PASULTY OF COMMERE?
AIN-SHAMS UNIFEASTT

A SUGGESTED FRAMEVORK TO VALUATE THE ECONOMIE - 3
UNITS BASED ON THE EGYPTIAN AND GERMAN

PRIVATIZATION PROGRAMS

¢
ppdt” |
Teh S L

Ph.D Dissertation
SHERIE SAID ELBARRAD Fr—

Supervisors

PROE DA, ABD-ELRAHMAN ALIAN PROF. DR. GONTIR 21333M
FACULTY ©F cOMMEAG: TREVHANDIEMINAR

AINSFAMS UNIVEASITY UMIVERSITAT ZU X OHLN

Central Library - Ain Shams University



Central Library - Ain Shams University



m
/‘- -
.
ST

::L% 1 :éf %
-— = [ i
,f:EE = 5::_'::

L ‘\ |

Central Library - Ain Shams University



o= 311 oa yll alfl ouuay
" oraall o alall 21l ol Liiole Lo U1 Uil oletl il g™

(VY= AR )

Central Library - Ain Shams University



Central Library - Ain Shams University



A SUGGESTED FRAMEWORK T@ VALUATE THE ECONOMIC UNITS
BASED ON THE EGYPTIAN AND GERMAN PRIVATIZATION
PROGRAMS.

Lllly pas o S P Aol 2801 5l FT> G’t’.‘f}-’u‘b G ladF Y ol gt 5 0imd) gae 5l

PRI NPUIRY S WP SO | r..(
FR T B SIS EL PP N PRSI N P SR
Aaod Mg Bl 3 2 maldl

o R —E)sz_ﬂ11:l§:i:l,<l1{,_.,.{
VAAS

e A

Central Library - Ain Shams University



Central Library - Ain Shams University



.;ll._\Ai

él_}—“nj—ﬁfd_ﬂ‘ )}ﬂ‘ ........ ‘5:1_‘_.}‘_9 (_t,i?'_sj LF“
slall & JeY T L., s o e K s
Pyl gl gty s ool e

Central Library - Ain Shams University



Central Library - Ain Shams University



Ay LG

O el e 3558 ani 90 e 4 and L o il e 4l S8l daall
IS aa¥h iy G s ae Ll Al ol a3a
Shle Graa o [ 8ol SRS il AN g pil o GlEN Vas E 0
i e A e L Loy oyl 5 o8 Pa L ante 3 il gl e
R RPN E 01 -PPLIVR [ WS SR P % L I P 1 A DO S
5yl g b piall
CPUR O SV I SO I OV DX PR 1 W\ P Y. P P
O pavsall A o LS aatliaaly et ol (5 o T RIS, Rl
SYLTEN R PARFCR [ N P e P - PR [ DXV B B | Y. (P
G Sl Jlgadi ey ShLA (Fad [ 00l B Sl Gl paiy LS
ATy Bas G bl Siadl e aSalf Liad el il aded e ciliulaall
40l e 5
Jomand s (a4 L8 L QT Juee W1 gl 5550 il qaSall 31 4o 5l
i Ui LY A U UL e
oy 4l sl g Ulges il el Goob gl of = day o = (Jaad Sl
L Ozaltl

Acknowledgment

The researcher would like to thank Prof. Dr. Gunter Sieben for
his time, support and effort during the period of study. His opinions
and thoughts were of great value and assistance in my work. The
researcher is proud to be one of his students.

The researcher would like also to thank Dr. Helmut Maltry, who
spent long hours of discussion with the researcher. He also did not
hesitate to support the researcher to overcome many problems
which faced him in Germany.

The researcher would like to thank all the members of the
Treuhandseminar who were very friendly and did not hesitate to help
the researcher in many occasions.

The researcher would like also to the thank the DAAD which
provided the financing for the scholarship which made this study

possible.

Central Library - Ain Shams University



Central Library - Ain Shams University



3yl ihaias daal ape iyl tald
XESPURSCACY WP TE DI R PR V2 J I RENY QT g PR D A OV
Lilall g jeas oo JS 8 LalAl
o Sl tRgalall Za yal
Y44V :@_}t\j\
AL Aial
shla 8 /5 aal dui

Slaslaall (558 palt Sleadt st

(;,;\.\\ﬁ‘(_}.._\u;d\,ns /_JJ::S_‘J\ Jt:.m‘Y\
M&LLABEJM‘%&LA‘E\J@BAHHEJ;;J

Ole dpana Gas i ae [ 5Sa0 LY
Jm.a: e :\.a.ol_‘\ EJ'L.x'J\ 23\15.1 \_H.‘Lsﬂ\ el

S5 s [ 5SH SR)
Lilall 155158 iy Sl 15 1005 Gl pall o

Central Library - Ain Shams University



Central Library - Ain Shams University



Introduction:

Privatization has spread to become the global economic
phenomenon of the 1990s. Throughout the world, governments are
turning over to private managers contro! 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.!

Also, in Egypt privatization started to spread. In the eighties, the
condition of the country’s economy was dramatically bad.2 The managerial
and financial problem of the State Owned Enterprises (SOEs hereafter)
became very clear in the middie 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.? The core of
this program is an ambiticus 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. Obvicusly, 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

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

{B) 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 avaiiable for achieving this objective. In many cases, the
interested investor will be performing parallel analyses of his or fier 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 privatzation serve the public interest?” Harvard Business
Review, Nov. 1991 P26

2 Artiat F. Ott & Keith Hartley, "Privatization and economic efficiency”, Edward Elgar Publishing company,
19%1.P.191

3 Alv Abdel-Az1z Soleiman, "The Privatization Program: The cases of transfer to the market economy i Egypt”,
Strategic papers {Kurasat Istratijiva), iss. 39, 1990,P.6

4 “Egvpr emerges as a major player”, Project and Trade Finance, July 1993,P29

5 Emst & Young, "Privatization: Investing in state-ovwned enterprises around the world”, John Wiley and Sons
Inc., 1994.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.5

The state selects one of the privatization methods {such as stock
offerings, tender, direct negaotiation,..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 cn 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.? Its' role could also be

diminished to only control the contract conditions.

This research focuses on the second phase of the privatization
process. [ts' 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 wili 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:

"One reason of the delay is that in the current

environment it has been difficuit to caiculate the net
worth of state enterprise™

6 fbid., P6

7 tbid P7

8 [ aurent Hervé, “ Issues of business valuation” In Salvatore Zecchini, " Faluation and privatization™,
Organization for economic co-operation and development, 1993, P.95

9Calvo Galirmo, in Asafet Ashour, "An accounting model to estimate the value of companies under
privatization”, Economic and Business Review, Faculty of commerce, Ain-Shams University. P176
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