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Abstract

A privately held firm, which is concerned about the disadvantages of using too
much debt, will sometimes resort to going public. The process of selling shares to the
public is known as an Initial Public Offering (1PO). Upon going public, the firm’s
ownership structure gets diluted and pressure is imposed on management in order to
achieve projected or targeted results. Any underperformance by the firm will result in
decreasing the stock price, thus, lowering the overall value of the firm and the investor’s
confidence.

This study intends to provide an understanding of the initial public offering (IPO)
process in Lebanon. The objective is to highlight the PO process, its benefits, obstacles
and disincentives.

The methodology used is a survey of privately held companies in Lebanon in
addition to statistical and financial analysis.

We have found that the IPO process in Lebanon is still in its infancy when
compared to most developed countries or even most Arab countrics that have active stock
markets. The political and economic instability of the country has not been encouraging
many businesses to go through the TPO adventurc. The number of IPO’s has remained
muted in recent years.

The Beirut Stock Exchange (BSE). the only stock exchange in the country, was
established in the 1920s and was the first in the Middle East. The BSE is currently
characterized by a limited number of listed domestic companies with a low daily volume
of trading. Beirut Stock Index is highly volatile duc to the instability in the country.

Upon examining a number of listed Lebanese companies, | found that their stock
prices are not strongly affected by the political and economic conditions which currently
govern the country. These companies are performing well and are generally closely held,
which means that the majority of the shares are under the control of management. On the
other hand, these companies have a high level of reliance on their businesses outside
Lebanon. These two reasons together with others, have made these companies immune to

many changes or troubling events in the country.



The study proceeds as follows: Section | provides an overview of the Lebanese
economy and the different components of the economy. Section II describes the common
forms of business in Lebanon with the brief understanding of rules and regulations related
to these businesses. Section 111 discusses the history of the Beirut Stock Exchange, the
administration, the listing requirements, the costs of going public, the rules concerning
foreign investors and the correlation with other stock markets. Section IV analyses the
pros and cons of going public in Lebanon through a survey conducted for this reason.
Section V includes a financial analysis of four Lebanese publicly traded companies.

Section VI concludes this paper.



I - Introduction: The Lebanese economy

a) An Overview of the Current State of the Lebanese Economy.

Lebanon gained its independence in 1943. Since then it has been known to have
an open laissez-faire economy. This was the direct result of the existence of a
traditionally influential business class which was close to the political leadership and
which supported liberal economic policies, generally conservative fiscal and monetary
policics, and the opening of the national economy to the outside world. This openness
was evidenced in the early 1950°s when the exchange rate system became completely
free of any restrictions in sharp contrast to the exchange systems of most neighboring
countries which were distinguished by strict controls and restrictions. Most of the
government policies were in support of the private sector and individual initiatives. This
action was the direct opposite of nearby Arab countries that were nationalizing the private
sector of the country. As a result, private capital in these countrics tended to seek refuge
and investment opportunities abroad especially in Lebanon with its private sector oriented
and open economy. Lebanon also attracted forcign capital and investments from
Lebanese expatriates who live abroad. especially in Africa and South America. The
outcome was the rapid and broad-based expansion of the I.ebanese national economy.

This economic growth continued and reached its peak in the 1970s when the
economy was booming, and Lecbanon, with its banking secrecy and service-oriented
economy, was the destination of the major foreign investors. These investors had also a
direct effect in the flourishing of the Beirut Stock Exchange.

This bright picture, however, did not last long and was damaged by the ignition of
the civil sectarian conflict which lasted for about 15 years. As a result, the whole
economy collapsed. the infrastructure of the country was severely damaged and the
Lebanese pound quickly depreciated accompanied by mounting inflation.

By the end of the civil war Lebanon started reconstructing its ruined
infrastructure, revised basically most of its business laws and regulations, and regained its
banking sector reputation characterized by high financial standing and banking secrecy

laws.



The economy enjoyed an accelerating growth rate in the period stretching from
1991 though 1994 reaching its peak of 8 percent in 1994. It was induced by increasing
public sector expenditure and private sector investments led by the construction sector.
The private sector had high and positive expectations regarding future prospects. The
period stretching from 1995 to 2000. saw a gradually declining rate which became
slightly negative in 2000. This was partly attributable to continuous borrowing by the
Lebanese government at relatively high interest rates in order to finance continuous
budgetary deficits, with a consequent dramatic rise in the public debt. Regional political
uncertainties and conflicts also contributed to the declining rate of growth and the
decrease in foreign investments to the region generally and to Lebanon particularly.

For the years stretching from 2001 through 2004, the Lebanese economy revived
again. The economy started to grow, due to better economic and political situation in the
country and the region. This growth reached an estimated 5 percent in 2004. This
improvement was mainly related to the flow of Arab capital and investment towards
Lebanon, as well as other Arab countries, in the aftermath of the September 11, 2001
event in USA. These investments were mainly in the real estate sector and service
oriented-sectors such as hospitality and tourism. Banks benefited the most from these
investments, where an expansion in deposits was noted easing the pressure coming from
the budgetary deficits of the Lebanese government that was financed by local banks. This
improvement was also enforced by monetary and fiscal policies imposed by the
government aiming at reducing the public debt, where higher taxes were imposed and
value-added tax (VAT) was introduced in 2001, bringing more income to the
government. The "Paris [I" donors Conference in November 2002 secured USD 4.3
billion in financial assistance to help re-schedule much of the burden caused by the debt.
However, the results of this conference were sabotaged by the then ongoing conflict
between the Government and the President especially concerning the disputes over
privatization.

Starting in February 20053, following the assassination of Prime Minster Mr. Rafic
Hariri, Lebanon was once again submerged in political and security turmoil. As a result,
the growth rate of the economy in 2005 was estimated to have dropped to | percent. This

decline in growth was also observed in Lebanon’s Beirut Stock Exchange which had



major {luctuations triggered by the different political and security conditions that marked
the year 2005. This, however, was changed at the beginning of 2006 where there was
positive economic outlook with the rencwed interest from Arab and foreign investors,
increased consumer confidence, a rise in exports, strong construction activity and a
promising year for tourism. This was the direct result of the liquidity generated in the
Gulf area as a result of increasing oil prices. This trend was accompaniced by regional and
international support for the structural reforms that the authoritics were trying to
implement. However, this positive outlook for 2006, characterized with strong first half
results, was severely affected by the Israeli war which started in July and lasted for 33
days of hostilities, resulting in a direct damage that was estimated by the European
Commission at USD 2.8 billion together with indirect losses (foregone revenues in the
form of lost investments, construction, spending...) estimated also by the European
Commission to be two to three times the direct losses. Thus, the Lebanese economy
stagnated during this period. The last quarter of the year did not experience any
improvement, since Lebanon was under siege by Israel for months. The political situation
was in deep crisis caused by the conflict between the government and the opposition.

The Lebanese pound, which is unofficially pegged to the U.S. dollar, remained
stable throughout these crises due to adequate tactics employed by the Central Bank.

The banking sector, which is the backbone of the L.ebanese economy, sustained its
aggressive strategies towards pulling domestic corporate and retail clients. On the other
hand, Lebanese banks continued their expansion and diversification policies in the region
and emerging markets in order to minimize the effect of local political and security risks.

The performance of the Beirut Stock Exchange (BSE) was in harmony with the
events which disrupted the country. Required and necessary measures were taken by the
BSE officials in order to protect the rights of listed companies and investors. The first
half of 2006 recorded strong performance by the BSE similar to the same period in 2005,
especially in February, where the BSE reached its peak performance due to high
expectations and strong confidence. However, the overall performance during the year
2006 remained below that of 2005. Trading on the BSE during 2006 witnessed activity
fluctuations but managed to be favorable, despite the exceptional events witnessed by the

country. The values of shares traded reached USD 2,032 million compared to USD 923



million during 2005, posting an increase of 120%. The volume of shares traded increased
from 89.75 million shares to 134.85 million shares marking a 50% rise during the said
period. Moreover, the number of transactions exccuted was 42,928 making an increase of
164.5% between 2005 & 2006. It is worth mentioning that the above listed performance
indicators are the highest since the reopening of the stock exchange in 1996.

The year 2007 started with the government adopting ambitious and
comprehensive medium-term programs of socio-economic reforms. These reforms were
the result of the international community’s support to Lebanon in the form of Paris I
donation Conference, held in January, which secured around USD 7.6 billion in potential
financial aid and conditional loans. However, the implementation of the reforms, required
by the conference, was faced with a lack of national consensus on the reforms necessary
and serious political instability.

The Lebanese economy has managed to end the year with a slightly positive real
GDP growth. Results were much better than 2006, but still much lower than 2005. The
mounting of political tension between the Government and the Opposition has been
harming the country becausc of the wait and see attitude among investors.

Despite the negative outlook of the political, economic and the security situation,
the banking sector enjoyed a healthy growth in deposits by 10.9% with consolidated net
earnings growing by more than 30%.

The Beirut Stock Exchange (BSE) had an acceptable performance considering the
unstable situation in the country. This performance experienced high fluctuations driven
by the political situation. The BSE reported a narrow trading volume, with an annual
trading volume reported at USD 925 millions, thus dropping more than 50% from the
previous year.

Currently the Lebanese economy appears to be in a recessionary phase as a result
of the continuous political and security turmoil in the country, where the unofficial data
for unemployment is estimated to be between 15% and 20%. Reform is badly needed in
the public sector, with many being given jobs by the state in order to keep them off the
unemployment lines. This has, of course, led to huge wage bills for the government. To
make matters worse, pressure not to cut back on jobs was coupled with pressure to

increase wages. Corruption has also been a problem throughout the Lebancse economy.
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Within such an environment. the country is in need for a real economic growth, way
above 6% for years to come, in order to improve the living and welfare standards. Such
growth is needed for returning the confidence of investors and a realistic and

comprehensive action from all in order to bring the country back on the right track.

b) The main components of the Lebanese economy (different sectors and

industries)

The liberal and open market economy of Lebanon is mostly dominated by two
main sectors which arc the services and banking sectors representing 70% of the
country’s gross national product. The remaining 30% arc distributed mainly between the

industrial and agriculture sectors.

i The Tourism Sector

One of the major components of the Lebanese economy is the service sector.
Tourism, which is the main driving force behind the service sector, accounting for 25
percent of the economy, is supported by an industry of hotels, restaurants, casinos, and
nightclubs. Tourists are attracted to Lebanon's magnificent natural scenery. its moderate
climate. historical sites, and cultural activities. This sub-sector is highly affected by the
political situation in the country. As an example of this effect, we compared the statistics
released by the Lebanese Ministry of Tourism for the years 2005, 2006 and 2007 which
were the scene for varying political instabilities discussed in Audi-Saradar Group
“Economic Report™ (2008) and Fransabank (2007). The number of tourists in 2007
declined by 4.3% compared to 2006 which also noticed a decrease by 6.8% compared to
2005. If we compare the year 2007 to previous years and not just 2006 which had a war,
the number of visitors would be the lowest in three ycars. The adverse political and
security conditions placed Lebanon on a list of the “world’s most dangerous destinations”
published annually by www.Forbes.com, a US based-web magazine producing these
rankings since 2003. In 2007, Lebanon was the 8" most dangerous country out of 10

states, up from the 1 1" place in 2006s list of 12 countries. This was also the direct result
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of the Israeli July 2006 war on Lebanon and the siege that followed, that continued for
several months, reducing the willingness of tourists to visiting Lebanon even after the end

of the war. After all who will visit a country with so much political instability?

il The Banking Sector:

Lebanon was the region's Financial Services Center. In the 1960s, Lebanese
banks were the main recipients of the region's petrodollars generated as a result of the
booming oil sectors in most of the region’s Arab countrics. Currently, financial services
consist mainly of commercial banking, investment banking and insurance. Despite the
conflict and a crisis in the late 1980s involving a small number of banks, the commercial
banking sector remains a centerpiece of the country’s service-oriented economy. The
banking sector witnessed unique growth during the period from 1992 to the present. This
growth also continued in the period after the assassination of Prime Minster Mr. Rafic
Hariri in spite of all political instability. The banking system is seen as playing a key role
by being the entry point for capital inflows for the region's development. At the same
time the authorities are aiming at widening and deepening the financial sector by
facilitating the establishment and evolution of, and providing a regulatory framework to,
more diversificd private financial institutions. Several investment banks, with capital
raised offshore, have been established in Beirut and offer a varicty of traditional
investment banking services, including debt and equity raising and corporate finance
advisory services. Several commercial banks have established investment banking
subsidiaries offering similar services. As a part of the Government's strategy of re-
establishing Beirut as a regional {inancial services center. the Central Bank established in
1994 a central depositary, settlement and clearing agency. MIDCLEAR, which is a joint
stock company whose roles and functions are discussed in further details in section 111 of
this paper. The Government reopened the Beirut Stock Exchange in 1996 (also discussed
in section I11).

According to the Central Bank of l.ebanon (2998 & 2007), despite of the political
and economic conditions in Lebanon, the banking sector had a good year in 2007, where
the sector had a 30 % annual growth in net profits compared to 29.5% increase in 2006

and an increase of 5.7% in 2005. Assets grew by 10.7% in 2007 which was mainly due to



the increase in customer deposits by 10.9% compared to 6.5% increase in 2006 and a shy

increase of 3.9% in 2005.

iii. The Commerce Sector

Another sector of the Lebanese economy is the Commerce sector. Before the war
erupted in 1975, domestic, foreign, and transit trade (the re-export of products
manufactured outside Lebanon but distributed through it) stimulated prosperity; these
forms of trade have begun to revive since the war. The Port of Beirut plays an important
role in Lebanon's commercial activities. After World War I, Beirut became the most
important Arab port on the Eastern Mediterranean serving the Arab world. A free-port
area for re-exports added to Beirut's success. Work has been completed on the
reconstruction of the Duty Free Zone at the Port of Beirut to restore its pre-war capacity
together with the rehabilitation and expansion of the Port of Beirut. As per data released
by Audi-Saradar Group (2008) and Fransabank (2007) research departments. an increase
in activities of the port in 2007 was noticed compared to 2006 by more than 20% in terms
of number of ships, containers and tons of goods transported. This increase was due to the
fact that 2006 noticed a dead period during and after the July war. The number of ships
was up by 19.4% in 2007 compared to 2006 which dropped by 17.8% compared to 2005.
The number of containers increased by 28% compared to 2006 which noticed a decrease
of 6%. Likewise the volume of merchandise unloaded at the port went up by 25.8% in
2007 compared to 2006 which had a declined by 5.5% compared to 2005. According to
the port authorities “year 2007 was characterized by strong operations reaching full
capacity and plans to further expend this potential. Trade is also benefiting from the

regional boom, as half the port’s activities are transited 1o neighboring countries %

iv. The Construction Sector
Construction is another major sector in the l.ebanese Economy. Prior to the civil
war in Lebanon. the property sector had always been significant, with a substantial

portion of the activity concentrated in Beirut, where the housing needs of the city's



rapidly increasing urban population had to be met. Beirut saw an almost uninterrupted
boom from the late 1950s to the early 1970s. when it expanded dramatically, eventually
to house half of the country's population. Mountain towns and villages close to Beirut
favored by tourists, such as Aley and Bhamdoun, also expericnced a boom. After the end
of the civil war, Lebanon witnessed a significant construction boom especially in Beirut
Downtown area where the largest construction project started by a publicly held company
“Solidere” which we study in Section V of this paper. Real estate prices have risen
steeply. especially for prime property, but have recently stabilized. The boom has been
fuelled by a mixture of local, expatriate and Gulf Oil booms which are placing their
liquidity in this sector. With respect to residential property, it has been concentrated
mostly at the upper end of the housing market. As the stock market has resumed its
operations only recently, land and construction have been viewed by many as attractive
investment opportunities. Construction projects are financed mainly by equity
investments. The relative low taxes in Lebanon, the improvement made in terms of
property transfer operations, and the facilitation of foreign ownership, have been other
demand-pushing factors. Lebancsc rcal estate is considered the cheapest in the region
where the return on property investment is quite higher compared to low interest rates
and depreciated US dollar. Real estate prices are rising everyday since big investors arc
buying and holding large portions of real estate in anticipation of a bright future for
Lebanon. According to the Directorate of Real Estate disused in Audi-Saradar Group
“Economic Report” (2008), the real estate transactions in 2007 increase by 21.4%
compared to 2006 which had an increase of only 3.7% compared to 2005. On the other
hand, the number of sales operations increase in 2007 by 33.7% compared to 2006 which

noticed a decreased by 2.15% compared to 2005.

V. The Industrial Sector

The Industrial sector. consisting mainly of the production of cement, furniture,

paper, detergents, cosmetics, pharmaceuticals, batteries, garments and processed foods, is

almost entirely privately owned except for the production of cement lead by Holcim



Liban SAL, a publicly held company, which we study in more depth in Section V.
Exchange ratc and price stability coupled with the gradual fall in Lebanese Pound interest
rates have contributed to a better environment for investment and growth in industry.
Infrastructural bottlenecks resulting from the conflict are being addressed as
improvements in roads, telephones and electricity supply are realized. The Government
provides various incentives for the establishment of industrial facilitics in Lebanon,
including fiscal incentives in the form of reduced customs duties and tax exemptions. As
per Audi-Saradar Group “Economic Report” (2008). cement deliveries, which is an
indicator of building activity, increase by 19.7% in 2007 as compared to 2006, however if
we exclude the particular growth in the months of July and August as compared to the
equivalent months in 2006 that noticed the destructive war, the growth rate would be

limited to less than 3%.

Vi. The Energy Sector

Lebanon's Energy scctor is dominated by the state-owned Electricité du Liban
("EDL"). EDL is a vertically integrated utility with approximately 900,000 subscribers.
Lebanon's energy production facilities include three thermal power stations, two gas
turbine stations in each of Baalbek and Tyre and seven hydroelectric stations. In addition
to two combined cycle power plants. The power sector sustained severe physical damage
to all its production transmission and distribution facilities during the civil war and the
Israeli aggressions against Lebanon. EDL also incurred financial losses resulting from
low tariffs, high technical and non-technical losses, including widespread illegal
connections, and loss of control over its commercial operations. EDL has been regaining
control over its operations. Following the rehabilitation of existing plants, tariffs were
increased significantly. Steps are being taken to address billing and collection weaknesses
as well as non-technical losses. EDL is considered as the second major burden on the
Lebanese government, after personnel cost of the public sector employees, due to the
high cost per ton of electricity produced as a result of high oil prices that most of EDL
factories operate on and the fact that most of these factories are obsolete with old

production equipments and mechanism.



vii.  The Agricultural Sector

Although one third of the Lebanese land can be used for Agricultural intentions,
the Agriculture sector is one of the weakest and neglected scctors in the Lebanese
economy. The most fertile areas arc located along the coastal strip and in the Bekaa
valley. The diversity of the Lebanese topography and climate enables cultivation of a
wide variety of vegetables, fruits, industrial crops and ccreals. As per Audi-Saradar
Group “Economic Report” (2008), the Higher Customs Council reported a growth in
agricultural exports by 28.8% in 2007 compared to 2006. this sector remains
underdeveloped compared to neighboring countries. Farmers complain of lack of
government support with most of the assistance coming from NGO's and in the form of
technical assistance. A major threat to this sector arises at present from the gradual lifting
of Lebanon’s import barriers against the European Union starting 2008, and exposing the
sector to strong competition from western countries that have sophisticated techniques
and high quality produce. Lebanon will not benefit from the free trade agreements in
agriculture, not only because the sector is underdeveloped and not well equipped to meet
international competition, but also becausc there is no direct and indirect support to

farming by the government as is the case in other neighboring countries.

Conclusion:

The Lebanese economy is mostly dominated by the services and banking sectors, where
all the other sectors suffer from major losses or lack of interest from the public or the
Government in general.

On the other hand, tourism, which is a major component of the Lebanese services sector,
is highly volatile and sensitive to any political conditions in the country. This fact was
highly evident in the last few years, where this sector suffered form major setbacks due to
unstable political conditions in the country.

Despite all the political and economic crisis and conflicts that the country passed though
in recent years, it is clear that the banking sector remains the centerpicce of the country’s

service oriented economy.



II- The Common Forms Of Business In L.ebanon

a) Legal forms of companies in Lebanon

Lebanon is known in the region for having a liberal and open economy, especially
when compared to other Middle Eastern countries. Its free market cconomy encourages
investors from all over the world to conduct their business activities in Lebanon with
supportive liberal laws, despite governmental bureaucracy which prolongs the time it
takes to complete official papers necessary for conducting business.

Generally, all companics are governed by the I.ebanese Commercial Code and its
regulations. The government encourages cooperation between foreign and [.ebanese
companies. Unlike many countries in the region. Lebanese law docs not require joint

ventures to have a minimum percentage of Lebanese ownership.

An investor has two options for conducting business in Lebanon:

a. Providing the capital needed, and establishing a business on his/her own or
b. Partnering with other people which might take one of various forms depending

upon the desired number of partners, except in certain cases where the law imposes a

specific business form, as we shall sce later.

In this section we will provide a brief description of the types of companies that
are authorized by law in Lebanon in addition to some taxation laws which govern these
companies as such:

A — Companies of persons;
B — Companies of capitals;
C — Other forms of companies; and

D — Lebanese Taxation Laws.
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A — COMPANIES OF PERSONS:

The creation of these types of companies is based on acquaintance and trust
between partners; hence, it is based on the unification of both efforts and capital.
In discussing each of these company types, we will refer to their main

characteristics and the establishment process of the companies.

Companies included in this type include the following:

1) The Partnership Company:

e  Main Characteristics:

A Partnership company has the following main characteristics:

- Each partner has the legal position of a merchant and is therefore subject to commercial
and bankruptcy laws i.e. the bankruptcy of the company might lead to the personal
bankruptcy of the partner.

- Creditors of the company can sue one partner or all partners personally and seize their
private estates in settlement of their claims, if the company fails partially or totally to
do that. This responsibility on the part of partners is collective in that the creditor can
sue even one partner for all the debts of the company.

- The title of the company should carry either the name of one partner or the names of
some partners added the word «partnersy.

- A partner is not permitted to sell his share in the company to others without the consent

of the other partners.

o [Establishment Procedures.

The following represents the establishment procedures of a Partnership company:

- Two or more persons are required for the establishment of a partnership company. Each
person should naturally enjoy the legal capacity to perform contracts and to practice

business.



- The partners sign what is called a statute or by-laws regulating the terms of the
company mainly: Capital required (no minimum amount is imposed), location, title,
subject and term of the company, the share of each partner, the extent of his
participation in profits and in losses and the manner of ceding his shares as well as the
management policy of the company.

- Each partner submits to the company the amount of capital he had promised to invest
whether money or otherwise.

- The statute of the company should be registered and deposited at the commercial
register.

- A declaration about the date of the beginning of work should be submitted to the

Ministry of Finance.

