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SUMMARY 

The plant infrastructure is generally sound.for many years. The jam line is in good condition and should serve 
more years. 

The green bean line is basic, but with cheap labor it can be kept working for up to 10The other lines are coming to the end of their useful lives but can be used for a few moreyears. 

IN.'RODUCTION 

an 
This report examines the operations and equipment of the Selvikonserv food processing plant fromengineering perspective. The report has two purposes: to allow financial decisions to be madeconcerning the future of the plant and to give a comprehensive description of the establishment asbasis for future engineering scrutiny. the 

The report first describes the layout of the site and lists the production lines. It then describes thesite's infrastructure and the engineering organization. The bulk of the text details each production line,describing its function, source, age, condition, expected life, and future options.
was found from interviews with the chief engineer, Ms. Totka Boeva. 
Most of this information
 

DESCRJP'T7ON OF SITE LAYOUT 

Figure 1 shows a map of the site. Most of the buildings were constructed aroundappear to need minor renovation but are structurally sound. 1957. TheyThe building housing the jam line was builtin 1989 and is in excellent condition. The storeroom/hotel wasfew signs of wear and tear. built in the last five years and shows aOne of the two storerooms isunheated and relies on the heating in the storeson each side of it. Presently these stores hold 1,100 tons of stock, worth 13 million leva.
the temperature dropped so low that some (1.15 %)of the stock was damaged. 

This winter 

before. Four separate production lines include the jam line, che 
This had never happened
 

concentration/tomato puree line, and the cucumber/mixed vegetable/compote 
green 

line.
bean line, the plum
 

The site has its own steam production, burning fuel oil in two boilers.
control and pumping equipment were replaced in 1990. 
The boilers and associated
 

is expected to last for 20 more years. 
The steam plant seems to be well maintained and
The major user of steam is the plum concentrator. The jam lineuses very little steam. 

ENGINEERING ORGANIZATION 

Selvikonserv has about 160 employees.electrical technicians. Of these, 12 are mechanical technicians and I1 areNormally the technicians have spent 3 years in college before coming to the plant.where they are also trained on the job. The technicians carry out major repairs and equipment buildingprojects and generally seem to be very competent. One professional engineer is in charge of themechanics, and one is in charge of the electricians. This level of technical staffing is not too excessive. 
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FIGURE 1 

LAYOUT OF THE SELVIKONSERV 
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given the great extent of repair and fabrication work that is carried out on the Selvikonserv site.well-trained group may be a significant asset for the plant. 
This 

A total labor force of 160 people does seem excessive and, with Western levelsefficiency, it could be justified only if all the lines were working at full capacity. 
of pay andas workers generally switch from one line to another. This is rarely the case,For example, presently on the jam line the workers

can spend a week producing jars ofjam and then the line will be shut down.
spend a week putting labels on the jars. 
Then the same workers will
 

TILE JAM LINE 

The jam line was bought in 1991 and is housed in a building constructed in 1989. The conveyor
belts, inspection lines, and washing lines were made on the Selvikonserv site.are also Bulgarian. The bottle conveyor beltsmachinery were 

The fruit bins, pectin tank, sugar tank, citric acid tank, boiling pots, and controlmade by Terlet of Holland.Italian. The equipment The filling equipment and twist-off closing equipmentfor the Bulgarian-style crimped closing aresterilizer and dryer built at tops is Bulgarian.was Selvikonserv from The continuousan Italian design.
equipment was bought from Italy. 

The labeling and packaging 

The line is well built and in good condition, showing only the first signs of wear and tear. I expect 
the line to function well for the next 8-10 years, thereafter requiring an increasing armount of maintenanceand becoming prohibitively difficult to maintain 12-16 years from now. 

No significant investment is required to maintain the current capacity, but there are two possible 
areas for improvement. The current labeling machine can deal only with the types of labels that require
glue to be added to them. Any sticky-back labels must be dealt with by hand. The Selvikonservmanagement would like a machine to put on sticky-back labels. 

The management would also like a machine to check that the pot has a vacuum seal.
through the sterilizer, the pot is cooled and the cap should become concave. 
After going
is not an airtight seal and the pot must be rejected. If it is not concave, there
one laborer to check for a vacuum 

Currently, this check is made by eye.at a labor cost of 70 leva per day. 
It requires

10,000 leva. The machine is expected to costIf the line worked every day, the machine would pay for itself in six months. 

THE GREEN BEAN LINE 

The green bean line was constructed in 1985 and is housed in one of the original buildings of 1959. 
The building seems to be structurally sound. The capacity of the line is 500 tons per year (118 hours). Previously it made 250-300 tons per year, but last year because of bad weather only 205 tons 

tons in 
were produced. 

In the initial washing and inspection line, the section most likely to give problems in the near future 
is that of the sterilizing pots. The pots are 12 years old and are becoming unreliable. The managementwould like to buy seven modern pots over three years, at a cost of $150,000-$200,000. 
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Overall, the greern bean machinery is quite basic, but it is functioning and easy to rer 
condition is moderate and, with the current intensive maintenance, it might last 10 more years. 

To improve the life of the green bean machinery, I suggest that the maintenance p 
-formalized. .Currently, the_machines are inspected before each shift byamechanic who hasp 

been shown the procedure. The quality of the 'maintenance would probably increase if the r 
followed a written procedure and then signed a machine log book to say that the check was comr 
chief engineer agreed that this was reasonable). The chief engineer estimates that the cost of a 
will be $150,000-$200,000. 

Given the low cost of technical and production labor, my main concern for this line is hyg 
product quality. If the current quality is sufficient for the Bulgarian market and all future expar 
goes to the same market, then there are no problems. If the market standard increases, there r 
problem. Three factors influence quality: the care taken in production, guards on the equipment 
filling process. 

The greatest influence is the care taken in actually producing the food: the state of re 
cleanliness of the building, the diligence of the process workers, and the extent and frequency of 
the equipment. Presently, the equipment is cleaned after each shift. Alterations to the machinei 
also reduce contamination. The most basic mechanical improvement that can be made is to a 
guards and covers over the line after the final inspection point. 

A particular point of concern is the filling machine (Figure 2). The filler works by cont 
cascading the cut beans onto the row of bottles as they pass along a conveyor chain. Any bean 
not go into the pots fall past the chain into a trough to be cycled back up to cascade again. Be 
the recycling, it is possible for debris (e.g., oil) from the chain to contact the beans as they fa 
the oil to fall into the collecting trough. Such inclusions will be very small but may be signifli 
Western buyer. It may be possible to halve the possible contamination with the addition of gu; 
complete elimination would require a different kind of filling process. 

THE VEGETABLE AND COMPOTE LINES 

The vegetable equipment and compote equipment are separate, but they feed into the saxr 
and closing line. They are housed in the same building as the green bean line. The vegetabl 
Bulgarian and most of it was constructed in 1980. The compote equipment is also Bulgarian 
constructed in 1982. The lines have basically the same sequence of operation as that for the gree 
For all the vegetables and fruit, the initial washing and inspection operations are the same and 
is set up permanently outside the building. From this line, the materials are transported by for] 
conveyor, which takes them inside. Inside, the machinery used depends on the vegetable or fr 
processed. Spare machinery is kept in the corner of the hall and is pulled out as required to make 
productin lines. This machinery includes an apple de-corer used for the Russian market, which' 
be sold or scrapped. 

After final processing, the pots or cans are filled by hand and then closed. The closing is 
an Italian twist-off machine (1989), Russian canning machines (1988 and 1981), or a Bulgarian 
closing machine (1982). The twist-off machine is in reasonable condition and should serve 
another 7-10 years. The Russian machines are also in reasonable condition and sturdily built. 

Previous PaGe Dia-k
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FIGURE 2 

GREEN BEAN FILLING MACHINE 
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machine is now used only as a spare but could be used full time for another 2-3 years. The new Russian 
machine should last 8-10 years. The Bulgarian closing machine requires a lot of maintenance, and it 
would be difficult to keep it working for more than 2 to 3 years. 

Overall, the line is in poorer condition than the green bean line. It can be kept running for the next 
five years, but there are the same general quality concerns as for the green bean line. To replace the 
vegetable and fruit lines would cost a little more than replacing the green bean line because there is 
approximately one and a half times as much equipment. 

Management is considering buying another twist-off machine to run parallel with the older one. 
This would increase the capacity by 3,600 pots per hour from the current level of 2,500 pots per hour. 
The machinery would cost $35,000-$50,000. Given that current production is far under capacity and the 
rest of the line has only five more years of life, this is probably a bad investment. The management still 
seems to be working with the centrally planned mentality of considering production before economy. 

CONCENTRATED PLUM/TOMATO PUREE LINE 

The concentration equipment isin the building next to the vegetable processing lines. The building 
is in slightly poorer condition but is generally sound. A tomato processing line and a separate plum line 
feed into the same set of six concentrator vessels. The tomato processing equipment was built in 1982. 
It was last used three years ago and has not been used since because of a government decision to process 
only plums. The tomato equipment is probably in working condition but has been idle for three years, 
and may have some teething problems if it is used again. The plum concentration equipment was built 
in 1980 and is in poor condition. I would expect that within four years it will become very difficult to 
maintain. The concentrator vessels were built in 1985 and are in reasonable condition, usable for another 
5-10 years with perhaps only minor replacements, such as new electric motors. 
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SUMMARY
 

The Cevolani can fabrication line is in
function well for the next 10 years. 
a good state of repair, is well maintained, 
 and shouldthe same time. 

The machines that make the can lids should continue functioning forThere are problems with the machines, with a life expectancy of 5-8 years, that supplythe lacquered tin; they are housed in a building that is prone to fire and they are in poor condition.older canning machinery is coming to the end of its useful life. 
The 

The Walter Rau freezer tunnel is in good condition and should function well for the next 10 years. 
However, the tunnel needs adequate storagecondition. to take its production, and the cold stores are in poorThe storage rooms need to be renovated and their refrigeration system needs to be replaced.This will cost $2-4 million, depending on the extent of the renovation. 

The vacuum concentrators used for producing puree are in reasonable condition and should need
only minor repairs over the next 10 years. The Russian ketchup line is old and lightly mechanized. Theketchup line for the German market is about two years old and is in good condition. 

The Hungarian pea processing lines are showing some signs of wear, but, at the current rate of use,
they should function well for 10 more years. The other vegetable lines generally consist of moderatelyold Bulgarian equipment. This equipment is simple but, with a moderate level of maintenance, it willfunction for several more years. 

The jam line, compote line, and pork line have old equipment and are probably of little commercialvalue. 

INTRODUCTION 

This report examines the operations and equipment of the Storco Pleven food processing plant from
an engineering perspective. The report has two main purposes: to allow financial decisions to be made
concerning the future of the plant and to give a comprehensive description of the establishment as thebasis for future engineering scrutiny. 

The report first describes the layout of the plant and lists the production lines on each site.describes the plant's engineering organization. It thendescribing the function, source, 
The bulk of the text details each of the production lines,age, condition, expectedinformation was life, and future options.found from interviews with the chief engineer Most of thisand production manager, Mr. BorisDatschev. 

SITE LAYOUT 

Figure 1 shows a map of the plant. There are four sites: the New Site, the Metal Can Site, theOld Pepper Mill Site, and the Administration Site. 
On the New Site, there are currently two freezer tunnels,old, and an American tunnel, which is 30 years old. 

one from Walter Rau, which is two yearsThe tunnels are between two cold storage buildings. 
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FIGURE 1
 

LAYOUT OF THE STORCO PLEVEN PLANT
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Also on the New Site, there are one vacuum concentrator and two ketchup production lines. One of theselines isnew and makes ketchup for the European Economic Community (EC); the other is old and makeslow-quality ketchup for Russia. Unless sales pick up, the line for Russia will be scrapped. A Hungariancanned pea line, which was bought in 1982, outputs its cans to one of two identical Hungarian continuoussterilizers. 
 The sterilizers can be used interchangeably in case of unserviceabilities.
will normally be used for the output of the whole tomato canning line and the peeled tomato line, which 
The second sterilizer 

are under construction. A lightly automated line makes cans of mixed vegetables.rotary sterilizers sterilize the vegetables evenly. 
Two new Rotomat 

In the future, equipment will be moved from other sites, and the New Site will also have a set ofautoclaves, a line for peeled tomatoes, a fruit juice line, a puree line, and two extra vacuum concentratorsfor the purees and fruit juice. 

The Metal Can Site has the new Cevolani line for can production and two old can machines,Russian and one Italian. oneThere are also five lines for making can lids, three lines for lacquering tin sheet,and a machine for making beer bottle caps. On the other side of the site, two vacuum concentrators makepurees with associated bottling equipment and a set of 156 puree storage tanks.fruit juice. One line concentratesThe puree and juice equipment will go to the New Site. 
The Old Pepper Mill Site has a line for processing and concentrating jam, or ajvar, and has amostly manual line for making compote. There are also nine sterilization pots, three of which are new. 
On the Administration Site, there is an old line used for canning meat or vegetables.operation is by hand, so production is very flexible. Most of theThis line ends at one of two continuous sterilizers. 

ORGANIZATION 

The engineering organization is broken into five groups.plant, 29 technicians There are 25 technicians for the freezerfor the ketchup and pea lines, 20 technicians for the can fabrication lines, 20technicians for the vacuum evaporators, and 7 technicians on the jam site. Six technicians can be directed
to any part of the plant. For major projects, such 
as building new machinery, the task is spread among
the groups.
 

The number of technicians is probably excessive for the current work load, but it may be possibleto reduce the number by a third during the quiet winter months. However,engineering organization to be a significant asset. 
I would consider thisOverall, the technicians seem to be well trained andcompetent, and they regularly undertake extensive engineering projects. I would expect this work forceto adapt well when exposed to new or different technologies. 
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EQUIPMENT 

The New Site 

The Freezer Plant 

The frozen food plant contains three main units: the Walter Rau (WR) freezer tunn( 
American (Luis) freezer tunnel, and the two cold storage buildings. There are two separate rel 
circuits: one for the WR tunnel and the other for the storerooms and the old American tun 
circuits use a two-stage ammonia system. The first compressor takes the ammonia and com 
As the pressure increases, the temperature increases. The hot (80° C) ammonia then goes to 
coils that are exposed to the atmosphere, resulting in high-pressure, low-temperature (300 C) 
This fluid then passes through a throttling valve (a small component), which drops the pressur 
drops the temperature to -10° C). This fluid is used to cool a heat-exchange tank and then ret 
compressor. A second compressor takes ammonia returning from the cold store (or freezing p 
compresses it to a higher pressure and temperature (+ 10° C). This fluid goes into the heat 
tank; as it passes by the fluid from the other compressor, it condenses to -10° C. This higi

°ammonia at -10' C is then throttled to -37 C and goes off to the evaporator coils in the st 
A basic circuit diagram is shown in Figure 2 and a T-S diagram is sketched in Figure 3. 

For a two-stage refrigeration system, the major components are a condenser coil expo 
atmosphere, a heat-exchange tank, an evaporator coil ineach storeroom or tunnel, and two con 
The pipelines are such that the compressors are not dedicated to one particular operation and a 
the compressors can be used together. In summer, four compressors are needed to coo 
storehouses. In winter, the cooling fluid can be split between the two stores and only two coi 
are needed. 

The modern freezer tunnel was constructed by WR two years ago. It consists of the rt 
tunnel made by Frigoscania, three WR ammonia compressors (in the machine room), two in 
low-temperature ammonia accumulator tanks, and an evaporator unit inside the Frigoscan 
Normally, the system works from May to October. The system has a capacity of 5,000 tonL 
(at 2-4 tons per hour) but last year it was only used for 2,000 tons. The tunnel shows sligl 
wear and tear, with, for instance, slight rusting of the conveyor belts. The evaporation coi 
blowers seem to be in good condition. The compressors have seen only 3,000 hours of service 
given no trouble. Overall, the tunnel system is in good condition and should run well for an( 
years. 

To supply the tunnel with vegetables, there is the usual assortment of 10-year-old 
washing and inspection equipment that requires approximately 20-25 laborers when operati 
equipment was in reasonable condition, and, with maintenance, it should last for another 10 yi 
blancher is sophisticated and was supplied by WR. After the tunnel, there is a weighing ani 
machine, also supplied by WR. The blancher and weighing machine are in the same slig 
condition as the rest of WR system. The building housing the tunnel was built in 1956 and ne 
repairs, at approximately $10,000. Otherwise, the tunnel system itself seems to be filly viab] 
further investment. 

The old American freezing system (Luis) was acquired around 1950. It is in poor con( 
will probably last for 2-3 more years. The critical component is the conveyor belt. When it fa 
probably not be worth replacing. The present belt was bought 2-3 years ago. In the past, this t 
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FIGURE 2
 

SKETCH OF REFRIGERATION CIRCUIT
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FIGURE 3
 

T-S DIAGRAM FOR DUAL COMPRESSION REFRIGERATION
 

T 

+30C 

First Circuit 

Second Circuit-37C 

S 

1j s 



7 

used to freeze 2,000-3,000 tons per year. Last year, it wasproduced 50 tons. only used at the peak of the season andThe ammonia refrigeration supply for this tunnel is from the same system as the coldstores.
 

The cold stores are a problem. They consist of two buildings, eachstorage buildings were constructed in 1952 and 1956 and can 
with 20 rooms. The two

hold 1,500 tons of produce each. Ingeneral, the buildings are in fair condition, but the insides of the individual storerooms need renovation.The insulation is falling off the walls and in some places the concrete has fallen off the roof toof 2-4 inches. Each storeroom has a depthan evaporator coil and an air circulation fan.in the storerooms are The evaporator coils14-15 years old and are rusting apart. Some of the coils are in such poor conditionthat they have been abandoned, and those storerooms are no longer in service.are The four condenser coilson the roof above the machine room and are of the same 15-year vintage as the evaporator coils.They need extensive renovation or replacement. 

The ammonia is pumped by a combination of six Polish compressors.in the machine room. They are The six compressors are15 years old and are in poor condition, and they have ammonia leaksthat reflect their general aged condition. Their original design life was 15 years. They are all wearingout, becoming less powerful (therefore the storerooms become warmer), less efficient, and less reliable(therefore there are likely to be failures that cause a loss of cooling resulting in spoiling of the stock).There have been instances of system failure that have reduced the stock from high to low quality. Thepumps will probably fail finally over the next 3-6 years. 
Without the storerooms, the WR tunnel is unusable. If only some of the storerooms were in use,the shipping system would have to be very efficient to ensure that stock did not build up. There are threealternatives for the future: 

Do nothing. The store cooling system will die bit by bit over the next six years. Theworst compressors could be cannibalized to keep the last compressors running, and heavymaintenance would be required to keep at least some of the coils working. By the end,the WR tunnel would no longer have any storage to take its high-quality output. 
* Take out the Polish compressors and put in two WR compressors (using the third WRcompressor from the tunnel as a spare for both the tunnel and the store system). Eachcompressor costs about $175,000. Two such compressors could supply one of the storehouses with its 20 rooms. It would also be necessary to renovate the 20 rooms.the concrete and insulation would cost about $1 million. Each 

Restoring 
an evaporator at 80,000-100,000 leva each. 

room would also require
A condenser would be needed for the systemand would cast approximately I million leva. Overall it would cost around $2 million tofully renovate one of the storage buildings. 

• Renovate the complete refrigeration system and both storage buildings at$4 million. a total cost ofIt should be possible to restore each building separately, to spread the financial
load over time. 

The Ketchup Lines 

The two ketchup lines are supplied by the vacuum concentratorshipped from the Metal on the New Site or from pureeCan Site. The concentrator on the New Site is three years old. After the 
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processing in the concentrator, the puree ispumped to mixing and heating vessels. It is then pt 
either the new line or the line for the Russian market. 

