing of capital assets according to a contractual relationship 
between a lessor and a lessee, with leasing payments paid by lessee to lessor, during a specified 
period. 

4.1.2. Ustifications for Public Sector Use of Financial Lease 

General justifications include: 
• The shortage of capital assets to be financed in the market; 
• Requests for importing such assets from abroad; 
• The need to benefit from rapid technological development; and 
• Avoidance of the hgh costs of financing capital assets caused by the increase of interest rates 

on loans and credit facilities provided by banks. 
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Facility or project justifications include: 
• The inability of increasing the production company's capital, and thus the lack of sufficient 

commercial bank liquidity for buying capital assets. 
• The need to increase production in a certain period and amortize assets in a short period. 
• Benefiting from tax privileges. 

4.1.3. Financial Lease System Parties 

• Lessor: owner of the asset to be leased -- usually a financial institution. 
• Lessee: beneficiary of the asset services. 
• Supplier: usually an industrial company or contractor. 
• Insurance company: insurer of the asset. 

4.1.4. Financial Lease Contract Characteristics 

If the financial lease contract is based on the contractual relationship between lessor and lessee. 
with specified payments for a certain period, together with lessor maintenance of his title or legal 
capacity, whether transferred by direct purchase or proxy from a national or foreign supplier, which 
allows lessor to utilize such asset, this contract shall be characterized by certain features that 
distinguish it from other similar contracts. These characteristics can be summarized as follows: 

• Lessee may have the right of purchase at the end of the lease contract, whether the price is the 
remaining value of the purchase cost plus interest and profit margin "which was not covered by 
the leasing contract" or a price specified when contracting for leasing. 

• Moreover, lessee may have the right to renew the contract for another term(s) that shall be 
originally made by simple payments, as the lessee payments during the contract term shall be 
taken into consideration. 

• If lessee does not exercise his right to either of the two options, i.e. "purchasing the asset or 
renewing the leasing contract", lessee shall give the asset back to lessor. 

• In the Cnited States and the United Kingdom, the lessee shall not have the right, during the time 
of leasing agreement, to agree on having the asset title at the end of the leasing period, or else 
the contract shall be considered a matter of "lease selling". French legislation, on the other 
hand, adopted the optional purchase right at the end of the contract term. The Egyptian 
legislature followed French legislation in this concern, giving the lessee the right to purchase 
the asset after a period agreed upon or at the end of the contract term. 

• The lease term shall be irrevocable during which the leasing company shall seek to obtain all or 
most of what was paid to possess the asset leased, in addition to a profit margin. 

• Lessee shall be obliged to pay the agreed upon payments on the specified dates and in 
accordance with the terms agreed upon in the contract. If lessee fails to defray payments. the 
contract shall be automatically terminated without notifications or legal procedures. 
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• Lessee shall select the asset, as lessee is the one who shall determine the technical 
specifications of equipment, preparations of facilities and date and place of delivery. tor 
contractor, supplier or manufacturer. Lessor shall not interfere in the aforementioned processes. 
as his role shall be confined to financing through paying the costs of the asset .-\ccordingly 

Financial lease companies do not usually retain a stock of equipment. as they are 
originally financial institutions. Dealings mainly take place directly between lessee. 
manufacturer, supplier or contractor. Thus, a tripartite relationship is established. for there 
can be a financial lease contract between lessor and lessee and a procurement contract 
between manufacturer, supplier or contractor and lessor that also may benefit lessee. The 
impact of such a tripartite relationship may extend to reach the scope of public or pri"'ate 
international law according to assets and in view of the parties' different nationalities and 
legal obligations. 

- Lessee shall bear the responsibility of selecting the asset and its specifications or results. 
whether such asset is old or inconsistent with modern developments, in addition to bearing 
the responsibility of the inability to make maximum use of such asset 

- Lessee shall be obliged to maintain and repair asset leased in conformity with the objects 
of such asset and in accordance with the instructions given to lessee by lessor. whether such 
instructions are given by supplier, contractor or manufacturer. Lessee shall also insure the 
asset 

The contract characteristics have necessitated the existence of flexible legal regulations to govern 
the relationship between parties, list their rights, determine their duties and commitments. work out 
misunderstandings around the ownership retained by lessor, and specify lessee's right to benefit 
from operating the asset during the contract term. Moreover, such regulations would cover leased 
companies accounting conditions and each company's taxes in addition to the accounting systems 
of the above contracts. 

4.2. The Importance of the Financial Lease Mechanism for the National Economy 

As an instrument for the provision of long-term project loans, financial leasing boosts economic 
development, paves the way for an encouraging investment atmosphere, and helps renovate 
existing projects. Financial leases can help surmount the shortage in financing to enable 
developing countries to advance their national economies. 

The financial leasing mechanism can aid economic development by: 

• Providing required financing with an average that may reach 100% from capital assets. Such 
assets may be premises and facilities whose productivity represents an addition to the domestic 
product and creation of new job opportunities. 

• Providing to businessmen and organizers in-kind asset financing for, for annual payments that 
shorten waiting periods for collecting capital or obtaining loans, and thereby easing pressure. as 
today's prices are better than tomorrow's. In.this way, financial leasing is a fixed and stable 
factor for investment 
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• Broadening the scope of available financing methods, thus, providing more flexible financing 
opportunities and increasing competition between financing sources, which may lead to low~r 
prices. Financial leasing can also help to increase exports by eliminating the most important 
obstacles to exports i.e. the inability to compete in international markets, deterioration in the 
quality of manufactured goods, and increases in costs. The expansion in using the financial 
lease method will help modernize Egyptian industry and fill the technological gap that exists 
between Egypt and the industrial countries, both in the West and Southeast Asia. 