2) The Simple Commandite Company

o Main Characteristics

A Simple Commandite company has the following main characteristics:

- This type of company, like a partnership company is established on the basis of
confidence and acquaintance between partners, and as such a partner is not allowed to
dispose of his shares without the consent of all other partners.

- The company is composed of two categories of partners:

Silent or sleeping partners and authorized partners (no restriction is imposed upon the
number of partners in each category).

Silent or sleeping partners: Are those who want to invest the capital they have in the
company in anticipation of profits. They prefer to be partners ready to bear risks and to
share profits rather than being lenders especially in cases when the company is not
willing to borrow. These are the silent partners whose names do not appear publicly and
who are not allowed to take an active part in the management of the business; their
functions are those of management control, and any appearance as partners in the

company shifts them into acting or authorized partners.
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Authorized partners: Their position is similar to that of partners in a partnership
company. Partners of this kind may offer their money, experience, business reputation
and work to the company. They are the ones who assume the management
responsibility. They are liable individually and collectively for the debts and obligations
of the firm, i.e. every partner assumes full personal liability for the debts, whereas the
liability of a silent partner is limited to the amount of capital he has invested in the
company.

- Unlike an acting partner, a silent partner does not possess the legal position of a

merchant and cannot act as such.

o [Establishment Procedures

This company is established along the same lines of a partnership. The only difference is

that a silent partner’s name should not appear in the title of the company.

3) The Particular Partnership Company or Joint Venture

o Main Characteristics

A Particular Partnership company has the following main characteristics:

- This company has no legal presence; it exists only between partners and is not known
by outsiders. It deals with customers and others in the person of one of the partners who
carries out its affairs not in his capacity as a representative of the company, but as the
sole owner of the business.

- Adjustment of shares and participation in profits and losses are agreed upon between

partners.

o Establishment Procedures

There is no need for this type of companies to be publicly established, that is registered at
the commercial register, since it does not appear to the public. There is only the contract

or deed of the company which is set by partners and limited solely to them.



4) Limited Liability Company

These types of companies were established according to a resolution passed in 1967 by

the Lebanese Government. The characteristics of these companies pertain to both
Companies of Persons and Capital Companies; however, it is listed under Companies of

Persons since the shares are not freely negotiable.

e Main Characteristics

A Limited Liability company has the following main characteristics:

- The liability of a partner is proportional to his investment in the company, and a partner
does not possess the legal quality of a merchant and as such his position is similar to
that of a partner in a joint stock company.

- The establishment of this company does not undergo same complicated formalities as
those of a joint stock company.

- The number of partners is relatively small (a maximum of twenty partners) as is the case

in other companies of persons.

- A partner does not have the right to dispose of his shares without the consent of a

minimum of three fourth of the partners.

- The Limited Liability Company is taxed at a flat rate of 10% on generated net profits.

o Establishment Procedures

The establishment procedures of a Limited Liability company are as such:

- The creation of a limited liability company requires the association of a minimum of
three persons and a maximum of twenty. If the number of persons exceeds twenty, the
company has to be transformed into a joint stock or limited company.

- Partners united should contribute a maximum amount of L.L. 5 million as capital.

- After the statute of the company is set up and contributions both in kind and in money
are delivered, the following arrangements are taken:

» Contributions in kind are assessed by an expert juryman.
> Statute is hung at the door of the headquarters of the company.

> Shares are distributed among partners.
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> Statute is registered and deposited at the commercial register where the
headquarters of the company are located.
» A declaration about the date of the beginning of operations is submitted to the

Ministry of Finance.

% As far as regards the subject of the company, i.e. nature of its business, limited
liability companies are not permitted to engage in operations related to
insurance, savings, organized air transport, banking or capital investments for
the account of others. He who wants to undertake such operations has to
choose another form of company usually a joint stock company.

% A controller (auditor) has to be appointed when capital invested exceeds L.L.

30 million (USD 20 thousands).

B— CAPITAL COMPANIES:

These companies are composed of persons who invest their money jointly in the

company without having any previous knowledge of each other.
In discussing each type of these companies, we will refer to their main
characteristics and the establishment process of the companies.

Companies include in this type include the following:

1) The Joint Stock or Limited Company

o Main Characteristics

A Joint Stock or Limited company has the following main characteristics:

- All partners are shareholders and cach partner owns one or more shares of the capital.

- A partner does not possess the legal position of a merchant.

- The personal liability of a partner is limited to the amount of his investment in the
enterprise.

- The title of the company does not include any of the partners' names; it is usually

descriptive in that it indicates the nature of the business undertaken by the firm.
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- The form of a joint stock company is usually depended in big well organized businesses
requiring great amounts of capital, and most often the businessman resorts to such form
of company either because he does not possess the total amount of capital required, or if
50, he prefers to invest only a part of this capital in the business under consideration.

- Certain joint stock companies enjoy the membership of the stock exchange where their
stocks are traded. The advantage of such an arrangement is that the shares of a partner
are made more readily convertible into cash.

- The limited form of company is legally imposed on certain business organizations such
as insurance companies, banks and other financial institutions.

- The interests of a partner are safeguarded through his right to management control and
by the detailed legal regulating process of managerial functions required in such kinds
of companies.

- In terms of tax liability, a joint stock company is subject to a ten percent (10%) tax on
its net profit and a five percent (5%) tax on the distribution of dividends

(Lebanese Taxation laws are discussed in further details in Section D at the end of this

chapter).

3

tablishment Procedures

The establishment procedures of a Joint Stock or Limited company are as such:

- The establishment of a joint stock company calls for the association of a minimum of
three members and a maximum of twelve (half of the members should be Lebanese
citizens).

- The statute should be specified in writing and duly signed by establishers.

- The statute has to include the terms of the company mainly: the subject of the company,
its title, headquarters, branches, term, amount of capital, (provided it is not less than
L.L. 30 million or USD 20 thousands) number and classification of shares, value of
cach share, determination of contributions in kind, ways of capital adjustment,
management policy, general assemblies, profits and reserves.

- The statute should be registered and deposited with the notary public concerned.

- Subscription to the shares should be called for through press (accomplished usually by a

bank).
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- Contributions in kind should be assessed by an expert juryman.
- The mecting of the establishing general assembly of shareholders should be previously
called through press. Agenda of business before the assembly being:
» The approval of the "Statute, of the cstablishing functions and of the assessment
of contributions.
> The election of the members of the board of directors.
» The appointment of the controller.
- The statute of the company should be registered and deposited at the commercial
register where the headquarters of the company are located.
_ A declaration about the date of the beginning of work should be submitted to the

Ministry of Finance.

2) The Commandite Shareholding Company

=

ain Characteristics

A Commandite Shareholding company has the following main characteristics:

- It is composed of two categories of partners: the acting partners who assume full

personal and collective liability for the debts of the company, and who are solely

entrusted with management responsibility towards the public, and the silent partners

whose personal liability is limited to the amount of capital each has invested in the

business.

- The company may carry for title the name of one or of more acting partners.

- Except for these two characteristics which are similar to those of a simple commandite

company, this form of company is subject to same establishing Jaws and operating

procedures as those of a limited liability company, except for certain simple differences,

examples of which are:

» A minimum of two persons are required for the creation of such a company,

instead of three as is the case in a limited liability company. These two persons
are: the silent partner and the acting partner.

» Management responsibility is limited to acting partners or trusted to an outsider.
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» A board of directors is not necessarily required, and managers are not supposed to

own qualification shares (as a guarantee for their managerial conduct).

C - OTHER TYPES OF COMPANIES:

In discussing each type of these companies, we will refer to their main

characteristics.

Companies include in this type include the following:

1) Holding Company

o Main Characteristics

A Holding company has the following main characteristics:

- It must be established in the form of a joint stock holding company and it must have its
head office in Lebanon.

- It is required to have a minimum capital investment of L.L. 30 million (USD 20
thousands).

- Its board must consist of at least two members who are of Lebanese nationality.

- The company must be registered in the Commercial Register and in a special register for
holding companies.

- Holding companies are exempt from income taxes on their profits and on profit
distribution. They are subject to capital gains tax (currently taxed at 6%) if the shares
sold were owned by the holding company for less than two years. Annual fixed taxes on
capital and reserves range from 2-6%.

- The activities of a holding company are limited to the following:

» the acquisition of shares/equity;

» management and granting of loans to companies operating within Lebanon in
which the holding company owns at least twenty percent (20%) of the shares;

> holding and leasing of patents, inventions, concession rights, and registered

trademarks; and
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> The purchase of goods and real estate needed for its operations.

2) Offshore Company

o  Main Characteristics

An Offshore company has the following main characteristics:

- It is specifically prohibited from engaging in industry, banking operations, insurance or
any other commercial activity in Lebanon. It is also prohibited from earning any profits
or revenues through movable or immovable assets in Lebanon, or through providing
services to companies located in Lebanon, except for the interests on its bank accounts.

- The offshore company must be formed as a joint stock company and a bank guarantee
of L.L. 100,000 is required upon formation.

- At least two Lebanese nationals must occupy positions on the company’s Executive
Board.

- The company must be registered both in the Commercial Register and in a special
register for offshore companies.

- Profits are tax exempt but the company is subject to an annual flat tax of L.L. I million.
The capital gains resulting from the sale of the offshore company's fixed assets in
Lebanon are taxed at a rate of 6 percent. The salaries and wages of the employees
working at the offshore company are subject to taxes on wages and salaries at rates
varying {rom 2 to 10 percent.

- The activities of an offshore company are limited to the following:

> negotiating and concluding of contracts and agreements to be executed outside of
Lebanon or in the free trade zone areas;

» storage of goods and products in customs free zone;

> preparation of studies or undertaking consulting for use abroad; and

> Banking, financial and brokerage activities to be executed outside Lebanon.
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3) Branch or Representative Office

e  Muin Characteristics

Branch or Representative Office has the following main characteristics:

- A foreign company doing business in Lebanon may set up cither a branch office or a
representative office. These offices must be registered at the Commercial Register of
the district in which they are located.

- A representative office is a liaison office that offers technical assistance in the market
and handles public relations. The office may not engage in any commercial activity or
generate any business profit. As such, all expenses and costs of the office must be
covered by foreign transfer from the outside head office. Because of its nature, the
representative office is only subject to personal income tax.

- A branch office, on the other hand, may undertake any commercial activity, except that
which by law requires a certain legal form and/or that which is exclusively reserved for
Lebanese nationals and/or companies. A branch office is subject to both corporate and

personal income tax.

4) Insurance Company

o Main Characteristics

[nsurance Company has the following main characteristics:

- Special authorization from the Ministry of Economy is required to establish an
insurance company. They must take the form of joint stock companies.

- Minimum capital of L.L. 300 million (USD 200 thousands), is required, with basic
reserves of L.L. 90 millions (USD 60 thousands) and cautionary reserves of L.L. 750
millions (USD 500 thousands).

- In order to conduct business in Lebanon, a foreign insurance company must
demonstrate that its country of origin provides reciprocal treatment for Lebanese

companies doing business there. Once it has done so, it will be licensed to do business

in Lebanon in the same types of insurance it is licensed to pursue in its home country.
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5) Banks

o  Main Characteristics

Banks have the following main characteristics:

- Banks must be formed as joint stock companies and require prior authorization from the
Central Bank. The Central Bank sets the specific capital requirements.

- One-third of all bank shares must be held by Lebanese nationals or Lebanese companies
with foreign participation.

- Lebanon also has very strict banking secrecy laws that, with few exceptions, prohibit
disclosure of client information by bank employees and others with access to the client’s
banking details. The Code of Banking Secrecy governs this area and sets out the

additional advantages, as well as exceptions, to this system.

D — LEBANESE TAXATION LAWS:

All legal entities, both Lebanese and foreign, are subject to the tax law, whether or
not they are based in Lebanon.

Generally, the maximum income tax rate for corporations is 10% of net profits
and 5% on the distribution of dividends. Companies deriving income in Lebanon, but not

having a place of business there, are subject to a 10% tax on their net taxable income.

The Lebanese laws provide for numerous tax exemptions. The most relevant are:

.

> Educational institutions; hospitals, orphanages and shelters that admit patients for

free; and mental institutions receive an indefinite exemption.

» Agricultural ventures and agricultural consumer cooperatives also receive an

indefinite exemption under the Tax Law.
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» Profits generated by an industrial entity in Lebanon receive a ten (10) year tax
exemption if the entity: (1) is established in Lebanon after 1980; (2) is established in
an arca the government is seeking to develop; (3) produces products not produced in
Lebanon before January 1, 1980 and (4) owns more than L.L. 500 million in
production assets. This exemption requires a government decree based on a

recommendation by the Ministers of Finance and Industry and Oil.

» Holding companies are exempt from the tax on profits and distributions described
above; however, they do pay tax on their capital at the following rates:
- 6% of capital up to L.L. 50 million.
- 4% of capital between L.L. 50 and LL 80 millions

- 2% on any amount over LL 80 million.

» Offshore companies are exempt from tax on their actual profits, but the law does
mandate that they pay an annual flat rate of LL 1 million. Furthermore, foreign
employees of offshore companies benefit from a thirty percent (30%) exemption on
earned income tax. It is important to note that if an offshore company engages in
unauthorized activity, it will be taxed as a joint stock company and subject to a

penalty equal to fifty percent (50%) of that tax.

The information discussed in this section was based on the following sources:
- Chamber of Commerce, Industry and Agriculture of Beirut and Mount Lebanon.

htip://www.ccib.org lb/

- Ali & Partners (Attorney & Counselors at Law, Specialized in Middle East Law)

http.//www.mideastlaw.com/
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b) Family Owned Businesses.

The Lebanese economy is supported mostly by small family-owned businesses.
According to an article in the Daily Star (2007), Family-owned businesses that dominate
the private sector in Lebanon are reluctant to relinquish the control typically given to
investors. “The attitude of these companies’ owners has always been unprofessional and
wrong," said Nicholas Photiades, head of research and investment banking at BLOM
Invest "they wanted to have their cake and eat it, too". War and political instability have
been crippling the Beirut Stock Exchange, which means that almost not many companies
will consider an initial public offering (IPO) under these conditions. Thus the Lebanese
economy will continue to be controlled by small family-owned businesses until more
favorable conditions exist that favor taking private companies public.

Family-owned Business in Lebanon and most Arab countries face many issues,
foremost among them is the issue of succession, i.e. who will carry on the business? How
to ensure survival and continuity? How to separate ownership from management and
what are the trade-offs?

Nasser Saidi’s (2004), who is a former Minister of Economy and Trade, Minister
of Industry, and First Vice Governor of the Central Bank of Lebanon, argued that
“separation allows specialization in mobilizing capital from shareholders and creditors,
and efficient use of resources through management; and finally, majority versus minority
shareholders”. These issues could be resolved thought the active involvement of the
family-owned businesses in financial markets which reduces risk through diversification
and divestment of family assets. Also families should decide on an exit strategy in order
to solve the successor problem and equity in family inheritance. The challenge is to
develop qualified managers who can take care of the business at the best interest of the
shareholders.

Dr. Saidi (2003) emphasized the importance of corporate governance in Lebanon
and the Arab countries as a whole. In his opinion, small- and medium-sized enterprises
(SMEs) will face difficulties enforcing the principles and standards of corporate
governance. For example, some 85% of Lebanese firms have fewer than ten employces
and 90% of these firms are family-owned. The enforcement of corporate governance

measures for SMEs is rather costly.
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Dr. Saidi continues with his argument that trust, honesty, and reputation in
business transactions are hallowed principles that have been around a thousand years;
however, they have to be translated into the modern context of conducting business. With
businesses reminded regularly of such principles and creating an incentive-compatible
framework so that achieving good corporate governance standards does not necessitate
high costs. Individual business people must be convinced that good corporate governance
pays off, even in an environment of pervasive bribery and corruption. Commercial laws
in Lebanon and most Arab countries need to be reformed in order to better streamline
corporate governance principles within the laws. For example, commercial law does not
separate ownership from control.

It was further discussed by Dr. Saidi in his paper “Mobilizing the Arab Private
Sector for Corporate Governance” (2003), that having efficient and well supervised
financial markets is essential since they are able to impose transparency, discipline, and
accountability. Stock exchanges can play this role provided that they are efficient and
supervised by an independent capital market authority. Hence, in many cases, a modern
capital markets law must be put into force. In Lebanon, a draft law that privatizes the
capital markets (the Beirut Stock Exchange) was prepared five years ago, but it is still
awaiting review by the Ministry of Finance.

Dr. Saidi (2003) recommended solving these problems through the
implementation of twelve internationally recognized, generic standards for sound
financial systems and to follow up on countries’ compliance with these standards. The
standards are organized under three broad areas: Macroeconomic Policy and Data
Transparency: Institutional and Market Infrastructure; and Financial Regulation and
Supervision. (See Exhibit | for Lebanon’s Compliance with the twelve internationally
recognized standards for Sound Financial Systems).

Naji Bejjani (2004) argued that that “Lebanon is often ruled by an elite who by
“rite” has the right to access top positions regardless of their qualifications”. It has been
said that “Ownership and management are tightly entangled, which in a way serves as a
glass ceiling for talented employees who cannot hope for a decision-making position
within a family-owned and family-managed organizational structure. So the more

ambitious choose to either leave the company to establish their own business or consider
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escaping the country altogether” (The Executive, 2001). In summary, what often counts
in Lebanon is not what your qualifications are, but rather who you are, whom do you
know, which religious sect you were born into, and which political party you seem to be
associated with.

Naji Bejjani (2004) discussed a major set-back for employees working in a
family-owned business, which is the lack of interest for training employees in the lower
levels. Training is held only at the upper managerial level positions which are occupied
by family members, since family members think that they should benefit from training
programs much more than employees who are not family members for fear of falling
“victims " of a situation where subordinates become more knowledgeable than them. The
good thing is that current family member-executives consider that training is a necessity
since these members themselves are more educated than the older generation that
founded the business.

One of the institutions which deal with this matter is the Institute of Family &
Entreprencurial Business (IFEB). This institution, which was established by the School of
Business in Lebanese American University (LAU), aims at coordinating and managing
research in Family Owned Businesses. The institute provides development programs that
assist family businesses in preparing for the future. It facilitates communication amongst
faculty, management specialists, company executives, students and the business
community at large and allows them to exchange plans and successful ideas in an
intellectually stimulating environment. (See Exhibit 2 for more details about IFEB

functions).

The situation with family-owned businesses is changing slowly. “Families are
becoming more willing to sell their businesses or paris of their businesses, particularly
when they believe they can add value to their business,” says Samir Assaad, a Director at
NBK Capital, during an interview with Kathryn Wells, Euromoney Magazine (2006) “/n
the region there is no shortage of money, but business owners are looking for smart
money. Today it is much less frowned upon to sell a part of your business than in the

past.”

31



Exhibit 1: Lebanon’s Compliance with the 12 Internationally Recognized Standards
for Sound Financial Systems:

Macroeconomic Policy and Data Transparency

1

Monetary and Financial Policy Transparency
+ This standard is formulated in the form of a Code of Good Practices on
Transparency in Monetary and Financial Policies, with the issuing body being the
IMF.

» |.ebanon has achieved substantial progress in this area.

2 | Fiscal Policy Transparency
« The standard is the Code of Good Practices in Fiscal Transparency; the issuing
body is the IMF.
» Lebanon is seeking to implement the Code. .

3 | Data Dissemination

* The standards are the Special Data Dissemination Standard (SDDS)/General
Data Dissemination System (GDDS), both issued by the IMF.

« Lebanon has now entered the GDDS and the Central Bank, with assistance from
international institutions (IMF, World Bank) is establishing the Lebanese
Statistics Portal (LebStat), which will provide a statistics gateway, a single-access
point to available economic, social, financial and real sector data.

Institutional and Market Infrastructure

4 | Insolvency and Bankruptcy Procedures
« The World Bank is assisting the Lebanese government in drafting modern
insolvency and bankruptcy laws. Principles of bankruptcy are essential for the

B viability of corporate governance.

5 | Principles of Corporate Governance.

e The standard defined by the OECD awaits formal adoption in Lebanon by
relevant institutions such as chambers of commerce and business and professional
associations.

6 | Accounting
« The standard is the International Accounting Standards, issued by the IASB.
« Lebanon recognizes the IAS, but there is no mandatory implementation by
business or effective enforcement.

7 | Auditing
« The standard is enforcing the International Standards on Auditing, issued by the
IFAC.
» Lebanon recognizes the ISA, but there is no compliance mechanism for the
auditing and related professions.

8 | Payment and Settlement

» The standards are the Core Principles for Systemically Important Payment
Systems and the Recommendations for Securities Settlement Systems, issued
respectively by the BIS-CPSS and the BIS-IOSCO.

« Lebanon has, with the assistance of the IMF, modernized its payments media
and systems, bringing them into compliance with BIS Core Principles and related
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recommendations. If the payment systems are not safe, sound, and efficient, firms
would not be able to conduct business properly.

Fin

ancial Regulation and Supervision

Market Integrity

« The standard is establishing the 40 Recommendations of the Financial Action
Task Force (FATF) and the Eight Special Recommendations Against Terrorist
Financing, issued by the FATF.

» Lebanon has issued and enforces a modern Anti-Money Laundering Law (No.
318, April, 2001).

10 | Banking Supervision
» Lebanon is at the forefront among emerging economies in the application of the
Core Principles for Effective Banking Supervision issued by the BIS and related
measures, such as the creation credit and audit committees, general audit, and
independent surveillance reporting that are directly accountable to the board of
directors. It has a well-managed, professional and independent Banking Control
Commission.

11 | Securities Regulation
» The standard is the implementation of the Objectives and Principles of Securities
Regulation, issued by the [OSCO.
« Lebanon cannot effectively enforce principles and regulations in this key area,
until the government establishes an independent capital market authority with the
relevant mandate.

12 | Insurance Supervision

» The standard being the Insurance Core Principles (ICP), issued by the IAIS

» An independent Insurance Control Commission has been established as a result
of passage of a Law (in 1999) leading to extensive reform of the insurance
industry in Lebanon. However, policy measures have yet to be taken to
implement the ICP.

Source: Corporate Governance & Business ethics in Lebanon by Dr. Nasser Saidi
“Launch of RDCL “Code of Business Ethics”
Beirut, 28 April 2004

33




Exhibit 2: Institute of Family & Entrepreneurial Business (IFEB) functions:

The purpose of the Institute of Family & Entreprencurial Business (IFEB) is “to

enhance the continuity, health and growth of Family Enterprises by:

1. Developing and maintaining a center of research and innovation in a field that hasn’t
received its due attention;

2. Being a leader in developmental activities in the Family Business field in Lebanon
and the Middle East through generating and disseminating information and data on
lcading and managing Family Owned Businesses;

3. Serving Family Businesses by offering high powered courses in the field;

4. Allowing Family members to interact freely and openly in an intellectually
stimulating environment, while at the same time encouraging the education and
development of individuals involved in the management and ownership of Family
Owned Businesses;

5. Improving knowledge of Family Businesses, facilitating links among professionals
serving family Businesses and assisting Family members solve their problems and

maximize the potential of their businesses”

Source: Institute of Family & Entrepreneurial-Business (IFEB).
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¢) Small and Medium enterprises (SMEs) versus large Corporations

The Lebanese economy and industrial sector is not very diversified, mostly
consisting of small and medium size enterprises (SMEs) with less than ten sub-sectors,
among which:

- The plastic industry: Leading companies produce containers, tubes, domestic items, and
advertising materials. Some of these arc very competitive and have established
production units outside Lebanon.

