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Introduction: 

Privatization has spread to become the global economic 

phenomenon of the 1990s. Throughout the world, governments are 

turning over to private managers control of everything from electrical 

utilities to prisons, from railroads to education. By the end of the 1980s, 

sales of state enterprises worldwide had reached a total of over $185 
billion --with no signs of a slowdown. 1 

Also, in Egypt privatization started to spread. In the eighties, the 
condition of the country's economy was dramatically bad.' The managerial 

and financial problem of the State Owned Enterprises (SOEs hereafter) 

became very clear in the middle of the eighties. The losses of the SOEs 
were a great burden on the state's budget.' After an agreement with the 

International Monetary Fund (IMF) at the beginning of the nineties, the 
Egyptian government started an economic reform program. 4 The core of 

this program is an ambitious privatization program. 

Privatization is more than an event; it is a process by which state-owned 

assets or activities are transferred to the private sector. Obviously, the 

details differ by country and by type of transaction, but the process for 

privatizing a typical SOE is composed of three main phases. 

(A} The preparation phase 

In this phase the SOEs targeted for privatization are selected and if 

the enterprises were not in the form of joint-stock companies, they are 

transformed into such form. The government should pass the necessary 
legislation needed to perform the privatization process.' 

(8} The privatization phase: 

In this phase the government and its' advisers undertake a study to 

assess the feasibility of privatizing the enterprise or activity and the 

mechanisms available for achieving this objective. In many cases, the 

interested investor will be performing parallel analyses of his or her own. 

In some cases, the government may decide to restructure the enterprise 

before putting it up for sale, in order to increase its marketability. For 

1 John B. Goodman & Gary W. Loveman, ~Does ptlvatizatiOII set·ve the public interest?~ Harvard Business 
Re\·icw, Nov. 1991 ,P .26 
2 Attiat F. Ott & Keith Hartley, "Privatization and eco11omic efficiency~, Edward Elgar Publishing company, 
199!P.I91 
3 Aly Abdel-Aziz Solciman, "The Privatization Program: The cases of transfer to the market economy in Egypt", 
Strategic papers (Kurasat lstratijiya), iss. 39, 1996,P.6 
4 ~Ef:r!pt emerg<?s as a major player". Project and Trade Finance, July 1993,P29 
5 Ernst & Young, "Privatization: Investing in -~tate-awned enterpn-ses around the world", John Wiley and Sons 
Inc., l994.P.4 
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example, many public enterprises are heavily indebted to state banks, and 

some form of loan forgiveness or debt-equity swap may be required in 

order to put the enterprise on a financial footing that is acceptable to 
investors• 

The state selects one of the privatization methods (such as stock 

offerings, tender, direct negotiation, .. etc.) to carry on the divestiture. Then, 

both the state and investors estimate a fair market value for the SOE 

under privatization. 

(C) The post-privatization phase: 

In this phase the investor takes over the operation of the 

enterprise. Most investors undertake further restructuring, with an 

emphasis on improving the quality and reducing the cost of goods or 

services provided. The government's role in the final, post-privatization 

phase may vary, from arm's length regulation or a continuing involvement 

in running the enterprise on one hand, to seats on the board of directors 
for the government or its proxies on the other hand. 1 Its' role could also be 

diminished to only control the contract conditions. 

This research focuses on the second phase of the privatization 

process. Its' aim is to suggest a framework to help the state in taking the 

restructuring and/or privatization decision, and providing a valuation 

model to formulate the investors' estimation of the fair market value of a 

certain SOE. 

Research Problem: 

It is well known that business valuation is a key to the privatization 
process and the economic restructuring• As if the government sells the 

SOEs under-priced, it will be accused by selling the national wealth 

cheap, and selling it over -priced will harm the whole privatization process 

as it will lose the investors' confidence. Accordingly, SOE valuation could 

hinder the privatization process. An author affirms this opinion by stating: 

6Jbid., P.6 
7 lbid . .f'.7 

"One reason of the delay is that in the current 

environment it has been difficult to calculate the net 
worth of state enterprise''9 

8 Laurent Hen·e, M Issues of business mluationM In Salvatore Zecchini, "Valuation and pn·vatizationR, 

Organization for economic eo-operation and development, 1993, P.95 

9caJvo Galirmo, in Asafet Ashour, ~An accounting model to estimate the value of companies wtder 

privatization", Economic and Business Rcl<icw, Faculty of conunerce, Ain-Shams Uni,·ersity.PI76 
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