On the new line, the filling and twist-off closing equipment was made by Gherri of Italy 
bought in 1992. The closed bottles pass into a Bulgarian linear continuous sterilizer made in 19 
final-labeling machinery is--alian from--ABL-and-is-%8-years-old.,-The line-is generally in i 
condition and should last 10-15 years. The worst point in the line is the sterilizer, which is 
through its life but should last 7-10 years without major problems. 

The line for the Russian market is largely manual, but the filling and closing equipml 
reasonable condition and could be used for several more years if the line is not scrapped. 

The Hungarian Pea Line 

The pea line was bought in 1982. Outside the building, two raw material cleaning and in 
lines feed into two selectors that separate the peas into four sizes. Each size then has a fil 
canning line. The fillers are Hungarian and show some signs of wear. The canning machine., 
Russian type and are drawn from the stock of 15 Russian canning machines scattered about th 
plant. The Russian canning machines were purchased between 1969 and 1988. After canning, 
go into one of the Hungarian continuous sterilizers. In general, the line is in good condition an 
continue to run as planned for one month per year for the next 10-15 years. 

The Mixed-Vegetable Line 

The mixed-vegetable line consists of the usual set of 5- to 10-year-old Bulgarian wasl 
inspection equipment, followed by manual filling and a Russian canning machine. This equipi 
be made to last for another 10 years. 

The cans are sterilized in one of two Rotomat rotary sterilizers. The Rotomats were acc 
1989. They are slightly worn but in very good condition. 

The Metal Can Site 

The Cevolani Can Fabrication Line 

The Cevolani can production machine was bought in 1991. It is in a building constructed 
that is in good condition. The capacity is 100,000 cans every 8 hours, and the line occasionally 
16-hour shifts. The system is maintained by Bulgarians who were originally trained in Italy. 
makes cans with 73-millimeter diameters and 0.4 or 0.5 kilograms of contents. If the line is 2 
they can make 99-millimeter cans. They estimate that the adjustments would take four days, 
have never tried to do it. The standard of maintenance is not excellent, but it is reasonable; 
shows normal signs of wear and tear. 
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Old Can Fabrication Lines 
There are two old can fabrication lines: one Italian from 1965 and a Russian one from 1975.lines use lead soldered seams and make 9 9 -millimeter cans. Both cans. The Italian line is still used to produce foodThe Russian line is virtually scrap and is used only occasionally, to make low-quality paint cans.The Italian machine is sufficiently basic that the local mechanics can keep it functional for 3-5 moreyears. 

Tin Sheet Lacquer Lines 
There are three lines to lacquer the tin sheets used to make the cans.material for the Cevolani and have two main problems. These lines supply the rawOne problem is that the roof of the 1968 buildingis wooden, which, in an environment where lacquer is dried by the heat of burning gas, is a serious firehazard. The cost of replacing this roof with concrete would be approximately $10,000. 

The second problem is the age of the equipment.one was bought in 1969, the other two in 1972.in poor condition. The machines are fairly simple but are 

from Germany: There are three lacquer drying machines, all 
The automatic temperature control systems no longer work,The plate feed systems are worn out. so all control is manual.When I was there, they turned one on and about 30 percent of theplates were mishandled by the system, damaged, and thrown out.also get onto the Cevolani and I suspect that slightly damaged sheetscause rejected cans. The technician in charge of the canning operationclaimed that only 2 percent of the plates were damaged when the machine was running at steady state. 

The technician in charge of the can fabrication line estimated that the lines could run for another8-10 years. This seems optimistic and the lacquering lines will probably have to be replaced in 5-8 years.One modern machine would probably be able to supply the current consumption of tin and may even beable to keep up if the Cevolani line runs at full capacity.machine. These machines However, it may be necessary to buy a secondare about the same level of technology as the continuous sterilizers. I wouldsuggest that it could cost $3 00,"0-$500,000 to buy a new machine from the West. An alternative is tobuy prelacquered sheets from a material supplier. 

Production of Can Lids 
There are five machines for making can lids.diameters. It is six years old and made by Cevolani. 

One machine makes lids with 99 -millimeter
machines acquired in 1989 make 

This machine is in good condition. Two Russian73 -millimeter lids at
machine - the two machines can 
a rate of 90,000 lids in eight hours on each
make 180,000 lids per shift, almost enough to keep up with the new Cevolani line running at full speed.


main can fabrication line. 
These machines are in good condition and should last as long as the
Two 15-year-old Italian machines make 73 -millimeter lids.in reasonable condition and will last 7-10 years. 

The machines are 

Vacuum Concentrators 

The puree concentrators are housed in a building that is in very poor condition, but the equipmentis soon to be moved to the New Site. Thereinspection lines. The tomatoes 
are the usual simple 10-year-old Bulgarian washing andare then pumped into tanks that separate the skins, seeds, and juice.From there the mush is pumped to one of the two concentrators. The concentrators were built by Rossi 



10
 

and Catelli in 1968 and 1974. The concentrators are in reasonable condition, but the vacuum I 
becoming unreliable. The replacement of the pumps should not be a major expense. 
concentrators, the puree is sent to a filling and closing line. The line was built in 1968 of 
equipment, but several components have been replaced. The fillers are Italian and are 10 years 
two Russian canning machines are two years old. A 10-year-old Bulgarian glass pot closer and 

-oldManzini canning machine are from Germany.-These machines are solid and probably have-.' 
years of life. The cans are sterilized in one of two 10-year-old Bulgarian continuous steriii 
glass pots are sterilized in a set of 15-year-old Bulgarian autoclave pots. This line is in a 
condition but could be kept running for another 10 years. 

Each of the 156 puree storage tanks can hold 20 tons. The tanks were built between 
1982 and are in reasonable condition. 

Fruit Juice Line 

This line is currently dismantled and was not inspected. The equipment consists of 
Bulgarian washing, inspection, filling, and bottle closing equipment and is 15 years old. 

The Old Pepper Mill Site 

The Jam Line 

The jam line has the usual set of Bulgarian washing, seed separation, inspection, and 1 
equipment. This equipment was built in Bulgaria in 1955. Parallel to the fruit line, there 
equipment for processing peppers for the aJvar. After blanching, the fruit passes through a , 
mill and the peppers pass through one of three grinders. The material is then pumped into c 
concentrators. These concentrators are Bulgarian and are 10-20 years old. Two new vessels 
installed. These have been fabricated on the Storco site from parts of old vessels. 
concentrators, the jam, or ajvar, goes to a steam kettle and then to a Bulgarian filling an 
machine. 

The jam line is so old that it has reached a steady state of disrepair and continues to run 
high maintenance. Product quality, which largely depends on the level of hygiene observ­
production, cannot be ensured. Nevertheless, recent sales of jam to Canada indicate that the Iii 
to yield product quality that meets Western standards. 

On the Old Pepper Mill Site, there are seven autoclaves that are 5-10 years old an 
autoclaves that have not yet been used. Last year, a compote line was built on the site. The lint 
of tables where the fruit is prepared and a conveyor belt where the fruit is filled by hand. Thei 
ends with an eight-year-old Hungarian twist-off machine. There have been a few problems with 
off machine owing to low-quality glass bottles. The twist-off machine is midway through its life 
of the line has virtually no machinery. 

2>
 



The Adninistration Site 

The Meat and Vegetable Processing Lines 
The vegetable preparation lines are the usual 15-year-old Bulgarian 
 machines. 
 The meat is 

prepared by hand, then fed through one of three German grinders, which are three years old.are tilled with meat and the vegetables are added by hand on The canssteam are added before the cans the rotary measuring table.
then put into a 

are closed by a four-year-old Russian canning machine. 
W ter and

1967 Dutch sterilizer or a 1976 Bulgarian copy. The cans areOther than the meat grinders, all this
machinery is in poor condition, but the management thinks it is worthwhile to move the equipment to the 
New Site. The line currently makes canned food for the army.
hygiene may have to be changed. 

For any other market, the standards of 
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1. The balance sheets of Selvikonserv and Storco Pleven for years ending December 31, 1991 and 1992,generally accepted 
and their income statements for the fiscal periods then ended have been reformatted to conform withaccounting principles (GAAP) practices in the United States. These werecompiled without audit, and the notes constitute an integral part of the compilations.

The original formats conform to the reporting requirements of the Fourth Directive of the European
Community. 
of April 1991. 

Tlie clients appear to keep their records in accordance with the Bulgarian Accounting LawThe provisions of this Law are congruent with intenational accounting standards.
significant differences were found between those standards and GAAP Noto those balance sheet items discussed in the attached notes to the balance sheets on December 31, 1992. 

in the United States with respect 

Consequently, based ofl the limited review of the accountingSelvikonserv and Storco Pleven, no problems records conducted without audit atpractices. Also, no recommendations 
or issues were encountered related to current accountingare made about the financial management procedures to be assumedby senior management at either concern. 

2. The scope of work statement called for particutar attention to be paid to five items. Conmentsthese items, or references to coverage in the attached notes to the balance sheets on December 31, 
on 

1992, follow: 
1 9 9 2 , oll o w:B 

ala n c e S he e t No tesSelvi 
StorcoInventory valuation. Valued at average historical cost. 

2,3Accounts receivable. Aging details provided. 
2 

1 
Accounting for exchange rate gains and losses. 
 Congruent with
International Accounting Standard No. 21, 

6 4
Paragraph 21.Accounting for state budget payments. 
 This line item is a broad term
applicable to any payment due to the state that is not specifically
identified in some 
other line item such as social security payable. 
 Anexample would be turnover taxes payable.Book value for physical assets. According to each client, book values 5 3represent historical costs less accumulated depreciation. 

Concurrent with my review, another member of the team, referred to at various places in the notes 
as a technical valuer, performed a financial analysis and a technical evaluation of most of the above items,
among other things. Consequently, comments in this report on a number of financial statement line itemsare limited. 
3. Both concerns fail the commonly used tests of liquidity, solvency,developed economies. and profitability applied inDetails of the ratios used conclude this report. 

•1/ '
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Two caveats apply. First, company financial performance in newly emerging democrac: 
be evaluated in terms of the operating environment. Because all Bulgarian concerns, whether cc 
companies or state enterprises, follow the sane reporting requirements, official comparative 

.istatistics-should-be available to, permit performancecomparisons of these two-concernswith.t 
in the food industry. Second, the practice in developed economies of presenting multiperioc 
information for comparative purposes can be misleading when there are significant ir 
fluctuations in economic conditions. For example, in 1992, use of productive capacity droppe 
30 percent at Selvikonserv and 20 percent at Storco. This does not mention the freeing 
increases in inflation, and loss of markets. Other events, such as Storco's shift in sales mix f 
to 1992, make comparative figures such as gross profit margins virtually meaningless witho 
analysis. 

Details of the financial evaluation, from an accounting standpoint and based on the 
compilations, follow. 

Liquidity 

Liquidity is generally defined as an enterprise's ability to meet its obligations as they fall c 
of the most commonly used liquidity ratios, or measures of short-run ability to pay maturing Oa 
are the current ratio and the acid test ratio. 

The ratios of current assets to current liabilities are: 

Selvikonserv Storco 

1991 2.45 0.91 
1992 1.69 1.15 

In the absence of industry averages, a rule of thumb of 2 to 1 is generally followed in ti 
States. For both companies, the current ratio is low - more so in the case of Storco. These 
assume full collectibility of receivables - which is unlikely. 

Another major problem for both companies is that the finished goods inventories coi 
significant portion of the current assets. On December 31, 1992, the percentages were 79 pi 
Selvikonserv and 54 percent for Storco. The acid test ratios ([current assets less inventorie. 
liabilities) for each company, which eliminate all inventories from the current assets, are: 

Selvikonserv Storco 

1991 15.08% 37.62% 
1992 20.78% 38.25% 

A good liquidity indication in a developed economy would be 100 percent. From this viewl 
above ratios are extremely low. In Storco's case, where a high proportion of the receivables 
than one year old, and assuming that perhaps one-half of them may prove uncollectible, the 
goods would need to be marked up about 100 percent, and fully sold, to help cover the s' 
liabilities at December 31, 1992. 
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So' V'ncy
 

Various stability ratios are often used as indicators of long-run solvency and stability. These includethe debt ratio and the times-interest-earned ratio. 

The debt ratios (total liabilities/total assets) of each company are: 

Selvikonserv Storco 

1991 61.9% 83.3% 
1992 69.1% 102.4%
 

The debt ratio provides creditors with 
a measurecreditors' interests. of ability to withstand losses without impairingIn the United States, debt ratios of 60 percent and higher became more common withthe upsurge in junk bonds. The rate for Selvikonserv in 1992 appears high; Storco has a capital deficit. 
The facts that each concern is wholly state-owned, that some of the liabilities are debts owed to thestate, and that the state has capitalized debt in the past make the debt ratio less meaningful under thesecircumstances. 

A measure of the safety of creditors' investments, particularly in the long run,times-interest.earned ratio. is provided by theAs a general rule, the higher the ratio, the better a company's ability to meetits interest obligations. 

This ratio is not calculated for Storco because it wasconsideration of interest expenses. 
in a loss position for both periods beforeFor Selvikonserv the ratios ([income plus interest expense]/interest

expense) are: 

Selvikonserv Storco 

1991 1.16 NA 
1992 1.04 NA
 

These ratios show that Selvikonserv's income barely covers its interest charges.
 

Profitability 

In developing economies, profitability is generallyeffectiveness. considered the major test of managementThis does not necessarily apply in emerging democracies, particularly in the food industry,where various management policies were dictated by social considerations. 
The gross profit margin represents the buffer available in case of higher costs or lower sales in thefuture. For both companies, interpretation is difficult because the gross profit percentages differed eachyear. In Storco's case, there was a marked difference in the sales mix between 1991 and 1992. Thiscould also have affected gross profit margins at Selvikonserv. 
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The success with which the assets have been employed is measured by the rate of return 
total assets. Storco was in a loss position for both periods. Consequently, the analysis is c 
Selvikonserv, whose ratios of Net Income/Net sales x Net Sales/Average total assets were: 

Selvikonserv Storco 

1991 2.53 NA 
1992 0.24% NA 

A reasonable threshold rate would be the opportunity cost of capital. For example, the h 
could have been earned in a bank savings account. By this standard, the rates of return on 
extremely low. 

-92, 
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SELVIKONSERV - SEWLIEWO 
INCOME STATEMENTS 

(in thousands of leva) 

Year Ended Dec. 31., 1992 Year Ended Dec. 31, 1991SALES 
18,883 100.0% 19,846 100.0% 

COST OF SALES: 
Total cost input:Materials 

13,997Subcontracted services 14,503
1,709

Payroll compensation 1,481
3,741Social security 2,307
1,255

Depreciation and amortization 796 
135Other costs 171 

657Total: 21,452 407
 
Less: 19,665


Net raw materials sales 816Net increases in inventories -0­5,332
Self-produced 5,262fixes assets 

Operating expenses 

9 
29


3.764 
2,091 

<9,921> 
<7382> 

Add:
Net cost of merchandise sales -0-
Net cost of casual sales 147
 
Inventory shortages 

-0- 1,497

4-

3
 
Cost of bales 


11.531 61.1 113930 70.2 
Gross profit on sales: 

7,352 38.9% 5,916 29.8% 

Operating Expenses:
 
General and administrative
 

expenses 
3,381

Selling expenses 1,589
383Uncollectible receivables 502
-0- 3,764 > 19.9 
 149 <2.240> 11.3
 

Operating Income: 
3,588 19.0% 3,676 18.5%
 

Interest income 
64 

90Income from securities transactions 4 41
Foreign currency translation gains 8
Late payment fines collected 2,843

48 

4-Other 38 15 0. -
3 4156 0.8 4 2,974 15.0Other expenses:19.8% 

6,650 33.5%Interest expense 2,064Fines for late payments 119 
3,293
 

Foreign currency translation losses 72 

20
 

Other 2,821
~ N3,669> 19.4 6d3 30.9Pretax income form continuing operations: 75 0.4%Taxes 516 2.6%Txs75 
0.4 5 6 26516 2.6 

Net income: 70- 5 26 

COMPILED FROM UNAUDITED DATA 
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SELVIKONSERV - SEWLIEWO 
BALANCE SHEETS 
(in thousands of leva) 

At December 31, 1992 Notes At Decem 
ASSETS 
Current Assets: 
Cash: domestic 100 878 

Foreign 947 1,047 -0-
Trade receivables 1,451 1
 
Other receivables 
 128 
Inventories:
 

Materials 
 3,000 2 6,049
Work in progress 963 546
Finished goods 14,092 3 9,381
Cost of unrealized sales 659 18.74 4 -0-


Total current assets 
 21,340 

Fixed Assets (net of depreciation): 5 
Land and buildings 1,176 1,072
Plant and equipment 2,450 352Fixed assets in process -0- 2,345
Other 99 47 
Total fixed assets: 3,725 

Intangible Assets:
 
Incorporation cost 
 -0-

Deferred charges 86482 

Total Assets: 33.547 

LIABILITIES AND CAPITAL 

LIABILITIES 
Current Liabilities:
 
Short-term loans 
 3,486 3,030Accounts payable: suppliers 1,837 479
Payables to employees 426 325Payables to state budget 5,705 506
Social security payable 159 123
Customer's deposits 1,020 2,493Deferred Income ..­ 0__-0-
Total current liabilities 12,639 

Long-term liabilities 10.540 5 

Total liabilities: 22 

CAPITAL 
Capital 3,409 7 3,409
Reserves 6 8 
Total Capital 10.368 

Total Liabilities and Capital: 

COMPILED FROM UNAUDITED DATA. THE NOTES FORM AN INTEGRAL PART OF THIS COMPILATION. 

"/'
 



7NOTES FOR THE SELVIKONSERV-SEWLIEWO BALANCE SHEET AT DECEMBER 31 1992
1. 

4, 
An 

the 
aged trial balance of the accounts receivable company was not available.does not record receivables However, as described in Notewhose ultimate collectibility is considereddoubtful. highly 

2. The components of the raw materials inventory on December 31, 1992, were (in thousands of leva): 
Fresh products (such as fruit) and auxiliary materials(such as sugar, salt, vinegar, and spices) 

1,028Packaging materials 1,38Spare parts 
Working uniforms 331 

91Scrap items 9
 
Fuels

Total raw materials inventory 293,000

Atechnical opinion would be needed to determine that quantities do not exceed anticipated productionneeds and net realizable values are at least equal to but not less than historical costs.3. The company uses the average costinventories. method of pricing its work in process and finishedDetails of the finished good inventory at December 31, goods
of kilograms) and average costs in thousands of leva were as follows:

1992, in metric tons (thousand 

Finished ProductsoCans of vegetables 

Fruit compotes 5
Costs

3,9683,257Jams and marmalades 
3,395

Ju ices 4 4
 
Prunes

Total 856

303 11,520 
Packaging materials 

2,516 2,516Oth e r 2 1 6 5 6
 
Totals finished products 302 56
 

A technical opinion would 
 be needed to determine that quantities of incompleteproducts do not exceed anticipated sales and net realizable values are at least equal to but not lower 
and completed 

than cost. 
4. When the ultimate collectibility of sales revenue from a customer is considered highly doubtful, the

company's policy is not to 
book the sale until its realizability is assured. 
 Under U.S.
accepted accounting principles, this type of transaction needs to be disclosed separately on the balance 

generallysheet. Accordingly, the cost of the unrealized sale has been segregated from the finished goodsinventory and is disclosed as a separate line item. 
5. According to the bookkeeper, the book values of the fixed assets are baseddo not contain any revaluations. A technical opinion would be required 

on historical costs and 
to determine whether thebook values exceed replacement costs. 