• Promoting small and medium enterprises by encouraging youths to establish businesses. 
Financial leases can provide loans equal to the lease value of the equipment that small 
entrepreneurs need, thereby helping to create new job opportunities and increase national 
production and export opportunities. 

• Increasing the potential of obtaining required financing, as the financial lessor is usually more 
flexible in bearing risks than traditional financing sources such as commercial banks, according 
to the regulation for provision of guarantees for financial lease contracts. This guarantee insures 
that the money leased is maintained and recovered in full at the end of contract term. 

• Creating new concepts for businessmen and investors, in addition to introducing new machines 
and equipment to raise productivity and rationalize production. 

• Improving the balance of payments, especially for developing countries that mainly import 
capital equipment When applying a financial lease to such equipment, the transfers shall be 
confined to the lease value 'alone. In case of selling, the whole value shall be transferred to the 
imported capital equipment and assets. 

Given the importance of financial leasing in boosting economic and social development, many 
countries have been using this mechanism for decades. The following table shows the volume of 
financial leasing in the various regions of the world for 1989. 

. • Table I' Volume of financial leases 1989 
Area Billion S 

Asia LOO 
Latin America ., -_.) 

Africa 3.00 
Developed Countries Total 288.7 
Developing Countries Total 13.8 

World Total 302.5 

Source. International Bank Prh'ate Sector De\'elopment Depanmenl 

Due to the economic development and investment boost created by this mechanism. tlnancial 
leasing is one of the economic activities that enjoys all tax exemptions and incentives referred to in 
Investment Law No. 230 of 1989. 



- 13 -

4.3.1. Components of Law No. 95 of 1995 

The law's most important aspects include the following: 

• The addition of a new financing method to the traditional methods of increasing capital, issuing 
bonds, and granting credit and supplier's facilities. 

• A financing opportunity for companies that are unable to fulfill their need for capital assets. 
whether when establishing the company, replacing and rehabilitating existing assets. or 
expanding productive capacity. 

• An opportunity for financial institutions to utilize their liquidity surplus by purchasing 
equipment and machinery and leasing it out. 

• A mechanism that allows obtaining equipment and machinery, for any investment activity. 
without allocating a huge amount of payments in a short period. Furthermore. at the end of the 
contract term, there are various alternatives to choose from, namely: 
- renewing the contract, 
- giving the asset leased back to its owner, and 

- purchasing the asset (previous payments made by the lessee must be taken into 
consideration when specifying the asset's price, according to the conditions agreed upon by 
the parties to the financial lease contract.) 

The Law gives the lessee the right to import equipment and machinery in order to lease it. 
Moreover, the Law gives the lessee the right to be registered in the Commercial Register and 
Importers' Register even if the lessee is a foreigner (Article 4, Law 16,17 from the regulation). 

• The Law allows foreigners to establish financial lease companies in Egypt. By way of 
exception from laws regulating imports, foreigners may import assets in order to lease them 
financially. Lessor, even if a foreigner, shall have the right to be registered in the Imponers 
Register. Consequently lessor shall not be restricted to what is stipulated in the laws regulating 
the Importers Registration, i.e., being of Egyptian nationality and member of a board of 
directors. However, foreigners are subject to the law on non-Egyptian ownership of premises 
and vacant lands, which prohibits foreigner ownership of agricultural lands, unless lessee fits 
the criteria allowing project owners to possess required premises in order to carry out activities. 

4.3.2. No Legal Extension or Implicit Renewal of Financial Lease Contracts (Article 18 from 
the Law) 

Provisions of other laws which address legal extension of financial lease contracts and 
determination of asset rental value shall not apply to financial lease contracts concerning built 
realties and agricultural lands. Moreover, such contracts shall terminate at the end of their term 
unless the parties agree explicitly to renew such contract, which is not implicitly renewed. 
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4.3.3. Lessee's Role in Selecting Leased Asset (Article 7 from the Law} 

Before signing a financial lease contract, the owner of any project (lessee) may negotiate directly 
with the supplier or contractor concerning specifications of the asset to be leased. or the method of 
making or establishing such asset, on the basis of prior written approval from lessor. In this case. 
lessor shall pay the asset purchasing price or construction costs to supplier or contractor in order to 
make lessor owner of the asset, after which lessor shall be able to lease such asset to the project 
owner. Lessor may allow lessee to receive the asset, subject to contract, directly from supplier or 
contractor. Moreover, since the lessee is the one who runs the operational or construction 
processes of the asset, lessee shall bear the consequences of any inadequacy with his objects or 
inconsistency with technical developments required by the project. Therefore, lessor is entitled to 
the whole lease value when lessor is not the reason behind the lessee's failure to benefit from such 
asset. In return, lessor shall be responsible for his behavior and reactions that may lead to faults in 
selecting the asset. In this last case, lessee may nullify the contract if faulty conditions exist. 

4.3.4. Lessee Obligations (Articles 8, 9, 10, II from the Law) 

If lessor authorizes lessee to receive the asset directly from the supplier or contractor, lessee must 
obtain a delivery report that describes the condition of the asset. Lessee shall be responsible, vis-a­
vis lessor, for any information related to the asset and mentioned in the delivery report. Lessee 
shall communicate with the supplier or contractor regarding any problems that arise for lessor 
concerning the contract concluded between anyone of them, except for the case of contract 
termination. 