- Textile industry: Spinning mills and readymade, knitting and weaving factories are the
main components of the Lebanese textile industry. It is very export oriented with more
than 50% of production sold abroad.

- Furniture industry: thanks to a sustained internal demand, the leading companies in this
industry have implemented modern production processes and compete on foreign
markets.

- Paper industry: This sector also invested heavily in modernizing production tools.

- Marble industry: Using up-to-date equipment, this industry grew with the domestic
demand gencrated by the reconstruction.

- Cement industry: Right after the war, this was among the main industrial products and
is now dropping as major infrastructure projects have been completed.

- Wood industry: This is a very fragmented industry, ranging from door manufacturing, to

traditional furniture.

According to Oxford Business Group (OBG) (September 22, 2006) the Lebanese
economy depends heavily on imports, especially fuel and consumer goods, and has been
increasingly relaying on the tourism industry. Much of the recent focus in the Lebanese
economy has been on how to get the country moving again, however, recently increasing
attention is being paid to the needs of small and medium sized enterprises (SMEs) which

are very vulnerable to any political or cconomic setback.

Recently the Ministry of Finance has been trying to ease the burden on businesses

by cutting fines for unpaid taxes by 90%. In addition to reducing custom duties to 5% and
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canceling the fines for late payments for the inspection of vehicles. Such a move has
encouraged businesses to pay their late-tax fines as well as the taxes themselves, actually

bringing the government a flow of revenues.

Lebanese SMEs face a major problem when raising capital upon close
examination of the banking credit allocated to the private sector in Lebanon, one can infer
that there is inequality in the distribution of credit. As per the World Bank Group (2004),
one percent of the borrowers get 52 percent of the banking credit, while 45 percent get
only two percent of the credit. Having access to credit is directly linked to investment and
job creation, especially within small and medium enterprises (SME). The concentration
of credit in the hands of few family-owned businesses is a major constraint to the
development of small and medium enterprises. The establishment of “Kafalat” as a way

to aid SMEs is a step in the right direction.

Kafalat is a state-sponsored organization that provides financial guarantees for
loans up to US$ 200,000 earmarked for the set up and expansion of small and medium-
sized companies in productive sectors. It guarantees up to 75% of the loan amount and a

similar percentage of the interest that accrues during that grace period.

On September 19, 2006 the World Bank announced that it will provide Lebanon
with a $70 million grant to assist with reconstruction efforts, with the money being placed
in a special trust fund. Some of the grant funds will be directed to the International
Finance Corporation (IFC), the private sector arm of the World Bank Group, which is
working with the Lebanese government to prepare a program (o rchabilitate Lebanon's

private sector, focusing on SMEs.

36



d) Government-owned versus privately owned businesses

Inefficiency, corruption and absence of reforms have been the characteristic of
Lebanon. According to Meir Javedanfar article, Meepas (2005), Lebanon was ranked 98"
on the Transparency Corruption Index, which makes it one of the world’s most corrupt
countries.

According also to Meir Javedanfar article, Meepas (2005), The Wall Street and
International Heritage Foundations ranked the Lebanese economy as “mostly unfree”
which stressed the difficulty of doing business in Lebanon. This was enforced, for
example, by the increase of corruption in the judicial system, whose decisions are highly
influenced by political and governmental figures. Other areas of corruption include
government jobs and contracts being granted to individuals or companies with close
sectarian links, rather than on the basis of qualifications.

As a consequence of the above mentioned problems, Lebanon suffers from low
level of investments due to the fact that the international investor is weary of investing in
a country where the system is viewed as being unstable and open to manipulation. (See
Exhibit 3 for Lebanese Country Rating). This has affected the growth of the economy as
foreign companics and local entrepreneurs face increasing challenges such as red tape,
extra costs and excessive regulations which reduces their productivity and profitability.
Corruption has also meant that many sectors of the country are owned and operated by
government-owned companies which operate in monopolistic conditions.

Low economic growth and investments mean that the Lebanese economy has not
been able to generate sufficient income to finance the country’s expenses, such as, health,
education, defense and infrastructure investments.

Another major problem facing the Lebancse economy is the lack of economic
reforms. A leading example of this problem is the mobile telecom tariffs which are the
highest in the Middle East as both telecom companies operating in the market are
government-owned; therefore, they are not under any market pressure to reduce their
prices. Lebanon is also characterized as having the highest water and electricity rates in
the region, despite the fact that many substandard rural areas of the country lack these

basic services. This problem is also due to the monopolistic nature of the market. Both
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companies lose millions of dollars every year thus seriously compounding the budget
deficit problem of the country which is faced with growing concerns regarding the fact
that the Lebanese government might not be able to honor the debt repayment due to the
economy’s current lack of performance. (Shuaa Capital: April 6" 2006).

With a growing budget deficit problem and economic stagnation, time is running
short for the Lebanese authorities, because their present corrupt and unproductive system
of running the economy could have serious political and economic repercussions in the

near future.

Exhibit 3: Lebanese Country Rating:

Rating Outlook
Standard & Poor’s (Long-term) B- Stable
Moody’s (Long-term) B3 Negative
Fitch (Long-term) B- Positive
Capital Intelligence (Long-term) B Stable
EIU D -

Sources: EIU, Capital Intelligence, Fitch, Moody's, Standard & Poor’s (April 2006)
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ITI. A Discussion of the History of the Beirut Stock Exchange (BSE)

a) Overview of the Beirut Stock Exchange

A French mandate in July 3, 1920, just after World War I, stated the establishment
of the Beirut Stock Exchange according to ruling no. 1509. In its early years, the
operations of the Beirut Stock Exchange were limited to gold and currency transactions,
which was first in the Middle East, attracted a large number of investors from France and
Syria in addition to Lebanesc investors, and flourished with the establishment of mixed
Lebanese-French joint stock companies in the 1930s, which were quoted simultaneously
on the Paris and the Beirut Stock Exchanges.

The Beirut Stock Exchange continued to flourish during the 1950s and 1960s
reaching its peak in the 1970s. At that time, 45 companies were listed including 4 banks,
10 real estate firms and 16 manufacturing companies. But this success story suddenly
changed in 1975, the beginning of the civil war. The Beirut Stock Exchange continued to
operate in spite of the rough economical and political conditions until 1983 when the
Stock Exchange Commission suspended activities, as economic activity was seriously
disrupted. This suspension lasted 12 years.

Lebanon’s economic and physical infrastructures have been severely damaged by
years of conflict and civil war subsequent to being recognized as the financial center of
the Middle East.

The country began its recovery when the war officially ended in 1991. The path to
reconstruction was made less difficult by Lebanon's historical status as a cultural and
economic power in the region. Many of the financial institutions that were closed down at
the onset of the war, including the Beirut Stock Exchange (BSE), were being to reopen
once again. An improved capital market and regulatory environment strongly stimulate
economic recovery and expansion.

In September 25, 1995, the Beirut Stock Exchange was officially reopened, and
trading began in January 22, 1996.

Assessments of the Beirut Stock Exchange and the related capital market and

regulatory environment were completed in September 1996 by Anderson Wilson,
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Managing Dircctor of the International Securities Consultancy in London and Capital
Markets Specialist for MetaMetrics Inc. This work was performed under a subcontract to
Coopers & Lybrand, through the Private Enterprise Development Support Project funded
by the U.S. Agency for International Development. The purpose was to identify the
functions most in need of being strengthened and restructured.

The final report of Anderson Wilson (1996) was received in both Washington and
Beirut and formed the basis for further technical assistance on the high priority issue of
the development of a Securities Law that meets international standards. The report
includes a discussion of the legal structure of the BSE; recommendations regarding risk
management and physical security; constraints to the expansion of the stock and bond
markets on the BSE: a discussion of the investment climate; and a description of the
central depository and the Beirut Secondary Market. The assessment also contains a
report on property rights, legal recourse for investors, securities law, and other capital
market legal provisions; a discussion of foreign investors' status, tax treatment, and
access to markets: recommendations on appropriate balance between regulation and
market development; and a discussion of other key factors likely to affect the
development of the market, with recommendations regarding appropriate regulations to
encourage and safeguard investors.

As a follow-on activity, in early 1997 a MetaMetrics team assisted the Lebanese
Central Bank and the Ministry of Finance in the drafting of a revised securities law, and
assisted in defining an appropriate regulatory structure to attract additional capital,
expand the kind and number of financial instruments traded, and increase involvement of
brokers and investors, both domestic and international. MetaMetrics included a Resident
Advisor and a team of Security Specialists that assisted the Lebanese Government to
develop securities and investment fund regulations and establish the National Council for
the Securities Market whose tasks include: licensing of brokers, underwriters, and
advisors; timely disclosure; takeover bids; prohibition of insider trading and other abusive
investment conduct; regulation of stock exchanges; and government powers of

investigation.
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Consultant recommendations were incorporated by the Banque du Liban
counterparts into the securities legislation approach, and a foundation was established for
conducting tasks to support continuing capital markets development in Lebanon.

In June, 1999, the BSE. Committee signed an agreement with “Paris Bourse S.A.”
whereby the latter would provide new computer software that will allow for continuous
electronic trading. This new system enables investors to place orders at any time during
working hours, and the current fixing system continues to operate alongside the new
system for the less liquid stocks.

On October 17, 2000, the BSE Commission announced that it adopted a new
trading system on a mixed “Continuous and Price Fixing System”. In this respect, the
Bourse has two hours of continuous trading each day, after starting with the price fixing
system.

On June 23, 2001, the BSE Commission announced that it fully adopted the new
trading system based on a “Continuous Pricing System”. Orders are executed by open
outcry, in which brokers shout orders to each other across the trading floor. Clearing and
settlement are performed by “Midclear” on physical basis with a book entry with a time
limit of three days from the time of the transaction.

On July 7, 2003 the BSE adopted a new trading system designed by the European
Stock Exchange “Atos Euronext” under the name of “NSC-UNIX”. It is “trading manual
at the Beirut Stock Exchange”.

During the period starting from the reopening of Beirut Stock Exchange in 1996
till February 2005, the assassination of Prime Minister Raffic Al Hariri, Lebanon
witnessed an active Stock Exchange, where an increasing number of companies went
public during this period due to sound economic and political conditions in the country.

However, the BSE took a major hit after the assassination of Prime Minister
Raffic Al Hariri and many other political figures in the country, where Lebanon entered
into a phase of economic, political and security unrest.

The performance of the BSE was strong during the first half of 2006 same as in
the second half of 2005. However, the overall performance during the year 2006 remains
below that of the year 2005. The BSE has shown throughout 2006 strength and tenacity

in dealing with the various and multiple challenges witnessed by the country, by taking
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the required and necessary measures in order to protect the rights of the listed companies
and investors.

The current uncertain situation overwhelming the Lebanese economy in general
and the ongoing internal political conflict negatively affected the activity of the BSE
which experiences upward and downward fluctuations. The BSE remains working below
its potential and it is not really benefiting from the financial surpluses in the Arab region,
unlike other bourses in the region which are witnessing a growing activity. When
compared to other Arab stock exchanges, the BSE reported a dull activity during the first
half of 2007. In fact, the BSE reported a tiny growth of almost 2%, while most Arab
stock indices reported a moderate progress over the same period, with AMF composite'

rising 6.3%.

This section was based on the following sources:
- Banque du Liban Financial Markets Handbook - Financial Markets Department

December 31, 2006, and
- MetaMetrics Inc. web site hitp://www.metamelrics.com/
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Exhibit 4: Currently Beirut Stock Exchange includes the following companies:

» Development and Reconstruction:

1. Solidere A & B

» Banking

2. Bank Audi

3. Bank of Beirut

4. Banque Libanaise pour le Commerce (BLC)
5. BEMO Bank

6. BLOM Bank

7. Byblos Bank

» Trading

8. Rasamny Younis Motor Company (RYMCO)

» Industrial
9. Holcim Liban
10. Ciments Blancs

11. Uniceramic

Source: Beirut Stock Exchange (2008)



b) The Administration of the Stock Exchange

As per Beirut Stock Exchange (2008) the BSE is organized according to By-Laws
as per the Official Gazette - Issue No.51 - 21/12/95, Ministry of Finance, Decree No.7667
“Implementation of the By-laws of the Beirut Stock Exchange”. These By-Laws are
divided into 10 sections, where each section is divided into several chapters.

In what follows we present a summary of some articles taken from BSE By-Laws

which are relevant to our study.

The Beirut Stock Exchange is subject to the provisions of legislative decree
No.120 issued on September 16, 1983 and its amendments. The BSE operates under the
direction of the Stock Exchange Committee and the supervision of the Ministry of

Finance (MOF).

The Stock Exchange Committee formed from a Chairman, a Vice-Chairman (who
should be a representative of the Ministry of Finance) and eight members (representatives
from two Banks, two brokers, three Lebanese joint stock companies and a Lebanese or
foreign expert) appointed by the Council of Ministers in accordance with a proposal by
the Minister of Finance.

The Committee’s mandate is of four years’ duration and has the following
responsibilities:

» Managing, regulating, and developing the markets
» Protecting the interest of the investors trading at the Stock Exchange.
» Monitoring the activities of the issuing companies, and providing information to

the issuers and traders at the Stock Exchange on an equal footing.
The Government also appoints a Commissioner who attends the Committee’s

meetings in an advisory capacity and objects to all Committee decisions he considers to

be in violation of the laws and regulations.

44



The following are considered as Members in the Stock Exchange:

> Any joint stock company whose capital exceeds the minimum stipulated by the
law.

» Every member in the Stock Exchange shall pay the annual fees stipulated in the
present By-laws.

» Every member who fails to pay the annual fees within the time-limit set by the
Committee shall be subject to a fine equivalent to a maximum of five times the

value of the annual fees.

Exhibit 5: Documents Needed When Applying To Be Listed:

Certified copy of the Commercial Register’s application registration

Certified copy of registration certificate issued by the Commercial Register

Certified copy of the company’s by-laws and all their amendments, including the
pricing of the issuer’s securities

Recent commercial Circular Copies of the general meetings and the Board of
Directors registered with the Commercial Register for the past three years or between
the time when the company was formed and the date it submitted its application to be
listed

Detailed statement describing the nature and value of the securities stated in the
application

Description of subsidiary companies, their proportion of the capital and their main
activities

All the balance sheets, profit and loss accounts, inventories and consolidated final
accounts. Portion of the capital and their main activities.

All reports Board of Directors and auditors issued over the past three years

Source: BSE 2008
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¢) The Listing requirements on the Beirut Stock Exchange

Section V of the By-Laws of the Beirut Stock Exchange, which is divided into
four chapters, states the listing requirements of issuers of securities traded on the Stock

Exchange.

1) General Provisions Relating to the Official and Secondary Markets

All securitics issued or fully guaranteed by the Lebanese State, or the securities
issued by established issuing companies are automatically admitted in the Stock
Exchange.

Any company issuing sccurities fulfilling the conditions of adherence to the
official or secondary market, which has already offered securities for public subscription,
should request the admission of these securities in the Stock Exchange within a maximum
one-year. It also bound to submit the request, even if its capital is not completely paid up.
In this event, the Stock Exchange’s Committee can decide if it is possible to deal with the
temporary nominal stocks issued by the said issuing company.

The application for the admission of securities in the official or secondary market
shall be addressed via an authorized broker charged by the issuer to follow up the

admission procedures.

The following may apply for the admission of its securities in the official or
secondary market:
» Any Lebanese joint-stock company which is member in the Stock Exchange.

> Any foreign company or another foreign issuer of securities.

The issuer’s application for admission includes the following type of securities:
> All share categories and all rights authorizing their purchase, subscription or
benefit from them.

The bonds, including convertible bonds, provided the securitics resulting from

%

this conversion are traded in the BSE.

» Certificates of deposit issued by banks.
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The bonds issued by public institutions.

Securities and bonds issued by Lebanese Joint-Stock companies in which the state
participates in its capital.

Global Depository Receipts (GDR) provided their number when listed in the BSE
is equivalent to at least 20% of the issuer company's shares.

Any other securities or financial rights that are tradable by nature.

The Committee may refuse by means of a justified decision the admission of any

security, even if the application conforms to the rules and the security fulfills all of the

conditions required.

The Stock Exchange’s Committee publishes its decision in the Stock Exchange

official bulletin in the event it approves the application for admission, while fixing the

trading and the first pricing terms of the securities admitted.

The issuer signs when applying for admission a written commitment that

conforms to the rules set by the Committee and include the following:

\;

Providing the Stock Exchange with all of the minutes of the ordinary and
extraordinary general meetings, and the board of directors within a period of two
weeks from the date of submission.

Notifying the Committee and the pubic in accordance with the rules fixed by the
Committee of every element or change affecting the issuer’s financial situation or
activity.

Publishing the balance shects, and the annual consolidated and certified final
accounts in the Stock Exchange official bulletin, within a maximum six-month
period from the date of closing the accounts.

Publishing the issuer’s results every six months in the official bulletin of the Stock
Exchange, in accordance with the rules set by the Committee.

The commitment of any issuer of a security listed in any of the official or
secondary market of the Stock Exchange to notify explicitly its shareholders at
any moment and under any circumstances about all of the information of interest
to those shareholders, and to treat them fairly without any discrimination among

them, regardless of the number of securities they own. The issuer is also
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committed to abstain from all undertaking that may mislead on the price of the
traded security.

» The commitment to provide the Stock Exchange with all of the information and
the pertinent detailed documents about it or any of its branches within a fifteen-
day period as of the date of the publication or the entering into force of these
documents. (A branch means any Joint-Stock company owned directly or
indirectly by the issuer up to more than 50% and which represents more than 10%
of the consolidated net value of the assets belonging to the group), such as:

a) Any essential change in the nature of the operations carried out by the
company.

b) Any total or partial change in the company’s administration, gencral
management or board of directors.

¢) Any appointment of new auditor for the company.

d) Any sclling or transfer of ownership of the issuing company’s assets,
when the operation exceeds 5% of its market capitalization.

¢) Anything that may positively or negatively affect the price of the issuer’s
financial securities.

f) any amendment of the number of voting rights enjoyed by any of the
shareholders, when the issuer is aware of it, and when the variation
exceeds:

i 2% for the General Manager, the Assistant General Manager, or a
member of the company’s board of directors.

ii 10% for the other shareholders enjoying directly or indirectly more
than 10% of the voting rights in the company whose securities are
priced in the Sock Exchange.

$ A commitment to include in the contract signed with the broker to play the role of
the manager of the issue or subscription, a clause in which the broker guarantees
10% of the issuing or subscription value.

% The issuer’s commitment to send immediately and free of charge to the Stock
Exchange and to all of its brokers five copies of every document addressed to the

shareholders and any statement published in the newspapers, in order to give the
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opportunity to the public to read them freely. The issuer’s commitment also to
publish this information in its annual report.

» The notification of the Stock Exchange’s committee about every notice addressed
to the shareholders or security bearers to attend any ordinary or extraordinary
general assembly, at least 20 days before the expected date.

» The issuer’s commitment to convene an annual general assembly of the
shareholders and to inform the Stock Exchange in detail about the date of the
convening, the agenda and any postponement.

» The issuer’s commitment to include in the company’s constitutive By-laws a text
fixing the voting rights at 10% for each shareholder not having declared explicitly
beforehand to the issuer’s board of directors that he has reached or exceeded this
proportion. The shareholder should explicitly inform the board of any change

exceeding 10% in terms of the number of voting rights.

Any issuer who does not implement the obligations mentioned in the articles
above should pay a fine of 2%o of its capital, in addition to the other disciplinary
sanctions which can be imposed.

Any issuer should inform the Stock Exchange annually of the exact number of
securities still traded and outstanding.

Any issuer having been previously admitted in the official or secondary market,
and wishing to issue additional securities, should apply via its brokers for an additional
admission, in accordance with the rules set by the Committee.

The Committee may refuse by means of a justified decision the above application
even if it is duly completed and it meets the required conditions.

The Committee’s decision to approve the application should be published with the

detailed operational procedures in the Stock Exchange’s official bulletin.
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2) Provisions Applying to the Official Market

The issuer of securities wishing to join the official market should conform to the
following:
> It should have distributed at least 25% of its capital to the public, on the first day
of pricing at the latest.
> The issuer’s capital is the equivalent of at least US$ 3 million in Lebanese
pounds.

The number of shareholders holding 25% of the company’s capital should be at

Y

least 50 shareholders.

» It should have been incorporated at least three years earlier.

In the event the Committee accepts an issuer of bonds in the official market, the
value of the issue should be the equivalent of at least US$ 2 million in Lebanese pounds.

The issuer shall publish in the Stock Exchange’s official bulletin an
announcement summarizing the transfer file in accordance with the rules set by the

Committee.

3) Provisions Applying to the Secondary Market

The issuer of securities wishing to join the secondary market must meet the
following conditions:
» It should have distributed at least 25% of its capital among the public, on the first
day of pricing at the latest.
> The issuer’s capital should be equivalent of at least US$ 1 million in Lebanese
pounds.
> The number of shareholders holding 25% of the company’s capital should be at

least 50 shareholders.
In the event that the Committce accepts an issuer of bonds in the secondary

market, the value of the issue should be the equivalent of at least US$ 1 million in

Lebanese pounds.
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4) Provisions applying to the Market of Securities not listed on the Stock Exchange

Any security issued by a Lebanese Joint-Stock company whose capital is

equivalent to at least US$ 100,000 in Lebanese pounds may be the subject of an

application for trading in the stock market not listed on the Stock Exchange. However,

this security may not be traded before three working days in the Stock Exchange from the

date of publication of this application.

5) Summary of Conditions of Listing on the Beirut Stock Exchange:

Senior Market

Junior Market

Over the Counter

Type of the Company

Corporation p

Corporation

Corporation

Minimum Capital

Equivalent to

Equivalent to

Equivalent to

: $3m. in LBP $1m. in LBP $100th.in LBP
Years of Activity 3 years and - -
above

Amount Listed Equivalent to Equivalent to -
$2m. in LBP $1m. in LBP

% of Capital Freely Traded 25% on the Ist 25% on thelst -
" ) Trading Day Trading Day

Minimum No. of Sharcholders 50 or more 50 or more -

Source: Beirut Stock Exchange Bylaws, the Official Gazette, No. 51 dated December 21,

1995,
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d) The costs involved in being a publicly traded company

Section VII of the By-Laws of the Beirut Stock Exchange, which is divided into
two chapters, stated the Membership Fees, Fees, Commissions, Compensations and

Allocations.