The client provided the team's technical valuer with details of the fixed
liabilities. assets and the long-term 
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6. 	 The Bulgarian lev was significantly devalued in 1991; as a result, companies with forei 
denominated debt, such as Selvikonserv, experienced large foreign currency exchange-ra 
losses. Because of the magnitude of these losses, the Bulgarian government permitted 
to the general rule of recording translation losses as income statement items, allowing 
list them on their balance sheets as deferred charges. For those companies curreni 
revaluation of the fixed assets either in connection with restructuring from a state er 
commercial-one or,- like Selvikonserv, as a part-ofa privatizationprocess.:::the deferre, 
be capitalized as part of the cost of the fixed assets acquired through foreign currency lc 
the revaluation incremental increase be higher than the deferred charge, the differen 
credited to capital. If lower, the portion of the deferred charge not absorbed by a reval 
up would be amortized over the life of the asset. 

This accounting treatment is congruent with International Accounting Standard 21, P, 
which reads: 

an exchange difference that results from a severe devaluation or from depreciat 
currency against which there is no practical means of hedging and that affects 
arising directly on the recent acquisition of assets invoiced in a foreign currency
included in the carrying amount of the related assets provided that the adjusted 
amount does not exceed the lower replacement cost and the amount recoverable fror 
or sale of the assets. 

7. 	 The company's capital increased from 1.63 million leva to 3.409 million leva on Decemb 
as a result of the capitalization of some debt owed to the state. 

8. 	 The amount shown for reserves stems from two main sources: (1) amounts classifi 
purpose funds under the previous national accounting system; and (2) a 1991 re 
replacement cost of various inventories, such as jars, containers, and lids (caps). The 
equivalent would be additional paid-in capital. There are no accumulated retained earn 
the state, which is the company's sole owner, levies taxes in amounts equal to any su,_ 

-22.. 
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STORCO - PLEVEN 
INCOME STATEMENTS 

(in thousands of leva) 

SALES: 

COST OF SALES: 
Total	

Materials
cost input: 

Subcontracted services 
Payroll compensation 
Social Security 
Depreciation and amortiz. 

Other costs 

Total: 


Less:Net increases in inventories 
Self-produced fixed assets 
Operating expenses 
Inventory overages 

Add:
Net cost of casual sales 

Gross profit on sales: 

Operating expenses:
 
General and
administrative expenses 
Selling expenses
Uncollectible receivables 

Operating income: 

Other income:Interest income 
Fines for late payment 

Foreign currency translationgains 

Other 

Other expenses:
Interest expense 

Fines for late payments 

Currency commissions 


Foreign currency translationlosses 

Other 


Net loss:
 
COMPILED FROM UNAUDITED 


Year Ended December 31, 1992 

176,697 100% 

100,306 

6,961 


23,247 

8,072 

4,919 

.17 

9,243 

-0-


8,561 

1.081 

S
 
z 


!U.127 87.8 

21,570 12.2% 

6,711 
1,850 

28 .589> <4.9> 

12,981 7.3% 

580 
942 

483 

4.266 6.271 3.6 
19,252 10.9% 

68,679 
6,085 

-0-

871 

2 <78.243 
 S4 

DATA <34>(.5' 

Year Ended December 31, 1991 
193,343 100.0% 

137,085 
11,392 
14,002
 
4,760
 
2,877 
3056 

173.172 

64,321 
1,763 

14,580
 
174
 

43122 

3546 70.1 

57,880 29.9% 

8,293
 
6,287
 

4 < 14,584> 
 < 	7.5> 

43,296 22.4% 

296 
228 

2,228 

1 34 2.0
 
47,280 
 24.4% 

49,530 
814 

1,418 

923 
351 W 6 (27.41 



10 

STORCO - PLEVEN 
BALANCE SHEETS 
(in thousands of leva) 

At December 31, 1992 Notes At Decembe r 
ASSETS 

Current Assets:
 
Cash: 'domestic. 


Foreign

Trade receivables 

Other receivables 

Inventories:
 

Materials 

Work in progress 

Finished goods 


Total current assets: 

Investments:
 
Participation in other companies 


Fixed Assets (net of depreciation): 
Land and buildings 
Plant and equipment 
Fixed assets in process 
Other 
Total fixed assets: 

Deferred charges 

Total Assets: 

LIABILITIES AND CAPITAL 

LIABILITIES 
Current Liabilities: 
Short-term loans 
Accounts payable 
Payables to employees 
Payables to state budget 
Social security payable 
Other 
Total current liabilities 

Long-term liabilities 

Total liabilities: 

CAPITAL 
Capital 
Reserves 
Less current period loss 
Total Capital 

Total Liabilities and Capital: 

2Q70 
4.555 

52,464 
1.255 

27,182 
8,637 

42.339 

12,195 
53,889 

5,218 
4,662 

77,089 
22,889 

2,030 
32,745 

525 
24,229 

48,549 
4.010 

7,295 

53,719 

78.158 
139,172 

253 

75,964 

47.868 

63.257 

159,507 

110.182 

269.689 

52,559 
(58,991) 
<6,432> 

263.257 

1 

168 
34,731 
16.132 

2 
26,444 

5,889 
40.1 

3 
12,573 
41,638 

4,000 
1914 

4 

5 
6 

5 

7 

65,345 
48,558 

1,542 
319 
127 

20.810 

8 

9 
10 

28,865 
13,507 

2 

COMPILED FROM UNAUDITED DATA. THE NOTES FORM AN INTEGRAL PART OF'
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1 

NOTES FOR THE STORCO PLEVEN BALANCE SHEET ON DECEMBER 31 
Details of the aged trail balance of accounts receivable as of September 30, 1992, supplied by theclient, are as follows: 

Days Outstanding Amounts in Leva Percentage ofTotal Cumulativeercentag 
1 - 30 1,994,512 5.931 - 60 5.91,304,888 3.961 - 120 5,471,236 9.8 

16.2121 - 180 26.07,610,642 22.5181 -210 48.513,469 0.06211 -240 49.16205,137 0.6241 - 270 49.161,286,954 3.8271 - 300 52.961,722,851 5.1301 - 330 58.066,075 0.04331 - 360 58.1868,247 2.6181 -360 60.7265, 950More than 0.7360 13,041,587 38.6 
61.4 

100.0Subtotal 33,791,548
Not detailed 1.263.452 

Total 35,055,000 

A similar analysis at 1992 year end was not available. 
The very slow turnover of accounts receivable and payable became a widespread phenomenon in the
newly emerging democracies as the COMECON markets collapsed, prices were freed, and the costof credit soared. Under the previous systems, the credit period was generally fifteen days and baddebts could not be recorded until legal proceedings against debtors had failed. As market conditionstightened and meeting payrolls became a first priority, firms in business communities facing commonsocial problems became reluctant to refuse to recognize uncollectibility until reasonable expectationswere extinguished. In evaluating the net realizable value of receivable in these circumstances,strength of social networks has to be considered. 

the 

The "vicious circle" of overdue debt is now creating concerncountries, such in Western Europe where, in someas the United Kingdom, average repayments periods are running almost three timesthe credit period (Financiallimes, February 23, 1993).
concerning average repayment periods 
Although no exact statistics have been found


probably not be 
in the newly emerging democracies,
an unusual delay. eight months wouldThat, coincidentally,receivables. is about the halfway mark for Storco'sExamining the pattern of repayments isone commonly encountered method of evaluatingnet realizable value, which would be useful in connection with this client. 

2. The company uses the average-cost method of pricing its workinventories. A technical opinion would be needed 
in process and finished goods

excessive in view of actual 
to determine whether quantities on hand areor anticipated demand and net realizable values are at least equal to butnot less than historical costs. 
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3. 	 According to the chief economist, full details of the fixed assets were provided to t 
valuer. A listing of the land and buildings was supplied, however, showing planned 
amounts as of December 31, 1992, in connection with feature transformation of 
commercial enterprise. Details follow: 

Land BuildinMs 

-Cost 147 ~ 16,28i 
Accumulated depreciation 01;.-Q 4,463 
Book values 147 11.819 
New values 	 25,279 119,774 1' 

4. 	 The deferred charges represent capitalized foreign currency translation losses on forei 
denominated loans obtained to acquire capital equipment, incurred when the Bulgar
significantly devalued in 1991. Because of the significant losses involved, the Bulgarian 
permitted an exception to the general rule of requiring them to flow through the incom 
Instead, they will be capitalized to the extent that they do not exceed asset revaluation 
will 	therefore flow through the income statement as depreciation expenses. Any exces 
revaluation amounts will be amortized over the life of the asset or the life of the loan. 

This accounting treatment is consistent with International Accounting Standar 

Paragraph 31. 

5. 	 Details of the short-term notes payable at September 30, 1992, are: 

Creditor 

Commercial Bank 
Pleven 
(49 percent interest) 

State working capital loan, 
interest free 

Amounts
 
(in thousands) 


19,074 

27,000 
25.000 
71,074 

30. 

Due 	Dates 

Overdue 
September 30, 1992 
December 31, 1992 

August 31, 1993 

Total 	 101,074 

Updated details of the December 31, 1992, balance of 77.089 million leva were n( 
except for the information that it included an overdue amount of 75.089 million le 
million leva state loan appears to be included in the amount of 32.745 million leva 
state budget. 

6. The chief economist gave his best estimate of an aged accounts payable trial balance as of 
• -30, 1992, as: 

Amounts Percentage Cumulative 
Days Outstanding (in millions) of Total Percentage 

1- 30 2.0 14 14 
31- 60 2.0 14 28 
61- 90 1.5 10 38 
91- 120 1.0 7 45 
121 - 150 2.0 14 59 
151 -210 6,0Q 	 41 100 

14.5 
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This shows a faster turnover than the accounts receivable but illustrates a general picture of delayedrepayments. Updated details of year end 1992 balance of 22.889 million leva were not availableother than the information that they were all past due. 

7. The other current liabilities as of September 30, 1992, consisted of: 
Amounts owed to four related factories 5.435 millionInterest payable to banks .917Total 

7.352 million 

Updated details as of year end 1992 were not available. 
8. The following information was provided about the long-term loans payable as of September 30, 1992: 

Amounts 
Interest
 

Creditor 
 (in thousands) Rates Terms Dates 
Commercial Bank, 3.059 43 Not given Not givenPleven
Commercial Bank, 50.557 49 5 years 1992
PlevenEconomic Bank, 158
Sofia 	 49 20 years March 1989

49480 20 years April 1991 
638 
710 ? Not given Overdue Interest 

43 ' Not given Overdue InterestAgricultural 38,721 49 5 years June 1990Coop Bank, 5 ') Not given Capitalized interestPolvdiv 43.879
 

Total 98,886 

Updated details of the 1992 year end balance of 110.182 million leva were not available beyondthe fact that it included overdue loans of 40.324 million leva. 
9. The capital account increased from 28.865 million leva at December 31,at December 31, 1992. 1991, to 48.549 millionThe chief economist explained that this arose principally in connection witha barter agreement whereby

provided by 	
Storco exchanged some of its production in return for fixeda foreign supplier. Due to an 	 assetsincrease in exchange rates, the production was worthmore when provided to the supplier and this increment was taken into capital to match the increasedvalue of the fixed assets acquired. 

This accounting treatment is consistent with the capitalization 	of extraordinary foreign currencytranslation losses discussed in Note 4. 
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10. The chief economist provided the following analysis of the reserves: 

Balance at December 31, 1991 13.507 millior 
Less absorption of loss for 1991 5.756 

7.751 

Less write-off, or write-down, in value of various 

Balance at December 31, 1992 4.010 millior 

The company's losses for the year ended December 31, 1992, exceeded its to 
resulting in a capital deficit at year end of 6.432 million leva. 

~;.,
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OVERVIEW OF THE SIZE AND COMPOSITIONOF THE BULGARIAN FRUIT AND VEGETABLES PROCESSING MARKET 

The tables that follow illustrate the magnitude of the decline of production between 1989 (the lastyear before the changeover to a more democratic system) and 1992. Briefly, combined fruit productsproduction shrank to 13.6 percent in 1992 compared with production in 1989, and vegetables productsproduction shrank to 22.5 percent over the same period. 

PRODUCTION VOLUME - METRIC TONS (000) 

1988 1989 1990 1991 1992 
___9_________Fruit 

Canned Fruit 255 290 211 63 33 
Compote 71 93 66 14 16 
Confiture 

and Jellies 

32 29 12 8 5 

Marmalade 5 7 6 4 3 
Total 363 419 295 89 57 

Vegetables 
Sterilized 

(in cans and 

241 206 158 110 41 

jars) 

Tomato 

Paste 

37 60 50 21 19 

Total 
 278 
 266 
 208 
 131 

Grand Total 641 685 503 220 117 

Source: Bulgaria Ministry of Industry (figures are rounded) 

The causes for the decline are many and interlinked. Some of the major causes include: 
* Exports to the former Soviet Union went from roughly 70 percent of total exports to 5 

percent or less. 

* Domestic consumption was negatively affected in several ways: 

- High unemployment
 

- High inflation (100 percent in 1991 and 40 percent in 1992)
 

60 
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0 Since men were allowed to retire at 60 and women at 55, Bulgaria is now s 
2.2 million retirees in a population of 8 million. The pensions of the retirees 
450 to 1,600 leva per month, which severely limits consumption. 

.	 In this state of crisis, 'manyBuIgarians went back to the practice-of processi 
vegetables and preserves in cans or jars. 

Because of the price distortions caused by inflation and the general lack of gove
this area, we were unable to obtain and present a comprehensive overview for the indus 
individual products will be included in the report on competitive and comparative advantag 

MARKET TRENDS AND SHORT-RUN OUTLOOK 

To compensate for the low level of domestic demand and the virtual disappearance 
export market, producers and export organizations have managed to redirect sales to new ex 
as shown beow. This trend is undoubtedly a move in the right direction and will be s 
through the introduction of professional sales and marketing techniques at the producer 
levels. 

ESTIMATED SALES BY MAJOR MARKETS 

1988 1992 

Domestic 20% 

Exports to the Soviet Union 75% 

Exports to Western Europe and the Middle East 5% 

Unsold Production 

In the past, the producers were not expected to engage in sales and marketing, and n 
did, including Storco and Selvikonserv. However, this is beginning to change slowly. Abou 
ago Philicon-Plovdiv, the largest tomato products processor in the country, hired a staff of 
responsibility to visit and develop specific markets in Western Europe and the Middle East 
unconfirmed reports that two of the smaller producers are also creating a marketing staff. 

The main positive factors and development include: 

The ability to replace the huge loss of USSR business with new markets in 
Middle East, and, to a lesser extent, the United States; 

* 	 A broader choice of export agents and organizations (including private and 
organizations), which now compete with the remaining, vastly smaller gove 
agency, Bulgarplodexport; 

The gradual introduction of marketing at the producer level; and 

• ...	 i k 
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Flexibility versus the demands of the export markets (for example, private label businessand export of semifinished product).
 
noted: 
 Among the negatives, which will be discussed in a subsequent chapter, the following should be 

0 Product quality covers a broad range, depending primarily on the processing equipment
used; and 

0 Export packaging is deficient in quality and appearance. 

Short-Run Outlook 
It is probably appropriate in the case of Bulgaria to think in terms of 2-3 years before we seesignificant progress, given the slow pace of reorganizing the former system and the slow progress of

privatization. Since, despite all the difficulties, both producers and exporters now have the freedom toact, the companies with strong leadershiptypically happens in a free 
and good quality products will probably forge ahead,or relatively free economy. asclose down. Some of the weaker producers will merge orThe implication for the A.I.D. privatization program is that it is vitally important to beallowed to focus on the potential "winners," since the object is to create success stories for the rest toemulate. 

SEGMENTATION ANALYSIS - BRANDS, PACKAGING, AND FLAVORS 

Branding the Products 

The importance of creating and promoting a strong brand and product image isgenerally not fully
appreciated in Bulgaria. 
 In the past, because everything was owned by the government, several producers
sold products under the same brand, including export private label business.by a small insignia somewhere on the label. The producer was identifiedIdeally, new brands should allow foreigners to readily read
and pronounce the brand name, which leads to remembering the brand name and recognizing the product
on the shelf.
 

Labels 

Generally, Bulgarian labels are inferior in graphics,adhesive used to affix the label to the primary package. 
paper stock, quality of printing, and theWith the new emphasis on Western Europeanmarkets that value quality and Near Eastern markets that require Arabic text, there is a great need forbetter quality and adaptability. 
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Packaging 

Glass jars are produced in Bulgaria, which helps reduce cost. Twist-off lids are als 
locally, but some are imported (ketchup, in particular) to meet customer specifications. in 
bottles and jars with twist-off caps are acceptable by Western standards. 

The situation is not as satisfactory for cans because the quality of the Bulgarian-ma
is frequently inconsistent in metal thickness. This interferes with the proper application o 
protective lacquer, which may come off at those locations inside the can where it is thirf 
affecting both appearance and taste. 

Problems also occur with the sealants used to apply the tops and bottoms of cans on I 
machine. If deficient, discoloration or rust will appear along the rim in humid climates. 
reports of loss of business in Singapore and Japan. 

Flavors 

There are significant taste and flavor differences in fruits and vegetables, depending oi
where they are grown in Bulgaria. This is quite noticeable with fresh produce and some 
processed products. 

Significant differences in exported fruit and vegetable flavor exist for the importing
Ketchup is a good example. The answer is simple and practical: the importer furnishes 
formula, which the Bulgarian producer duplicates. This requires skill and the right 
Performance differs significantly among producers. 

DESCRIPTION OF THE CURRENT AND 
DEVELOPING CHANNELS OF DISTRIBUTION 

Exports (65-70 percent of total volume) 

Prior to 1990, the state export organization, Bulgarplodexport, handled an estimated 
of the volume. Two smaller government organizations handled the balance. In 1992, the re 
of players and respective market shares included: 

0 Government Controlled: 

- Bulgarplodexport - 160-180 employees; 30 percent of volume 

- Bulgarconserv - 40 employees; 20 percent of volume 

0 Cooperatives (substantially controlled by the government, but likely to go priv 
point): Central Cooperative Union - 40-50 employees; 20 percent of volum 



5
 

0 Private Enterprises: 50-60 small companies - 1-5 individuals; 25 percent of volume.Sales reportedly range from $100,000 to $3 million. 
0 Domestic Sales: 12-15 percent of volume - down from 25 percent in 1989. 

The estimated breakdown is: 
* Institutions (cafeterias, hotels, hospitals, and the army) 15 percent 
* Retail stores 

70 percent 
* Auction exchange, leased and run by private entrepreneurs 

(purchasers are restaurants, hotels, and retail stores) 15 percent 

Fresh and Processed Produce Stores in Bulgaria 
Prior to 1990, there were an estimated 450 retail stores for produce in Bulgaria. Because peoplein smaller towns still tend to favor processing fruit and vegetables for their own use, 335 were locatedin Sofia. The government-controlled Bulgarplod owned 335 of these stores.privatized and another 80 After 1990, 200 werewere reclaimed by their farmer owners. Bulgarplod currently manages 55stores.
 