Lessee shall use and maintain assets as stipulated in the contract. Moreover, lessee shall inform 
lessor of any conditions that prevent him from utilizing such asset wholly or partly. 

Since the financial lease contract is a kind of contract of trust, the Penal Code outlaws its violation 
by squandering money related thereto. The new law emphasizes applying article 341 of the Penal 
Code for financial lease contracts. It shall be understood that the squandering penalty set forth in 
the Penal Code is imprisonment "from one day to three years" and a fine of 100 LE. However, the 
new act amends the penalties in two cases: 

I. If the nature of asset leased referred to in the special register is changed. 
2. If the recorded statement concerning the lessor capacity for this asset is effaced. 

In the above two cases, the penalty is imprisonment for no less than three months and/or a tine that 
ranges between 5,000 and 20,000 LE. The difference between the penalties of the Penal Code and 
the financial lease law may be due to the fact that the two cases above do not describe full 
squandering offenses: they do not include intent oflessee to transfer his partial possession of asset 
to full possession, i.e., to deny lessor's right to his asset and to claim himself its owner. 

Lessee shall abide by the payment schedule specified in the contract. If there is no renewal or 
purchase of the asset by lessee upon contract expiration, lessee shall return the asset to lessor 
according to the conditions agreed upon. 
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4.3.5. Provisions Related to Lessor Right Guarantees, Asset Amortization, and Taxation 

I. Asset ownership (Article 12 from the Law) 

The lessor shall own the leased asset during the lease contract term. If it is agreed that lessee will 
purchase the asset at the end of the contract term, ownership of the asset shall be transferred to the 
lessee only when lessee pays the full price specified in the contract. If the payments made by 
lessee during the contract term are not enough to cover the asset sale price. ownership shall not be 
transferred to the lessee until he pays the difference. 

The leased asset shall be transferred to lessee as soon as he pays the full price specified in the 
contract Lessor may also assign the asset to another lessor working in the financial lease field. 
without prejudice to lessee rights and guarantees toward original lessor. Furthermore. the law 
allows lessee to assign the financial lease contract to other parties, subject to lessor 'approval. 

Because of ownership continuity during the lease contract, there must be a guarantee of lessor asset 
rights in case of lessee bankruptcy or insolvency. In such a case, the asset leased shall not be 
included in the bankruptcy or in the guarantee of the lessee debtors. Such guarantee is not ensured 
by the general rules that make the leasing relationship a selling one, even if the asset ovmer 
maintained his ownership until paying all the price installments. According to the new law, lessee 
bankruptcy shall lead to the termination of the leasing contract legally without resorting to 
notifications or legal procedures. The asset shall be restored to the lessor unless syndic notities 
lessor of his wish to continue in the contract (in a registered note no more than 30 days from the 
date of bankruptcy). 

2. Damage to leased asset (Article 21 from the Law) 

If the leased asset is wholly ruined or destroyed, the lease contract shall be legally terminated. 
If the destruction is lessee's fault, the lessee shall pay the leasing value or the price agreed upon. 
less the amount obtained by lessor from insurance. The law allows the lessor to set a condition on 
asset insurance guaranteeing that lessor obtains the lease value between the lease period and the 
price specified. 

3. Lessee responsibility for risks caused by leased asset to other parties (Article 10 of the 
Law) 

Despite the fact that lessor is the owner of the leased property, risks to other parties caused by said 
asset shall be the responsibility of the lessee, as he is the holder of the asset. Ifthe contract includes 
leasing of vehicles, licenses must be obtained from the appropriate traffic administration. Licenses 
shall be issued under the name of the lessor and shall mention that the vehicle is in the possession 
of lessee in accordance with the lease contract Lessee shall bear all taxes and fees on licenses and 
their renewal, as well as all obligatory insurance installments. 

4. Taxation (Article 30 from the Law) 

The law exempts lessor from income taxes related to lessor profits resulting from financial lease 
operations for five years starting from the date of activity. Lessor shall benefit from tax exemptions 
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stated in any other law provided he fulfills all conditions. Deductions. additions, collection and 
other attachment systems shall not be applicable to tax calculations on due lease payments. Such 
provisions shall not be applicable to contract-specified price. Taxes and custom duties shall be due 
on imported equipment and assets that are to be leased financially. If such assets are re-exported. 
taxes and custom duties shall be restored, after discounting 20% on each year following the date of 
clearance. 

4.4.1. The Role of Banks. Insurance Companies and Financial Institutions in Financial 
Leasing 

The law permits commercial banks to engage in financial leasing after obtaining a license from the 
Board of the Central Bank and in accordance with the terms and conditions determined in the 
license. Banks can play a role in financial leasing by approving a credit line for a client aimed at 
financial leasing of equipment, machinery and capital assets, without freezing a large amount to 
prepare such assets. Bank participation in financial leasing achieves the following: 

I. Encourages producers of capital assets by increasing asset sales through financial leases. 
2. Provides required financing to projects of limited resource. 
3. Encourages investment by creating an option for investors to either purchase or lease. 
4. Encourages banks to finance productive assets that are able to fulfil their value. 

Undoubtedly, the process of financial leasing brings with it many risks. Hence, the role of 
insurance companies in insuring credit hazards, as credit replaces custom fees, and non-payment of 
checks, in addition to insuring transportation, fire, robbery, machine breakdown and profit loss. 