1) Annual Fees and Membership Fees

Issuers admitted to the BSE shall pay an annual fee for the first twelve-month
period by the equivalent of US$ 10,000 in Lebanese pounds.

For the second year of admission the Issuers pay half per mill of the Stock
capitalization for every category of securities listed on the official or secondary Stock
Exchange market. The Stock Exchange’s capitalization means: the average trading price
in the last month prior to the due annual fee, multiplied by the number of securities
accepted for trading, provided that the total fee is not less than the equivalent of US$
2,000 in Lebanese pounds and not more than the equivalent of US$ 10,000 in Lebanese
pounds.

Every member in the Stock Exchange shall pay an annual membership fee
equivalent to US$ 100 in Lebanese pounds. In the event that the issuer fails to pay the
annual fees for morc than three months after the due date, he shall pay a penalty
equivalent to 20% of the amount of the fee for each month of delay, in addition to being

subject to possible disciplinary sanctions.

2) Commissions Due on Each Transaction

The following commissions shall be paid on cach buying or selling transactions

carried out in any of the official or secondary markets:

BSE COMMISSION CHARGES

Transaction volu_mc Commission Commission breakdown
$1-$100,000 i 0.40% _ BSE | Midclear | Broker
$100,000 - $1 million  0.25% 24% 12% 64%
$1 million - $5 million 0.10%

More than $5 million 0.01%
Minimum commission $10 5 )

Source: Beirut Stock Exchange (2008)
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The commission specified above shall be doubled on each direct transaction

carried out outside the Stock Exchange.

Every buying and selling transaction carried out on the market of securities not

listed in the Stock Exchange, bears a commission of 7.5%o.

Cost of Selected Online Services

Information Services Cost per month

provider ) i

Markets 24 Pager, foreign exchange and news, world $65
stock indices, news, commodities and futures $115

Reuters Pager $75 to $120
Real-time services $400 to $2,000

| S&P ComStock Foreign exchange, futures and news ~ $600 to $1,400 |
Satquote Foreign exchange, precious metals, etc. $250
Telerate Foreign exchange, intcrest rates, money $600 to $800

markets (Europe, U.S. and total), News
headlines

Source: InfoPro Research (2b()8)
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¢) MIDCLEAR

A — Introduction:

The back-office of all operations undertaken on the Beirut Stock Exchange is
performed by Midclear which is the custodian and clearing center of financial
instruments in Lebanon and the Middle East. It was established on June 14, 1994 as a
Lebanese joint stock company with a paid-up capital of L.L.. 2.8 billions (around US$ 1.8
millions). On an operational level, Midclear has introduced the concept of
dematerialization, i.e. the property right of financial instruments to be represented by
simple inscription in an account, thus helping to bring clearing and settlement operations
in the Lebanese market into line with international standards. The company is governed
by the provisions of the Lebanese commercial code and takes out its activities on behalf
of holders of securities accounts relating to custody, clearing, settlement, circulation and
management of share holder registers and stock events. These securities and financial
instruments comprise shares, debt securities, units in a collective investment scheme,
miscellancous warrants, certificates representing debt securities, treasuries, and warrants
or options to subscribe or purchase securities.

The depository and clearing services provided for investors conform with
international standards recommended by the “Group of Thirty”. Midclear’s services are
available for Lebanese and non-Lebanese issuers, including supra-national entities,
denominated in Lebanese pounds or U.S. dollars, with plans to extend this to other
currencies. On January 22, 1996, the company started the exclusive clearing and
settlement operations for the Beirut Stock Exchange.

Midclear was appointed as the Central Securities Depository according to Law

number 139 dated October, 1999.

Source: This section was based on Banque du Liban Financial Markets Handbook -
Financial Markets Department (December 31, 2006).



B — Structure:

1. Capital
Banque du Liban is mandated to hold not less than 75% of Midclear’s capital, and

at present, it holds around 99% of the capital, and the remaining is owned by Lebanese

banks and financial institutions.

2. Participants
a. Financial intermediaries approved to trade securities on a regulated financial market in

Lebanon are members of Midclear in their capacity as traders.

b. Financial intermediaries providing custody and management of securities services may
become members of Midclear in their capacity as custody agents.

¢. Issuers of securities can also become members of Midclear in such capacity.

d. The membership of all other entities is subject to the approval of the Board of

Directors.

C. Functions & Services

The main functions of Midclear can be summarized as follows:
1. Safekeeping of securities for participants.
2. Immobilization of physical securities.
3. Book-entry clearing and settlement of transactions in the real-time, secure and cost-
effective environment; for both the local and Euro debt and equity.
4. Accurate, timely and cost-effective collection, distribution and accounting of dividend
and interest payments.
5. Maintenance of shareholder registers.
6. Registering and safeguarding all banks shares. Proofs of ownership, trading operations,
share pledging, and the institution of other rights over bank shares shall be affected

through the books of Midclear.
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The services offered are comprised of:

1. Provision of assistance to issuers and lcad managers in preparing new issues for
clearing.

2. Allocation of securitics codes, admission to Midclear books and custody of issues.

3. Closing in compliance with international regulations and coordination of closing
procedures with national and international central depositories to allow placement on the
international markets directly from Lebanon.

4. Centralized administration of custody of whole issues in book-entry form, for greater
safety and reliability.

5. Clearing and scttlement of secondary domestic and international market transactions
on a delivery versus-payment (DVP) basis.

6. Payment of coupons or redemptions as these fall due, with or without a record date,
following fast and efficient distribution of proceeds.

7. Registration of global certificates for global bonds and shares.

Source: This section was based on Banque “du Liban Financial Markets Handbook —
Financial Markets Department (December 31, 2006).
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Sequence of Operations in Midclear

Deposit of physical securities at Midclear before scttlement:
- For registered securities, delivery no later than 09:00

- For bearer securities, delivery up to 14:00

2 | The customer communicates his/her Btnyi|1g or selling order to a broker, which acts as an
account holder or trader

3 | Brokers communicate orders to the BSE before 11:00 on the trading day (day T). No
prior matching of orders is allowed; each customer order is individually transmitted to
the market

4 | On day T the BSE matches all orders in the system to determine a fixing price for each
security (fixed-price mechanism)

5 | When the order is executed, an execution statement is sent to the broker

6 | The broker relays the execution statement to its customer. Transfer of ownership occurs
on the trading day

7 | The results of the trading session are communicated to Midclear

8 | The BDL transmits the cash balances of the brokers to Midclear on a daily basis

9 | Transactions to be settled are validated against cash and securities balances on the
settlement date

10 | The BDL records irrevocable debit or credit entries transmitted by Midclear after the

settlement process

11

The following day, Midclear provides account statements to its members.

Source. Beirut Stock Eicchange (2008)
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f) Trading volume

The following shows the volume traded on Beirut Stock Exchange since its

inception in 1996.

N

1997 - 59,173,871 9832% |
1998 42,234,807 29%

1999 16,836,267 -60% B
2000 19971288 |  19%

2001 14,731,255 26% -
2002 26,183,757 78%
2003 23,479,483 -10%

2004 24,536,530 5%

2005 89,744,480 266%

2006 134,846,533 50%

B Volume Traded |

140,000,000 |
120,000,000 {/
100,000,000 -
80,000,000
60,000,000 -
40,000,000
20,000,000 {

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

58



As shown in the above graph, 1996 noticed a weak level of trading activities,
which was soon compensated by a large volume of Trade in 1997 and 1998 due to the
offering of Solidaire share to the public. The trading volume was lower but stable during

the years 1999 till 2004.

The Beirut Stock Exchange has shown throughout 2005 and 2006 strength and
tenacity in dealing with the various and multiple challenges witnessed by the country, by
taking the required and necessary measures in order to protect the rights of the listed

companies and investors.

Trading on the BSE during 2006 witnessed activity fluctuations but managed to

be favorable, despite the exceptional events witnessed by the country.

The volume of shares traded increased from 89.75 million shares to 134.85
million shares marking a 50% rise during the said period. It is worth mentioning that the
above listed performance indicators are the highest since the reopening of the stock

exchange in 1996.
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g) Rules concerning foreign investors

Despite all its problems, Lebanon presents several good investment opportunities
for investors, due to encouraging aspects of the Lebanese economy. These strengths
include, among other things, a free and open market, highly dollarized economy, the
absences of control on the movement of capital and foreign exchange, a highly educated
labor force, good quality of life, limited restrictions on investors and the presence of a
modern strong developed banking system that works according to the latest international

methods and systems.

Lebanon’s openness to foreign investments was enhanced in recent years through
passing several laws and decrees to encourage investment and also through the
development of the Investment Development Authority of Lebanon (IDAL), which is a
public agency under the Prime Minister, authorized to award licenses and permits for new
investments, as well as to grant special incentives, exemptions and facilities to large

projects (IDAL, 2008).

According to the 2008 Country Commercial Guide for U.S. Companies: Doing
Business in Lebanon, in 2007, 44 foreign companies, including seven U.S. companies
opened offices, representative offices, or branches in Lebanon, according to statistics

from the Ministry of Economy and Trade (MOLET).

A foreigﬁer can establish a business under the same conditions that apply to a
Lebanese national, provided the business is registered in the Commercial Registry. An
investor can have branch offices, undertaking any business activity permitted by
Lebanese law, with no minimum capital or performance requirements. A foreigner who
wishes to establish a branch in Lebanon must have a residence permit and a work permit
from the Ministry of Labor. Foreign companies need a license to operate from the
Ministry of Economy and Trade. Companies may operate through local branches
provided they obtain a “Receipt of Acknowledgement” from the Ministry of Economy

and Trade and register in a local commercial court. [For trade activity, the company must
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be registered at any of the four regional Chambers of Commerce and Industry. All
companies established in Lebanon must abide by the Lebanese Commercial Code and
regulations, and are required to retain the services of a lawyer. There are no sector-
specific laws on acquisitions, mergers, or takeovers, except for bank mergers (IDAL,

2008 and Country Commercial Guide for U.S. Companies, 2008).

Lebanese law does not differentiate between local and foreign investors, except in
land acquisition. Foreign investors can generally establish a Lebanese company,
participate in a joint venture, or establish a local branch or subsidiary of their company
without difficulty. Specific requirements apply for holding and offshore companies, real
estate (real estate property is discussed in more details in the next paragraph), insurance,
media (television, political newspapers), and banking (IDAL, 2008 and Country
Commercial Guide for U.S. Companies, 2008).

Law No. 296, dated April 3, 2001, which amended the 1969 Law No. 11614,
governs foreign acquisition of property. The new law eased legal limits on foreign
ownership of property to encourage investments in Lebanon, especially in industry and
tourism, abolished discrimination for property ownership between Arab and foreign
nationals, and lowered real estate registration fees from six percent for Lebanese and 16
percent for foreigners to five percent for both Lebanese and foreign investors. The law
permits foreigners to acquire up to 3,000 square meters of real estate without a permit;
acquiring more than 3,000 square meters needs Cabinet approval. Cumulative real estate
acquisition by foreigners may not exceed three percent of total land in each district and
10 percent of the total land arca in Beirut region (IDAL, 2008 and Country Commercial
Guide for U.S. Companies, 2008).

As per section V of the By-Laws of the Beirut Stock Exchange any foreign

company or foreign issuer of securities may apply for the admission of its sccurities in the

official or secondary market.
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The same conditions and commitments applying to the Lebanese issuer sct in
these By-laws apply similarly in their form and content to the foreign issuer wishing to
apply for admission. The foreign issuer should present all of the documents requested by
Lebanese companies, or their equivalent in the country of registration. The financial
documents presented should necessarily conform to the Lebanese or International

Accounting Standards.

The Committee may request official Lebanese or foreign authentication of the
documents constituting the file presented by the foreign issuer. This authentication should
demonstrate the conformity of the documents presented to the laws and regulations in

force in the country of registration.

One can not talk about investing in Lebanon without highlighting some major
disadvantages related to this matter. In the recent year, many foreign companies left
Lebanon or relocated their regional offices to neighboring courtiers, or even refrained
from investing in Lebanon, because of frustration resulting from some obstacles such as
red tape and corruption, arbitrary licensing decisions, complex customs procedures,
outdated legislation, an ineffectual judicial system, high taxes and fees, high
telecommunications and power charges, varying interpretation of laws and a lack of
adequate protection of intellectual property. Not forgetting recent political instability

which have severcly impacted economic growth and led to a slowdown in investments.
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h) Correlation of the Beirut Stock Index with other stock indices

In order to draw a conclusion about the correlation of the Beirut Stock Index with

other stock indices, we have performed a hypothesis testing by choosing percentage Daily

Return of the Beirut Stock Index and selecting percentage Daily Return of the following

Market indices:

A4

Y XYY

Y

X Variable 1 - MSCI Europe — NDDUE 15 index
X Variable 2 - France — CAC 40 index

X Variable 3 - S&P 500
X Variable 4 - UAE Index — DFMGI index

X Variable 5 - Egypt Hermes -~ HERMES index
X Variable 6 - Saudi Tadawul — SASEIDX index

Note that, the Percentage Daily Return of the S&P 500 index had a difference of two days

with the rest of the indices in order to have a more accurate comparative data.

The null hypothesis: Beirut Stock Index is not correlated with the other stock indices

Correlation:
BSE MSCI France — S&P UAE - Egypt <Saudi
Europe CAC 40 500 DFMGI  Hermes Tadawul
BSE 1.0000
MSCI Europe 0.0143) 1 0000
France—CAC40  (0.0011) 07875 1.0000
S&P 500 0.0983  0.0146 0.0135 J
UAE —DFMGI  (0.0250)  0.0107 0.0108 (0.0370) - 1.00
Egypt Hermes (0.0561)  0.1099 0.1061 (0.0015)  0.057 0000
Saudi Tadawul 0.0056 (0.0460)  (0.0244)  0.0206  0.1379  0.0694
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Interpretation of the correlation results

In order to determinc the level of significance for the correlation results obtained, we

have calculated the ¢ critical for each index and analyzed the results.

We used the following formula in order to calculate the ¢ critical.

t critical = Lovin =2
0

Where,
r is the correlation coefficient

n is the number of observation

If ¢ critical is greater than 2 we can conclude that the correlation between the percentage
daily returns of Beirut Stock Index and the percentage daily returns of all the other
indices is Significant.

If ¢ critical is less than 2 we can conclude that the correlation between the percentage
daily returns of Beirut Stock Index and the percentage daily returns of all the other

indices is Not Significant.

) ¢ Critical
i (In absolute terms) |
MSCI Europe — NDDUE 15 index 0.55
France — CAC 40 index B 0.04
S&P 500 index ' 3.76 ¥
UAE Index — DFMGI index : 0.95
Egypt Hermes — HERMES index ’ A
Saudi Tadawul — SASEIDX index i 0.21

The ¢ critical of both the S&P 500 index and the Egypt Hermes index are both greater
than 2, thus, we can conclude that the correlation between the BSE and both the S&P 500

index and the Egypt Hermes index is significant with respect to percentage daily returns.
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And, since the ¢ critical of all the other indices are all less than 2, we can conclude that
the correlation between the Beirut Stock Index and all the other indices are not significant

with respect to percentage daily returns.
Conclusion:

Although the above results confirms that there is a significant correlation between
the Beirut Stock Index and both the S&P 500 index and the Egypt Hermes index with
respect to percentage daily returns, in our opinion these results are merely due to chance,
since, there is no structural relation between the Beirut Stock Index and all these indices.

Thus, we can conclude that there is no correlation between the Beirut Stock Index

and all the other indices directing us toward not rejecting the null hypothesis.
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IV — A survey of the business environment in Lebanon as far as the
advantages, obstacles and disincentives of publicly-held versus

privately-held companies.

This section reveals the results of a study conducted about the business
environment and the issue of going public in Lebanon, where we have interviewed a few
successful CEO’s of companies operating in Lebanon concerning their motives,
opportunities and concerns about going public. The questionnaire was designed for
companies which are currently privately-held; however, if a company did go public
recently, we have asked the CEO of these companies to share with us their experience of

going public in Lebanon.

The survey was conducted on a confidential basis, where the true identity of the
responding companies would not be revealed and we will be using fictitious company

names in the final analysis of the results.

The survey consists of fourteen questions tackling different issues related to going
public and the process of IPO (initial public offering). As we started documenting the
replies, we have provided a literature review of each question, then provided the answers
of the interviewees, and finally a conclusion was drawn based upon the replies that we

have received.
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Question 1:

If you are currently a privately-held company, are you concerned about your
portfolio being non-diversified by having most of your wealth tied up in your

private company?

As a firm goes public it has two aims in its mind, one is to raisc capital for the
firm and the other is for the shareholders to convert their wealth into cash at a future date.
Increased publicity is another purpose of going public, although this is of lesser interest to
managers who would rather spend their time running their company.

The question of why IPOs are considered as the best way of raising capital can be
answered through a study by Gompers and Lerner (2001) cited from Welch and Ritter
(2002). It reported that “there were fewer U.S. IPOs from 1935-1959 than the 683 in
1969 alone”. La Porta, Lopez de-Silanes, Shleifer, and Vishny (1997) report “wide
differences in 1PO activity across countries™,

Welch and Ritter (2002) referred to a study performed by Chemmanur and
Fulghieri (1999); the study developed the more conventional wisdom that [POs allow
more dispersion of ownership, with its advantages and disadvantages. Pre-IPO “angel”
investors or venture capitalists hold undiversified portfolios, and therefore are not willing
to pay as high a price as diversified public-market investors. Thus, early in its life cycle a
firm will be private, but if it grows sufficiently large, it becomes optimal to go public”.

Welch and Ritter (2002) in their paper discussed Maksimovic and Pichler (2001)
findings who pointed out that “a high initial public price can attract product market
competition. Public trading, however, can in itself add value to the firm, as it may inspire
more faith in the firm from other investors, customers, creditors, and suppliers”.

Pagano, Panctta, and Zingales (1998) conducted a study on Italian firms and
found out that “larger companies and companies in industries with high market-to-book
ratios are more likely to go public, and that companies going public seem to have reduced
their costs of credit. Remarkably, they also find that [PO activity follows high investment
and growth, not vice versa”. Lerner (1994) focused on a single U.S. industry,

biotechnology. Lerner documents that “industry market-to-book ratios have a substantial
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effect on the decision to go public rather than to acquire additional venture capital
financing”.

This question addresses the issue of diversification which can be explained by the
Modern Portfolio Theory (Markowitz 1952, 1959). This theory involves two basic
constructs:

First: Statistical effects of diversification on the expected return and risk of a portfolio,
where, the investor can reduce the risk by diversifying across securities that are not
perfectly correlated; the lower the correlation, the greater will be the risk-reducing
benefits of diversification.

Second: attitudes of investors towards risk; specifically, it is assumed that investors are
averse to risk, but are sufficiently tolerant of risk to bear it if sufficient compensation, in
form of higher expected return, is provided.

Modern Portfolio Theory addresses the task of identifying the portfolio that
maximizes an investor’s expected utility, given the investor’s willingness to trade off risk
and expected return.

According to Lubo’s P*astor, Lucian Taylor & Pictro Veronesi (2007) the benefits
of TPO diversification are twofold. First it reduces risk though investments made in a
portfolio of stocks and bonds instead of private firm holdings. The second benefit is
“consumption smoothing which is when the private firm’s expected profitability rises, the
entrepreneur expects higher consumption in the future. He wants to increase his
consumption immediately but he cannot borrow against expected future profitability. If
expected profitability rises high enough, the entrepreneur’s consumption path under
private ownership becomes so unattractively steep that he prefers to cash out in an [PO
and smooth his consumption by trading stocks and bonds. In short, going public allows
the entreprencur to smooth his consumption not only across states of naturc but also
across time”.

Diversification is considered as a key motive for an [PO, where Lubo’s P astor,
Lucian Taylor & Pietro Veronesi cited from Bodnaruk et al (20006) work, who finds that
“firms held by less diversified shareholders are more likely to go public”. According to
Benninga et al (2005), ‘“the IPO decision is also driven by the tradeoff between

diversification benefits and private benefits”.
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The firm’s performance is highly dependent upon its ownership structure. Leland

and Pyle (1977) argue that the ownership structure is a signal of a firm’s value.

Survey results:
Our survey results show that 67% of the respondents are concerned about their
portfolio being non-diversified by having most of their wealth tied up in their

private company, where only 33% were not concerned.

The following are some of the comments that we reccived on this question:

Comment 1: From a risk management point of view, your portfolio should be well

diversified specially in a risky environment like Lebanon.

Comment 2: Our concern as board of directors is to maintain the majority. Introducing

new investors would be on a minority stake basis.

Comment 3. Although our company is privately-held, we have no concern regarding the
issue of diversification, since our company is part of a group of companies operating in

different countries and in different sectors, thus, the group is already well diversified.
Comment 4: Having a diversified portfolio will secure your business & wealth, it is risky

to have a non-diversified portfolio which may lead the company to major financial

problems in case any problem arises in that specific field.
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Comment 5: We have no concerns regarding the issue of diversification. In our opinion,
companies should diversify their portfolios to a certain extent since they will be taking a

high risk of putting all their wealth in one business, which is a suicide.
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Question 2:

Do you believe that it will be easier to borrow money if your company does go public

and that you will be able to borrow at a lower cost?

Managers prefer internal financing (equity financing via retained earnings) to
external financing (issuing debt or equity). If the firm is obliged to obtain funds
externally, managers prefer to issue the least risky security: straight debt, convertible
debts, preferred stocks and finally common stock. This is known as Pecking Order
Hypothesis Theory discussed by Stewart Myers (1983).

Myers & Majluf (1984) formulated a theoretical model that explains the aspects of
observed corporate finance behavior as consequences of information asymmetry as such:
Markets are under-informed about the relative value of projects in the market, therefore,
market tends to undervalue these projects and thus to undervalue the securities issued to
finance them. Basically a Pooling Equilibrium forms such that uninformed investors
break even. Consequently, managers find that the effective cost of external financing
greater than it should be, because the firm tends to surrender a substantial portion of
project net present value to investors who purchase the security. Therefore, avoid issuing
equity or reject a good project.

If external financing must be considered, debt is preferred to and less costly than
equity. Of course, the best way to avoid the surrender of value is to avoid external
financing altogether, which can be achieved by issuing internal financing and maintaining
financial slack in the form of cash and marketable securities.

An exception 1o the above is when management believes its stocks are overvalued,
thus, issue new equity. The market is aware of this adverse selection problem and takes

this news as a signal of overvalued stocks, therefore, the stock price falls.
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Survey results:
Our survey results show that 50% of the respondents believe that it will be easier to
borrow money if their company does go public and that they will be able to borrow

at a lower cost and 50% did not.