COMPETITOR ANALYSIS 

In 1990, there 
1993. 

were reportedly 97 fruit and vegetable processors.Roughly 45 percent The number grew to 104 inare still government owned, 55 percent are cooperatives, and,months ago, there was one private producer in the Varna area. as of a fewThe following chart ranks the 15 largestproducers on the basis of production volume, with an indication of their best products. 
Quality of the product is a function of the processing equipment, know-how, and the quality and

regional characteristics of the fruit and vegetables. It was beyond the scope of this exploratory study todevelop a comprehensive equipment and quality profile for the main producers, but it would be feasibleto do so if there is interest. 
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Company Reportedly High Quality in: 
Philicon - Plovdiv Peeled tomatoes and ketchup 

Storco - Pleven Tomato concentrate, ketchup, peeled tomatoes, a 

Plodex - Ruse 

Tropic - Shumen 

Melfa - Lovetch Unpeeled tomatoes, jam, and marmalade 
Vida-Plod - Vidin Peeled tomatoes 

Republica - Pazardjik Tomato concentrate peeled tomatoes, jam, and 
marmalade 

Bulcono - Asenovgrad 

Petko Danev - Stara Zagora 

Yagoda - Yambol Ketchup, peeled tomatoes, and tomato concentrati 

Frueto - Sliven 

Ketchup Frookt - Altos Tomato concentrate, and ketchup 

Petko Enev -- Stara Zagora 

Servi-Conserv - Sevliev Jam and marmalade 

Nectar 59 - Silistra 

PRICING AND PROMOTION PRACTICES IN BULGARIA 

We observed price differentials of roughly 5-15 percent in the domestic market; how 
was no indication that pricing isused as part of a marketing strategy as it ispracticed in the V 
the volume sold per retail is low, promotions would not be affordable for the present. Also, b 
promotions were seldom necessary because there were shortages of most foods for many ye 

In the export field, Bulgarian products generally enjoy a 25-30 percent price advantag(
freight charges are added to the cost. However, most European Economic Community (EC
have a quota system, meaning that if the quota has not yet been filled by other ECc 
nonmember (such as Bulgaria) is required to pay a 28-30 percent duty. Once the quota has
the duty provision no longer applies. Bulgarian exporters have to be well informed and time 
accordingly. The indications are that they do a good job in this area. Sales outside the EC 
Switzerland, Poland, Czechoslovakia, Greece, Jordan, the Middle East, and North America) 
similar restrictions. 
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BUSINESS GROWTH STRATEGY OPTIONS AND FUTURE MARKET SHARE 

The following comments and recommendations generally apply to Storco Pleven andSelvikonserv. 

Discussion 

The Bulgarian domestic market, formerly around 25 percent of production, is estimated to havedropped to 12-15 percent in 1992. We believe that improvement will be very gradual and at best it willrise to the 25 percent level. Thus, exports represent the logical alternative. Despite the loss of the hugeUSSR market (70 percent of total exports in 1989), Bulgarian producers and their export agents havemanaged to recoup most of the loss by boosting exports to Western Europe and the Middle East from 13percent to 65-70 percent. 

Implementation Plan 

We believe that Storco and Selvikonserv can restore and improve their growth and profitabilitythrough the implementation of the recommendations that follow: 

Export Marketing Management 

Option 1. Introduce export sales and marketing management and techniques by hiring highlyqualified individuals who should be compensated on a salary plus commission basis. 
Option 2. Appoint Mr. K. Lilov (of Bulgarconserv Ltd.) and Mr. R. Simov (of the companyAmerica) as exclusive export sales agents with a performance bonus provision.
 

Option 3. 
 Select a limited number of export agents on the basis of their track records in specificforeign markets. Messrs. Lilov and Simov could be part of that group, serving the markets where theyare strong. 

Promising Export Opportunities 

Go aggressively after private label business in Western Europe, Canada, and the United States. 

Brand Strategy
 

Develop brand names 
that are easy to read and pronounce in the West and in the Middle East. 

Packaging 

Upgrade packaging, which is inferior to most other exporting countries and gives the product aninferior image: 
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0 Upgrade the quality and appearance of labels. 

0 Downsize the shipping cases. The corrugated shipping cases now used are 1 
they need to be, resulting in higher packaging costs and waste of 5-6 perce­
capacity. 

* 	 Standardize the thickness of tin plates. Bulgarian-made tin plate for can pro 
reportedly of uneven thickness, which compromises the protective lacquc 
thickness when applied. 

General Comments 

We believe that an American or European food processor may invest in Storco or Se! 
to take advantage of low labor costs and good quality fruit and vegetables. 

The Bulgarian domestic market potential would be insignificant to a potential U.S. or 
investor from the food processing industry. However, a Bulgarian producer could be s( 
attractive, low-cost base for exports to the European and Middle East markets. Russian-mad 
is reportedly of more consistent quality and is reasonably priced. 

Estimated Market Share in the Next Three Years 

We believe that one of the export marketing management options presented abov wi 
be implemented before we can make a realistic future market share projection. With the right 
board, this should be feasible within six to nine months. We believe that an American or Euro 
processor may invest in Storco or Selvikonserv to take advantage of low labor costs and good q 
and vegetables. 

The Bulgarian domestic market potential would be too insignificant to a potential 
European investor from the food processing industry. However, a Bulgarian producer could 
an attractive, low-cost base for exports to the European and Middle East markets. 
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PROCESSED FRUITS AND VEGETABLES
 
GERMAN MARKET LIMITED STUDY
 

Per our mandate under the Bulgaria Food Privatization Project, the DAI team has analyzed thepotential for Bulgarian processed fruit and vegetable products to penetrate the German market.eight interviews with German importers in Hamburg, the DAI team has concluded that: 
After 

0 Perceptions of inferior product quality associated with Bulgarian processed fruit andvegetable products are overstated and, although important, are not prohibitive to marketentry into Germany; and 
0 Bulgarian individual enterprises must meet minimum product quality standards and reliablyfulfill predetermined supply contracts. 

German Import Market 

Every year Germany imports about 2approximately US$ 3.6 billion. 
million tons of processed fruit and vegetables worthThis market grew by 16 percent from 1990 to 1991 and is expected togrow at 10 percent per year while the former East Germany catches up and cheaper Eastern Europeanproducts improve their quality. 

Germany, like other European countries, hassystem. a highly and increasingly concentrated distributionThe distribution of imports is equally concentrated. Currently, there arein Germany. 3-5 major importersThese importers work directly with producers when warranted by the scale of the contract.For specific products, they rely on agents that can afford to specialize in specific products or specificcountries. Importers will frequently sell their products under a private label. 
Germany represents an important potential market for transition economies in Eastern Europebecause of its emphasis on price rather than the novelty of products. A recent example supporting thisargument is the successful penetration of Turkish canned mandarins into the historically Spanish cannedmandarin stronghold on the German market. German importers understand Eastern European countriesbecause they have maintained significant ties to Hungary, Yugoslavia, and Poland for the past 10 years.However, 


countries 
current import duties of up to 22 percent of the value of finished products originating from
that are not members of the European Economic Community demandcompetitiveness for German imports and create an incentive to import unfinished goods. 

a significant price 

The bulk of German imports, more than 70 percent, serve the growing private label segment ofthe market; which has been estimated at 5percent of total consumption of processed fruit and vegetables.This segment is growing in significance because of the assimilation of the even more price-conscious EastGerman consumers. 

German Imports from Eastern Europe 
German imports from Eastern Europe have been dominated by Hungary and,Yugoslavia. More than five years ago, to a lesser extent,

adopting federal regulations 
Hungary benefited from a first-mover advantage it secured bythat enforced German product quality standards for all its exports. 
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Yugoslavia and, more recently, Poland have also overcome poor quality perceptions often assc 
Easter European food products. 

The market share of processed fruit and vegetable products originating in Eastern Eu 
* byproduct category.-- This -market share-is-weak-in- tomato-products and'peas,-3 .5 percent anc 

. ,respectively. It is strong in plum jam and frozen raspberries, 79 percent and 76 percent, r 
Several interviews with German importers and agents suggest that these market shares are det 
the price competitiveness of the individual products. Once a certain quality standard is met 
of the product appears to have no influence. This characteristic is enhanced by German law, 
not require the origin of the product to appear on the product label. 

German Imports from Bulgaria 

Despite perceptions of poor quality, Bulgarian processed food products are penetrating 
market. Although inconsistent quality continues to hamper Bulgarian export potential,
obstacle has been unreliable Bulgarian suppliers. Interviews with German distributors consiste 
out the failure of Bulgarian producers to meet supply contracts in full and on time. Becau 
distributors are not buying for speculative purposes, failure of Bulgarian suppliers to deliver w 
repeat business. 

The downfall of the Bulgarian state export agency and the absence of an alternative , 
system have resulted in a state of confusion and poor information regarding the quality and 
of Bulgarian products. Bulgarian companies have compounded the situation by making commi 
more than one German import agent. Interviews with German importers reveal that it is co 
Bulgarian supplier to commit delivery of a certain amount of product to more than one b 
example, a Bulgarian producer with one truckload of product will approach five importers. T1 
results in the inaccurate perception that five times the actual product quantity offered is avail 
misperception, in turn, often results in underpricing on the part of the importer and the inabilit 
stated quantities on the part of the supplier. 

In spite of inconsistent quality and concerns about reliability, several German impc 
willing to pursue sourcing of Bulgarian food products. The challenge for individual Bulgarian
therefore, will be to build a track record of reliably delivering food products that consist 
minimum German quality standards. 

- . "(
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COMPARATIVE AND COMPETITIVE ADVANTAGE ANALYSISOF PROCESSED FRUIT AND VEGETABLE PRODUCTS 
IN BULGARIA 

The analysis of comparative and competitive advantage of processed fruit and vegetable productsin Bulgaria was conducted as part of a privatization project, financed by USAID, of two state-ownedenterprises. The analysis was conducted during a one-week visit to Bulgaria, followed by data collectionand analysis of information provided by the U.S. Department of Agriculture's Foreign AgricultureService in Bonn, Germany. 

Comparative analysis of Bulgarian producers isconstrained by insufficient information on industryand individual firm cost structure. More important, much of the available information is irrelevantbecause the industry is in transition. Today's best producer may not necessarily produce the best producttomorrow. 

Current conditions indicate that there is very limited competition in an industry that does not fullyunderstand its competitors, consumers, and markets. Bulgarian producers -re just emerging from the oldSoviet economic system that dictated production requirements and prices to satisfy the planned economy.State firms have not yet adjusted to the market economy and competitive forces emerging in Bulgaria thatwill eventually determine the firms that will develop or exploit comparative advantages. 
Although 

Western standards, 
the processed fruit and vegetable industry in Bulgaria is not very sophisticated byit produces a number of products that compete effectively in the highly competitiveGerman market. Bulgarian exporters will compete more effectively in products that have a limited sugarcontent because of the high duties applied against imported canned goods with high sugar content.Bulgaria already demonstrates price competitiveness against both European Economic Community (EC)and non-EC producers in the Bonn market in four of the seven products analyzed, including strawberryjam, other fruit jams, tomato ketchup, and frozen peas. 

Bulgarian producers can further enhance the competitiveness of their products by improvingpackaging of products to reduce transportation costs and improve shelf appearance. 

METHODOLOGY 

The comparative analysis of Bulgarian fruit and vegetable processors is based on one
interviews in Bulgaria with private week of
and state brokers, officialsinformation collected of the Ministry of Industry, andfrom several processing firms, including the two state enterprises that will beprivatized, Storco Pleven and Selvikonserv. 

The information available for comparative advantage analysis is very limited. There are nocurrent data on industry cost structure available to compare the cost of production of Storco Pleven andSelvikonserv with their local competitors. State firms have become very secretive about their costs ofproduction in the past year as competition has increased through demonopolization, lifting of productioncontrols, and liberalization of prices and trade. Previously, brokers had access to all cost informationfor state-owned processing enterprises. 
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Without industry cost structure or sufficient comparative costs of production across sevi 
the analysis of comparative advantage relies more heavily on qualitative information gathere
interviews of brokers and experts on the processed fruit and vegetable subsector, and ex-factc 
Ex-factory prices do not accurately reflect cost structure and competitiveness because of variab 
strategies applied by firms. 

Competitive analysis was conducted by comparing C.I.F. prices at Bonn, Germany,
specific products produced by.Bulgaria against EC and non-EC producers. TheC.I.F. inforn 
derived from information provided by brokers in Bulgaria and the cost of production was pr 
two state enterprises. In addition, the USDA's Foreign Agriculture Service in Bonn provid
non-EC prices for the seven products. The analysis compares Bulgaria's C.I.F. prices against
prices of non-EC producers in Bonn and compares Bulgaria's C.I.F. prices plus substantial duti 
by the EC against EC producers' prices. The analysis is constrained by limited information on 
and prices of Bulgarian and other exporters. Ideally, the analysis would have compared Bulgari 
at more than one international market, but information requested from Warsaw, Jeddah, and Pi 
not available. 

COMPARATIVE ADVANTAGE ANALYSIS 

Comparative advantage within the Bulgarian processed fruit and vegetable industi 
explained by one broker when asked who he would buy from for the export market. He respc
if the export goes to countries in the Commonwealth of Independent States, he decides solel)
and supply because local products are about the same for a low standard market. If the forei4 
is non-EC, such as the Near East, then the broker will check the product quality before purcha 
a local producer. If the foreign buyer is from Germany or another EC member country, then t 
will inspect not only the final product, but also the processing and assembly of the product oi 
because European buyers are so stringent and local producers can not be trusted to perform 
standards. 

The salient conclusion is that brokers respond more to buyer requirements than to the coi 
strengths of the local industry because the old industry standards do not apply to today'i
Currently, there are no clear comparative advantages because the industry is in transition from 
economy to a market economy. Industry experts, including brokers and officials of the Canning
Institute and the Institute for Foreign Trade, say that the industry is undergoing major 
adjustments, making it difficult to determine market size, market share by producer, the ni 
brokers and distributors, and the relative quality of products. 

Limited Competition 

Processing firms in the fruit and vegetable subsector do not compete with one another 
domestic or export markets. The domestic market for processed fruits and vegetables is very lir 
has not required competitive pricing, product differentiation, or marketing. The old Soviet sy 
was recently dismantled through demonopolization and liberalization of prices and trade did no 
producers for competition or create an economy that demanded quality standards. 
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Producers are almost completely insulated from foreign buyers and their requirements. With fewexceptions, producers work through brokers to sell their prodticts overseas. Without direct contact withmarket 	forces, consumers and foreign buyers, Bulgarian processors do not understand competition andits requirements for product quality, pricing, and consumer preferences. Producers are adjusting to thestructural changes in their industry and striving to survive an extreme credit shortage and a troublesomedomestic economy. Several producers are just beginning to realize that market forces will soon determinewhether or not firms will survive. 

The Bulgarian fruit and vegetable processing industry has the following characteristics: 
* With the exception of the state monopoly in cardboard boxes, and oligopolies in theproduction of tin cans, screw-on lids, and glass jars, firmsmost produce what isperceived to be relatively generic products of equal or marginal quality. 
" The industry is immature by Western standards, with dislocations in distribution systems;poor marketing, production, and financial management capabilities; and no product

differentiation. 

" 	 The overall quality of production is below Western standards. There 	 is limitedproduction for Western export markets. Traditionally, most exports satisfied the muchless demanding Soviet economies. 

* 	 Market information is very limited since the breakup in mid-1990 of state monopolies thatcontrolled production and distribution of the domestic and export markets. 
* 	 Producers have not developed the management and marketing skills or productionefficiencies to distinguish their products from competitors or to effectively target export

markets. 

Quality Differentiation 

Under the planned economic system in Bulgaria, brokers and distributors relied on state producersto supply specific products for the domestic market and for export. Brokers knew the relative costs ofproduction of state enterprises because records were open, and brokers could determine prices based on
the quantity and quality requested by foreign buyers.

technology, production 	

Brokers had insider information about theprocess, and cost structure for each state producer. Each region or stateenterprise was widely recognized for its comparative strength in particular products. Most important,brokers usually had a personal relationship with plant managers and relied on their expertise to obtainthe quantities requested by foreign buyers at competitive prices. State firms relied almost entirely onbrokers 	for exports. 

Today, 	brokers say that they can no longer rely on the old system.replaced, some being appointed 	 Factory managers have beenfor political reasons, and the quality of production has diminishedsignificantly in some plants. Brokers do not assume that factories produce the quality required by theirclients. Recent demonopolization of the domestic distribution system controlled by Bulgarplod, and theexport system through Bulgarplodexport, has resulted in at least 30 small private export brokers anddistributors. These 	private brokers and distributors who formerly worked for state monopolies nowexploit the relationships they developed with foreign buyers to buy and sell Bulgarian preserves to export
markets. 
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Price Comparisons 

Table 	 1 shows producers' ex-factory prices gathered by brokers in Sophia for fiv 
ketchup, strawberry preserves, unpeeled tomatoes, frozen peas, and peeled tomatoes. The 
indicates threebrokers-qualitative assessments of product quality, ranking the'top three produ 
best quality) based on experience with the industry. However, brokers say that they can 
assume 	that producers will make the same quality product today. 

Brokers say that ex-factory prices will vary at the time a deal is made for a number. 

0 	 Like all commodities, prices for preserves typically vary up to 15 percent of 
price depending on the quantity required, available stocks, and cash payments 
prospective buyers. 

0 	 Factory managers often receive bribes resulting in lower prices. 

0 	 The markups or profit margins vary dramatically among producers, making 
to determine actual cost competitiveness. 

COMPETITIVE ADVANTAGE ANALYSIS 

The analysis of competitive advantage is principally based on comparisons of 
producers' C.I.F. prices in the same market.1 The following analysis compares seven specific 
processed fruit and vegetable products against EC and non-EC products based on C.I.F. price 
Germany. In addition, the analysis considers specific duties - including sugar content duties 
to imported products and how these duties affect competitiveness. Packaging and transportati( 
important factors in freight cost and price competitiveness. 

Of the seven products analyzed, strawberry jam, other fruit jams, tomato ketchup, 
peas are price competitive against both EC and non-EC producers in the Bonn market. As 
content increases in Bulgarian and other non-EC products, their price competitiveness is sil 
reduced. For example, Bulgarian peaches with 30 percent sugar content are very competitive ag
EC producers at almost 30 percent less than the price of the next cheapest product made i 
Application of EC sugar content duties, however, make Bulgarian products more expensiv 
costliest EC canned peaches made in France. 

There are several conclusions that can be drawn from this analysis. First, Bulgarian e 
can and do produce export quality products that are price competitive in the EC market agains 
and non-EC producers. Second, Bulgarian firms can target products that have lower sugar 
avoid higher duties that make non-EC products more expensive. Finally, Bulgarian firms ca 
competitive intermediate products, such as tomato paste and fruit filling for pastries, that have 
content and high demand in the lucrative EC market. 

'C.I.F. 	prices include the ex-factory price plus insurance and freight costs to move the pr 
the market. 
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TABLE 1 

COMPARATIVE ANALYSIS:
EX-FACTORY PRICES OF PROCESSED FRUIT AND VEGETABLE PRODUCTS 

(US$ PER NET TON) 

Ketchup Strawberry Unpeeled IQF Peas Peeled
340g jars Preserve Tomatoes 10-17 Kg Tomatoes

Plastic Caps 370g jars 680g jars Boxes 820g Cans 

Producer QLTY Price OLTY Price OLTY Price OLTY Price QLTY Price 

Plovdiv IIl 676 II 475 
Yambol I 710 405 I 440 
Agusta I 425 III 480
 
Gabrova 
 QLTY
 
Lovech 
 Ill 860 III 410 

Sevlievo I 860
 

Slurmen 
 II 910 400 440 
Pazardjik 

I 450 
Paruymai 660 I 970 II 460 
Ruse III 11 475 III 

Aitoc II 740 

Pleven III 560 1017 II 603 I 500 450 

Source: Information provided by BalkanKonserv and BulgarKonserv, two brokers that export procensed
food commodities in E';Igaria 
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Price Competitiveness 

Price and quality are generally the most important indicators of competitiveness in i 
markets. However, commodities such as fruit and vegetable preserves have highly segmen 
and fluctuating prices that vary according to demand. 