4.4.2. Financial Lease Contract Expiry 

A financial lease contract shall be terminated in the following cases: 

I. Failure to comply with lease payment dates and conditions without resorting to notification or 
legal procedures. 

2. Total depreciation ofleased property. 
3. Bankruptcy or insolvency oflessee. 

4.4.3. Financial Lease Forms 

In chapter one, the law specifies that a financial lease can take one of three forms: 

First Form: The lessor leases chattels, in the possession oflessor or delivered directly from 
supplier, to lessee for an amount agreed upon in the contract. 

Second Form: The lessor establishes facilities, at his expense, in order to lease them to lessee 
according to lease amount, conditions and specifications set forth in the contract. This includes 
lessee or lessor's ownership of, or legal rights to, land. 
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Third Form: The lessor leases the asset to lessee through a financial lease. Ownership of such 
asset would be transferred from lessee to lessor in accordance with a contract that comes to 
force only after concluding a financial lease contract. 

4.4.4. Lessee Obligations 

Among the most important lessee obligations are: 

I. When lessee receives the asset directly from supplier or contractor, delivery shall take place in 
accordance with conditions and specifications agreed upon. Moreover, a delivery report shall be 
drafted confirming lessee's receipt of asset and including the status of the leased asset and any 
defects. Lessee may abstain from delivering the asset if the supplier or contractor refuses t~ 
draft this minute. Lessee shall be responsible, vis-a-vis lessor, for any data mentioned in the 
delivery report. 

2. Lessee shall be responsible for maintenance and repair of leased asset, in accordance with 
instructions given by lessor, and subject to lessee's obligation to notifY lessor of any incidents 
that occur to the asset and to prevent its usufruct ion wholly or partly. 

3. Lessee shall bear responsibility for damages, whether civil or criminal, caused by the leased 
asset. 

4. Lessee shall pay the lease value of the asset agreed upon in the financial lease contract. Lessor 
should receive the full lease value even if lessee finds it impossible to utilize the asset. provided 
that the reason for failure to utilize asset is not related to lessor. 

5. Lessee shall, at the end of contract term, deliver the leased asset in accordance with procedures 
agreed upon in the contract. Judicial authorities shall be called upon to issue a judgement when 
lessee fails to deliver the asset. 

6. If leased asset is damaged or destroyed by fault oflessee, he shall be responsible for paying the 
lease value or price agreed upon, according to the schedule agreed upon. 

4.4.5. Penalties Imposed on Violations of Law Provisions 

I. Anyone who uses the phrase "financial lease" or a synonym in his job title or carries out 
financial leasing operations without being registered in the financial lessors record shall be 
punished by a fine no less than LE 5,000 and no more than LE 10,000. 

2. Anyone who violates the provisions of this law shall be punished by a fine no less than LE 
5,000 and no more than LE 20,000. 

3. Anyone who changes the nature of the leased asset shall be imprisoned for no less than three 
months and/or shall pay a fine no less than LE 5,000 and no more than LE 20,000. 

Employees in the Companies' Authority who are to occupy jobs specified by the Minister of Justice 
in agreement with the minister concerned, shall act as law officials in offenses resulting trom 
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violations of law provisions. Thus, they shall have the right to view all registers, books, documents 
and data in the lessor or lessee's headquarters. The lessor or lessee consequently shall submit to 
them data, extracts and document copies requested for this purpose. 

4.4.6. Terms of Registration in Financial Lessors' Record 

No physical or juridical person unregistered in the lessors' record shall carry out financial leasing 
operations or use, in his own name, the financial lease phrase or its synonyms. 

Any physical or juridical person, whether Egyptian or foreign, who is willing to carry out financial 
leasing operations, and who fulfils the terms provided herein, shall be registered in the lessors' 
record. No bank shall be registered except after obtaining an authorization from the Egyptian 
Central Bank's board of directors. The terms of registration in the financial lessors' record are as 
follows: 

In Relation to Physical Persons: 

1. Must have full capacity in accordance with the Egyptian Law. 
2. Must be free of any criminal penalty in a dishonorable crime, or have been rehabilitated. 
3. Must not have been declared bankrupt, or must be rehabilitated. 

In Relation to Juridical Persons: 

I. Must have a notarized contract in accordance with the law. 
2. Must have financial leasing among its activities, except for banks. 

4.4.7. Requests for Registration in Financial Lessors' Record 

I. Physical persons shall submit a request for registration using the form prepared by the 
Companies' Authority and attach to it: 

• A receipt verifYing payment of registration fees, estimated at LE 1,000. 
• A copy of identity or family card for Egyptians, and a copy of passport for 

foreigners. * 
• A certificate of police record for Egyptians, and the appropriate document for 

foreigners. * 
• A declaration of no bankruptcy precedent or, if need be, proof of rehabilitation. 
• A declaration of legal capacity for contracting. 

* In relation to foreigners, documents (passport and proof of clear police record) shall be approved 
by concerned bodies in issuing countries and ratified by the Egyptian Ministry of Foreign Affairs or 
the Egyptian Consulates in such countries. 

I. Request for registration in lessors' record from general partnerships, limited partnerships or 
limited liability companies shall be submitted using the form prepared in the Companies' 
Authority and with the following documents: 
• A receipt verifYing payment of registration fees, estimated at LE 1,500. 
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• A copy of identity or family card for Egyptian partners and company directors. or a 
copy of passport for foreigners. 