The following are some of the comments that we received on this question:

Comment 1: Yes, since as onc of the advantages of being “public” is to be able to borrow
at lower cost from external and local flow of funds and to avoid additional risk premiums

from financial institutions (specifically banks).

Comment 2: No, since our company is healthy and growing fast, we find no difficulty in

borrowing money at low rates.

Comment 3. Borrowing money will be easier but not necessarily with a lower cost upon

going public.

Comment 4: We do not think that going public will make it easier for borrowing; since
taking a loan requires a healthy financial position of the company no matter if it is a

private-held or public-held company.

72



Question 3:

Do you see a benefit in issuing stocks to pay-off some of your debts (retire some

debts)?

Researchers have argued that a firm’s leverage may be a powerful signal of true
value under conditions of information asymmetry (IA). According to Ross (1977)
managers have private information regarding future cash flows. Management can
distinguish its firm as a higher quality firm by issuing debt. By committing the firm to
make future payments of interest and principal, management signals its confidence in the
sustainability of the firm’s future Cash Flows. Ross’s model yields an interior optimum
Capital Structure; i.e., the firm employs a positive, but limited, amount of debt relative to
equity.

On the other hand, Besanko & Thakor (1987) argue that collateral can act as an
effective screening mechanism to mitigate 1A problem in the corporate debt market.
Riskicr Borrowers have greater default risk, that is, they have a higher probability of
losing their collatcral, and therefore, they choose an unsecured loan contract with higher
interest rate. Borrowers who are less risky choose a secured loan contract with a lower

interest rate. That is, collateral can serve as a powerful signal of Value.

Survey results:

Our survey results show, upon responding to question number three, that 100% of

the respondents see no benefits in issuing stocks to pay-off some of their debts.




The following are some of the comments that we received on this question:

Comment 1: Usually debt is the cheapest way used to finance future projects, issuing

extra shares will be costly due to additional compensation required by the investor.

Comment 2: No, since we will use the money injected by new investors to invest in other
projects, or expand the business to new horizons like opening branches abroad instead of

retiring some of our debts.

Comment 3: No, probably issue public bonds but not issue public stocks. It is cheaper to

pay banks/public rather than having a partner.

Comment 4. Issuing stocks will be favourable if the company does not have sufficient
cash to meet its short term debt obligations, however, this decision may affect other

shareholders which will decrease their percentage ownership of shares.
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Question 4:
Do you believe that going public will help you to know the “True Value” of your

company?

The market value of a firm’s shares emerges from trading among investors. If
investors (at least collectively) are rational, the market value of the firm’s shares will be
equal to their true value, defined simply as the (appropriately discounted) present value of
future expected cash flows. This argument is the essence of the well-known Efficient
Market Hypothesis (Fama 1970).

Knowing the true value of the firm can be derived from the motives of the
shareholders to maximize their future utility of consumption. This is achieved by
maximizing their personal wealth, measured in terms of market value.

The quality of the market for a stock is closely related to its information
cfficiency, that is, the extent to which a stock’s current price incorporates all available
information, and therefore it is an accurate reflection of its true value.

The value of the firms stock can be questioned as a difference arises between the
offer price and the first-day price. The most common method as per Welch and Ritter
(2002) study for valuing a firm going public is “the use of comparable firm multiples”.
But according to their findings, such method is difficult to implement since most of the
companies that are going public are valued on the basis of their growth potential and not
their historical performance. As a result, “the power of tests to explain pricing relative to
the “true value’ is too low to make much headway in testing whether IPO pricing or
after-market valuation better reflects the IPOs’ fundamental valuations unless the sample
is large”. Welch and Ritter (2002) discussed this issue by introducing the views of
different researches conducted for this matter, where we quote the following: Kim and
Ritter (1999) “find only a modest ability to explain the pricing of IPOs using accounting
multiples, even when using earnings forecasts”. Purnanandam and Swaminathan (2001)
“construct a measure of intrinsic value based on industry-matched Price/Sales and
Price/Ebitda from comparable publicly traded firms (“comps”) for a sample of over
2,000 IPOs from 1980-1997. They find that, when offer prices are used, IPO firms are

priced about 50% above comparables, which is an enormous difference. They also find

75



that this initial overpricing with respect to comparables helps predict long-run

underperformance”.

Survey results:
33% of our survey participants agreed that going public will help them to know the

“True Value” of their company, wherecas 67% answered did not agree.

The following are some of the comments that we received on this question:

Comment 1: In Lebanon, markets are inefficient for different reasons: political risk, small
market, family dominance... etc. so if your company is small (by Lebanese market
standards), then considering the disadvantage of market inefficiency, you will not be able

to know your true value of your company.

Comment 2: We believe that a periodic valuation study of the company can reflect the

true value of the company, so there is no need to go public for this purpose.
Comment 3: No, the true value can be estimated by the company by itself.
Comment 4: Your ethical consideration of your personality and business life will let you

notice the true value of your company whether you stay private or take the company

public.
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Question 5:

Are you concerned about giving up some voting power and control when your

company goes public?

As a company goes public, its ownership structure becomes more diffused, thus,
the initial owners of the company, who had all the shares, loose control of the company.
New equity-holders may press the firm to change its policies, and/or to replace
management. Thus going public will generate an issue of loosing control and some voting
power especially in Lebanon where all or major businesses are owned by families who
inherited the business from their fathers or established the business on their own, and
where most of the managers are family members. So loosing some voting power for these
families are a major concern and might be one of the setbacks of going public in

Lebanon.

Survey results:
Our survey results show that 67% of the respondents were concerned about giving
up some voting power and control when going public, whereas 33% were not

concerned.

The following are some of the comments that we received on this question:

Comment I: Companies in Lebanon are mostly family owned, hence losing some voting

power would be a great concern.
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Comment 2: No concern since there is a proper and clear shareholders’ agreement.

Comment 3: No, voting power can be controlled by the number of shares.

Comment 4: 1t would be better to provide more voting rights & control when the

company goes public, as you are not diluting your own power.

Comment 5: Of course we will be concerned about giving up some voting power and

control to new investors and shareholders upon going public.
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Question 6:

For companies which do go public, do you see a benefit in using stock options as a
possible compensation tool which would align the interests of management with the

interests of the company?

Harris & Raviv (1990) developed a theoretical model of optimal Capital Structure
in which debt serves as a) a means to provide investors with information about the firm
and b) as a disciplining device to limit management’s engagement in self-serving
activities. In their model, debt disciplines managers when: First, Managers able to make
contractual payments and interest to debt-holders on time. Second, in case of default
management face the exposure to bankruptcy proceedings, thus loss of their job.

Another tool for aligning the interests of the manager with the interests of the
company or sharcholders is when the manager owns a high proportion of the company’s
shares. This conveys a strong signal about the value of the firm to the outside investors,
since stock prices are highly related to changes in the ownership structure. The increase
of the managerial ownership should convey a positive signal to the firm value because the
benefit of the shareholders is connected to the benefit of insider manager. That is, the
agency cost is reduced to raise the firm value when managers own more shares. On the
other hand, the increase of the managerial ownership causes the managers to gain more

power to control the firm and reduces the chance of being taken over.

Survey results:
Our survey results show, upon responding to question number six, that 100% of the
respondents see benefits in using stock options as a possible compensation tool that

align the interests of management with the interests of the company.
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The following are some of the comments that we received on this question:

Comment 1: Stock option is a major tool in this respect among others like bonus,

promotions etc.

Comment 2: Priorities in compensation policies should be in a greater detail than it has

been previously where new compensation disclosures will be required.
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Question 7:

For companies which do go public, do you see stock options as a tool which would

reduce a possible cash flow problem?

Noe & Rebello (1996) argue that the firm’s budget constraints dictate that, as
more dividends are paid, more external financing is required, which can be achieved by
issuing debt or equity. Shareholders could limit management’s ability to pursue their self-
interest by limiting the free cash flow, which can be achieved by paying higher dividends
meaning higher external financing. This can be achieved by: issuing debt, which has a

higher risk of default but a positive signal, or issuing equity, which has a negative signal.

Another way of tackling this issue is by discussing the “Agency Theory” which
suggests that debt can have both negative and positive effects on firm value. The negative
effect of debt is due to incentives for the firm’s management, acting in the shareholders’
interest, to take actions to expropriate wealth from the firm’s creditors. In anticipation of
such actions, creditors require a higher ex ante yield on the firm’s debt, and in this way
the agency cost of debt is ultimately borne by shareholders. In addition, leverage induces
underinvestment, particularly if creditors capture part of the benefit of a new project. On
the positive side, agency theory suggests that debt can be used as a disciplinary device
against management’s tendency to cngage in various self-serving, value-destroying
activities. The trade-offs between the agency-related benefits and cost of debt may yield

an optimal level of leverage.

Survey results:
Our survey results show, upon responding to question number seven, that 100% of
the respondents see stock options as a tool which would reduce a possible cash flow

problem.
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No major comment was expressed related to this issue except for the following:

Comment: It is a good tool in this sense, but it has to be well balanced.
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Question §8:

Are you concerned about your 1PO (Initial Public Offering) being under-priced?

Cheng, Chenung and Tse (2005) argue that IPOs are generally underpriced in the
short term and underperformers in the long run. Cheng, Chenung and Tse revealed that
many studies have been conducted on the underpricing phenomenon including those
performed by: Miller and Fisher (1987), Ibbotson and Jaffe (1975), Ritter (1984 & 1991)
and Loughran and Ritter (1995). These studics came to the result that [POs are a good
investment in the short term and become a poor investment over the long term. For
example, Ritter (1991) examines a sample of new U.S. [POs listed between 1975 and
1984 and finds that, “for a three-year holding period, IPOs underperform a control
sample of matching seasoned firms”. However, Ritter and Loughran (1995) find
“negative long-term returns are not as significant if firms are matched. Among the
factors that are investigated are firm age and size, industry, underwriter reputation and
listing exchange "

According to Cheng, Chenung and Tse (2005) investors rely on the certifying
function of the Exchanges and the screening process of new issues based on the firms
fulfillment of minimum size, number of years in operation and financial information
disclosure requirements so that it can be listed on the exchange. The exchange’s approval
reveals “its satisfaction with the quality and quantity of information supplied by the
applicant company”. In their paper, Sanger and McConnell (1986) and Ying et al. (1977)
observed “anm increase in shareholder wealth after the listing and conclude that this
increase is due to increased liquidity or managerial signaling”'. However, they ignore the
certifying function of the listing requirements.

In his paper, Salim Chahine (2002) discussed the issue of underpricing by
revealing studies conducted by Benveniste, Spindt and Wilhelm (1989) who suggest that
“underpricing is needed to attract investors and then extract their information, especially
Jor those issues where information is costly for investors to obtain”. They suppose that
“deliberate underpricing by underwriters induces investors’ truthful interest revelation.
The quantity of received shares is inevitably an increasing function of revealed

information and the offer price is adjusted only partially with the private information



gathered on the firm's value. The underwriter has to sufficiently underprice issues with
the most favorable information to induce investors to participate and report their
information”.

Salim Chahine also discussed the findings of Sherman and Titman (2001) who
assume that “investors’ interest prior to the PO is positively related to the degree to
which firms look for accurate pricing”. They show that “demand for accuracy is
positively correlated with the expected underpricing which would be high enough to
exceed the cost of information and compensate investors participating in the offerings.
Similarly, firms which do not need accurate pricing, will have little underpricing so as to
attract few investors to participate in the offering. The expected underpricing will exactly
offset the cost of investors' private information”.

Rock (1986) proposed the existence of two types of investors: “an investor
informed about the aftermarket equilibrium price of the issue and an uninformed one.
While the informed investor participates only in underpriced IPOs, an uninformed
investor does not distinguish the firm’s quality and participates in the entire offerings.

Under- priced issues are thus oversubscribed compared to overpriced offerings”.

Survey results:

Our survey results show that 50% of the respondents were concerned about their

IPO being under-priced and 50% were not concerned.

No major comment was expressed related to this issue except for the following:

Comment: The IPO should reflect the true value of the company.

Question 9:

Are you concerned about the cost of underwriting or the issuance cost?
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The process of going public starts from the appointment of an underwriter who
assists in selecting other advisors, prepare a prospectus, advice and analysed the pricing
and the governance of the firm in addition to other underwriting services.

According to Menyah and Paudyal (2002), a firm, which is going public,
negotiates with the underwriter as whether to conduct a placing agreement or an
underwriting contract. The commission paid to the underwriter is usually 2% of the issue
proceeds in an offer for sale and for subscription. 1.25% of the commission is paid to
sub-underwriters who bear the ultimate underwriting risk. One-quarter of 1% is paid to
brokers who find subscribers for the issue while the primary underwriter receives a
commission of half of 1% of the proceeds. Upon placing the issue, a fee of three-quarters
of 1% of the issue proceeds is paid usually. Scparate fee are paid to underwriters for
services performed in areas related to corporate finance of the issue firm. As per Menyah
and Paudyal research “these fees contrasts significantly with the US practice where the
gross spread which ranges from 5% to over 9% pays for corporate finance work and for
the effort involved in selling the issue in addition to compensating the syndicate members
for underwriting risk™. (For more details, refer to Section IIl — part d of this paper for the
commissions and charges applied in Lebanon).

Booth and Smith (1986) argued that “underwriters who incur costs to build their
reputation as regular participants in the IPO market, can be used by firms to certify that
the issue price reflects potentially adverse inside information. Issuers compensate
underwriters for using their reputation (through commission payments) and for the direct
costs of obtaining inside information”.

Chemmanur and Fulghieri (1994) argued that “investment banks with special
expertise in evaluating firms, use high standards to determine the value of an issue. Such
banks develop a high reputation because investors observe ex-post that the firms they
take public are, on average good firms whose valuation is confirmed in secondary market
prices. A high reputation also increases the issue proceeds of firms they take to market
and enables such sponsors to maximize their profits”.

Part of the issuance cost can be considered the “Lockup provision”, which is an

important aspect of insiders’ commitment to continuing ownership, whereby pre-IPO
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shareholders (especially insiders) agree to refrain from selling their shares for a period
(typically 180 days) after the IPO date. Lockup is a bonding mechanism that resolves
information asymmetry problems between the insiders and new investors. Its downside is
that only a minority of the firm’s shares freely float in the initial secondary market,
limiting liquidity.

The underwriter process is usually performed by investment banks in Lebanon. A
company going public should choose an investment bank that will undertake the
underwriting process. An agreement should be made between both parties upon the
method of offering which can be in the following forms:

1. Firm commitment: the entire issue is sold to the underwriter who then attempts to sell it
to the public. The price of issuance is not agreed until later in the issuance process.

2. Best effort. the underwriter makes a best effort to sell at the agreed price.

3. Rights offering: sccuritics are first offered to existing shareholders.

After selecting the method of offer, the underwriter values the [irm in order to
determine a price for the firm’s shares. The valuation of the firm will depend on different
methods used by the underwriter, like using discounted cash flow analysis, but the most
common method used is by taking the value of similar firms and using financial ratios to
provide a range of values for the firm.

Next, the underwriter prepares and files all the documents required, in order to be
reviewed by the Beirut Stock Exchange Committee. In the USA this period is known as
the “waiting period, or cooling-off period”, the length of this period depends on the
Security Exchange Commission (SEC) which might require additional documents. Also,
the filing contains two parts, one that is made available to the public (prospectus) and
another part that is kept private, only for SEC use. During the period of review, the
underwriter visits big investors, in order to persuade them to buy shares and build a
demand schedule (this process is called “Book Building ).

The final stage of this process occurs when an approval is received and the shares
are issued to the public.

Note that the underwriter receives fees for performing [POs. These fees depend
upon the agreement between the underwriter and the firm. The reputation of the

underwriter and its ability to get investors before the issuance of the shares play an
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important part in the IPO process and the determination of the fees. If a “Firm
Commitment” was agreed between both parties, the underwriter fees are based on: Gross
spread, which is the spread between the price sold to the market and the price bought
from the firm (typically 7%). Also, underwriters benefit from Underpricing, discussed in

question 8 above, where usually the offer is under price by as much as 15% or more.

Survey results:

Our survey results show that 50% of the respondents were concerned about the cost

of underwriting or the issuance cost and 50% were not concerned.

No major comment was expressed related to this issue except for the following:

Comment: No, the benefits would be greater.
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Question 10:

Are you concerned about shareholders’ interference in the company’s policies (the

choice of business line, product line, dividend policy, etc...)?

This is one of the major issues which face a company upon going public. The
managers, who usually are the founders of the company, will face constant interference in
the company’s policies (the choice of business line, product line, dividend policy, etc...)
from the new sharcholders, especially, those sharcholders who own a large proportion of

the company’s shares.

Survey results:
Our survey results show, upon responding to question number ten, that 100% of the
respondents are concerned about shareholders’ interference in the company’s

policies.

The following are some of the comments that were received on this question:

Comment 1: Yes it is a major concern, that’s why our decision would be to introduce

minority shareholders.

Comment 2: This can be controlled by the number of shares
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Question 11:

Are you concerned about revealing information through reporting requirements

and disclosures which might jeopardize your company’s competitiveness?

A firm which goes public has to provide financial statements in order to lower
general information asymmetry in addition to other reporting requirements and

disclosures.

Following the stock market crash of 1929, the US Congress responded by issuing
two Acts to rectify observed abuses in the issuance and trading of sccurities in public
markets: a) The Securities Act of 1933. This Act has two basic objectives, (1) to require
that investors are provided with material information concerning securities offered for
public sale, and (2) to prevent misrepresentation, deceit, and other fraud in the sale of
securities. b) The Securities Exchange Act of 1934 and the SEC: By issuing this Act,
Congress created the Securities and Exchange Commission (SEC) which is the principal
federal government regulatory body for securities markets in the US. The SEC’s mission
includes the following:

1- To administer federal securities laws
2- Issue rules and regulations
3- To provide protection for investors
4- Ensure that the securities markets are fair and honest
5- Serve as adviser to federal courts in corporate reorganization proceedings
6- To provide the means by which firms can comply with the registration requirement of
the Securities Act of 1933 which requires:
- A description of the company’s properties and business,
- A description of the security to be offered for sale and its relationship to the
company’s other capital securities,
- Information about the company’s management, and

- Financial statements certified by independent public accountants.
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A public company has to file a proposed proxy in advance for examination by the
SEC for compliances with disclosure requirements. Also shareholders can submit

proposals for a vote at annual meetings.

The Prohibition of Insider Trading:

A firm’s insiders, including management and members of Board of Directors, have

private information about the firm, since, they receive information on the success of their
current operations on a virtually continuous basis, and they prepare the firm’s strategic
plans. The SEC prohibited Insider Trading to prevent insiders from making profits at the
expense of less informed investors. This does not mean that insiders cannot own or trade
shares of their firm; instead, the rule prohibits an insider from engaging in short-term
trading in the firm’s stock for the purpose of generating a personal profit or avoiding
personal losses. If an insider realizes a short-term profit on his/her short-term trading in
the firm’s stock, he/she must surrender the gains to the firm, and many be subject to other
penalties. Insiders are also prohibited from (1) informing others of material inside
information which they could use to buy or sell securities before such information is

available to the public, and (2) making short sales of their company’s equity securities.

Ownership and Trading Disclosures:

Section 16 of the 1934 Act requires that all officers of a company and owners of

more than 10% of its registered equity securities must file an initial report with the SEC,
and with the exchange on which the stock is listed, showing their holdings of the
company’s securities and any change in those holdings. Since this allows sharcholders to

gain control and to make informed decisions on critical corporate events.

The same rules applicable in the US, related to disclosure requirements,
prohibition of insider trading and ownership and trading disclosures, are implemented on
the Beirut Stock Exchange, through the implementation of the By-Laws. Section V of
these By-Laws states clearly the listing requirements of the issuers of securities traded on
the Stock Exchange. Articles 835, lists the documents and information needed for a

company to be listed on the BSE.
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Note also that all Lebanese companies, whether listed or not, must file annual
returns before 31 May of each year except for partnerships, which must file before 31
March of each year.

According to Decrec number 8089 dated March 15™ 1996 all limited liability
companies (SAL or SARL) as well as partnership and sole proprictorships (whose
number of employees exceeds 25 or whose turnover exceeds LL 750 million per annum)
and branches of foreign companies must submit to the tax authorities their financial
statements together with audit report issued by a licensed accountant. (Ernst and Young,

2005).

Survey results:
Our survey results show that 83% were not concerned about revealing information
through reporting requirements and disclosures which might jeopardize their

company’s competitiveness and 17% were concerned.

The following are some of the comments that we received on this question:
Comment 1. Not at all, this will help the company.
Comment 2: Reporting requirements should not as much as possible affect the

competitiveness or strong points of the company.
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Question 12:

Do you worry about performance pressure from shareholders, the business press,

equity research analysts and debt rating agencies?

Shareholders, the business press, equity research analysts and debt rating agencies,
are all examples of informed traders. They generally gain valuable private information
about the true value of a firm through their analytical expertise and their superior access
to information gathering and processing technologies. Analysts have two advantages over
the typical investors: Superior ability to trade quickly on the basis of public information
and private self-generated information. Private information, for example, can be obtained
from having private conversation with the company’s management about earnings
forecast. In the USA, the Seccurity Exchange Commission (SEC) has taken action to
eliminate the unfairness of this practice by imposing Regulation Fair Disclosure, where a
firm’s insider discloses nonpublic information to an analyst, the insider must immediately

disclose this information to the public.

The Stock Exchange Committee of the BSE, under the supervision of the Ministry
of Finance is comparable to the SEC; it is responsible for the “Fair Disclosure”
requirement of publicly traded companies in Lebanon. This Committee is the organizing
body of the BSE that monitors the activities of the issuing companies, and provides
information to the issuers and traders at the Stock Exchange on an equal footing

Since Lebanon is a small market, to the extent that most of the large companies’
owners know each other, information and rumours about a company’s performance can
quickly spread. Also, Lebanon is characterized by having free press that is not controlled
by the government as is the case in most Arab countries; this fact makes it difficult for
companies to hide information from the public.

In recent years, Lebanese Financial institutions noticed improvements in the areas
of financial analysis, mainly due to the fact that most of these companies deal with Arab
investors and Arab stock markets, which developed more than the Lebanese stock
markets. These institutions may add pressure on publicly listed companies in Lebanon,

but the fact remains that, this institutions focus morc on foreign stock markets than
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Lebanese markets, since the later is much less developed and is considered very small
compared to other stock market, thus, no major pressure is imposed by these institutions

on BSE listed companies.

Survey results:
Our survey results show that 50% of the respondents replied that they do worry
about performance pressure from shareholders, the business press, equity research

analysts and debt rating agencies.

The following are some of the comments that we received on this question:

Comment 1. This will defiantly put pressure on our company, but this pressure will be

great for us, because it will force us to improve our performance.

Comment 2: No this should not be a concern, on the contrary it helps management to

correct and adjust weaknesses if any.

93



Question 13:

Are you concerned about being distracted by time consuming investor relations

such as visits from major sharcholders?