The key to competitive advantage for Bulgarian processed fruit and vegetable product, 
them to international markets at competitive prices that meet quality standards. The followi 
of competitive advantage examines the key competitive market indicator - C.I.F. prices - a 
products in Bonn, Germany. The analysis focuses on seven specific products and their C.I.F 
competitive prices. C.I.iP. prices allow comparison of Bulgarian products against non-EC 
Competitive prices is a term used here to include import duties applied against C.I.F. pric 
price comparisons against EC products. 

The seven products selected for analysis include ketchup in 340-gram bottles, peach 
in 820-gram cans, strawberry jam in 454-gram jars, apricot jelly in 454-gram jars, peeled ar, 
whole/parts of tomatoes in 820-gram cans, and frozen peas in bulk or individually quick fro 

The German/EC Market 

The German market is one of the most promising and the most competitive in b 
standards and prices. EC levies and sugar content duties applied against the value of import( 
from Bulgaria and other non-EC countries reduce their price competitiveness by as much as: 

The EC applies a schedule of duties that increases as the product comes closer to 
Sugar content is the standard for taxing products that have higher value added content in the 
chain. Imported intermediate goods, such as tomato paste that does not contain sugar, are taxi 
rates because these goods do not threaten local EC producers. Many products with low sul 
are often important intermediate products in value-added production within the EC economic 

Table 2 presents the EC's harmonized system codes, duties, and sugar content duties fc 
specific products. Table 3 shows the C.I.F. and competitive market prices for these produc 
Germany. Table 4 indicates the total metric tons and C.I.F. prices per ton by country origi 
by USDA's Foreign Agricultural Service Office in Bonn, Germany. This table compares 
competitive prices, including all duties, against EC member countries, and Bulgarian C.I.F. pri 
non-EC countries. Data do not take into account quality of the products. Therefore, it is 
determine how prices may vary by overall product quality. 

Against EC member countries, Bulgarian strawberry and other jams and marmalad 
ketchup, and frozen peas are very competitive. Duties on peaches in syrup and whole/pa 
products are less competitive. Several brokers said that Bulgarian jams traditionally are very c 
and have been the key product to open up new markets in the EC. 

Bulgarian jams and marmalades, tomato ketchup, peaches, and frozen peas are very c 
against non-EC producers. Bulgarian peeled tomato goods were imported in the largest quan
non-EC countries after Israel. While Israel's prices for tomato products are 27 percent 
Bulgaria's, substantially higher volumes for Israeli imports may result from consumer pref 
kosher products. 

BEST AVAILABLE COPY 
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TABLE 2 

EEC Duties and Harmonized System Codes for
 
Competitive Analysis
 

Sugar Sugar Content Duty 
Content 

Duty US$ 
EC Duty PerHS # Product Description (Percent) ECU Per US$ DutyNet Ton Content % 100 Kg Per Net 

Ton 

200R7071 Peaches in Syrup in 22 290.94 5- 30% 11.19 145.47 
820 g cans,21032000 Ketchup in 340 gram 16 145.47 30- 50% 20.98 272.74 
bottles (twist caps)
20079933 Strawberry Jan in 454 
 30 272.74 50 ­ 70% 30.30 393.9 
g jars

20079939 Apricot Jelly in 454 30 272.74 70 - 100% 43.36 563.68 
g jars

20021010 Whole Peeled Tomatoes 18 0 
in 820 gram cans
 

20021090 Whole Unpeeled 
 18 C 
Tomatoes in 820 gram
 
cans
 

20049050 Frozen Peas in bulk or 
 24fQF 0 

Source: Commission Regulation (EEC) No. 2505/95 of 14 July 1992 Amending Annexes I and I to Council Regulation (EEC)
No. 2658/87 on the Tariff and Statistics Nomenclature and on the Common Customs Tariff L267, Volume 35, 14 September
1992
 

Definitions: 

EC Duty = ad vporem tax on cost of product plus insurance

Sugur Content Duty Per Net Ton is calculated at ECU 1.30 = US$ 1.00

Sugar Content Duty is based on percent of sugar content in the product

ECU is Economic Currency Unit
 
'The sugar duty is doubled for peaches with more 
than 15% sugar content 



TABLE 3 

Storko Pleven Products - Competitive Analysis
 
All Prices are Per Net Metric Ton at Bonn, Germany
 

(US$1 =24 levas)
 

FCoasts Ketchup Strawberry Whole Whole' Canned Tomato 
340g bottle Jam Unpeeled Peeled Peaches Paste 

454 g Tomatoes Tomatoes 820 g 820 g IQ 

. .FullCo--- '-15,386.00: 9 17,446.00 14-23,984.00- 9789-00 .7,547.00 
Profit' 3,077.00 4,797.00 1,958.00 1,509.00 3,490.00 
Factory Price 18,463.00 28,781.00 11,746.00 9,056.00 20,936.00 16 

Ex-Factory Price 769.29 1,199.21 489.42 475.00 377.33 872.33 
(US$) 360.00 294.00 303.00 303.00 303.00 303.00 

Freight to Bonn 11.29 14.93 7.92 7.78 6.80 11.75 
Insurance 

CIF Price 1,140.58 1,508.14 800.34 785.78 687.14 1,187.09 

EEC 125.33 363.96 90.62 88.02 86.09 159.54 
Sugar Content 145.47 272.74 0.00 0.00 290.94 0.00 

Duty _ i I_ I_ 

Competitive 1,411.38 2,144.84 890.96 873.80 1,064.17 1,346.63 1 
Market Price 809 8 1 1363J 


Ex-factory Price for Whole Peeled Tomatoes is from Plovdiv. 

'Assume a 20 percent profit margin for Storco Pleven. 

SelviKonserv Products - Competitive Analysis 

Costs Fruit in Syrup Fruit Jam Fruit Marmalade 

Full Cost 14,175.00 19,700.00 16,680.00 
Profit 335.00 400.00 390.00 
Factory Price (lavas) 15,050.00 20,100.00 17,070.00 

Ex-Factory Price (US$) 627.08 837.50 711.25 
Freight to Bonn 303.00 294.00 294.00 
Insurance 9.30 11.32 10.05 

CIF Price at Bonn 939.38 1,142.82.. 1,015.30 

EEC Duty 101.82 254.64 216.39 
Sugar Content Duty 290.94 272.74 272.74 

Competitive Market Price 1 1,332.15 I 1,670.20 [ 1,504.43 

Sources: Cost Information was provided by Storco Pleven and SelviKonserv. USDA's Foreign Agricultural Service 0ffice 
Bonn and Washington provided information on duties. Bulgarian freight companies provided freight and insurance Infor,, 
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TABLE 4
Competitrve Analysis of C.I.F. Prices in Bonn, Germany 

Product at US$ Per Net Metric Ton 

Product Oriin 
E _.. 

EC C o u nt.es ­ - -. 
France 
Italy 
Netherlands 
Belglur/Lux 
Switzeriand 
Austria 
Finland 
Denmark 
Great Britain 

Non-EECCountrie 

Greece 

South Africa 
USA 
Israel 

Strawberry Other 
Jam Jam/Purou

HS#20079933 HS #20079939 
MT $/MT MT $/MT 

.. 

33.00 2,869.46 161.00 2,445.43
118.00 2,205.62 492.00 2,282.15 
106.00 1,822.66 219.00 1,890.81 
189.00 2,117.75 323.00 2,174.47 

0.00 5,050.00 4.00 4,280.49 
2.00 6,036.84 11.00 4,479.09 

0.00 4,500.007.00 2,279.73 28.00 2,314.80 
8.00 6,749.37 35.00 4,1 8.91 

2......1,670.20~Bulg~Cornp~ P 

0.00 6,700.00 1.00 11,250.00 

Peaches 
Syrup 

HS#20087071 
M_ MT $/MT 

319.00 1,027.57 
445.00 947.89 

43.00 714.59 
. .317.00_ 

__1,064.17 

2,483.00 993.89 
358.00 1,037.87 

2.00 1,588.24 

Whole/Parts 
Tomatoes 

HS #200210900 
MT-­ /MT 

6.00 5,008.06 
1,052.00 637.23 

1.00 1,116.67 

96 

Tomato Ketchup Wfole/Pa-rts
Other Tomato Sauco Tomatoes Poolod
HS#210320000 HS#200210100 

_M..1.-/MT T $/MT
--­$ M. _T 

406.00f 1,782.87 2.00 1,982.35
846.00 1,534.34 10,461.00 537.87 

1,013.00 1,664.76 69.00 647.38 
1,056.00 1,630.85 

82.00 1,341.47 22.00 516.67 
1,250.14 [_ 

_-_ _ __----A _1 411.38 873.80 
0.00 0.00 1.00 2,250.00 

261.00 2,459.12 

rozen 
Peas 

HS#20049050 
MT___04 /MTM T - - -$-_MT 

7.00 1,252.86 

__ 
1,6.1 

Bulgaria 201.00 551.47 
CSFR 
Russia 
Turkey 
Hungary 

0.00 3,350.00 
2.00 
4.00 

961.90 
1,883.72 

13.00 
3.00 

306.82 
268.00 

2.00 

400 

418.75 

1,125.00 

33.00 

10.00 

434.66 

453.85 

1.00 3,366.67 

Thailand 
39.00 1,087.47 

China 
Spain 

Total MT - 463.00 

China12.001 

1,280.00 
_BFPr -_1 - . -11 ,._ 

1.00 

3,65100 . 

i ,442.86 

687.14 

1.05.00 

- .34[ 

17.00 
1.00 

206.00 

4,250.00 

1,038.46 
2,250.00 
2,382.00 

1--1-4- 58 

28.00 

80839080 

1.056.52 
792.53 

785.78 . 999.23 

Source: USDA's Foreign Agricultural Service Office in Bonn, Germany 
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Most of the C.I.F. prices calculated in Table 3 are based on ex-factory prices quote( 
brokers. Comparison of prices, however, is not always a precise measure of competitiven 
of hidden subsidies and the price elasticity of these commodities. This is particularly true o 
of the former Soviet Union because prices were often subsidized heavily to gain scarce hard 
order to purchase machinery parts for plant operations, or simply to bolster the treasury. Su 
explain discrepancies between prices quoted from different sources. For example, note that t 
C.I.F. price for canned whole peeled tomatoes, $434.66 per net ton, is the lowest among b 
non-EC countries. The C.I.F. price usea in our analysis, calculated in Table 3 at $785.78 b 
factory prices and cost of freight, is significantly higher. 

Packaging 

Current packaging technology in Bulgaria is antiquated by Western standards. 
monopoly produces boxes of low-grade paper that do not protect the contents adequately. I 
boxes are produced to respond to prices established by weight, rather than by size. Consequc 
usually do not accommodate their content efficiently because the manufacturer of boxes is rr 
produce and sell the heaviest box - regardless of how well it accommodates canned produci 
estimate that Bulgarian products are 5 to 6 percent more expensive in freight costs because o 
packaging. Demonopolization of the manufacture of boxes, brokers argue, would significa 
waste and freight cost. 

Packaging also does not serve important marketing purposes. Labels are poorly dt 
unattractive, and labels frequently peel off of their containers. One broker said that Bulgaria 
label-producing capability. On several occasions, Bulgarian producers sourced labels from Gr, 
who could write Arabic script required in Middle Eastern markets because local printers 
produce the script or meet the printing deadlines. Bottles often have a green tint, which 
appearance of the contents, and some liquids are packaged with bubbles that do not presen, 
shelf appearance. 

These packaging deficiencies are particularly important in the EC market where sc 
consumers will notice qualitative differenc.s. Brokers believe that improved packaging wc 
Bulgarian products to compete more effectively with Hungarian, Polish, and EC producers, 
satisfy private label buyers. 

Transportation 

Until recently, the Bulgarian truck fleet was dominated by state firms rather tl 
businesses. Transportation was frequently cumbersome and not as efficient as it should t 
Western export markets. 

Despred, the state freight-forwarding company, and Somat, the largest road transport 
controlled almost 100 percent of the transportation sector until 1990. Today, Despred maii 
about 45 percent of the market share for container freight while Somat nmaintains 50 percent of 
after demonopolization. 

Transportation prices and modes are quite competitive. A number of new private trai 
firms tounded by former employees of Despred and Somat have entered joint ventures with pa
Western Europe to create strong competition against the former state monopolies. 

PEST AVAILARLE COPY 



Transportation by sea and land by container is readily available and currently serves markets in
Western Europe, the United States,
registered trucks and sufficient 

the Middle and Far East, and Africa. Bulgaria has about 7,500railroad facilities. Somat andgeneral freight. Despred handle both refrigerated andAn estimated 40 percent of the freight is refrigerated. 
Bulgaria is strategically positioned to serveWhile transportation efficiencies important markets in Europe and the Middle East.can still be improved, freight costs are not considered a disadvantagethat limits the competitiveness of Bulgarian processed fruit and vegetable exports. 
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EXECUTIVE SUMMARY
 

One of the purposes of the Food Industry Privatization in Bulgaria Project is to provide a modelfor the newly created Bulgarian Privatization Agency and for the State ministries and municipal councilsinvolved in the privatization process, particularly those state-owned enterprises in the food processing oragribusiness sector. The author was asked, in response to the legal and institutional portion of theproject, to review, evaluate, and offer recommendations on the following issues: 
" Inconsistencies or gaps in the legal structure that could prohibit or slow down the transfer 

of ownership; 

* The institutional framework required to implement the privatization laws; and 

* Strengths of restitution claims, particularly those relating to Storco Pleven and Selviconserv,the two state-owned enterprises selected in Phase I of the project for the pilot privatization 
program. 

Many of the inconsistencies or gaps in the legal structure that pertain to privatization can berectified by amending the 1992 Transformation and Privatization of State-Owned and Municipal-OwnedEnterprises Act (referred to in this report as the Transformation and Privatization Act) and other laws,and by preparing one Council of Ministers' decree implementing the Act to: 

* Eliminate inconsistent terminology for business organizations; 

" Clarify the status of the nontransformed enterprises; 

" Clarify the status of mandatory transformation to commercial partnerships; 

" Offer guidance for the transformation of municipal enterprises; 

" Clarify the status of property to remain in state ownership; 

" Offer guidance on the preparation of prospectuses; 

* Clarify the provisions for restructuring debts of privatizing state-owned enterprises; 

" Permit broader use of money received from the sale of state-owned enterprises; and 

" Offer guidance on the documents transferring state-owned and municipal-owned enterprises
to private ownership. 

The number of decrees applicable to the Transformation and Privatization Act produceconfusing situation, as does the inconsistent terminology used in 
a 

the Act and in the 1991 Law onCommerce to designate business organizations. A Council of Ministers'particularly on the preparation of prospectuses and documents 
decree can offer guidance,

transferring enterprises to private
ownership. 
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Two 	prime, related issues that must be clarified to promote the rapid transfer of own 

" 	 Restructuring debts of privatizing state-owned enterprises; and 

* 	 Permitting a broader use of money received from the sale of state-owned enterpr 

Many of the state-owned enterprises accrued large debts during the period they were u 
ownership and management. Proceeds or revenues from the sales of a particular enterprisi 
enterprises should be used to liquidate or restructure those debts. Proceeds or revenues from 
one enterprise could also be used to liquidate or restructure the debts of another enterprise. CI 
should be made as to whether the Council of Ministers' Decree No. 234 of 24 Novembf 
applicable to only those enterprises that come under the Ownership and Use of Farm Land i 
or to all state-owned enterprises. Permission should also be given to use the proceeds or revi 
the sale of state-owned enterprises to complete construction projects started during state owne 
stopped during the privatization process because of financial difficulties. 

The institutional framework established for privatization, which involves many g( 
authorities and bodies, is complex and time consuming and can cause undue delays in the pri 
process. Many of the Ministries and the Privatization Agency need more employees devo 
privatization process. Some of the following institutional steps need clarification, while othe 
combined to simplify the process, and thereby decreasing the time needed for privatization: 

" 	 Clarify the prioritization process for privatizing enterprises; 

" 	 Require a time frame for privatizing all enterprises, regardless of whether they I 
transformed; 

* 	 Increase the 10 million leva limitation for privatization by Ministries; 

* 	 Simplify the procedures for present and certain former employees to purchase 
interest on preferential terms; and 

" 	 Combine many of the features in the two required appraisals. 

Priorities have to be established on privatizing state-owned enterprises. The Privatizatio 
prepares an annual program with minimum targets and goals, but it is not clear whether the I 
inform the Agency what enterprises to include on the list in the program, or whether the Agenc 
ihe Ministries what enterprises it will include on the list. In addition, management boards an 
enterprises can submit a proposal for a decision to privatize. Government authorities can negatt 
year time limit for privatization by delaying transforming enterprises to commercial partnersh 
10 million leva limitation requires the Privatization Agency to become involved in the privat 
too many enterprises; therefore, the 10 million leva limitation should be increased to 100 or If 
leva to decrease the number of enterprises for the Agency to privatize. 

Council of Ministers' Decree No. 105 of 15 June 1992 requires an appraisal of the prope
governing the assets of an enterprise and then an appraisal of the value of the enterprise after o 
has been made to privatize. Many of the features of these two appraisals can be combined to s 
The prime institutional issue involved with the privatization process is to simplify the proce 
present and certain former employees to purchase shares or interests on preferential terms. 
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The Transformation and Privatization Act must satisfy present and certain former employees'rights to preferential participation in acquiring up to 20 percent of the shares and interests in state-ownedand municipal-owned enterprises that have been transformed into commercial partnerships at 50 percentof value. This requirement can, however, cause delays of up to three months or longer in theprivatization process. Preparation of information on persons entitled to purchase shares or interest onpreferential terms could start immediately after a decision has been made to privatize, rather than waitingfor two weeks after a three-month lapse from the date of commencing issuing stock in the enterprise.The meeting with those eligible to purchase interests in private limited companies could be held soon afterthe decision is made to privatize the enterprise. Present and former employees can appeal the contentin the information to the District Court if they have a disagreement, which could cause lengthy delays. 

To eliminate the delays and move the privatization process along rapidly, 20 percent of the sharesor interests in the privatizing enterprises could be immediately set aside for the present and formeremployees. Unused shares or interests could be sold later if not needed for present and former
employees. 

Determining, processing, and settling restitution claims made by former owners of land nowincluded in the privatizing enterprises and other property improvements on that land are dependent uponseveral factors. The first step is to determine whether the claimant or his or her heirs actually own aparcel of land, and, if so, determine if that parcel of land is now a part of the privatizing enterprise. Ifthe answer to those questions is yes, the former owner is entitled to restitution. 

The next step is to determine the law, act,
nationalized or expropriated. was 

or decree by which the former owner's property wasIf it nationalized or expropriated under one of the laws, acts, ordecrees listed in the Restitution of Nationalized Real Property Act, the former owner may be entitled torestoration of the land and the improvements made by the State or municipality on it. The former ownermust declare his or her right to restoration within two months after the publication date of the decisionto privatize the enterprise to be eligible for that form of restitution. If the former owner fails to declarehis or her right to restoration in the two-month time period, he or she or their heirs are only entitled to
compensation. 

All other former owners are entitled to proportionate partsprivatizing enterprise based 
of the shares or interest in aon the present value of their former property in comparison to the totalpresent value of the privatizing enterprise, except if restoration claims were filed under the Restitutionof Nationalized Real Property Act. Former owners have until May 12, 1993 to file this type of restitutionclaim or within two months after the publication date of the decision to privatize, whichever is sooner.Storco Pleven and Selviconserv have to follow these steps to determine the legality of the claims filed

against their land and property. 