• A copy of company's contract clarifying that financial leases are one of its activities. 
• A certificate of police record of all partners or company directors. Foreigners may 

submit any approved alternative from the concerned bodv in their country and 
ratified by the Egyptian Ministry of Foreign Affairs or Egyptian Consul~te in 
such country. 

• A declaration from all general partners in general partnerships. limited liabilitv 
companies and directors of limited liability companies of no bankrupt~y 
precedence, or proof of rehabilitation. 

I. Requests for registration from joint-stock companies, partnerships limited by shares. or 
cooperatives shall use the form prepared in the Companies' Authority by the head of the board 
of directors or managing director, as the case may be. The following documents must be 
attached: 

• A receipt verifYing payment of registration fees, estimated at LE 1,500. 
• A copy of the official gazette or the company's charter that includes the articles of 

incorporation, or any issue including any amendment to the company or association contract 
or its statute, with reference to the practice of financial I easing. 

• A copy of identity or family cards of the head of the board of directors, members and 
directors who have the right to sign. For foreigners, a copy of passport is necessary. 

• A certificate of police record of the head of the board of directors and members of the board 
who have the right to manage and sign. Foreigners may submit an alternative from the 
concerned body in their respective countries, ratified by the Egyptian Ministry of Foreign 
Affairs or the Egyptian consulates in such countries. 

• A declaration from the head of the board of directors that there is no one among the 
directors, or those who have the right to manage and sign and all joint partners in the 
partnership limited by shares, who has been announced bankrupt. Alternatively, proof of 
rehabilitation must be submitted. 

I. The juridical person's request for registration shall be submitted by his legal representative or 
his deputy, using the form prepared in the Companies' Authority, and including: 

• A receipt verifYing payment of registration fees, estimated at LE 1,000. 
• An establishment deed of general juridical person clarifYing that financial lease is among its 

objects. 

I. When submitting a request for registration in lessors' record, banks shall present the 
authorization issued by the Egyptian Central Bank allowing the bank to carry out the activity. 

4.4.8. Requests for Registration in the Financial Lease Contract Record 

Requests for registration shall be submitted using the form prepared in the Companies' Authority 
by the person himself or his agent, i.e. the legal representative of the juridical person .. -\11 original 
and a copy of the request for registration should be provided. The request should include the 
following: 

I} Name of applicant, trade name and trademark (ifapplicable). 
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2) Information about the identity of panies to contract, especially name. title. age. 
nationality and residence. Ifone of the panies is a juridical person. information sho-uld 
be provided on legal form, foundation deed, representative name and kind of activity. 

3) A statement ofleased asset, including the procedures for delivery if necessary. Ifit is real 
estate, its location, area and limits should be described. If it is agricultural land. place. lot 
and plot should be mentioned. If it is a vacant lot, street and alley names and numbers 
should be included. 

4) Insurance system ofleased asset (if applicable). 

5) Information on the activity for which the asset IS to be used, including the kind of 
production. 

6) Provisions governing lessee's ownership of the asset. 

7) Date of contract execution and termination. 

The following documents should be attached to requests of registration in the contract record: 

I) A copy of the financial lease contract according to the fonns prepared by the Companies' 
Authority. 

2) Documents that specify owner ofleased asset. 

3) Receipt verifying payment of registration fees, estimated at LE 50. 

4) A copy of tax card. 

4.4.9. Bill Of Sale Based on Financial Lease Contract Record 

The bill of sale that is based on a financial lease shall be registered in the contract record prepared 
in Companies' Authority, upon a request submitted to the Authority using the fonn prepared for 
this purpose. The request should include the following: 
I. Name of applicant. 

2. Information about seller from his registration in lessors' record. 

3. Information about buyer (name, age, nationality and residence). If he is a juridical person. 
information should be provided on legal status, establishment deed and name of legal 
representative. 

4. Statement of seller's title deed and place of bill of sale, or the deed that gives him the right to 
sell. 

5. Description of asset, whether real estate or chattels, as set forth in the financial lease contract 
record. 
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6. Statement of price and ownership system of asset. The request should include the following 
documents: 
• A copy of the bill of sale . 
• A copy of seller's title deed or a deed that gives him the right to selL 
• A receipt verifYing payment of registration fees, estimated at lE 50. 

4.4.10. Request for Notation (Amendment Requests) 

Requests for notation amending registration for parties concerned shall include data related to the 
request and the deed of sale while clarifying date, kind and tenor. It must also include documents 
supporting the request (according to established practice). 

In case of request for notation, new information shall be taken into consideration. Such information 
may change or amend the registration record while pointing out notation date, deposit number and 
supporting document. Notation shall take place for a fee of lE 10. 

4.4.11. Cancellation of Registration in Financial Lessors' Record 

Registration shall be cancelled upon request of applicant (using the form prepared by the 
Companies' Authority), death of physical person, or expiration of juridical person. Registration 
cancellation shall take place by a literal proof, to be included in the record, and shall be sealed by 
the Companies' Authority seaL Date and reason of cancellation shall be included in the record 
margIn. 

4.4.12. Cancellation of Registration in Financial Lease Contracts Record 

Such cancellation shall take place in the following cases: 

I) Expiration of contract term, without renewaL 

2) Request of parties to contract 

3) Pronouncement of a final cancellation judgement 

4.4.13. View of Records and Extracts 

Any person may obtain extracts, data certificate or negative certificate from contract record or 
financial lessors' record. A payment receipt oflE 10 must be attached to each request Contract 
copies may be obtained by a request submitted by the concerned party. 
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5. Financial Lease versus Operational Lease 

Jurisprudence has endeavored to differentiate between financial lease and operational lease. 