One of the disadvantages of a company going public is that management is often
distracted by time-consuming investor-relations tasks, such as press releases, personal
visits from or to major shareholders, etc. these tasks are often very time consuming and

do keep management from focusing on the core and daily operations of the company.

Survey results:
Our survey results show that 50% of the respondents are concerned about being
distracted by time consuming investor relations such as visits from major

shareholders.

The following are some of the comments that we received on this question:

Comment 1: Yes this should be well scheduled and not time consuming and mainly to be

practiced for valid reasons.
Comment 2: public relations can be massively time consuming for key executives. This

leaves less time for them to carry out their daily jobs and might increase the risk of not

being able to address major business issues on a timely basis.
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Question 14:

Are you concerned about the complexity of the IPO process?

Certainly the process of taking a company public (IPO) is considered as a
complex process, especially the matters related to the initial offering, listing
requirements, reporting, disclosures and many other matters which require the close
attention of management.

Generally the BSE By-Laws specify all the requirements for an IPO. These
requirements are not considered as complex as the US regulated markets. This is due to
the fact that, the Lebanese stock exchange is not as advanced compared to the USA. The
BSE has only a limited number of listed companies, with fewer regulatory requirements
than a US or any other advanced stock exchange in Europe or other developed parts of

the world.

Survey results:
Our survey results show that 66% of the respondents answered yes to question

number fourteen, 17% answered no and another 17% had no idea about the subject

and did not express an opinion.

The following are some of the comments that we received on this question:

Comment 1: 1 am not familiar with the going public process in Lebanon.
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Comment 2: To a certain extent yes but this could be remedied by creating the proper

logistics.

Comment 3: Yes, specially related to time consuming paper work as well as preparing

periodic financial statements.
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Conclusion:

Having a well diversified portfolio minimizes the risk on investors in a way that
their wealth can be invested in different companies and not just their own. Thus going
public helps achieving diversification. By selling shares in their company, shareholders
can invest the proceeds generated in buying new shares in other companies. But the fact
remains that most of the Lebanese companies are family owned, where owners do not
like to lose control in their companies, without realizing the risk associated with the act,
like for example, having low performance, continuous losses, losing market shares and
having an unprofitable company. Thus the wealth of the owners will vanish eventually as
the company reaches to a point that it can not continue. On the other hand, most Lebanese
companies achieve diversification through investments made outside Lebanon by having
branches or investments abroad, thus, lowering the risk associated with having a non-
diversified portfolio.

Borrowing money will be easier and less costly as a company goes public, where
the company avoids getting financing from banks that is usually associated with high
cost. Most Lebanese companies that are doing well and are potential candidates for going
public are receiving low cost upon borrowing from banks or other financial institutions.
Other companies get venture capital or silent partners that finance their projects without
having the risk of losing control over the company. This form of financing is more
favorable to most Lebanese companies than going public.

Our survey shows that, investing the money raised from going public in additional
investments or projects that generate income to the company is preferred than retiring
some of the company’s dcbts.

Going public will reveal the true value of the {irm as shares are trading in the
market and the demand and supply rules determine how much investors are willing to pay
for the shares of the company that are available to the public. But since Lebanon is
known to be a small and inefficient market, influenced and dominated by families, it will
be hard to know the true value of the firm even if it goes public.

On of the major concerns of going public is losing voting powers or control over

the firm. The majority of Lebanese companies are family owned, where the current
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managers have inherited their firms from their families. These managers usually like to
hire relatives in order to keep tight control of the firm. Going public will reduce this
control, thus, it will not be appealing to implement.

In order to reduce agency problems between sharcholders and managers, stock
options can be viewed as a possible compensation tool which would align the interests of
management with the interests of shareholders in addition to other incentives like
bonuses, promotions and others. Stock options can also be used as a tool which would
reduce possible cash flow problems.

The process of going public is not a cheap one. High costs are incurred along the
way, especially when an underwriter is assigned in order to initiate an IPO. Thus a
company must balance well its choice of going public, since these high costs might not be
covered by the proceeds generat%d from trading the shares of the company in the market.

Another concern when going public is the interference of sharcholders in the
company’s policies. Our survey revealed that most of the companies, that are thinking to
go public in Lebanon, like to keep their companies closely held by introducing limited
number of shares to the public in order not to lose control and not facing the problem of
any interference from new shareholders.

The survey result showed that, the majority of companies do not have a concern
about revealing information through reporting requirements and disclosures as long as the
no competitive information about the company is revealed.

No concern was revealed regarding performance pressure from shareholders, the
business press, equity research analysts and debt rating agencies, where these parties can
shed light the company’s weakness that can be improved.

As a company goes public, management can be distracted by time consuming
relations with investors that leave less time for managers to carry out their daily jobs, thus
increasing the risk of not addressing major issues on a timely basis.

A major concern was raised about the IPO process in Lebanon, since this process
is still developing and many companies that are thinking about going public lack the

basic knowledge of this process.
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V - An analysis of the stock performance of four listed companies in

different sectors.

a) Introduction

In this section, we have chosen four companies which are listed on the Beirut
Stock Exchange (BSE), they represent three different sectors. We analyze the historical

and price movement of their stocks which are offered to the public.

The purpose of this analysis is first to explore the nature of publicly listed
companies in Lebanon and to draw a closer look at the composition of these companies as
far as their ownership structure, the types of shares offered to the public and the effect of
publicly trading these shares on their financial and economic performance.

The second purpose of this study is to show the vulnerability of the market price
of the shares of these companies to any changes in the political or economic situation in
Lebanon, especially, due to the fact that Lebanon is characterized with a high level of
political and economic instability, thus, causing a major setback for companies wishing to
go public in Lebanon.

Another purpose is to study the financial situation of these companies and try to

draw conclusions as for the benefits or disincentives of going public in Lebanon.

We start the discussion by introducing the concept of the Efficient Market
Hypothesis (EMI) in order to address the effects of competition in the financial markets

on the market prices of securities.

In the last part of this section, we performed testing for the correlation between
the Beirut Stock Index and the four seclected companies in our sample with respect to
“Daily Prices” and “Percentage Daily Returns” for the period starting in January 2,
2004 till September 25, 2007.
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Companies Selected:
The following companies were selected:
1. BLOM Bank SAL — Banking sector
2. Byblos Bank SAL - Banking sector
3. Lebanese Company for the Development and Reconstruction of Beirut Central
District S.A.L. (Solidere) — Development and Reconstruction sector

4. Holcim Liban SAL — Industrial sector

Basis of the selection:

As it is well known, the Beirut Stock Exchange consists of 11 companies that are
divided into different sectors, which are: the banking sector (six banks), the Development
and Reconstruction sector (one company), the Trading sector (one company), and

Industrial sector (three companies).

Thus, we have selected a representative sample from each sector as such:

- Since Banks represent almost half of the companies listed on BSE, we have selected
two banks (BLOM and Byblos banks); representing a sample of 33% out of total banks
listed on BSE (a selection of two banks over a total of six banks).

- One Development and Reconstruction company (Solidere); representing the only
Development and Reconstruction company listed on BSE.

- One company form the industrial sector (Holcim Liban); representing a sample of 33%
of total Industrial companies that are listed on BSE (a selection of one company over a
total of three Industrial companies).

No sample was selected for the Trading sector, since the only company that exists
in this sector Rasamny Younis Motor Company (RYMCO) is held by few family and the
shares are not offered to the public. (According to Zawya (2008), RYMCO's major
shareholders consist of: Rasamny family 70%, Mohamed Abdulmohsin Al Kharafi &
Sons Co. 12.80%, Younis family 6.40% and Middle FEast Capital Group 4.17%). The
company’s stock market value is almost fixed where no major movement is noted in prior

years. Thus, the results of a study of this stock would not add any value to our analysis.
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Thus the present analysis of a representative sample of 36 % (4 companies out of 11) of
total companies listed on the BSE which should represents fairly the population of listed

companies.

Analysis performed:

We start the analysis of each company by introducing the company and the type
of business that it is engaged in. We provide the basic ownership and corporate structure
of each company and analyze the type of ownership of these publicly held companies.

Next the historical price movement of each stock is plotted and an analysis of
these movements is carried out in order to show the events and situations which affected
the stock price. The objective here is to draw an overall conclusion about the performance
of publicly held companies in Lebanon.

The last part of the analysis is the calculation of some major ratios drawn from the

financial statements in order to study the financial performance of these companies.

Basic Concepts:

i. Ownership structure

Ownership structure is the distribution of shares among classes of investors. And it is an
integral part of firm’s financial policies and strategies. A primary determinant of firm’s
ownership structure is whether the firm’s equity is privately held or traded publicly on an
exchange.
For a typical publicly traded firm, major classes of shareholders include:

(a) The firm’s managers and board of directors, who are called insiders,

(b) Financial Institutes,

(¢) Individual investors at large, and

(d) Other firms
Owners in categories (b), (¢) and (d) are called outsiders.
If insiders hold a large proportion of equity shares, it is said that the firm is closely held.
Conversely, if numerous outsiders have the majority of shares, the firm’s ownership is

diffuse.
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il Financial Ratios

For the purpose of having a comprehensive understanding of the financial performance of

the companies selected for our analysis the following ratios were analysed:

1 - Market / Book Ratio (M / B):

This ratio is calculated by dividing the market value of the shares of the company

by its book value. This ratio reflects how much the market equity values of the firm
exceed its book equity values. Therefore, how much future carnings the firm is expected
to produce, in present value terms, as compared to the book value of assets used to

generate them, thus, how much the firm is efficient in creating value for its shareholders.

2 - Debt Ratio:

If a business fails and must be liquidated, the claims of creditors take priority over
those of the owners. But if the business has accumulated a great deal of debt, there may
not be enough assets to make full payment to all creditors.

A basic measure of the safety of creditors’ claims is the debt ratio, which states
total liabilities as a percentage of total assets.

The debt ratio is not a measure of short-term liquidity. Rather, it is a measure of
creditors’ long-term risk. The smaller the portion of total assets financed by creditors,
the lower the risk that the business may become unable to pay its debts. From the

creditors’ point of view, the lower the debt ratio, the safer their position.

3 — Return on Equity (ROE)

Return on Equity, which is calculated as net income over average total
Stockholders' equity, gives the firm a clear measurement about the return earned by

management on the stockholders investment, that is, upon owners” equity.

4 - Price-earnings Ratio (P/E)

Price-earning ratio is calculated as the ratio of the firm’s stock price to its latest

annual earnings (earnings per share).
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Earnings per share are calculated by dividing the net profit for the year by the
weighted average number of shares outstanding during the year.

An individual firm’s P/E ratio tends to be volatile, in part becausc of a mismatch
between numerator and denominator. According to valuation theory, a firm’s stock price
reflects investors’ assessments of the firms’ expected future earnings, as well as their
willingness to pay for these expected future earnings, whereas the denominator in the
ratio is simply the firm’s earnings over the past year, therefore, a company with very low
earnings is likely to have a high P/E ratio even if investors are not optimistic about future

earnings.

5 - Dividend Payout Ratio (DPO)

The Dividend payout ratio is the fraction of the firm’s earnings in a given year

that are paid out as cash dividends in that year.

6 - Dividend Yields (DY)

The Dividend Yields is the ratio of the firm’s dividends payments over the year-

end market equity price.



b) The Efficient Market Hypothesis (EMH)

The Efficient Market Hypothesis (Fama 1970, 1991) addresses, in general terms,
the effects of competition in the financial markets on the market prices of securities. The
EMH is one of the most important and pervasive, as well as controversial, concepts in the
theory of finance.

EMIH emerges from the same set of assumptions that defines the ideal capital
market. The EMH asserts that, at all times, a security’s market price fully reflects the
true, rational value of the security; in other words, the security is fairly priced. For this to
occur, the security’s market price must rationally reflect all available value-relevant
information. Rational investors use all available information useful in determining (a) the
security’s expected future cash flows, (b) the riskiness of these cash flows, and (c) the

appropriate discount rate to apply to the security’s expected cash flows.

In his 1970 paper, Fama specified the following forms of the EMH:

1) Weak Form
The weak form of the Efficient Market Hypothesis (EMH) states that it is

impossible to predict future stock prices by analyzing prices from the past.
. The current price is a fair one that considers any information contained in the past

price data.

. Charting techniques are of no use in predicting stock prices

2) Semi-Strong Form

The semi-strong form of the EMH states that security prices fully reflect all publicly
available information, example, past stock prices, cconomic reports, brokerage firm

recommendations, investment advisory letters, etc.
Academic research supports the semi-strong form of the EMH by investigating

various corporate announcements, such as:

J Stock splits
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. Cash dividends
. Stock dividends

This means that investors are seldom going to beat the market by analyzing public news.

3) Strong Form
The strong form of the EMH states that security prices fully reflect all public and

private information. This means that even corporate insiders cannot make abnormal
profits by using inside information. (/nside information is information not available to the

general public).

4) Semi-Efficient
The semi-efficient market hypothesis (SEMH) states that the market prices of

some stocks react more efficiently than others due to the fact that:

. Less well-known companies are less efficiently priced
. The market may be tired
. A security pecking order may exist

We believe that the Lebanese stock market is not information efficient due to low
participation and weak enforcement of laws ecspecially as far as insider trading and

because of the fact that most of the shares are closely held.



¢) Financial analysis of four listed companies on the Beirut Stock Exchange

A - BLOM Bank

BLLOM Bank SAL is a Lebanese joint stock company, was incorporated in 1951
and registered under No 2464 at the commercial registry of Beirut and under No 14 on
the banks’ list published by the Bank of Lebanon.

The Bank, together with its subsidiaries, BLOM INVEST Bank SAL, Arope
Insurance SAL, BLOM Bank France SA, BLOM Bank (Switzerland) SA, Bank of Syria
and Overseas SA, BLOM Bank Egypt SAE, BLOM Development Bank SAL, Syria
International Insurance (Arope Syria) SA and BLOM Egypt Securities SAE (the Group),
provide all banking activities as well as insurance and brokerage activities.

During the year 2006, the Central Bank of Lebanon approved the Bank’s request
to open a representative office in Sharjah — UAE provided that the Bank obtains the
approval of the Central Bank of the United Arab Emirates.

BLOM Bank SAL signed on 29 August 2006 a Memorandum of Understanding
with a Saudi holding company to establish a company in the Kingdom of Saudi Arabia to
deal in financial instruments. The two parties agreed to obtain a license from the
corresponding authorities in the Kingdom of Saudi Arabia to establish a Saudi joint stock
company under the name of “BLOM Invest-Saudi Arabia”, to be located in Riyadh to
deal in financial instruments in the Kingdom of Saudi Arabia, with a capital of around
100 million Saudi Riyal allocated 60% between BIL.LOM Bank SAL and BLOM Invest
Bank SAL and 40% to the Saudi party.

According to Shuaa Capital (2006), BLOM Bank (Banque du Liban et d’Outre-
Mer s.a.l.) is one of the largest banks operating in Lebanon since 1981 with more
branches outside I.ebanon than any other Lebanese bank. The bank’s financial strength
and strong franchise name in Lebanon allows the bank to borrow at lower rates than its
peers. BLOM’s strategy of choosing the lowest risk asset allocation made it as the most

cost efficient bank in Lebanon. In order to finance its expansion into more foreign and
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Arab countries, the bank needs to raise new capital, setup an Islamic banking subsidiary,
and meet potential Basel II requirements.

BLOM Bank (2008) reveals that the bank currently owns 44 branches in Lebanon,
13 overseas branches operated by BLOM directly and another 13 branches operated by
BLOM Bank Egypt where BLOM currently owns around 99% of it. BLOM’s further
growth potential can be characterized by the fact that the bank’s assets constitute around
16% of total banking assets in Lebanon.

According to BLOM Bank (2008), the bank issued on February 2006, 3 millions
Global Depositary Receipts” GDR™ for a total amount of USD 276 million at a price of
USD 92 per share. Credit Suisse acted as Global Coordinator, Sole Book-runner and Lead
Manager for the issue and both SHUAA Capital PSC and Global Investment House as
co-lead managers. Also at the same period, BLOM established an Islamic subsidiary
named: “BLOM Development Bank™ in order to penetrate more into the Arab countries
and catch up with the developing Islamic banking in the region.

BLOM Bank received all the awards granted for Lebanese banks in 2006 by
Euromoney magazine; The Best Bank and the Best Investment Bank in Lebanon. BLOM
Bank was awarded as well ‘The Best Bank in Lebanon” by Global Finance as well as
Bank of the year from The Banker.

According to Capital Intelligence, BLOM continues to enjoy solely the highest

financial strength rating among Lebanese banks.

Rating

As mentioned in the above paragraph, BLOM enjoys the highest financial
strength rating of all financial institutions in Lebanon. Its rating is capped by the
sovereign ceiling in several of the ratings. The ratings are based on the long-term foreign

currency deposits of the Bank.
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Long-term foreign currency deposit rating: (April 2006)

Rating " Outlook
Standard & Poor’s B- Stable
Moody’s B3 Stable
Capital Intelligence B -

Sources: Moody's. Standard & Poor’s, 661;7/’[()1 }ﬁrelligence

BLOM Ownership Structure

Saade Family, 1.92%
Khoury Family, 2.29%

Jaroudy Family,4.91%

Mrs. Nada Oueini, 5% o

Shaker Holdings SAL
(Shaker Family}, 5.39%

Azhari Family, 2.86%

Free Float, 20.85%

Banorabe Holdings,
11.40%

Bank of New York -
GDR, 34.37%

Source: BLOM Bank 2008

The major shareholders in BLOM Bank include the Bank of New York, GDR holders as
well as several Lebanese and other Arab families. The organizations’ basic structure is

provided below; however most of the bank’s current activities and returns take place

within the BLOM Bank’s Lebanese braches.
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BLOM Organizations Structure

| BLOMBANK Shareholders
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Key Officers
Saad Azhari: Chairman

Saad Azhari: General Manager
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Historical movement of BLLOM Stock prices:

We have obtained the stock movement of BLLOM from the Beirut Stock Exchange
research department for the period starting in January 2, 2004 till September 25, 2007.

We have compared this movement to the overall movement of Beirut Stock index
as shown on the following page. (Daily closing prices were taken for the purpose of our

analysis).

Analysis of BLOM Stock index:

As can be seen from the above ownership structure, BLOM Bank is held by a
small number of families which control the major part of the issued common stock, in
addition to the Bank of New York — GDR owning 34.37% of total shares, where only
20.85% of the shares are considered as free float and are offered to the public. Thus we
can conclude that BLOM bank is a closely held corporation, under strong control of
management(, where the families who own the bank also hold the top managerial
positions. Therefore, as a result, limited fluctuations of stock prices can be expected. The
graph below clearly shows this fact, where no major fluctuation was noted during the
period under study except for the month of February 2006 during which BLOM’s stock
price had a record closing price of USD 103.70 per share. The BLOM stock was moving
in line with the overall movement of the Beirut Stock Index due to high expectations of
the Lebanese economy, where major stocks in the BSE recorded high prices due to the
increase in demand, mainly from Gulf investors, attributable to high liquidity as a result

of the increase in oil prices.
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BLOM Index
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Financial Ratio Analysis:

In order to have a more comprehensive understanding of BLOM Bank, we have
obtained the consolidated Financial Statements of the bank for the period starting from 1
January 2002 till 31 December 2006. (No audit report was issued for the year-end 31
December 2007 as of the date of this study)

The ratios are calculated based on the Consolidated Financial statements audited
by Ernst and Young throughout the years under study and are introduced in the following

two pages.
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1 - Market / Book Ratio (M / B):

The above results indicate that market equity values in general far exceed their

book equity values. Therefore, the bank is expected to produce future earnings that, in
present value terms, arc much greater than the book value of assets used to generate
them.

In other words, the bank is expected to be very cfficient in creating value for
shareholders. As such, these results reflect a very positive image of the current financial
health of BLOM Bank. In addition, the results may have important implications for the
bank's financial policies.

The M / B ratio averaged 6.55 meaning that the market price of BLLOM stock is
6.55 times its book value.

The above results also indicate that year-end 2005 was the best year in terms of
generating the highest overall Market to Book ratio of 10.02 which was reduced in year-
end 2006 to 8.65 but still remained at high value compared to the previous years under

study.

2 - Debt Ratio:

Most financially sound companies traditionally maintain a debt ratio of 60%
depending on the industry. As a bank we noticed high debt ratios for the years under
study which is consistent with the fact that banks have very high debt ratios — usually
over 90% which is the case of BLOM. As indicated in the above table, BLOM has stable
debt ratios averaged at 93%. Note that we have calculated the average debt ratio for
Bank of America for the same period of our study and obtained a ratio of 92%.

(This ratio was calculated based on the 10K filling of Bank of America to the SEC).

3 — Return on Equity (ROE)
The above table shows that BLOM bank has a rather stable ROE ratio of 16% on

average throughout the years understudy. Thus management is able to provide a return on

shareholders’ investment of 16% yearly.
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4 - Price-earnings Ratio (P/E)

BLOM P/E ratio averaged 7.61 for thc years under study, indicating that on
average shareholders are paying US$7.61 for each dollar of projected earnings per share.

The year 2005 continues to appear as an exceptional year compared to the other
years understudy where a P/E ratio of 10.90 was recorded. This result is consisted with

the Market to Book ratio which shows similar results consistent with the P/E ratio.

5 - Dividend Payout Ratio (DPO)
For BLOM, the DPO ratio averaged 44% for the years understudy. We noticed a

high DPO ratio in 2004 of 51% which was due to the fact that there was an increase in
cash dividends paid from 2003 by 16% where net income grow only by 3%.

It is worth noting that the net income of BLOM was at and increasing phase for
the years understudy, where 2005 recorded the highest increase of 50% as compared to
2004 net income, thus, resulting in the lowest DPO ratio. (Refer to the Net Income
growth calculated at the bottom of the Income Statement).

The above results confirm our conclusions that 2005 was the best year for BLOM

for the years understudy.

6 - Dividend Yields (DY)
BLOM DY ratio decreased throughout the years understudy and averaged 7%.

The primary reason for this trend was that market equity values grew at a much faster
average annual rate than dividends. The DY ratio was the lowest in 2005 of 4% where

BLOM had the highest market closing value of L. 100,173 per share.

Conclusion

As we mentioned earlier, BLOM bank is a closely held company, where most of
the shares are owned by few families. Thus, BLOM is under the influence of its
management and their policies, meaning that variation in the sock market price of the

shares will have a minimum effect over the bank’s equity value. This can be noticed by
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comparing the stock market of BLOM with overall Beirut Stock Exchange, as we have
done so in the preceding paragraph.