Restitution claims submitted to Storco Pleven and Selviconservtransformed - both state-owned enterprisesinto single-person commercial partnerships - by former owners of land that has beenincorporated into the state enterprises should be processed according to the procedures specified in theTransformation and Privatization Act. The two single-person commercial partnerships are beingprivatized under the Transformation and Privatization Act, and therefore the restitution claims provisionsof this act prevail over the other restitution claims laws. In addition, the restitution claims provisions ofthe Transformation and Privatization Act incorporate most of the laws, acts, and decrees whereby realproperty was nationalized or expropriated. 
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To summarize, the procedures and steps for processing restitution claims are as follov 

" 	 File the restitution claim application with the municipal council having jurisdictiol 
property; 

" 	 Determine if the restitution claim application was timely filed; such claims mus 
within one year after the effective date of the Transformation and Privatization Act 
two months after the publication date of the decision to privatize the enterprise, v 
is sooner; 

* 	 Determine through land records if the applicant and former owner was actually t 
of the particular parcel of land in question; 

" 	 Determine if the particular parcel of land has been incorporated into the pi 
enterprise; 

* 	 Determine the former law, act, or decree under which the particular parcel o 
question was nationalized; 

" 	 Determine if the former owner ever received compensation upon nationalizatic 
particular parcel of land in question; 

" 	 If the former owner has had his or her land expropriated under one of the laws or a 
in the Restitution of Nationalized Property Act, he or she must declare his or he] 
restoration to the authority or body empowered to privatize within two months 
publication date of the decision to privatize the enterprise; 

" 	 Determine the amount of compensation the former owner is entitled to if he or sh 
exercise his or her restoration rights in a timely fashion; 

* 	 Determine if the particular parcel of land in question that is not a built-up porti( 
privatizing enterprise was formerly farm land; 

* 	 Municipal council should appoint appraisers to determine value of the particular• 
land in question 

* 	 Communicate the appraisal to the former owners; 

* 	 Determine the proportionate part of the shares or interest in any partnership forml 
the privatizing enterprise that the former owner is entitled to receive; 

* 	 Determine if the former owner will appeal the appraisal to the District Court; 

* 	 Municipal council then transmits the restitution claim, with all accompanying mat 
information, to the Council of Ministers; and 

" 	 Council of Ministers approves the proportionate share or interest in the new ri 
enterprise and transfers the share or interest to the former owner. 
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INTRODUCTION 

Development Alternatives, Inc. (DAI) is responsible for PhasePrivatization in Bulgaria Project has 
II of the Food Industryit under contract with U.S.Development. the Agency for InternationalIts task is to concentrate on implementing the pilot privatization of two state-ownedmunicipal-owned orfood processing or agribusiness enterprises, or segments of them, that were selectedduring Phase I of the project. One of the purposes of the project, among others, is to develop a modelfor the newly created Bulgarian Privatization Agency, and for the State Ministries and municipal councilsinvolved in the privatization process of other state-owned and municipal-owned enterprises, particularlythose in the food processing or agribusiness sector. Two state-owned food processing or agribusinessenterprises, Storco Pleven and Selviconserv, were selected in Phase I of the project by DAI, for this pilotprivatization project. Because of the difference in the book value of the fixed assets of the twoenterprises, Storco Pleven, the larger of the two, is to be privatized by the Privatization Agency and thesmaller, Selviconserv, is to be privatized by the Ministry of Industry. 

The task of this report is to examine the laws, acts, and decreesprocess in Bulgaria. that bear on the privatizationMany of the laws and acts adopted by the National Assembly and decrees adoptedby the Council of Ministers have different titles depending upon the translation from Bulgarian to English.Different legal terms can also be found within the same law, act, or decree depending upon the translatedversion used. For example, three translated versions of the Transformation and Privatization of State-Owned and Municipal-Owned Enterprises Act adopted by the National Assembly on 23 April 1992 (andknown hereafter in this report as the Transformation and Privatization Act) use different English words,terms, and phrases that have different meanings, thereby causing confusion and conflicts.I 

The first sections of this report, which are intended to provide legal background, relate to theBulgarian legal system, ownership of property, and privatization laws and procedures used to privatizestate-owned and municipal-owned enterprises.
analysis assigned 

Later sections relate more to the legal and institutional
to the author in its Scope of Work for the legal portion of Phase II of the project.
Inconsistencies or gaps in the privatization laws or acts and legal structures areevaluated, and an next identified andevaluation is made of the institutional framework for implementing the privatization
laws or acts to assess the effectiveness of the institutions. 
 Finally, policies and procedures for processingrestitution claims under the privatization laws, particularly those submitted by former owners whose landis now a part of Storco Pleven apd Selviconserv enterprises, are reviewed and evaluated. 

Scope of Work 

The Scope of Work for the legal and institutional analysis portion of the Bulgarian FoodPrivatization Project to be performed while in Bulgaria from 13 February 1992 to 20 February 1992 hadthe following three objectives: 

(i) Evaluate the existing privatization-related laws in Bulgaria, including the Law onCommerce, and identify important inconsisten-cies or gaps in the legal structure that couldprohibit or seriously slow down actual transfers of ownership. Recommend appropriate stepsto ,ctify problems identified. 

State Gazette, No. 35, 18 May 1992. 
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(2) 	 Evaluate the institutional framework mandated to implement the privatization laws 
its effectiveness. Recommend appropriate steps to rectify problems identified. 

(3) 	 Review and determine the strength of the restitution claims submitted by former 
land to Storco Pleven and Selviconserv based on the existing Bulgarian legal 
system and government policy on restitution. 

In addition, specific issues to be resolved should be identified and actions recommended 
the existence of a complete, rational and effective legal and institutional system for privatizati 
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BULGARIAN LEGAL SYSTEM
 

Bulgaria's Constitution adopted by the National Assembly on 4 December 19472 created the ltgalbase for transforming the country into a one-party State with a centrally planned economythe Communist Party to be the leading force 
and declared 

or role in society. A new Constitution adopted by theNational Assembly on I May 19713 that superseded the Constitution of 1947 transformed the State fronr"aState of proletarian dictatorship" to an "all-people's State." It was approved in a National referendumon 16 May 1991. Article 5 of the Constitution of 1971 provided that "national sovereignty, unity ofpower, democratic centralism, socialist democracy, legality and socialist internationalism" were the mainprinciples of Bulgaria's political system. This 1971 Constitution consolidated the role of the BulgarianCommunist Party as the guiding force in society and further centralized State power. 

The National Assembly, officially known as the Grand National Assembly, which was the solelegislative body of the Republic4 and supreme body of State power under the 1971 Constitution 5combined the legislative and executive functions of the State. It consisted of 400 representatives electedfor five-year terms from constituencies with equal numbers of inhabitants. 6 Therefore, the NationalAssembly was a representative body of National scope and expressed the will of the Nation and embodiedits sovereignty. 7 All oiher State bodies or organs were directly or indirectly derived from it and wereunder its guidance and control. 8 The National Assembly was called into session at least three times ayear by the Council of State and when requested by one-fifth of the Assembly's members. Legislativebills were submitted by the Council of State, Council of Ministers, standing committees of the Assembly
and its members. 9 

A new 40-member body, Councilthe of StateConstitution of 1971 
or State Council, was established by theto be the permanent collective head of State or a supreme constantly functioningbody of the National Assembly. The Council of State, which was responsible to the National Assemblyunder the Constitution, consisted of a President, who was the Secretary General of the Communist Party,Vice-President, Secretary and members, all were andof whom elected dismissed by the NationalAssembly and were members of it as well.' 0 Its duties were to see that the National Assemblyrequirements of the laws adopted by the National Assembly tasks created by laws were performed and 

2 Bulgaria Constitution of 1947, State Gazette No. 184, 1947. 

3 Bulgaria Constitution of 1971, State Gazette No. 39, 18 May 1971. 

IId., Article 77. 

SId., Article 66, paragraph 2. 

6 Id., Article 67. 

7 Id., Article 66, paragraph 1. 

I Article 67, Article 68, number 18.Id., 

Id., Article 80. 

0 Id., Article 90, Article 92, paragraph 2. 
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to manage and supervise the activities of the Council of Ministers and other State organ 
Council of State had broad legislative powers and could issue decrees when the National Asse 
not in session. Such decrees, when adopted by the Assembly, held the power of law, an 

-. .--. 	 r--dued-the legislativepowerof theNatio Assemblyto rubber-stampingand caused-thatpo 
transferred to the Council of State. 

The Council of Ministers, referred to as the cabinet, government or executive branch 
supreme executive and administrative body of State power.' 2 It consisted of about 30 
composed of a Chairman, who was the Prime Minister and as such was head of governmen 
Chairman, Ministers and heads of special departments holding equal rank to Ministers. The C 
Ministers was elected by the National Assembly and was required to report its activities to the. 
or to the Council of State when the Assembly was not in session. 3 Powers to dismiss 1 
membership of the Council of Ministers or its individual members rested with the National A 
The Council was vested with general leadership powers of State government and as such was re 
for deciding domestic and foreign policy, coordinating the activities of the Ministries and oi 
organs, drafting uniform State economic plans and the budget, implementing the budget andi 
State property. 

Provisions in the Constitution of 1971 that guaranteed the "leading role in society of the]I 
Communist Party" were removed by the National Assembly on 16 January 1990. After being
several times in 1990, the Constitution of 1971 was finally replaced in July 1991.14 The o1 
unitary and indivisible power was abandoned and a balance of power among the one-chamber 
Assembly (Parliament), Council of Ministers (executive branch) and judiciary was re-establi,, 
basic principle of the Constitution of 1991. Public sector structures remain similar to those 
Constitution of 1971, with the exception of the judicial sector, that has been radically restrucn 

The one-chamber National Assembly now has only 240 representatives who are ele, 
proportional basis. Although this structure is similar on paper to that of the previous National A 
the role of the new Assembly is different. The previous Assembly met only a few times a year t, 
stamp decrees of the former Council of State or laws prepared under the supervision of the C 
Party. The new Assembly is a full-time institution designed to have final authority over la-
Bills are introduced by the Council of Ministers or members of the Assembly and must be app 
a simple majority and signed by the President. I 

An office of President, who is head of State and whose functions are primarily represer 
nature, was created by a 1990 amendment to the Constitution of 1971. The Council of State, v, 
the 40-member collective body acting as head of State, was eliminated. The President props 
candidate for Prime Minister the person designated by the largest parliamentary group after c 

/d.,I Article 	91. 

2 d., Article 98. 

'3 Id., Article 102. 

14 Bulgaria 	Constitution of 1991, State Gazette No. 56, 13 July 1991. 
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with the other parliamentary groups. The National Assembly elects the proposed candidate as PrimeMinister and upon his or her recommendations, the various Ministers. 15 

The Council of Ministers still retains its executive and administrativeConstitution of 1991. powers under theIt is still responsible for public order, National security, foreign policy, publicadministration, implementing the budget and managing State property.16
decrees, executive orders and decisions based 

It still has the right to issue 
on authority delegated to it by law. The Council ofMinisters formerly used this delegated legislative power extensively due to the generality of many laws.A constant stream of decrees, sometimes at odds with laws and often unpublished, created a veryuncertain legal environment. Many decrees and regulations are still issued, but the underlying laws tendto have more substance, thus, better confining the scope of decree-making authority. Regular publicationof decrees and regulations is now normal. 

Bulgaria has a three-tiered system of government. Below the central government are 27 provinces(okrugs) and one city, Sofia, which also has the status of a province and is divided into administrativeareas. 17 Subordinate to the 27 p.ovinces are more than 1,000 urban and rural communities (obshtina),such as municipalities and villages, constituting the third level of government.communities are The provinces andgoverned by locally elected People's Councils, as the organ of supreme power, andexecutive officials elected from the councillors to implement State policy in their geographic areas. 

The role of local authorities in designing and implementing local policy is expanding rapidly inBulgaria. Municipalities used to be subordinated to the State and provincial governments and their rightswere unclear. Even though they were sometimes charged with the administering of State property, theyrarely owned property in their own name. Municipalities under the Constitution of 1991 have clearlydefined property rights and, for the first time, their own budgets. 

Bulgaria's main source of law is its Constitution and its main source of legislation are the actsadopted by the National Assembly. Acts must be in harmony with the Constitution which forms theirlegal basis. Under the Constitution of 1971 only the National Assembly was allowed to decide whether
acts were 
inconsistent with the Constitution and whether they were adopted according
procedure. 18 to the required
Unless otherwise specified in an act, Bulgarian acts become effective three days afterpublication in the State Gazette. 

Closely related to acts as a source of law are decrees which were issued by the former Councilof State for changing the law or modifying individual legal provisions when the National Assembly was
not in session; however, the decrees had to be sanctioned subsequently by the National Assembly at its
next session. 

force 

The Council of Ministers could and is still empowered to issue decrees that have legislative
either by virtue of an authorization from the National Assembly or on its own initiative in itscapacity as the executive and administrative body. Decrees are used to adopt regulations, ordinances andorders to amplify certain legal text or settling points on the application of the law. Regulations are ruleshaving the force of law issued by an executive governmental authority to implement, clarify and explain 

I5Id., Article 99. 

6 d., Article 105. 

7 Bulgaria Constitution of 1971, supra note 3, Article 109. 

8 d., Article 85. 

http:property.16
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legislation, carry out the intent of legislation and guide the activities of those regulated. In 
regulations and ordinances are the same and the terms appear to be used interchangeably depen 
the translation from Bulgarian to English. In many instances acts adopted by the National 
require that -ritria,- procedures and conditions be specified by -6fMiiiis tthe-Cunilt.'Ii 

that a regulation or ordinance must be prepared and adopted through a decree of the Council. 
decrees are quoted by title with the number and date of the Bulgarian State Gazette, referred i 
Gazette (Durjhaven Vestnik), in which they are published. 

r'!
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OWNERSHIP OF PROPERTY 

Bulgaria moved quickly to strict central planning and control after World War II with extensivenationalization beginning in 1948. Industry, mining, insurance, transportation and banks werenationalized and cooperative farming was gradually established as the predominant method of cultivating
land. The collectivization of agricultural land into cooperatives, completed in the early 1950's, concludedthe process of transforming the Bulgarian economy into a centrally planned and bureaucratically regulatedsystem. Thus, the volume of socialist property substantially increased and had to be administered in aplanned way. Two kinds of bodies or organizations were needed for this purpose: (1) a State planningcommittee as a central body to establish planning assignments aimed at planned development of theNational economy; and (2) socialist organizations, such as State enterprises and cooperatives, to transform 
these assignments into reality. 

In addition to adopting the Constitution by the National Assembly on 4 December 1947,19 whichwas a socialist Constitution and had extensive provisions on property, the pre-war laws on property andobligations were explicitly abrogated in 1951 and replaced by socialist legislation. Next to theConstitution, the Law on Property of 195120 was the most important source of property rights and
replaced the pre-war version of defining property rights and relations of individuals. 

A unique feature of socialist property law is its concept of hierarchy of property basedownership. onThe two socialist Constitutions of 1947 and 1971 differentiated between socialist and personalproperty (citizen's or individual's property) and defined the main categories of ownership. Socialist 
property, which formed the basis of social structure in Bulgaria and was the source of the country'swealth and power, consisted of State property (people's property), cooperative property and socialorganization's property. 21 Such socialist property was to be "administered in the interest of all thepeople. 22 State or people's property was the main form of socialist property and determined thesocialist nature of cooperative property and the property of social organizations.23 Such propertybelonged to the people in the person of the socialist State.24 The different forms of socialist propertywere related in their development and were to be eventually transformed into a single form of State or 
people's property. :-

State or people's ownership-ownership by all the people in theory, but by the State inpractice--was the highest category of ownership and received special protection. Such property includedvirtually all urban industrial property for means of production, commercial property, mineral resources 

19 Bulgaria Constitution of 1947, State Gazette No. 184, 1947. 

'0 Law-on Property of 1951, State Gazette No. 92, 16 November 1951. 

2 Bulgaria Constitution of 1971, State Gazette No. 39, 18 May 1921, Article 14. 

" Law on Property of 1951, supra note 20. Article 3. 

, Bulgaria Constitution of 1971, supra note 21, Article 15. 

24 Id., Articles 14 & 15; Law on Property of 1981, supra note 20, Article 4. 

21 Bulgaria Constitution of 1971, supra note 21, Article 15, paragraph 2. 

http:State.24
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and public utilities. Only State ownership was permitted for plants and factories, banks, minei 
natural power resources, nuclear energy, forests, pastures, water, roads, railways, wate 

--transport, post, offices.and-telegraph,, telephone, -and broadcasting. and .-television systems 6 

regulated by law in theory, State or people's property tended to be managed in practice tpF
decisions of the Council of Ministers. Because this kind of property was excluded from 
transactions under the Constitution, it was not covered by the provisions of the 1951 Law onI 

Because of the superiority of State or people's property, the two socialist Constitution 
practically unrestricted rights to the State to expropriate individual property. In urban areas th 
were widely used. All industrial property and much residential property were nationalized pi
the nationalization or expropriation laws of 1947 and 1948, and small private plots of land were 
expropriated to secure the land needed for large-scale residential and public construction fe 
others, the Communist Party and other public organizations. Although the State kept firm col 
industrial and commercial property, almost all residential property nationalized or later const 
the State was sold to tenants at low prices in the 1950s and 1960s. 

Owners of cooperative property are the cooperatives as legal entities. Cooperatives, wl 
special protection, could own all kinds of property in connection with their activities, 27 pro 
property was not of such a kind which only the State could own. They could own buildings ar 
installations, including the land, which had not been nationalized, but such facilities and land 1 
used to the greatest advantage of society. 28 

Closely connected with the land were the activities of cooperative farms, promoted and! 
in their operation by the State. 29 Cooperative farms, however, do not own the land as a leg
The land belongs either to the State, which gratuitously transferred it for State utilization or 
instances, to the cooperative members who pooled it into the cooperative for joint and free cL 
In the latter case, the land or equivalent land may be returned to the cooperative members le 
farm, provided they remain in agriculturally related activities. The cooperative has aI 
proprietary right over the land which is the right to use it cooperatively. The products prodi 
result of cooperative farming are cooperative property, and the farmers are paid a quota fro, 
income according to the quantity and the quality of their work. Relations between the coopera 
and the farmers are reglated by, the Model Constitution adopted by the Congress of Cooperat 
and approved by the Ctntral Co6perative Union. 

Citizen's or individual's property is derived from socialist property, being acquired
their participation in socialist production. Citizens may also hold means of production ii 
ownership, such as the craftsmen owning their implements and products of their labor, col 
farmers owning their basic tools and products of their allocated land and farmers not me 

26 Id., Article 16, paragraph 1. 1 
Id., Article 16, paragraph 2. 

2 Id., Article 30, paragraph 1. , 

29 Id., Article 23, paragraph 1.j 
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cooperatives owning their land. The law prescribes the type and range of the means of production that
 may be held as private property. 30
 

The personal or individual property of citizens includes objects personally used by them or theirfamilies. The State encouraged housing construction with credits and by granting the right to build onstate-owned plots. Individuals may own one residence per household as personal property. Personal
property also includes the buildings erected by citizens for their recreation, such as villas, country houses
and bungalows, with one vacation home per household, and their savings deposits. Individuals are not
perrmitted to own separate rental houses because they are considered a means of production. The State
protected personal property acquired by work or in other lawful manners, but it could not be usedcontrary to society's interests. 3' A trend has been to increase the volume of personal property.Individual property rights and transfers were governed during the socialist period by the Law on Property
of 1951. 