With operational leases, "assets are leased to cany out a particular work project. then lessor 
recovers assets to rent to another lessee". This kind of leasing is more ofa commercial operation 
than a financial one, for the lessor seeks to achieve profit not through a margin to be added to 
interest rates but through negotiation on the leased asset market value and is ··governed b\· the 
general rules of leasing contracts". - . 

Operational leases have the following characteristics: 

• Lessor is not allowed to amortize the invested capital because the contractual period only 
covers the presumptive duration of the asset Moreover, there is no purchase option for lessee 
at the end of the leasing period. 

• Lessor shall be responsible for asset's insurance and maintenance, and he shall also 
bear the risk of asset's inadequacy, whether by amortization or incompatibility with 
technological or scientific advancement 

• Examples on this kind of operational leasing are renting of photocopy machines. 
televisions, cars and computers. In most cases such leasing does not lead to any legal 
difficulties between lessor and lessee. 

• Thus, an operational lease is more like a mechanism for temporarily acquiring special 
kinds of equipment, such as that mentioned above, which have a secondhand market 
The leasing period is thus from six months to three years. Longer periods of leasing 
are for things such as planes and ships and are subject to the lessee's right to 
terminate the contract if he so desires. 

These characteristics of operational leases highlight three substantial differences between 
operational leases and financial leases: 

I) Operational leasing is a commercial process. Financial leasing is a financial process that 
takes place in a different way from regular borrowing or capital increase. 

2) Operational leases cover only part of the asset's duration, and the lessee does not have a 
purchase option at the end of the contract term. Financial leases, on the other hand, could 
extend until the end of the asset's presumptive duration, and lessee has a purchase option 
at the end of contract period. 

3) Lessor is responsible for maintenance, insurance and amortization consequences in the 
operational lease system, while lessee generally assumes these responsibilities in 
financial leases. 
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6. Negotiation Strategies 

6. I. Basic Principles of Negotiation 

An intensive negotiation process will likely take place between the parties to financial lease 
contracts. The parties must follow the known and acceptable principles of negotiation: 

• Both parties should strive to be positive, honest and transparent. 
• Final goals of the negotiating process should not be stated at the outset. and each side should 

remain open to the suggestions of the other party. 
• The contractual goals of each party should be realistic. 
• Parties must reveal, at the start of negotiations, issues that could lead to serious differences 

between them. 

6.2. What is Negotiation? 

Negotiation is a give-and-take process used to reach an agreement between two parties who have 
both common and contradictory interests. 

While negotiation appears easy in theory, in practice It IS difficult to reach such a satisfactory 
agreement, given contradictory interests, emotional reactions, and diehard stances. 

The negotiation process includes the following: 

Pre-negotiation 
• Negotiation planning 
• Negotiation strategies and stages 

Negotiation Process 
• Negotiation tactics 
• Negotiation skills 

Goals of Financial Lease 
• Achieving investments in production. 
• Maintaining machine productive capacity. 
• Overcoming the effect of time on machine efficiency. 
• Coping with management style changes. 

Benefits to Lessor 
• Incentive sale opportunities. 
• Lease + revenue as a percentage from profit. 
• Maintenance of asset's productive capacity until the end oflease period. 
• Interest exchange and conclusion of agreements making the lessee a permanent client. 
• Remaining in the market instead of having no place in it. 

Benefits to Lessee 
• An initial ready investment in a short period of time. 
• The possibility of purchase. 
• Expansion of activity with limited investments. 
• Effect of financial lease on costs. 
• The opportunity to use financial or operational leases, or a combination. 
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6.3. Negotiation Planning 

l. Determining goals oflessor and lessee. 

2. Evaluating motives, interests, and desires of each party and specifying common and 
contradictory interests. 

3. Assessing points of weakness and strength of each party. 

4. Determining subjects of negotiation: 
• Subjects and their arrangement according to their importance. 
• Classification of subjects: 

Subjects that can lead to cooperation and agreement. 
Subjects that are amenable to bargaining. 
Subjects that are not amenable to bargaining. 
Subjects that can be integrated. 
Subjects that cannot be integrated. 

I) Determining and collecting necessary information on: 
• Parties involved in the negotiation. 
• Approaches and methods anticipated in negotiation (bargaining, problem solving. 

leniency, etc). 
• Time available for negotiation. 
• Degree of negotiation. 
• Information required pre-negotiation. 
• Information required during negotiation. 

2) Determining negotiation tactics and strategies. 

6.4. Issues in Financial Lease Negotiations 

• Financial lease, operational lease, or a combination of the two. 
• Handling of the financial lease accounts. 
• Period oflease. 
• Current asset price. 
• Lease revenue: 

Should lessor get rent plus a percentage from profits? 
Should lessor get rent only? 

• What will happen at the end oflease period? 
Will lessor reclaim the asset or sell it to lessee? 

• Maintenance of capital equipment during the lease period. 
• Arbitration issues. 
• All legal issues. 
• Productive capacity of asset. 
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7. Procedures for Drafting Financial Lease Contracts 

• Review standard contract forms that are consistent with the selected type of contract. The 
Public Enterprise Office in the Ministry of Public Enterprise (\1PElPEO) has models of 
such contracts. 