BLOM results show that the bank stands strong against all the political and
economical situation of Lebanon, where its net income kept on increase from year to
year, in the period understudy, and the ratios calculated above have shown the financial
strength of the company. On the other hand, BLLOM’s expansion into some foreign and
Arab countries have better improved the financial position of the bank, through
diversifying its portfolio, thus, getting morc immune to any political and economic
instabilities in Lebanon. This had a positive value of the market price of BLOM shares,
where investors viewing the financial strength of the bank where encouraged to buy

shares.
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B - Byblos bank

Byblos Bank SAL is a Lebanese joint stock company incorporated in 1961 and
registered under No 14150 at the commercial registry of Beirut and under No 39 on the
banks’ list published by the Bank of Lebanon. The Bank’s head office is located in
Ashrafieh, Elias Sarkis Street, Beirut, [.cbanon.

The Bank, together with its subsidiarics, Byblos Invest Bank SAL, Byblos Bank
Europe SA, Byblos Bank Africa, Byblos Bank Syria S.A., Adonis Insurance and
Reinsurance Co. (ADIR) SAL and Adonis Brokerage House SAL are involved in all
banking and insurance activitics.

According to Byblos Bank annual report (2006) the bank is considered as one of
the leading banks in Lebanon (third largest bank) that provides a full range of banking
services through its extensive branch network (around 73 branches in Lebanon with 1,766
employees). Byblos bank also provides a wide range of commercial banking and financial
activities in Europe, Middle East and North Africa (MENA) region.

Byblos bank subsidiary, “Byblos Bank Europe S.A.”, which is 99.95% owned by
the bank have branches in Brussels, London and Paris. Also Byblos subsidiary, “Byblos
Bank Africa Ltd”, which is 65% owned by the bank, have one branch in Khartoum,
Sudan. Another subsidiary of Byblos bank is “Byblos Bank Syria”, which is 41.5%
owned by the bank, have branches in Damascus, Aleppo and Homs. Byblos also has a
representative office in Abu Dhabi, United Arab Emirates.

Byblos bank is known for its leading role in developing and marketing new
products which meets the rapid growing market in Lebanon.

By opening new branches in nearby countries and regions, Byblos has expanded
and improved its market shares and profiles in these countries by undertaking strategies
and steps especially tailored to meet the demand of customers in these countries in terms
of retail and commercial banking and the launching of new products.

According Byblos data, at the year ended 31 December 2006, “the Bank ranked
third among all banks operating in Lebanon in terms of net profit of LBP 118.7 billion
(U.S. $78.7 million), in terms of total assets of LBP 12,373 billion (U.S. $8,208 million),

in terms of total equity of LBP 1,134 billion (U.S. $752 million), in terms of customer
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deposits of LBP 9,464 billion (U.S. $6,278 million) and in terms of customer loans of
LBP 2,645 billion (U.S. $1,755 million)”. Also Byblos has announced that, during the
same period, “it has a high level of nominal liquidity, with cash, placements with the

Central Bank, inter-bank deposits and investments in Lebanese treasury bills and other

marketable securities representing 73% of total assets™.

Byblos Bank Ownership Structure

Byblos Invest Holding,
43%

Public, 51%

7 Bassil family, 6%

Source: Zawya 2008

Byblos Bank’s major shareholders include Byblos Investment Holding, Bassil

Family and the rest are offered to the public.

The organizations’ basic structure is provided below.
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Byblos Bank Organizations Structure

. 4,300 other

shaeholders

Byblos Invest Holding  DBassilfamiy
{Luxembowrg) G (divecthy
. {

Natexis
Assurances

+ Lebanon operations

¢ Cyprus international
banking unit (branch)

¢ UAE. representative
office

2
Bybles Hank
Europe
{Brussels, Paris,
Londenj

ADIR
{Lehanon}

Source: Byblos Bank 2008
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Historical movement of Byblos Bank Stock prices:

We have obtained the stock (common and preferred) movement of Byblos from
the Beirut Stock Exchange research department for the period starting in January 2, 2004
till September 25, 2007.

We have compared this movement to the overall movement of the Beirut Stock
index as shown on the following page. (Daily closing prices were considered for the
purpose of our analysis). Note that, Byblos daily common stock prices were multiplied by

25X in order to show the movement clearly on the graph plotted.

Analysis of Byblos Stock index:

As show from the above Ownership structure, numerous ouwfsiders have the
majority of shares 51% in Byblos Bank; thus, the bank’s ownership is diffuse.

We hardly noticed any fluctuations in the price of Byblos common stock, which,
according to the graph below, was stable throughout the years under study, except for the
month of February 2006, where Byblos stock price had a record closing price of LL 5,879
(USD 3.90) moving in alignment with the overall increase in Beirut Stock index due to

same reasons as mentioned in our BLOM analysis.
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Byblos Index

- Byblos Common Byblos Preferred

Beirut Stock Exchange
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Major Ratio Analysis:

In order to have a more comprehensive understanding of Byblos Bank we have
obtained the consolidated Financial Statements of the bank for the period starting from 1
January 2002 till 31 December 2006. (No audit report was issued for the year-end 31
December 2007 as of the date of this study).

The ratios are calculated based on the Consolidated Financial statements audited
by Ernst and Young throughout the years under study and are introduce in the following

two pages.
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1 - Market / Book Ratio (M / B):
The M / B ratio averaged 2.26 meaning that the market price of Byblos bank stock

is 2.26 times its book value.

The above results also indicate that year-end 2005 was the best year in terms of
generating the highest overall Market to Book ratio of 2.81 which was reduced in year-
end 2006 to 2.31 but still remained above average compared to the previous years
understudy.

The overall results for Byblos common stocks are lower than the results obtained
in our BLOM analysis, which had an average M / B ratio of 6.55. On the other hand 2005

remains the best year for both banks where higher M / B ratio was recorded.

2 - Debt Ratio:

Byblos had high debt ratios for the years under study, similar to BLLOM bank, that
is consistent with the fact that Banks have very high debt ratios — usually over 90%. As
indicated in the above table, Byblos had an average debt ratio of 92% (similar to average
debt ratio of Bank of America 92% and BI.OM 93% during the same period). This ratio
was lower in 2005 and 2006 than the other years understudy indicating that the

performance of the bank was better during these two years than the other years.

3 — Return on Equity (ROE)
The above table shows that Byblos bank has a rather stable ROE ratio of 12% on

average throughout the years understudy. Thus management is able to provide a steady

and consistent return on shareholders’ investment of 12% yearly.

4 - Price-earnings Ratio (P/E)

Byblos bank P/E ratio averaged 9.74 for the years under study indicating that on
average shareholders are paying US$9.74 for cach dollar of projected earnings per share.

A P/E ratio of 13.05 was recorded for the year-end 2006. This result was due to
the fact that although Market Price of common stock decrease by 18% compared to 2005,
the earning per share decrease by a bigger portion of 45% compared to 2005, thus,

resulting in a high P/E ratio.
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5 - Dividend Payout Ratio (DPQO)
For Byblos bank, the DPO ratio averaged 61% for the years understudy. We

noticed that the DPO ratio continued to fall down from 2002 to 2006 as the proportion of
the increase in cash dividends paid were lower than the increase in net income recorded at
the end of cach year. (Refer to the Net Income growth calculated at the bottom of the
Income Statement).

The above DPO ratios result indicated that 2006 recorded the best results for

Byblos bank for the years understudy.

6 - Dividend Yields (DY)

Byblos bank DY ratio decreased throughout the years understudy and averaged

7% (similar to BLOM bank). The primary reason for this trend was that market equity
values grew at a much faster average annual rate than dividends. The DY ratio was the
lowest in 2005 of 4% (similar to BLOM) where Byblos bank had the highest market

closing value of LL 3,377 per share of common stocks.

Conclusion:

As a company listed in Beirut Stock Exchange, Byblos bank is in a sound
financial position despite all the political and economical turmoil that the country is
passing through since February 2005, where the bank is recording an increasing trend of
net profits as evident in the years understudy. Also having a diversity portfolio, by
opening branches in different countries throughout Europe, Middle East and North
Africa, the bank has reduced its vulnerability to any political or economic event in the
country.

Although 51% of the shares of Byblos are offered to the public, unlike BLOM
which is a closely held public company, the bank’s share kept on gaining value as shown
in the above table upon calculating the bank’s Market to Book ratio despite all the
troubling events that occurred in Lebanon during the passed few years. Meaning that
management was successful in the implementation of its strategies and polices which

kept a high demand on its shares.



C- The Lebanese Company for the Development and Reconstruction of the Beirut

Central District SAL (Solidere)

The Lebanese Company for the Development and Reconstruction of Beirut
Central District S.A.L. (Solidere) was established as a Lebanese joint stock company on
May 5, 1994 based on Law No. 117/91, and was registered on May 10, 1994 under
Commercial Registration No. 67000. The articles of incorporation of the Company were
approved by Decree No. 2537 dated July 22, 1992.

The objective of Solidere is acquiring real estate properties, financing and
ensuring the execution of all infrastructure works together with preparing and
reconstructing of the Central District of Beirut, where Solideres currently operates and is
responsible for the reconstructing or restoring the existing buildings, selling, leasing or
exploiting such buildings and lots and developing the landfill on the seaside.

The duration of Solidere was originally scheduled to be 25 years, beginning from
the date of establishment. An extraordinary general assembly dated June 29, 1998
resolved to amend Solidere duration to be 75 years beginning from the date of
establishment. During 2005, the Council of Ministers approved the extension of the
duration of Solidere for 10 years.

Solidere’s shares are listed on the Beirut stock exchange and Global Depository
Shares (GDS) are listed on the London stock exchange. Furthermore, Solidere’s shares

were listed on the Kuwait stock exchange during the year 2005.



Ownership structure
Solidere shares are 100% offered to the public (around 35,000 investors), where

no single investor dominated or owns a large quantity of stocks.

These shares are divided into two types:

Type “A” shares: Originally issued to property owners in the Central District of Beirut,
together with individuals or companies which have ownership rights in that area
according to valuations performed by appraisal committees.

Type “B" shares. Issued to investors willing to buy shares in Solidere.

Solidere Ownership Structure

Public (35,000 investors), 100%

Source: Zawya 2008
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Historical movement of Solidere Stock prices:

We have obtained the stock (common and preferred) movement of Solidere from
the Beirut Stock Exchange research department for the period starting in January 2, 2004
till September 25, 2007.

We have compared this movement to the overall movement of Beirut Stock index
as shown on the following page. (Daily closing prices where taken for the purpose of our
analysis). Note that, Solidere daily common stock prices “A” and “B” were multiplied by

10X in order to show the movement clearly on the graph plotted.

Analysis of Solidere Stock index:

As shown from the above ownership structure, Solidere has a diffused ownership
where all its shares are offered to the public and no single investor owns a big proportion
of stocks in the company, thus, the market price of the shares are solely the results of the
expectation of the investors and the economic and the political situation in the country.

This vulnerability is shown on the following page, where the stock market prices
had ups and downs, depending on the situation in the country, although this trend was in
an increasing phase and is consistent with the overall movement of the Beirut Stock
Index.

Upon examining the trend in 2004, we noticed that the market movement kept on
rising from a value of USD 5 for “A” and “B” shares to almost doubling at year end with
market closing rated of USD 8. This trend reached its peak in June to a record of USD 9
for “A” and “B™ shares. This was due to the fact that the Lebanese economy was
booming, where the country had the highest number of tourists compared to prior years
and there were high expectations for the future of Lebanon.

A 2005 was a year where Lebanon faced high political instability, starting from
February 2005, the assassination of Solidere’s founder, ex-prime minister Mr. Raffic El
Hariri, which had a direct impact on the Lebanese economy and a direct hit to BSE,
where all stocks recorded a decrease in their values, including Solidere, which had a drop

of 15% in two consecutive days during February. Things changed during the period from
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July till August, where the economy was revived due to the renewal of confidence in the
economy and the improvement of the political situation in the country especially after the
withdrawal of the Syrian army, where Solidere stock values reached its peak in August to
arecord of USD 14 for “A” and “B” shares.

Solidere shares started year 2006 on a positive note. News about major land sales
early in 2006 triggered a buying spree that pushed both classes of shares to new highs. A
period of relative stability followed, where the shares traded sideways around the low
twenties level. The year looked very promising for the country and the company. The
outbreak of hostilities against Lebanon in July, with resulting causalities and destruction
of infrastructure and civilian houses, took everyonc by surprise. Listed Lebanese shares
were hammered in local and international markets, and local exchange authorities had to
take drastic measures to calm the markets, including a full closure of the Beirut Stock
Exchange for about two weeks. When the market was reopened beginning August,
Solidere shares found a strong base around the USD 15.5 level, then recouped some of
their losses, pushing up back to USD 19 level by end of August. Trading activities
remained subdued during the last quarter, as political instability around the year end, and
the sit-in from mid December in some public spaces of the city center, affected investors’
mood. Trading volumes retreated along with prices, erasing earlier gains in the year.
Shares “A” and “B” both closed the year at USD 16 representing an 11% decrease from

the previous year closing.



Solidere "B"
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Major Ratio Analysis:

In order to have a more comprehensive understanding of Solidere we have
obtained the Financial Statements of the company for the period starting from 1 January
2002 till 31 December 2006. (No audit report was issued for the year-end 31 December
2007 as of the datc of this study).

These ratios are calculated based on the financial statements audited jointly by
Ernst & Young and Deloitte & Touche throughout the years understudy and are

introduced in the following two pages.
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1 - Market / Book Ratio (M / B):

The M / B ratio averaged 1.14 meaning that the market price of Solidere stock is

1.14 times its book value.

The above results also indicate that year-end 2005 was the best year in terms of
generating the highest overall Market to Book ratio of 1.72 which was reduced in year-
end 2006 to 1.57 but still remained above average compared to the previous years
understudy.

The overall results for Solidere common stocks are lower than the results obtained
in our BLOM and Byblos bank analysis, which had an average M / B ratio of 6.55 and
2.26 respectively. On the other hand 2005 remains the best year for all the companies

understudy where higher M / B ratio was recorded.

2 - Debt Ratio:

As indicated in the above table, Solidere had an average debt ratio of 19%. This
ratio was considerably lower than the two banks that we have studied previously which
had an average debt ratio of above 90% for the years understudy. This ratio was lower in
2005 and 2006 than the other years understudy indicating that the performance of the
company was better during these two years than the other years in spite all the political
and economical turmoil that the country was passing through. The results also indicate
that 2005 was the best yecar for the entire companies understudy and especially for
Solidere, which recorded the lowest debt ratio of 14%.

A sounder way of calculating the debt ratio can be by taking the debt “Loans from
banks and financial institutions™ of the company and dividing it with “Total Assets”.
This can produce a debt ratio of 1.27%, 6.05%, 11.01%, 15.12% and 15.04% for the
years 2006 till 2002 respectively. These results changed our finings in the previous
paragraph, and concluded that 2006 noticed a major decrease in the debt ratio as
compared to previous years, which was due to the fact that the liquidity of the company

increased as a result of selling more land during the year,
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3 — Return on Equity (ROE)

The above table shows that Solidere had an ROE ratio of 4% on average

throughout the years understudy. This ratio was on an increasing phase reaching its peak
in 2006. These results indicate that management is able to provide a yearly steady and
increasing return on shareholders’ investment. This increase was due to the increase in
net income from year to year except for the year 2003 which recorded a decrease in net
income of 60% compared to 2002 and recorded the lowest ROE ratio of 1% for the

period understudy.

4 - Price-earnings Ratio (P/E)

Solidere P/E ratio averaged 28 for the years under study, indicating that on
average shareholders are paying US$28 for each dollar of projected earnings per share.

The above table indicates that the P/E ratio had rather fluctuating results for the
years understudy starting from a P/E of 43 in 2003 (where the market price per share was
the lowest) and reaching 19 in 2006 (with a market value per share lower than 2005).
Results were stable for the years 2004 and 2005 where the increase in market price was

consistent with the increase in earning per share.

5 - Dividend Payout Ratio (DPO)
For Solidere, the DPO ratio averaged 12% for the years understudy. We noticed

that the DPO ratio continued to fall down from the years 2002 to 2005, as the proportion
of the increase in cash dividends paid were lower than the increase in net income
recorded at the end of each year, (refer to the Net Income growth calculated at the bottom
of the Income Statement), except for the year 2003, which had a decrease in net income
by 60% as compared to 2002, thus, had a higher DPO ratio of 2.34%.

Year 2006 had an exceptional result as compared to the previous years with a
DPO ratio of 56.16%. This was due to the fact that a very high amount of dividends were
paid during the year by the amount of USD 74 million compared to almost USD 1 million
dividends paid in 2005. These results were much high than the 22% increase in net

income in 2006 as compared to 2005.
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6 - Dividend Yields (DY)

Solidere DY ratio decreased throughout the years understudy and averaged

0.75%. The primary reason for this trend was that market equity values grew at a much
faster average annual rate than dividends except for an increase of DY ratio in 2006
which was due to the high dividends of USD 74 millions paid during the year and a

decrease in market cquity value of 9% in 2006 as compared to 2005.

Conclusion

The financial performance of Solidere highly depends on its stock price which is
listed on Beirut Stock Exchange, since the shares of Solidere are all offered to the public.

As plotted on the shares movement graph above, the market value per share for
both “A” and “B” shares noticed a lot of ups and downs during the period understudy.
This was due to different political and cconomic events that occurred in Lebanon during
this period. Thus, Solidere shares arc highly volatile to any instability in the country,
which is a serious disadvantage of going public in Lebanon and the main reason why
BSE is not noticing any increase in the number of listed companies in [.ebanon.

Solidere is trying to minimize this volatility and diversify its portfolio through the
opening and handling of new projects outside [.ebanon by using its expertise gained in

Lebanon.
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D - Holcim Liban SAL

(Ernst and Young: 2008) llolcim Liban SAL is a joint stock company registered
and incorporated in Lebanon in 1929. The company is engaged in the production and sale
of cement and other related services. The company’s registered head office is at Antelias,
Lebanon. The factory is located on plots subject to the municipalities of Chekka, Hery,
and Kefraya in the North of Lebanon.

Holcim Liban is a subsidiary of Holcibel S.A., Belgium. The ultimate parent
company is Holcim Ltd., Switzerland holding which holds 52.12%. The shares of the

company are listed on Beirut Stock Exchange.

Holcim Liban SAL Ownership Structure

Public, 23.89%

Seament Holding, 1.41%

e 5. N
Nabil Sehnaoui, 3.39% Holcim Group, 52.00%

Patriarcat Maronite,

4.13%

Mershed Baaklini,
14.98%

Source: Zawya 2008
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Holcim Liban SAL major shareholders include Holcim Group, Mershed Baaklini
(Baaklini family), Nabil Sehnaoui (Sehnaoui family), Patriarcat Maronite, and Seament

Holding and the rest are offered to the public.

Key Officers

Javier De Benito: Chairman

Vincent Bouckaert: Chicf Executive Officer

Historical movement of Holcim Liban SAL Stock prices:

We have obtained the stock movement of Holcim Liban SAL from the Beirut
Stock Exchange research department for the period starting in January 2, 2004 till

September 25, 2007.

We have compared this movement to the overall movement of the Beirut Stock
index as shown in the graph on the following page. (Daily closing prices where taken for
the purpose of our analysis). Note that, Holcim Liban daily stock prices were multiplied

by 50X in order to show the movement clearly on the graph plotted.

Analysis of Holcim Liban SAL Stock index:

As show from the above Ownership structure, Holcim Liban SAL is mostly held
by Holcim Group (The Parent Company) who controls the major part of the issued shares
(52%), in addition to families and other companies who own around 24% of the issued
shares, where only the remaining 24% of the shares are considered as free float and are
offered to the public. Thus we can conclude that Holcim Liban is closely held
corporation, under strong control of management, especially Holcim Group which holds
and controls the top managerial positions.

Despite the fact of that company is closely held, its share market value noticed

movements consistent with the overall movement of the Beirut Stock Index. This market
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value was on a consistent rise from the beginning of the period understudy till the end.
This increase reached its peak during February 2006 like all major stocks listed on BSE
and the companies that we have studied in our paper. This increase, as mentioned before,
was due to the increase in Arab investments in Lebanese stocks due to a large liquidity
resulted from the increase in oil prices. The increase in Arab investments was also due to
the increase of the confidence in the Lebanese economy.

Iooking to the Graph on the following page, one can notice a share increase at the
end of June 2007, which was due to a reverse stock split of 1:12 in addition to a reduction

of the par value from LL 12,000 to L.I. 10,000 by distributing LL 2,000.
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Holcim Liban Index

Holcim Liban

= Beirqt Stock Exchange
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Financial Ratio Analysis:

In order to have a more comprehensive understanding of Holcim Liban SAL we
have obtained the Financial Statements of the Company for the period starting from 1
January 2003 till 31 December 2006. (No audit report was issued for the year-end 31
December 2007 as of the date of this study)

These ratios are calculated based on the financial statements audited jointly by

Ernst & Young and Price Water House Coopers (PWC) throughout the years understudy

and are introduced in the following two pages.
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1 - Market / Book Ratio (M / B):

The M / B ratio averaged 1.75 meaning that the market price of Holcim Liban stock is

1.75 times its book value.

The above results also indicate that year-end 2006 was the best year in terms of
generating the highest overall Market to Book ratio of 2.68. This was the direct result of the
increase in Market value per share as compared to prior years understudy. Note that during
2005, the market value per share increased almost 150% compared to 2004, thus resulting in a
M / B ratio of 2.56 which is also high compared to the prior years.

The overall M / B ratio results for Holcim Liban stocks are lower than the results
obtained in all the other companies that we have studied in this paper meaning that Holcim

generates the lowest value for its sharcholders as compared to the other three companies.

2 - Debt Ratio:

Holcim Liban had an average debt ratio of 37%. This ratio was higher in 2005 and 2006
than the other years’ understudy which was due to the fact that the increase in total liabilities
was at a much higher percentage than the increase in total assets. Upon examining the Balance
Sheet on the company, we noticed that during 2005 the company had a total “Loans and
borrowings” of LL (000) 152, 655,094 compared to LL (000) 125,791,683 in 2004, thus an
additional debts of LL (000) 25,863,411 was borrowed by the company in order to finance
working capital requirements. Total “Loans and borrowings” in 2006 was LL (000)

129,401,287 lower than 2005, which reduced the debts ratio by 1%.

3 — Return on Equity (ROE)
The above table shows that Holcim Liban had an average ROE ratio of 8% throughout

the years understudy. The ROE ratio was the highest in 2005 (12%), where the company
recorded the highest net income for the period understudy of LI (000) 41,865,405 an increase
of 115% as compared to 2004. Although net income decreased in 2006 as compared to 2005
the ROE ratio was averaged at 8%. The Low ROE ratios in 2004 and 2003 were due to low net

income recorded in those years.
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4 - Price-earnings Ratio (P/E)

Holcim Liban P/E ratio averaged 18 for the years understudy, indicating that on

average shareholders are paying US$ 18 for each dollar of projected earnings per share.