The State does not itself administer the property it owns, but leaves the "operative administration"to State institutions, State economic organizations or cooperatives. 32 "Operative administration" givesthe right to possess, use and dispose of property in accordance with the law and the organization'seconomic objectives. Transactions concluded by them within this framework relate to the institution as
 
an independent legal body.
 

Under the Marxist doctrine of "indivisibility of ownership," neither themunicipal-owned enterprises state-owned norown the real property they use, manage or transfer, rather they have aownership-like right of "operational management."
property could in some cases 

State-owned enterprises that "operationally manage"
lease it, but they could not sell it. The relevant overseeing Ministries have
ultimate decision-making authority with regard to such property. 

At present, all parties accept the basic principle that the Council of Ministers controlsproperty attached realto state-owned enterprises, while municipalities have somewhat more independentauthority than state-owned enierprises. Under the Property Act of 1951, the chairman
municipal council could of the local
transfer state-owned residential property within municipal boundaries toindividuals and lease commercial space to private entrepreneurs
Ministers. at prices fixed by the Council ofHowever, there is still considerable uncertainty about the exact powers of municipalities withrespect to the property they control, including what property they actually own, rather then justadminister, and who sets sale p-ices and is entitled to sale proceeds. 

The hierarchy of property was eliminated with amendments in 1990 to the Constitution of 1971and with the adoption of a new Constitution in July 1991.33 Article 19 of the Constitution of 1991states that the economy of Bulgaria is now based on free enterprise and that domesticinvestments and foreignare to receive equal treatment. Article 17 grants full and equal protection to all property-regardless of its ownership and it forbids expropriation except for carefully defined public purposes andwith full and adequate compensation. The Law on Property was amended in 1990 to eliminate some of 

-o Id., Article 21, paragraph 2, Article 25, paragraph 2. 

I'Id., Article 21, paragraphs 4 & 6. 
32 Id., Article 17; Law on Property of 1951, supra note 20, Article 7. 

! Bulgaria Constitution of 1991, State Gazette No. 56, 13 July 1991. 
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th '~ils-c6-ept'ade-i 9 .I'~-rfr to private property and State property, r, 
individual and socialist property. 

Ownership of state-owned enterprise property became a major issue in 1990 as Bulga 

its economic transition in earnest. The 1990 amendments to the Constitution of 1971 rerr 
prohibition against individual ownership of commercial property and the Council of State Dec 
13 January 1989 on "Economic Activity"34 permitted state-owned enterprises for the first timi 
into joint ventures with private partnerships. State-owned enterprises will be able on their own 
to transfer rea! property to the private sector and contribute real property to joint ventures. 
the Formation of State Property Sole Proprietor Companies Act adopted by the National Ass 
27 June 199135 essentially banned such transfers of property by state-owned enterprises. The 
the Council of Ministers all rights as sole owner of the state-owned enterprises, as defined undei 
on Commerce, 36 including control over all real property. Although this clarification of owners] 
by the Act was an important first step in managerial privatization, it clearly slowed down the dev 
of a private real estate market just as it more generally slowed down the privatization process. 

Article 1 of the Formation of State Property Sole Proprietor Companies Act provide( 
formation and transformation of state-owned enterprises as sole proprietor limited liability com 
sole proprietor joint stock companies should be done by the Council of Ministers and that the mai 
of these state property sole proprietor companies is done under a management contract pu 
procedures defined by the Council of Ministers. Shares and interests in such sole proprietorI c 
formed with state and municipal property may not be transferred under Article 2. Supp! 
Provisions of the Act permit the Council of Ministers to ban the import and export of goods and 
set import and export quotas on goods and services andimpose terms on investment abroad. 
was later repealed by the Transformation and Privatization Act. 

-9,. 

state Gazette No. 4,13 January 1989, as amended. 

SState Gazette No, 55, 12 July 1991. 

36State Gazette No, 48, 18 June 1991. 
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LAWS RELATING TO PRIVATIZATION 

Decree No. 56, 1989 

Prior to the adoption of laws or acts directly relating to privatization, the Council of State issuedDecree No. 56 of 13 January 1989 on Economic Activity 37
decentralize the management as Bulgaria's first attempt to restructure andof state-owned enterprises, as well ascommercial activities to allow private investmentto promote its transition to ina market economy. Article 1, paragraph 1, of theDecree stated that "Economic activity shall be carried out as the basis of all forms of ownership: Stateand municipal property consigned for management, property of cooperative and public organizations, ofcitizens, foreign legal and natural persons and property under joint forms of ownership." Firms wereto be the main form for carrying out economic activity; 38 however, individual citizens and groups ofcitizens could perform economic activities without registering as firms. 39
 

Decree No. 56, which 
was approved by thecorrected once in General Assembly on 9 December 1990.198940 and amended wasthree times in 1989,41 three times inin 1991. 43 199042 and five timesChapter One on "General Provisions" and Chapter Two onsuperseded by the Law on Commerce. 44 Portions of Chapter Five, 
"Finns" were later repealed or 

on "Economic Activities in theCountry of Foreign and Mixed Firms," (Articles 99 to 106) were repealed by the LawInvestments adopted by the National Assembly on 
on Foreign

17 May 1991. 45 

Many of the former forms of private firms or companies wereDecree No. 56. re-established in Bulgaria underFirms are proprietary, social and organizationally autonomous entities participating ineconomic activities with their own name and perform business as an autonomous accounc; they are legal 

7 Council of State Decree No. 56 of 12 January 1989 on "Economic Activity," State Gazette No.4, 13 January 1989, as amended. 

38 Id., Article 2, paragraph 1. 

IId., Article 2, paragraph 3. 

. State Gazette No. 16, 1989. 

41 State Gazette No. 38, 39 & 62, 1989. 

41 State Gazette No. 21, 31 & 101, 1990.
 
43 State Gazette No. 
 15, 23, 25, 40 & 48, 1991.
 
4 Law on Commerce, State Gazette No. 48, 
 18 June 1991, Interim and Concluding Provisions,Clause 1. 
45 State Gazette No. 47, 1991, also referred to as Foreign Investment Act.Investments, itself, was later repealed by the Law on the Economic Activity of Foreign Persons and the 

The Law on Foreign
Protection of Foreign Investments, adopted i6 January 1992, State Gazette No. 8, 28 January 1992, FinalProvisions, Section 1. 
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persons except -for thosei operating-a's idividuial aid cllective fifso btzns.6-hy a 
or municipal firms, groups of public organizations, or owned by partnerships and individual c 
The initiative for forming, reorganizing or dissolving firms may be undertaken by State orgar 
organizations, banks, existing firms or citizens. 48 Formation, reorganization and dissolution 
must be registered with the courts in the district where the firms are located and the decision of 
on them must be published in the State Gazette and the date of publication is the effectiv( 
formation, organization or dissolution.49 Firms must submit a charter or memorandum of ass 
or in some cases both, to the court when applying for registration.50 

Firms have the right to perform economic activities according to the specifications 
registration application and all other kinds of economic activity except those that are prohi 
law. 51 They are permitted to determine on their own: (1) internal organizational and business s 
(2) rights, obligations and responsibility of their divisions and mode of their interaction; and (3) 
management of the firmA2 

Private firms or companies re-established by Decree No. 56 were stock firms (similai 
stock companies or publicly-held larger stock corporations); 53 limited liability firms (similar i 
liability companies or privately or closely-held smaller stock corporations where all the partners, 
the partners hold all the shares);54 unlimited liability firms (similar to limited partnershipj. 
firms of citizens, which may consist of individual, collective or partnership firms.56  The 
describes each of the firms or companies, requirements and prerequisites for formation, procei 
formation, monetary requirements, content of their charters or memorandums of association, I 
of the firms or companies and liabilities of the shareholders or stockholders, partners and ind 
Private and foreign investment could be structured as one of the more formal entities or inforn 
such as "individual, collective, or partnership firms of citizens." The first version of the 
restricted the rights of private firms or companies to participate in foreign trade or to hire wor 
those restrictions were later removed. 

4 Council of State Decree No. 56, supra note 43, Article 10, paragraph 1. 

' Id., Article 10, paragraph 2. 

48 Id., Article 11, paragraph 1. 

41 Id., Article 11, paragraph 2. 

SO Id., Article 11, paragraph 3. 

s'Id., Article 17, paragraph 1. 

52 Id., Article 16, paragraph 1. 

13 Id., Articles 32 to 43a. 

4 Id., Articles 44 to 51. 

IId., Articles 52 to 56. 

16 Id., Articles 57 to 64, 

http:firms.56
http:registration.50
http:dissolution.49
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Foreign legal and natural persons are now permitted to perform economic activities in the countryunder Decree No. 56. Economic activities performed and investments of foreign legal and natural
persons made in the country are protected by the State. 
 The State ensures equal economic and legal
conditions for performing economic activities and fdr foreign investments in the country. 58
 

A stock firm is one whose principal fund is divided into shares of stock59 and the minimum facevalue of the principal fund must be at least I million leva. 6° Shares may be personal or to the bearerand natural persons can acquire either: 61 the minimum face value of one share must be 50 leva. 62 Oneshare of stock entitles its owner to one vote in the stockholders' assembly, the right to a dividend, andthe right to a liquidation dividend in proportion to the face value of the stock.63 Founders of the stockfirm consist of two or more legal or competent natural persons 64 and it is founded by a memorandumof association and Thecharter.65 principal organs of a stock firm are the stockholders generalassembly, management board, supervisory board and general manager.66 

The principal fund in a limited liability firm can not be less than 50,000 leva, 67 in which all thepartners hold shares68 arethat indivisible.69 Such firms are founded by at least two legal and/orcompetent natural persons on the basis of a memorandum of association and charter adopted by thepartners. 70 The liability of the partners for the firms obligations are limited to their shares which theyhave deposited or are obligated to deposit in the principal fund.7' 

7 Id., Article 3. 

5I Id., Article 4, paragraph 2. 

IId., Article 32.
 

6I id., Article 34, paragraph 1.
 

/d., 


6Id., Article 34, paragraph 3.
 

I" Article 34, paragraph 2. 

63 Id., Article 34, paragraph 4. 

Id., Article 35. 

Id., Article 33, paragraph 1. 

Id., Article 33. paragraph 4. 

67 Id., Article 44, paragraph 3.
 

68 Id., Article 44, paragraph 1.
 

69 Id., Article 44, paragraph 3.
 

0 Id., Article 45, paragraph 1.
 

" Id., Article 44, paragraph 2. p 

http:indivisible.69
http:manager.66
http:charter.65
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Organs of the firm are the general assembly, supervisory, board or comptroller and 
manager. 72  The general assembly consists of one representative of each of the partnei 
representative of the firm's employees with a consultative vote. 73 A general manager and cha 
the supervisory board participate in the deliberations of the general assembly with a consultativ 

An unlimited liability firm is one which one or more of the partners bear unlimited lial 
the obligations of the firm and the rest are liable up to the amount of their contracted shares.7 5 

with unlimited liability bear joint responsibility and their mutual relations are regulated by, coni 
must contribute at least one-third of the principal fund. 76 Shares of stocks may be issued to 
with limited liability for their deposit.77 The firms economic activities are carried out by the 
with unlimited liability.78 

In addition to forming and participating in. stock firms and firms with limited and u 
liability, citizens can form individual, collective and partnership firms.7 9 Citizen's firms 
registered in the court of the district in which the firm is located.80 A partnership firm of inc 
is a legal entity and is founded on the basis of a constituting contract.8" Such firms are required 
a principal fund of not less than 10,000 leva and at least 75 percent of the principal fund 
deposited before the firm can be registered. 2 Partners are jointly responsible for the obligatioi 
firm up to the amount of the deposit made or, if that proves to be insufficient, they are obligated 
conti ibutions towards the principal fund with their personal property . Individual and collecti 
of citizens do not need to register their principal fund.8 4 Citizens are required to personally pa 
in the work of their registered firms.8 5 

/d.,I Article 46. 

" Id., Article 47, paragraph 1. 

7 Id., Article 47, paragraph 2. 

75 Id., Article 52, paragraph 1. 

76 Id., Article 52, paragraph 2. 

Ild., Article 52, paragraph 3. 

71 Id., Article 55. 

79 Id., Article 57, paragraph 1. 

so Id., Article 62. 

1 Id., Article 59, paragraph 1. 

' Id., Article 57, paragraph 2. 

83 Id., Article 58, paragraph 4, 

4 Id., Article 57, paragraph 2. 

'5 Id., Article 57, paragraph 3. 

p 6
1 
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Decree No. 56 not only pertined to the organization and operation of State, municipal andprivate proprietary business firms, hut to bankruptcy and liquidation of firms, State regulations ofeconomic activities: economic activities in the country of foreign and mixed firms; economic conditions,including taxation, currency regulations and social security; and the acquisition of immovable propertyand real rights over it. That portion of the Decree relating to economic activities of foreign and mixedfirms was repealed and replaced by the Law on Foreign Investments adopted by the National Assemblyon 17 May 1991.86 Many parts of Decree No. 56 remaining in effect still apply to operating enterprisesthat either have or will be privatized. 

Significant Legislation, 1991-1992 

The primary law or act relating to privatization of state-owned and municipal-owned enterprisesis the Transformation and Privatization Act adopted by the National Assembly on 23 April 1992. Otherlaws or acts adopted by the National Assembly in 1991 prior to the Transformation and Privatization Acthaving a direct relationship to the privatization of state-owned and municipal-owned enterprises, listedin order of their adoption, are: 

* Ownership and Use of Farm Land Act. 87 

" Protection of Competition Act, adopted by the National Assembly on 2 May 1991.88 
" Law on Commerce, adopted by the National Assembly on 16 May 1991, also referred to as 

the Commercial Code or Trade Act. 89 

" Formation of State Property Sole Proprietor Companies Act, adopted by the NationalAssembly on 27 June 1991, also referred to as the Law on the Conversion of StateEnterprises to Private Companies. 9o 

State Gazette No. 47, 1991. See note 51, supra. 

7 State Gazette No. 17, 1 March 1991, as amended. 
8 State Gazette No. 39, 17 May 1991. 

'9 State Gazette No. 48, 18 June 1991. 

' State Gazette No. 55, 12 July 1991. 
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Ownership and Use of Land Farm Act 

The Ownership and Use of Farm Land Act adopted by the National Assembly in ear 
regulates the ownership and use of farm land. 2 Farm land, for the purposes of this Act, i! 
useable for farming that is not: 

* 	 Within the building development boundaries of settlements. 

0 	 Included as part of the forest reserves. 

* 	 Built-up by industrial or other economic enterprises, recreation or health establ 
religious denominations or other public organizations nor is within courtyards 
warehouses auxiliary to such above buildings. 

* 	 Occupied by open mines and quarries, energy, irrigation, transportation facilities 
public utilities, nor is adjacent to such facilities and utilities.93 

Council of Ministers Decree No. 74 of 25 April 1991, "Rules for the Applicatic 
Ownership and Use of Farm Land Act," 94 which was adopted to implement the Farm Land Ac 
it in sequence article by article. Decree No. 74 also provides that courtyards belonging to Coj 
Farms or State Farms or part of them located outside building development boundaries of settler 
considered to be farm land if buildings are not built on them and if the courtyards are sui 
farming. 95 

Farm land may be State, municipal, legal person's or individual citizen's property. 96 

governments, foreign legal persons or legal persons with foreign participation exceeding 50 per 
not own farm land. 97  Those foreign nationals who inherit farm land must sell it to t 
municipalities, legal persons or citizens of their choice within three years after the date of inheri 

91Ownership and Use of Farm Land Act, State Gazette No. 17, 1 March 1991, as amend 
Gazette No. 74, 9 October 1991; No. 18, 3 February 1992; No. 28, 4 April 1992; No. 46, 199 
105, 1992. [hereinafter referred to as Farm Land Act]. 

Id., 	Article 1. 

9'Id., Article 2. 

Council of Ministers Decree No. 74 of 25 April 1991, "Rules for the Applicati, 
Ownership and Use of Farm Land Act," State Gazette No. 34.130 April 1991, as amended, Stat 
No. 80,,27 September 1991; No. 34, 24 April 1992 [hereinafter referred to as Rules for Farm L 

9 Id., Article 1, paragraph 2. 

Farm Land Act, supra note 94, Article 3, paragraph 1. 

IId., 	Article 3, paragraph 3. 

http:utilities.93
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if not sold, it is purchased by the municipality within three months at a price established by the Councilof Ministers. 98 Foreign legal persons or foreign nationals may, however, lease farm land. 99 

Owners of farm land are free to determine its manner of agricultural use; 1 ° however, the usemay not be detrimental to the soil and it must be in compliance with sanitation, fire and safety regulationsand health and environmental protection standards. '01 

Farm and other land will be restored or reinstated in ownership to the former owners or theirinheritors under the following circumstances: 

* If they owned the farm land prior to the establishment of Cooperative Farms and their farm
land was incorporated in them. 102 

" If the land is farm yards managed as farm land by Cooperative Farms or State Farms. 0 3 

* 	 If the land is incorporated in Cooperative Farms or State Farms and is located within thebuilding development boundaries of settlements, except where the buildings were legallyerected on the land by third persons or where the right to build was concluded and theconstruction of a legally permitted building has begun. 104 

Former owners of land incorporated in Cooperative Farms or State Farms and built-up or usedfor projects that do not permit ownership restoration or reinstatement shall be compensated, at their ownrequest, with land of equivalent area and quality from the State or municipal land reserve, or by termsand procedures provided by law. 105 Nationalized farm land 	that cannot be restored or reinstated inownership for other reasons will be compensated for by terms and procedures provided by law. 0 6 

Q8 Id., Article, paragraph 4; Rules for Farm Land Act, supra note 97, Article 2, paragraph 3. 

9 Farm Land Act, supra note 94, Article 3, paragraph 5; Rules for Farm Land Act, supra note 97,
Article 2, paragraph 4. 

"o Farm Land Act. supra note 94, Article 4, paragraph 1; Rules for Farm Land Act, supra note 97, 
Article 3, paragraph 1. 

o' Farm Land Act. supra note 94, Article 4, paragraph 1; Rules for Farm Land Act, supra note 97. 
Article 4, paragraph 1. 

102 Farm Land Act, supra note 94, Article 10, paragraph 1. 

I/d., 	 Article 10, paragraph 6. 

"o 	 Id., Article 10, paragraph 7. 

'os 	 Id., Article 10b, paragraph 1. 

"o 	 Id., Article 10b, paragraphs 2 & 3. 
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-Persons eligible for restorationor reinstatement must file petitions for restoration or r'i. 
of the farm land within 17 months from the date that the Farm Land Act became effective 
Municipal Land Board for the area in which the reinstatable farm land is located.' 0 8 Former o 
is proven by act of notary, deeds of partition, land registers, applications for Cooperat
membership, rent ledgers and other evidence in writing.' 0 9 

Restoration or reinstatement isdone within the real boundaries of the farm land previoui
by the person where existent or if possible to be established."10 Whenever boundaries o0 
longer exist, restoration or reinstatement in ownership is done within real boundaries of farm I 
equivalent area in the territory of the respective settlement or in an adjacent territory or i 
territory with the former owner's consent after division and consolidation of the farm land in 

Municipal Land Boards must post the petitions and accompanying material filed withi
the appropriate municipality or in other places in the area on a weekly basis. 112 These Bo. 
one month after filing the petition to make a decision 113 and its failure to do so is appealab
District Court."114 

Municipal councils had six months from the date that the Farm Land Act became effi 
provide the Municipal Land Boards with information and data on changes in the area of farm"a 
their respective territory. "15 Article 18, paragraph I, of the "Rules for the Application of O 
and Use of Farm Land Act" ' 1 6 provides in detail the information and data that must be provid
Boards by the municipal councils. This information and data is used as the basis for distribut 
land to the former owners. It is difficult for the Municipal Land Board to make a decision 
month of filing petitions if the filing is done before the six-month period expires for the r 
councils to provide the information and data. 