• Review law No. 95 of 1995, which governs financial lease contracts. Refer to Annex 
I, which includes a paper on financial lease law no. 95 of 1995. 

• Parties to financial lease contracts must agree upon a guarantee deposit. to be made in 
a third party's account (at a bank agreed upon by the two parties). The contract must 
stipulate rules of distributing such guarantee if any dispute arises (such decision shall 
be governed by arbitration procedures set forth in the contract). 

• Financial lease contracts may include a number of parties like lessor. lessee, supplier 
and contractor. Moreover, these same parties could split into a number of suppliers. 
contractors and lessors, etc. 

• Terms of the contract may include: asset leased and its specifications, the contract 
period, conditions of using the asset, status of asset after contract expiry date. and 
price of asset should lessee choose to buy it. Contract terms are subject to 
negotiations between parties, and they can potentially lead to disputes during 
execution. 

• Resolution of disputes over contract terms are often handled in the courts. However. 
prolonged judicial procedures can cause grave economic losses in cases that require 
speedy settlement. Therefore, the Egyptian legislature has issued law no. 27 of 1994 
concerning arbitration in commercial and civil cases. This law regulates rules and 
procedures of optional arbitration, and determines ways of executing arbitration panel 
awards. 

• Arbitration is a preferable means of settling disputes that arise between parties to 
tinanciallease contracts. An arbitration agreement would take one of two forms: 

I. Arbitration conditions set forth in the financial lease contract. 
2. A separate agreement concluded by conflicting parties when a dispute arises. 
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8. Determining the Fair Lease Value 

The fair lease value of the asset is determined according to the following steps. 

8.1. Determine the Cost of the Asset 

There are three standard methods for determining the value of an asset: book value. replacement 
cost and discounted cash flow. 

8.1.1. Book Value 

The book value means the actual value of the asset on date of acquisition. There are a number of 
justifications for using the book value, namely: 
• Standard objectivity. 
• Stability in applying the book value method enhances the confidence of accounting data users. 

Criticisms of using the book value when determining the fair lease value include: 
• The incredible amount of information included in the financial status list. This is due to the 

application of a mixture of different purchasing power units inside one list. 
• The inconsistency of accounting data, given the differences between book value and real asset 

value. 

8.1.2. Replacement Cost 

The replacement cost (also called current cost) is the cost of purchasing an asset similar to the one 
already owned, or the cost of purchasing services of such asset if it is not possible to buy a similar 
one. The replacement cost method requires standards and reports on assets and expenditures related 
to their use or sale according to their current cost or value expected, whichever is lesser, at the date 
of budget preparation or date of use or sale. 

The replacement cost provides more useful information than the book value. However, it should not 
be used in evaluating the value of assets, because it is inaccurate to assume that an asset's current 
price is equal to the amount paid to purchase it 10 years ago, for example. 

8.1.3. Discounted Cash Flow 

This method determines the asset value by discounting cash flows from asset operation using a 
suitable discount rate that takes into consideration inflation, uncertainty, risks related to the activity. 
and current asset management efficiency. Also, government control over the asset, together 'vith its 
current value resulting from discounted cash flows according to a specified rate, must be taken into 
consideration. The former represents the value lessee accepts to pay on the asset. 
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8.2. Determine Lessor's Implicit Interest Rate 

The lessor's implicit interest rate represents the interest rate generated by investment in the leased 
asset. This rate makes current value oflease contract minimum payments and asset salvage ,'alue 
equal to its market value from the beginning of the contract. 

8.3. Determine the Fair Lease Value 

The fair lease value equals the cost of the leased asset plus the implicit interest rate, divided by the 
lease term. 
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9. Accounting Criteria of Financial Lease Operations Stated in 
Law No. 95 of 1995 

9.1. Article 23 of law 95 of 1995 states the following: 

"Financial lease operations shall be subject to accounting rules and criteria set by the minister 
concerned (Minister of Economy) in agreement with the Minister of finance". 

The following specifies the most important provisions in this concern: 

- Article 24 states that lessor shall have the right to amortize the value of the leased asset 
according to the course of work, custom and nature of the asset, and regardless of the asset's 
lease contract tertn. Lessor may, in addition to amortization and costs deducted from operation 
results, deduct from taxable profits prepared allotments for losses or doubtful debts. in 
accordance with the law. 

- Article 25 states that the lease value during the accounting year shall be considered part of the 
costs to be deducted from lessee's profits in accordance with the applicable taxation legislation. 
Lessee shall insert the due lease value in the profit and loss account of the contract. This shall 
be accompanied by a statement clarifying whether the asset leased is real property or chattles. 
Lessee shall also include budget notes, prior leasing contracts lessee has concluded. and amount 
paid for each contract, in addition to sums payable. 

- Article 26 states that "deduction, addition, collection and other attachment systems shall not be 
applicable at the source in relation to tax calculations on due lease payments. Such provisions 
shall not be applicable to contract specified price". 

- Article 29 states that "if the contract contains leasing of vehicles that necessitate obtaining 
licenses from the concerned traffic administration, lessee may submit a proposal to obtain such 
license provided that he attaches a copy of the financial lease contract. 

The license shall be issued under the name of the lessor, and it shall mention that the vehicle is 
in the possession of lessee in accordance with lease contract and that lessee uses it himself or 
through appurtenance. 

Lessee shall bear all legally determined taxes and fees to obtain the license and renew it. He 
shall also pay all obligatory insurance installments and all commitments resulting from vehicle 
ownership. 