A P/E ratio of 23 was recorded for the year-end 2006. This result was due to the fact
that the Market Price of common stock increase by 5% compared to 2005, where earning per
share decrease by 31% compared to 2005, thus, resulting in a high P/E ratio. Note that the P/E
ratio in 2003 was also 23 similar to year 2006 although both Market price per share and the

Earnings per share were both lower compared to 2006.

5 - Dividend Payout Ratio (DPQ)
For Holcim Liban, the DPO ratio averaged 67% for the years understudy. We noticed

that the DPO ratio varied in the years understudy from a low of 21% in 2004 to a high of 115%
in 2006. This variation was the direct result of the variation in the proportion of the cash
dividends paid to net income recorded at the end of cach year. (Refer to the Net Income growth
calculated at the bottom of the Income Statement). Dividends paid were the highest in 2006

although net income was lower as compared to 2005.

6 - Dividend Yields (DY)

Holcim Liban DY ratio averaged 4% throughout the years understudy. We noticed a

high DT ration for the years 2006 and 2003 of 5% as compare to the other years which had a
relative low DY ratio. The primary reason for this was that market equity values grew at a
much lower average annual rate than dividends paid. The DY ratio was the lowest in 2004 of
2% where Holcim Liban had the lowest dividends paid as compared to the other years

understudy.

Conclusion

As a listed company on the Beirut Stock Exchange, Holcim Liban SAL has around 24%
of its shares offered to the public and the majority of the shares are controlled by the ultimate
parent company (around 52%). This fact made the company’s market value per share under the

control of management, thus any fluctuations in the price can be observed by actions taken by
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management. But the financial performance of the company highly dependent on the political
and economic conditions in Lebanon as can be noticed in the movement of the ratios calculated

in the above table.



d) Correlation between the Beirut Stock Index and the four selected companies in our

sample

A — With Respect to Daily Prices

In order to draw a conclusion about the correlation of the Beirut Stock Index with the

listed stock on the BSE for the four companies that we have studied, we have performed a

hypothesis testing by choosing the Daily Prices of the Beirut Stock Index and the Daily Prices

of the following companies:

Vo Wa VR EE Y N

X Variable | — BLOM

X Variable 4 — Holcim Liban
X Variable 5 — Solidere "A"
X Variable 6 — Solidere "B"

X Variable 2 — Byblos Bank (Common Stocks)
X Variable 3 — Byblos Bank (Preferred Stocks)

The null hypothesis: Beirut Stock Index is not correlated with the stock prices of the four

selected companies (BLOM, Byblos Bank, Holcim Liban, Solidere).

Correlation:
e o B o S S
BSE 1.0000
BLOM 0.9290 1.0000°
Byblos Common 0.7225 071 96 1.0000
Byblos Preferred 0.0777 0.1309 0.2350 1.0000
Holcim Liban 0.1481 0.3589 0.0245 (0.0466) 1.0000
Solidere "A" 0.9659 0.9656  0.7251 0.0660  0.2621  1.0000
Solidere "B" 0.9658 0.9652 0.7242 0.0669 0.2618 0'9997' :
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Interpretation of the correlation results

In order to determine the level of significance for the correlation results obtained, we have

calculated the 7 critical for each index and analyzed the results.

We used the following formula in order to calculate the ¢ critical:

[ eritical ryn =2

=
Where,
r is the correlation coefficient

n is the number of observation

If ¢ critical is greater than 2 we can conclude that the correlation between the Daily Prices of
the Beirut Stock Index and the Daily Prices of the 4 selected companies is Significant.
If ¢ critical is less than 2 we can conclude that the correlation between the Daily Prices of the

Beirut Stock Index and the Daily Prices of the 4 selected companies is Not Significant.

f Critical
(In absolute terms)
BLOM : 1302,
Byblos Common 1 31.26
| Byblos Preferred SO 2.93
Holcim Liban 4.48
Solidere "A" 111557 |
Solidere "B" 111.48

The ¢ critical of the selected companies are all greater than 2, thus, we can conclude that the
correlation between the Daily Prices of the Beirut Stock Index and the Daily Prices of the 4

selected companies is Significant.

Conclusion:

The above result confirms that there is a significant correlation between the Beirut Stock
Index and the selected four companies with respect to Daily Prices directing us toward

rejecting the null hypothesis.



B — With Respect to Percentage Daily Returns

In order to draw a conclusion about the correlation of the Beirut Stock Index with the

listed stock on the BSE for the four companies that we have studied, we have performed a

hypothesis testing by choosing the Percentage Daily Returns of the Beirut Stock Index and the

Percentage Daily Returns of the following companies:

>
»
>
>
>
>

X Variable 1 — BLOM

X Variable 2 — Byblos Bank (Common Stocks)
X Variable 3 — Byblos Bank (Preferred Stocks)
X Variable 4 — Holcim Liban

X Variable 5 — Solidere "A"

X Variable 6 — Solidere "B"

The null hypothesis: Beirut Stock Index is not correlated with the Percentage Daily Returns of

the four selected companies (BLOM, Byblos Bank, Holcim Liban, Solidere).

Correlation:
e Byblos Byblos ~ Holcim Solidere Solidere
el bLa Common  Preferred  Liban — "A" "B’
BSE 1.000
BLOM 0.044 1.000

Byblos Common 0.011 0.306 1.000
Byblos Preferred 0.008  (0.005) (0.011) 1'.09’0‘;

Holcim Liban (0.004) 0.048 0019  (0.001) 1.000
Solidere "A" 0078 0328 0261  (0.017)  (0.004)
Solidere "B" 0081 0280 0247  (0.013) 0006 0763
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Interpretation of the correlation results

In order to determine the level of significance for the correlation results obtained, we have

calculated the ¢ critical for each index and analyzed the results.

We used the following formula in order to calculate the ¢ critical:

t critical = pulidi=d

[ 2

V1-r
Where,
r is the correlation coefficient

n is the number of observation

If ¢ critical is greater than 2 we can conclude that the correlation between the Percentage Daily
Returns of the Beirut Stock Index and the Percentage Daily Returns of the 4 selected
companies is Significant.

If ¢ critical is less than 2 we can conclude that the correlation between the Percentage Daily
Returns of the Beirut Stock Index and the Percentage Daily Returns of the 4 selected

companies is Not Significant.

t Critical
o (In absolute terms)
BLOM 1.30
Byblos Common 0.31
| Byblos Preferred - 0.23 s
Holcim Liban 013
Solidere "A" RWPLTET 234 e |
Solidere "B" 2.42

The ¢ critical of Solidere “A” and “B” shares are both greater than 2, thus, we can conclude that
the correlation between the Percentage Daily Returns of the Beirut Stock Index and the

Percentage Daily Returns of the Solidere “A” and “B” shares is Significant.

156



And, since the ¢ critical of all the other indices are all less than 2, we can conclude that the
correlation between the Percentage Daily Returns of the Beirut Stock Index and the Percentage

Daily Returns of the 4 selected companies is Not Significant.

Conclusion:

The above result confirms that there is a significant correlation between the Beirut Stock
Index and the Solidere “A™ and “B” shares with respect to Percentage Daily Returns directing

us toward rejecting the null hypothesis for Solidere company.

The results also indicate that there is no correlation between the Beirut Stock Index and
all the other companies with respect to Percentage Daily Returns directing us toward not

rejecting the null hypothesis.

157



VI - Conclusion

Since its independence, Lebanon has been through varying political and economic
crises which have changed the features of the country several times, but in all these changes the
fact remains that Lebanon is a service oriented liberal economy based on individual initiatives.
As an open market, Lebanon played for years a transitory role between the West and the East.
All this however, ceased by the start of the civil war at the end of the seventies, in addition to
the destruction of the country’s infrastructure and many of its active economic sectors.

This gloomy picture soon changed into a bright one in the early nineties after the end of
the civil war and the establishment of a new government and the revival of most of the basic
economic sectors, which turned Lebanon again into service oriented economy and regained its
role in the area.

The huge reconstruction projects, especially in Downtown Beirut and the reopening of
the Beirut Stock Exchange brought back investors confidence in the economy and a bright
outlook for the future.

However, things were worsen again in February 2005, as Prime Minster Raffic Hariri
was assassinated. The country entered, once again, into a vicious cycle of political and
economic turmoil and an era of instability and insecurity started thumping the country.

The country has entered into a recessionary phase and even stagnated during the July
2006 War and the following months. Key economic sectors, especially the service sectors, got
major blows. Beirut Stock Exchange trades were all affected, and the number of listed
companies was frozen.

Lebanon is currently in a wait-and-see phase, till the political climate calms down and
the economy regains its strength and role again in the region.

Lebanese common forms of companies are divided into Companies of Persons
(including: Partnership, Simple Commandite, Particular Partnership or Joint Venture and
Limited Liability Companics), Companies of Capital (including: Joint Stock or Limited and
Commandite Shareholding) and Other types of Companies (including: Holding and Offshore
companies, Branch or Representative Office, insurance and banks).

Taxation laws in Lebanon depend on the type of the company and mainly divided into

three types: One which depends on the income of industrial, commercial and non-commercial
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activities. A second type imposed on salaries and allowances. And a third type imposed in
income generated from movable capital. In addition to Value Added Tax (VAT) which was
introduced recently in the country.

Lebanon’s economy is supported mainly by family-owned businesses which dominate
the private sector. For this reason, Initial Public Offering (IPOs) suffers from a major setback,
since the majority of these companies do not like the idea of losing control of their firms or
bringing additional investors to their companies who interfere with the policies and strategies
set by management, who also are family members or relatives. However, the rapid growth of
these family-owned businesses and the open market economy of Lebanon will have a major
effect on changing the ownership structure of these firms. Since, in order to compete in the
“Big Village”, Lebanese companies have to change and develop in order not to lose market
share and compete with other regional and multinational companies. On the other hand, the
increase in liquidity in the Gulf area, as a result of high oil prices, will bring additional capital
to Lebanese firms in the form of equity investors. This will require the transfer of the family-
owned businesses into a public company, whose shares will, hopefully, be listed on Beirut
Stock Exchange, which should play a major role in the advancement and development of
public companies in L.ebanon through IPOs.

The Lebanese economy and the industrial sector in particular, are not very diversified,
mostly consisting of small and medium size enterprises (SMEs) with few sub-sectors
consisting mainly of the following industries: plastic, textile, furniture, paper, cement and
wood. These SMESs lack the backing of the government who should support these industries by
enforcing favorable conditions and rules for these firms to operate and compete with
neighboring countries.

An entire section of this paper was devoted to studying and exploring the Beirut Stock
Exchange. We started by providing an overview of this Exchange, its administration and
organizing body, the listing requirements, the cost of going public in Lebanon, rules
concerning foreign investors and a correlation with other stock markets, where although the
results confirmed that there is a significant correlation between the BSE and both the S&P 500
index and the Egypt Hermes index with respect to percentage daily returns, in our opinion
these results are merely due to chance, since, there is no structural relation between the BSE

and these two indices or any other index included in our study.



A survey was conducted in order to enforce our understanding of IPO in Lebanon and its
major advantages and concerns. The results of this survey showed the Lebanese stock market is
still in its infancy when compared to others equity markets in the region. Diversification is
achieved by Lebanese companics by investing in markets outside Lebanon and not by bringing
additional investors into the firm. Most of the Lebanese companies are family-owned and the
members of the family do not like to lose control of their firms causing a major setback for the
IPO process in Lebanon. Although going public is a cheap way of brining investors to the
company, many lebanese firms like to bring venture capitals or silent partners instead of going
public. The inefficiency of the Lebanese market and the dominance of families will make it
hard to companies to know their true value even if they go public.

On the other hand, IPOs can be considered as a possible compensation tool which
reduces the agency problem between shareholders and management. Stock options can also be
used as a tool which would reduce possible cash flow problems.

Many of the individuals whom we surveyed did not have a clear idea about the
underwriting process of IPOs in Lebanon and the costs associated with such a process.

No concern was raised about the reporting and disclosure requircment afier going
public unless such acts expose the competitive information about the firm.

A major setback of IPOs in Lebanon is the political and economic conditions of the
country, which imposes the post-ponement of [POs in Lebanon till better conditions are
revealed.

In the last section of this paper, we examined closely four listed companies on the
Beirut Stock Exchange, where we have analyzed the historical, ownership structure and the
financial performance of these companies by presenting their Balance Sheet and Income
statements and calculating major financial ratios.

The result of our analysis reveals that, although the ownership structure differs among
these companies, they adhere to the fact that all of them have diversified into markets outside
Lebanon in order to minimize the effects of unstable conditions that the country is passing
through. Most or all of these companies had healthy financial performance in spite all the
turmoil that the country is exposed to. These facts are a testament about the value of going

public despite terrible circumstances in Lebanon.
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Also when testing the correlation between the Beirut Stock Index and the four selected
companies in our sample, first, with respect to daily prices, the results confirmed that there is a
significant correlation between the Beirut Stock Index and the selected four companies with
respect to Daily Prices.

A second correlation test was performed with respect to percentage daily returns where
the results of our testing confirmed that there is a significant correlation between the Beirut
Stock Index and the Solidere “A™ and “B™ shares with respect to Percentage Daily Returns.
The results also indicated that there is no corrclation between the Beirut Stock Index and all the
other companies with respect to Percentage Daily Returns.

In our opinion, the results of the second test (with respect to percentage daily returns) is
more accurate than the results of the first test (with respect to daily prices), since the latter is
the result of what is called a Random walk, which is when a relation appears between two

variables having Random walks, where in fact there is no relation as is the case in the first test.

161



Appendix A
Reasons of going / not going public — Summary

Scott Bauguess (2006)

a) Why go Public?

Lack of other financing choices

1. Private financing unavailable

2. Too much debt, so firm optimizes capital structure

Allow current investors to cash out
1. Founders demand liquidity, want to scll stake in firm
2. Issue seasoned equity — “secondary share offering”

3. Firm is valued by the market, shares sold get market price

Future source of capital

1. Establish the firm in public capital markets for future capital raising (SEOs, bond issuances)
2. Lowers the cost of capital (cost of equity mitigates cost of debt)

3. Diversification / Risk sharing

4. Increases transparency of firm actions

Employee compensation

1. Firm can offer incentive contracts - stock options.

162



b) Why not go Public?

Going public is costly and may not be appropriate for all firms, even when they are in need of

additional financing

Ownership is diluted

1. Decision making is delegated to an increased number of owners

2. Founder (entrepreneur) loses control

Public monitoring increases
1. SEC filing requirements (Disclosure)
2. Competitors benefit from transparency

3. Regulators have increased authority (legal restrictions to public firms)

Direct financial costs
1. Filing costs of prospectus and subsequent federal filings — requires additional staff
2. Investment banks and new investors charge the firm via large transactions costs

* Shares are under priced (can be greater than 15%)

 Underwriters collect fees (7% of gross proceeds)
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Appendix: B

Top IPOs for the Region

a) Top 10 IPOs for the Region in 2007:

1. DP World

UAE, Transport

$ 2.822 billion, 17% equity offered
Lead Manager: Deutsche Bank

2. De;\"elopmentBank
Saudi Arabia, Financial Services
$ 2.807 billion, 70% equity offered

Lead Manager: Samba Financial Group

3. Saudi Kayankl;étrochemical
Saudi Arabia, Oil and Gas
$ 1.88 billion, 45% equity offered

Lead Manager: Samba Financial Group

4. Deyaar Developrrient
Saudi Arabia, Oil and Gas
$ 882.59 million, 55% equity offered
Lead Manager: Millennium Finance

Corporation

5. Kingdom Holding
Saudi Arabia, Financial Services
$ 860.91 million, 5% equity offered

Lead Manager: Samba Financial Group

6. Air Arabia
UAE. Transport
$ 713.03 million, 55% equity offered

Lead Manager: Shuaa Capital

7. Jabal Omar Development
Saudi Arabia, Real Estate

$ 537.01 million, 30% equity offered
Lead Manager: Bank Al Bilad

8. Compagllie Generale Immobiliere

Morocco, Real Estate
$ 430.97 million, 20% equity offered
[.ead Manager: CDG Capital

9. Talaat Mostafa Group

Egypt, Conglomerates

$ 412.36 million, 10% equity offered
Lead Manager: Hermes Holding Company

10. Al Khalijj Commercial Bank
Qatar, Financial Services
$ 337.99 million, 17% equity offered

I.ead Manager: Commercial bank

Source: Executive: 2008
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b) Top 10 IPOs for the Region in 2008:

1. Saudi Mobile 'Felccommunicatféns
Saudi Arabia, Telecom and IT
$ 1.5 billion, 40% equity offered

Lead Manager: Banque Saudi Fransi

3. United International Bank
Bahrain, Financial Services

$ 800 million, 40% equity offered
Lead Manager: Global House Company

2. EgyptAir Airlines Holdiné
Egypt, Transport
$ 1 billion. 20% equity offered

Lead Manager: Goldman Sachs

4. International Petroleum Investment

Company
UAE, Financial Services

$ 544.57 million

5. Power and Water Utility Comphny
for Jubail and Yanbu

Saudi Arabia, Power and Ultilities

$ 466.6 million, 30% equity offered

6. DEPA United Group

UAE, Construction

$ 400 million

Lead Manager: Morgan Stanley — UBS

7. Prince Abdul Aziz Bin Musaed
Economic City

Saudi Arabia, Real Estate

$ 399.9 million, 30% equity offered

Lead Manager: Deutsche Bank

8. Damas Jewéllery

UAE, Consumer Goods

$ 272.32 million, 25% equity offered
Lead Manager: HSBC Financial Services

(Middle East)

9. Chemanol
Saudi Arabia, Oil and Gas
$ 200 million, 50% equity offered

Lead Manager: Samba Financial Group

10. Future Pipe Grouj)'

UAE, Basic Materials
$ 108.9 million
Lead Manager: Shuaa Capital

Source: Executive: 2008
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Appendix C
Taxation in Lebanon

Tax or

Statutory

Total tax

Payments | Noteson | Time Tax o, | Notes on
nHBdatery (number) | Payments | (hours) taxiraret hase pe Ly TTR
contribution y (%) profit)
Rotit seourity 12 100 | 215% | 8% | 241
contributions salaries
Comporae | D 1 el 08 S 109
income tax profits
Capital gains tax 0 paid jointly - 10.0% cz;;;;;al 0.5
Tax on interest 0 withheld - S 0.1 incligedin
income other taxes
Stamp duty I < 0.3% Cir;‘l:de"‘ asmn:)allllrlx t
Value added tax . value not
(VAT) A 0| 100% | nded included
Vehicle tax 1 - varies afrr:)?}rll ‘
Totals: 19 180 35.4

Source: World Bank, “Doing Business 2008”" Economic Data: Lebanon.
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Appendix D
Getting Credit in Lebanon

The following table summarizes legal rights of borrowers and lenders, and the

availability and legal framework of credit registries in Lebanon.

Getting Credit Indicators Indicator
Credit Information Index S PUb“L: SreGHt 5
bureau registry

Are data on both firms and individuals No Ve |

distributed?

A.re poth pf)sitive and negative data No Ves |

distributed?

Does the registry distribute credit information

from retailers, trade creditors or utility No No 0

companies as well as financial institutions?

Are more than 2 years of historical credit

; : S No Yes 1

information distributed?

Is data on all loans below 1% of income per N v 1

capita distributed? © 5

Is it guaranteed by law that borrowers can No <Fan 1

inspect their data in the largest credit registry?

Coverage 0.0 4,7

Number of individuals 0 122,952

Number of firms 0 11,589

Legal Rights Index 4

Does the law allow all natural and legal persons to be party to collateral No

agreements?

Does the law allow for general descriptions of assets, so that all types of assets can Yes

be used as collateral?

Does the law allow for general descriptions of debt, so that all types of obligations A

ican be secured?

Does a unified registry exist for all security rights in movable property? No

Do secured creditors have absolute priority to their collateral outside bankruptcy N
rocedures?

Do secured creditors have absolute priority to their collateral in bankruptcy No

procedures?

During reorganization, are secured creditors' claims exempt from an automatic Vau

stay on enforcement?

During reorganization, is management's control of the company's assets No

suspended? .
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Does the law authorize parties to agree on out of court enforcement? Yes
May parties have recourse to out of court enforcement without restrictions

Source: World Bank, “Doing Business 2008 Economic Data: Lebanon.

The methodology used by the World Bank was developed in Djankov, McLiesh and Shleifer

(2007) and is adopted here with minor changes.

168



Appendix E
Starting a Business in Lebanon

Registration Requirements:

No: Procedure e 10 Cost to complete:
complete:
LBP 6,000,000 (annual retainer) +
. it
1 |Designate a Lebanese lawyer 1 day LBP 100,000 (legalization of the

Power of Attorney before the Bar
Association)

Deposit capital in a bank and obtain the

certificate of deposit 2ayaiiiG Slates

Sign by-laws before the Commercial
3 |Registry at the commercial court and register| 3 days |scc comments
the company

[Have company’s books stamped at the

Commercial Registry Stays L BESHICHE

Notify Ministry of Finance of
commencement of operations within two
months of registration for tax and salary
contributions withdrawal arrangements

2 days [no charge

6 [Register at the National Social Security fund| 35 days [no charge

Source: World Bank, “Doing Business 2008” Economic Data: Lebanon.
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Appendix H
The registration requirements, procedures

and costs associated with setting up a business in Lebanon

[

1 day | LBP 6,000,000 (annual retainer) +
' LBP 100,000 (legalization of the
| Power of Attorney before the Bar
| Association)

1 | Designate a L.ebanese lawyer

2 | Deposit capital in a bank and obtain

2 days | no charge
the certificate of deposit k

3 | Sign bylaws before the Commercial | 3 days | see comments
Registry at the commercial court and
register the company .
4 | Have company’s books stamped at | 3 days | LBP 110000

the Commercial Registry ]
5 | Notify Ministry of Finance of |2 days | no charge
commencement of operations within
two months of registration for tax and
salary  contributions  withdrawal

arrangements e b ) .
6 | Register at the National Social | 35 no charge
Security fund el 1V e i A .

Source: World Bank Group [2()08}

Comment related to step 3 in the above table:

To register the company, promoters must submit the following documents. - Articles of association. -
Commercial circulars. - Minutes of the first general meeting of the partners. - Registration application
and a drafi of the registration certificate to be issued. - Document attesting the capital deposit. -
Partners’ identity cards or passports (copy). - Documents evidencing that the company is entitled to
occupy the premises where it exercises its activities. Fee schedule for company registration: - Tax for
the magistrates’ mutual fund: LBP 375,000 lump tax + 0.15% of the capital. - Stamp duty: equal to
0.3% of capital + LBP 750,000 lump sum tax, in addition to LBP 52,500. - Tax for the Lebanese Bar
Association: 0.1% of capital. If the bylaws are not signed before the Commercial Registry, additional
fees are levied: - Notarization of the articles of association: LBP 8,500 for each page. - Notarization

fee: LBP 100,000 lump sum. - Notary public tax: 0.1% of capital.
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