- Article 30 states that "without prejudice to any legally detertnined tax exemptions, lessor shall 
be exempted from income taxes in relation to profits resulting from financial lease operations 
for five years starting from activity performance date. 
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From the above. we find that the accounting criteria and taxation of financial leases shall take the 
following form: 

In relation to lessor: 

Lessor shall be exempted from income taxes in relation to profits resulting from financial lease 
operations for five years from the activity start date. 

Deduction, addition, collection and other attachment systems shall not be applicable at the source in 
relation to tax calculations on due lease payments. Such provisions shall not be applicable to 
contract specified price. 

Lessor shall have the right to amortize the value of the leased asset according to the course of 
work, custom and nature of the asset, regardless of lease contract commencement and in 
accordance with amortization rates prepared by the tax administration. In all cases. an additional 
amortization rate shall be added -- not to exceed 50% of the first rate -- as lessee shall probably 
operate and utilize the asset at full capacity. This rate shall be added without prejudice to lessee's 
right in deducting all due costs from taxable profits. 

Lessor may attach a percentage -- not to exceed 20% -- from lease payments of accounting year. to 
be deducted from his taxable profits from this activity. This would motivate him to obtain a new. 
more modem asset than the leased one. 

Lessor may deduct from activity profits subject to taxes, during the accounting year. the value of 
insurance payments on the asset (wholly or partly), as set forth in the contract with lessee. 

Lessor may deduct from activity profits subject to taxes, during the accounting year, a percentage -
-not to exceed 5% -- as an allotment for doubtful collection sums or any losses resulting from 
operation or misuse of leased asset. 

In relation to lessee: 

Lessee shall not pay any percentage of lessor's due lease sums to the tax administration in 
accordance with deduction, addition, collection and other attachment system provisions in relation 
to tax account and price specified in contract. 

The following sums are included in the profit and loss statement of the accounting year: 
• The due lease value in execution of lease contract. 
• The value of insurance installments on the leased asset, or part of it (according to what 

is set forth in the financial lease contract). 
• Maintenance and repair expenses of the asset. 

This is to be done without prejudice to the insertion of all expenses subject to deduction in 
accordance with customs, accounting rules, and applicable tax legislation, which include all legally 
determined taxes and fees to obtain and renew licenses. The former is to be applied if the lease 
contract includes vehicles that need licenses from the traffic administration, in addition to the 
obligatory insurance installment. 

Lessee shall also insert budget notes, any prior leasing contracts lessee has concluded. and amounts 
paid for each contract. in addition to sums payable. 
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9.2. The Egyptian Accounting Criterion No. 20 

The Egyptian accounting criterion no. 20 has been prepared to handle financial lease operations in 
accordance with requirements of financial law 95 of 1995. This criterion c1earlv encourao-es otT-• => 

sheet balance financing, as is evidenced in the general provisions stated by the law. Such 
operations deal with financial leasing from the accounting point of vievoi as an operational lease tor 
both lessor and lessee. 

The accounting criterion no. (20) states the following regarding the lessee in a financial lease: 

• The due lease value of a given fiscal period, concerning asset leased, shall be included as 
lessee's income. 

• All asset maintenance and repair expenses borne by lessee shall be included in lessee's income 
for the fiscal period. 

• Asset leased shall not be included in lessee's books except at the end of the contract period if 
the right to purchase the asset is taken. If the purchase option is taken. the asset shall be 
included at the purchase value agreed upon in the contract. Asset depreciation shall be done on 
the basis of the asset's productive duration and in accordance with policies followed by lessee 
in relation to assets owned. 

The accounting criterion no. (20) states the following regarding the lessor in a financial lease: 

• The leased asset shall be included in lessor's books among fixed assets and according to its 
acquisition book value. The asset shall be depreciated according to its productive period and the 
method followed in the accounting custom. 

• The financial lease revenue registered in lessor's book is the implicit value of the lease contract 
plus depreciation installments, taking into consideration revenues proved with the prior means 
and annual lease payments. Then, the difference, whether an increase or decrease, is set aside in 
the lease contract settlement account. Such account should be closed at the end of the contract 
term in the asset account. 

• Maintenance, insurance and all required costs shall be included in lessor's income list, unless 
the contract states that lessee should bear these costs. 

• In case of doubtful collection of lease payments, required allotments shall be made. 

9.3. Disclosure Requirements of Financial Leases 

Disclosure in Lessee's Financial Documents: 

Disclosure requirements in financial lease operations are represented In accordance with the 
Egyptian accounting criterion no. (20) in: 
• Leased Assets Statement: 

- Sum total of asset contractual value. 
- Productive period of leased assets. 
- Annual lease value. 
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• Details of maintenance and repair of leased asset. 
• Commitments of financial lease contracts must be analyzed according to due dates during 

special budget years. 
• Disclosure of any important financial conditions required by lease contracts (like potential 

commitments, contract renewal, right to purchase asset). 

9.4. Disclosure in Lessor's Financial Documents: 

Disclosure requirements in financial lease operations are represented in: 

• Policies followed to identify lease revenues. 
• Depreciation policies concerning leased asset. 
• A statement on costs and work of leased asset, together with a statement on its usage and 

depreciation. 
• Profit and loss resulting from the transfer ofleased asset from lessor to lessee at the end of the 

cont~act term. 
• Any debit or credit sums resulting from settlement of accounts. 
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