Ownership of farm land is restored or reinstated by a ruling of the Municipal Land Boa 
its former real boundaries wherever they exist or can be recovered. An entry is made in the 

17 Id., Article 11, paragraph 1. 

10' Rules for Farm Land Act, supra note 97, Article 15, paragraph 1. 

109 Farm Land Act, Article 12, paragraph 2. 

110Id., Article 10a, paragraph 1. 

Iid., Article 10a, paragraph 2. 

2 Id., Article 13, paragraph I; Rules for Farm Land Act, supra note 97, Article 16, par 

"13 Farm Land Act, supra note 94, Article 14, paragraph 1. 

"' Id., Article 14, paragraph 3. 

"~ Id,, Article 15, paragraph 1. 

116 See note 97, supra. 
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setting forth the boundaries of the restored or reinstated land. 117 Whenever former real boundaries are
nonexistent, the Municipal Land Board restores or reinstates ownership within new boundaries that areequivalent in area and quality in compliance with the plan of farm land division based on the principles
of reallotment.l1 8 Farm land remaining after fo,-mer owners have had their land restored or reinstated 
remains a part of the municipal land reserve.119 

Landless persons and small landowners are to 	be given land from the State or municipal land reserves by the respective Municipal Land Boards on terms determined by the Council of Ministers.120 
The date of ownership for land given these persons is the date that the Municipal Boards' rulings becomeeffective. 121 Persons given land may not transfer it for 10 	years from the date of receiving it unless 
it.
is transferred to the State or municipality. 122 

Among the persons eligible to receive property, preference is given as follows to: 

" Persons engaged in farming in a local settlement. 

" Persons residing permanently in a local settlement and who relinquished land to the land 
reserve in another settlement.
 

* 
 Graduates in farming and young couples undertaking to engage in farming. 

" Persons whose farm land was taken for State or policy needs. 123 

Preference among the applicants in the same category isgiven to those who do not own any land 
or own less by comparison with others. 124 

The State retains ownership of farm land that it possessed on the effective date of the Ownership
and Use of Farm Land Act, 125 except for that land subject to restitution. 126 Additionally, the Stateretains the ownership of farm land 	allotted to: (1) research, research and manufacturing, academic 

117 	 Farm Land Act, supra note 94, Article 17, paragraph 1.
 

I18 Article 17, paragraph 2.
Id., 

9 Id., Article 19.
 

,Id. , Article 20, paragraph 1.
 

121 Id., Article 23.
 

'- Id., Article 20, paragraph 2. 

'23Id., Article 21, paragraph 1. 

':4 Id., Article 21, paragraph 2. 

12 	 See note 94, supra. 

126 	 Farm Land Act, supra note 94, Article 24, paragraph 1. 

http:reallotment.l1
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institutions, penitentiaries, seed production and pedigree animal farms, forest reserves and hunti 
(2) defense and military purposes; and (3) reserves under the Environmental Protection Act12 

protected areas of National and international importance for environmental, archaeological an 
8
heritage protection. 12 Former owners of land retained by the State are compensated, at thei 

with land of equivalent area and quality from the State or municipal land reserve.' 29 

Farm land, other than that owned by individuals, legal persons or the State is i 
property. '30 Municipalities are restored or reinstated ownership in farm land that was taken f, 
to benefit State Farms, Cooperative Farms, agro-industrial complexes, agribusiness companies 
forests. 131 

The Ministry of Agricultural Development, Land Exploitation and Land Ownership, h 
referred to as Ministry of Agriculture 132 and Municipal Land Boards may lease low producti 
or land located in sparsely populated areas belonging to the State or municipalities to individau 
terms determined by the Council of Ministers. Lessees who cultivate that land for 10 yearIn 
granted ownership.' 33 

Owners of land incorporated in Cooperative Farms, members of Cooperative Farms 
Cooperative Farm based agricultural organizations, as well as persons employed by them, are 
a share in the distribution of nonland property of such entities. Shares are based on 'a 
contribution to the acquisition of the contributed land, years of service with the entity and m 
to the entity without reimbursement for the acquisition of machinery and equipment.1 34 C 
"Distribution of Property of Farming Cooperatives and Other Organizations Established on Th 
of the "Rules for the Application of the Ownership and Use of Farm Land Act"' 35 sets 
procedures for distribution.1 36 

The privatization of farm land and improvements on it differs from that of agricultural p:
enterprises and food processing or agribusiness industries. Privatizing farm land and other pr, 
it is the responsibility of a Deputy Minister of Agriculture, while privatizing agricultural enterpri 

12 State Gazette No. 86, 18 October 1991, as amended. 

,2'Farm Land Act, supra note 94, Article 24, paragraphs 2 to 4. 

'9 Id., Article 24, paragraph 5. See id., Article 10b, paragraph 1, for the procedures. 

'i" Id., Article 25, paragraph 1. 

ld.,I3'Article 25, paragraph 2. 

32Newly established name for the Ministry of Agriculture. 

...Farm Land Act, supranote 94, Article 26; Rules for Farm Land Act, supra note 97, A 

SFarm Land Act, supra note 94, Article 27, paragraph 1. 

135 See note 97, supra. 

36 See Rules for Farm Land Act, supra note 97, Articles 48 to 55. 
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as pig breeding farms, poultry and egg producing farms, dairies and grain and fodder plants,responsibility of another Deputy Minister of Agriculture. 
is the 

State-owned enterprises in the food processingor agribusiness sector are privatized by the Ministry of Industry or Privatization Agency, depending uponthe book value of the fixed assets of the particular food processing or agribusiness enterprise. 

Council of Ministers Decree No. 234 of 24 November 1992 on the "Transformation into StateDebt of Bad Bank Credits to Sole Proprietor Companies with State Property and State-Owned Firms, andon Clearing the Credit Portfolios of the Commercial Banks with Over 50 percent StateParticipation,'137 permits single personenterprises and other organizations 
or sole proprietor companies owned by the State, state-ownedterminated by Section 12 of the Transitional and ConcludingProvisions of Ownership and Use of Farm Land Act 13 8 to write off bad debts to banks or to have themreconstructed into State debts under certain circumstances. 139 

Section 12 of the Transitional and Concluding Provisions terminated all ex,'3ting CooperativeFarms and farm cooperatives established under the former Cooperative Organizations Act, 14 oorganizations registered under Decree existing
No. 922 of 1989 on "Land Use and Farming"'14 1 and existingorganizations registered under Council of Ministers Decree No. 56 of 12 JanuaryActivity"' 142 whose property and shares 

1989 on "Economic 
were in farming teams, farm cooperatives, Cooperative Farms,tractor depots and agricultural institutes. The Cooperative Organization Act and Council of MinistersDecree No. 922 were repealed by the Law on Cooperatives adopted by the National Assembly on 19 July

1991.143 

Protection of Competition Act 

The National Assembly adopted the Protection of Competition Act 2 May 1991,144 with anonobjective of creating conditions for free enterprise in manufacturing, distribution and services; freepricing; and protection of consumers' interests. To ensure this objective, the Act provides protectionagainst the misuse of monopoly market positions, as well as protection against unfair compensation and 

' Council of Ministers Decree No. 234 of 24 November 1992, "Transformation into State Debt ofBad Bank Credits to Sole Proprietor Companies with State Property and State-Owned Farms, and onClearing the Credit Portfolios of the Commercial Banks with Over 50 percent State Participation," State
Gazette No. 98, 4 December 1992.
 

See note 97, supra. 

'3' 
Council of Ministers Decree No. 234, supra note 140, Articles I & 3. 

'~ State Gazette No. 102, 1983, as amended, State Gazette No. 46, 1989. 

'4' State Gazette No. 39, 1989, as amended, State Gazette No. 10, 1990. 

42 See note 43, supra.
 
4 State Gazette No. 63, 3 August 1991, 
 as amended, State Gazette No. 34, 24 April 1992, 

Transitional and Final Provisions, Clauses 4 & 5. 

' 
Protection of Competition Act, State Gazette No. 39, 17 May 1991. 
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a -hat. have-a strictiveo- 5 - : -dndeffect-on'domestic- competition;"'The-Act 
monopoly and bans its establishment, along with banning groupings and mergers leading to mo 
and restrictions on competition. A Commission for the Protection of Competition was establish( 
Act as an independent body elected by ihe National Assembly. 146 Government actions to prt 
establishment and misuse of monopolies and unfair competition are set forth in the Act Ak 
assigning responsibilities for filing claim, procedures for filing those claim, penalties for offe 
enforcement of penalties. 147 

Law on Commerce 

On 16 May 1991 the National Assembly adopted the Law on Commerce, 48 often ref 
either as the "Commerce Code" or "Trade Act," which became effective on 1 July 1991 and sul 
Chapters I and 2 of Council of Ministers Decree No. 56 of 13 January 1989 on "E 

14  Activiy.." Those state-owned and municipal-owned enterprises registered under Decree 
however, were permitted to continue functioning pending their reconstruction into commercial co 
pursuant to Articles 61 and 62 of the Law on Commerce. 150 After dealing in the first parti' 
definitions of merchants or traders, commercial agencies, business names and commercial regis 
Law on Commerce deals in the second part with private merchants or traders or natural p&e
merchants or traders, state-owned and municipal-owned enterprises or public enterprises as mI 
or traders and commercial companies as merchants or traders. 

With regard to public enterprises as merchants or traders, Article 61 of the Law on Co 
states that a state-owned and municipal-owned enterprise must be either a single-person public 
company (joint stock company or publicly-held or open corporation) or a single-person private 
company (privately-held or closely-held or closed corporation), depending on the book valueof t 
assets of the particular enterprise. The designation as "single-person" means that all of the si 
interests in the capital of the company are held by either the State or municipality. Article 62 p 
that state-owned or municipal enterprises are to be incorporated or reconstructed (also referr, 
transformed in other laws or acts) as a single-person public limited company or a single-person 
limited company, again the type of company depending upon the book value of the fixed asset 
enterprise. State-owned enterprises are incorporated or reconstructed as single-person public 
companies or single-person private limited companies by a procedure established' by a futur' 
and municipal enterprises are incorporated or reconstructed as the same type of entities pursu­

' Id., Article 1. 

'. Id., Article 2. 

. 147 id., Articles 16 to 25. 

I' Law on Commerce, State Gazette No, 48, 18 June 1991. 

149Id., Interim and Concluding Provisions, Clause 1. See note 43, supra, for Council of 
Decree No, 56. 

Law on Commerce, supra note 151, Interim and Concluding Provisions, Clause 2. 

':' Id., Article 62, paragraph 1, 

I* *"r k i' ":-': 
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resolution by the municipal council. 152 The future law referred to in the Law on Commerce for theincorporating or reconstructing of state-owned enterprises is the Transformation and Privatization Act. 

One of the purposes of the Transformation and Privatiz,-tion Act was to establish and regulate theterms and procedures for transforming or reconstructing (refc:rred to as transformation or transformingin this Act, rather than incorporation or reconstruction) state-owned enterprises into single-personcommercial partnerships or companies (referred to as single-person commercial partnerships in this Act,rather than single-person public limited companies or single-person private limited companies). 153 Thetransformation or reconstruction of state-owned enterprises constitutes a division of the assets allocatedto the enterprises by the shares and interests as provided by the Law on Commerce. 154 

State-owned enterprises are transformed into or reconstructed as single-person commercialpartnerships or companies by the Council of Ministers itself or a body designated by it, which is theMinistry responsible for managing of the enterprise, depending upon the book val',
of the enterprise. 155 of the fixed assets
Should the book value of the fixed assets of any enterprise exceed 10 million leva,the enterprise is transformed or reconstructed by the Council of Ministers itself after receiving a proposalfrom one of its bodies, which again is the Ministry responsible for managing the enterprise. ThePrivatization Agency must give an opinion about the Ministry's proposal to transform or reconstruct anenterprise with a book value of fixed assets exceeding 10 million leva before submitting it to the Councilof Ministers for a decision.156 

The Law on Commerce 157 is an organizational law that specifies all forms of organizationsunder which Bulgarian and foreign natural (individuals) and legal persons (legal entities or corporations)may conduct business or commercial activities or trade. Citizens of Bulgaria may conduct business orcommercial activities or trade alone, independently or in association with other persons. A natural personwishing to carry out business or commercial activities or trade independently must register as a privatemerchant or sole trader. To be eligible to do so, he or she must be legally capable and a resident of thecountry. Therefore, a foreign national may not asregister private merchant or sole trader beforeobtaining residence in Bulgaria according to appropriate procedure. 158 

If a person wishes to carry out business or commercial activities or trade in association withothers, he or she must form a commercial partnership or business organization. Commercial partnershipsor business organizations have a legal personality different from that of their founders and members; thus, 

12 Id., Article 62, paragraph 2. 

' Id., Article 1, paragraph 1. 

154 Id., Article 1, paragraph 2. 

' Id., Article 17, paragraph 1. 

156 Id., Article 17, paragraph 2. 

151 See note 151, supra. 

158 Law on Commerce, supra note 151, Article 56. 
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they enjoy and are subject to rights and duties of their own. A person acting singularly can also 
a commercial partnership called a one-person private limited company,' 59 

The Law on Commerce limits the types of commercialI partnerships or,business orgaiF 
associations that can be formed in Bulgaria to those explicitly regulated by it. They include: 
liability partnerships (similar to general partnerships);' limited liability partnerships; privat 
liability companies (similar to private-held or closely-held or closed corporations); public limite 
companies (similar to joint stock companies or publicly-held or open corporations); and publpartnerships (similar to partnerships limited by shares). These business organizations or associa, 

subsequently combine into holding companies. 

Each member of a commercial partnership or business organization has to make either al 
or nonpecuniary (non-cash) contributions to its capital. The type or size of thecontributions is 
in 'iu1 partnership's or organization's memorandum of association. Forms of nonpecunary or 
contributions and their transfer to the partnership or organization are regulated for each 
commercial partnership business organization under the Law on Commerce. 

Provisions relating to natural persons as private merchants or sole traders and the varic 
of commercial partnerships or business organizations apply only,to those qualifying as merchai 
the-Law on Commerce, that is natural and legal persons perfo ming commercial activities by 
The Law does not apply to persons exercising a liberal profession, farmers selling their produce 
of works of art, literature and science, and to other categories of persons explicitly mention 
Law. 161 

Each person or business organization performing commercial activities or acting as a tra 
register irrespective of whether he or she conducts commercial activities alone or in association V 
persons. Commercial registers are kept by the District Courts in the territory of the i 
trader.162 Applicants must give the information required under the Law on Commerce, 
company name, registered office, line of business and so forth. Each business organization opt 
a trader must conduct business under a company name. 163 Apart from a company name, a , 
or trader must have a registered office, which is the official address of the headquarter 
business.164 District Courts publish the commercial registers in the State Gazette. 

Merchants or traders are free to open branch offices outside the population center wh 
headquarters office is located. They are only obligated to enter the branches in the commercia 

's Id., Article 147. 

t Id., Article 1. 

I61Id., Article 2. 

2 ., Articles 3 & 4. 

63Id. , Article 11. 

''Id. , Article 12. 
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of the court exercising jurisdiction over the place where the branch headquarters are located. 165 

Merchants or traders may carry out their business through general, special or universal agents whose legal 
status is detailed in the general provisions of the Law on Commerce. 166 

In addition to the obligation to register, the Law on Commerce requires each merchant or trader 
to keep financial accounts on the flow of their business assets, including a balance sheet and an annual 
financia. statement that must be approved by a certified public accountant. 167 The Law on Accounting
adopted by the National Assembly on 3 January 1991, which is prior to the Law on Commercial, sets 
forth the rules for bookkeeping, form of accounting records, evaluation of assets and liabilities,
procedures for taking inventory, accounting periods and storage and use of the accounting 
information. 

168 

The two types of personal partnerships that can be established by both Bulgarian and foreign
nationals are unlimited liability or general partnerships and limited liability partnerships. 169  An 
unlimited liability or general partnership is an association incorporated by two or more persons to engage
in the business of commercial transactions under a joint or common business name in which all the 

0members bear joint unlimited liability. 17 To form an unlimited liability or general partnership, a 
memorandum of association (articles of partnership) must be prepared in writing with notarized signatures
of the partners. The memorandum should contain the names and addresses of the partners, if natural 
persons, or the company names and regisiered office, if corporate, the type and amount of their 
contributions and the appraisal of them, the manner of management and representation, as well as the 
method of decision-making.' 71 Unlimited liability or general partnerships must be declared at the 
District Court and entered in the commercial register accompanied by the memorandum of 
association.' 72 Persons representing the partnership must submit specimens of their signatures upon 
registration. 173 

Legal relationship between partners' rights and duties are set forth in the Law on Commerce. 
Those who are personally and unlimitedly liable for the partnership's debts have unlimited rights to 
participate in the management of partnership's affairs. Even though it is permissible under the Law to 
assign the management to one or several partners or to another person, certain more important
transactions and legal actions require the consent of all partners. Such transactions include the acquisition 

I65it:., Article 17. 

'6 Id., Chapter 6. 

167 Id., Article 53. 

'68 Law on Accounting, State Gazette No. 4, 15 January 1991, as amended. 

169 Law on Commerce, supra note 151, Chapters 11 & 12. 

170 Id., Article 76. 

"' Id., Article 78. 

72 Id., Article 79, paragraph 1. 

SId., Article 79, paragraph 3. 
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and disposition of real property;, appointment of a managing director who is not a partner and 
loans exceeding the amount fixed in the memorandum of association. Furthermore, a partner N 
involved directly in the management has a right to personally inquire into the partnership, 
inspect the business *booksand other-papers ,and .to demand explanations from-the managing 
In dealing with third parties, an unlimited or general partnership is liable to the extent of i 
Pecuniary claims are executed, first, from the partnership's assets, and if these are insufficient, 
partners' property. The partners are liable to the creditors personally and jointly. 

A limited liability partnership is the second type of personal partner'ship explicitly reg 
the Commercial Code. Unlike an unlimited liability or general partnership, one or more par 
limited liabiliEy partnership have unlimited and joint liability for the partnership's debts and th 
of the rest is limited to the amount of their pledged contributions.,174 The manager 
representation of a limited liability partnership is performed by the general partners. Genera 
must contribute at least 10 percent of the partnership's capital.' 75 As with unlimited liability c 
partnership, limited liability partnerships are formed with memorandums of association or a 
incorporation 76 and must be registered.1 77 

The Law on Commerce defines private and public limited liability companies as corporat 
with their capital divided into shares of stock owned by the company members or shareholden 
type of business organization, the liability of the shareholders is limited to the amount of capital i 
invested in it. 

A private limited liability company must have capital of at least 50,000 leva and the valu 
share of stock must be divisible by 100 and no share of stock can be less than 500 leva.' 
companies, which may be formed by one or more persons, are established on the basis of an a 
association or memorandums of association that must be signed by the member or membel 
signatures are notarized. 179 Persons are free to join and to leave a private limited liability 
and transfer their shares of stock, which are inheritable.'° Each member of these com] 
entitled to rights in proportion to the share in the capital he or she owns,' 8' which also apli 
shareholder s votimig power and the right to share in the profits and assets upon dissolution or li, 

I7ld., Article 99, paragraph 1. S 

171 Id., Article 99, paragraph 2. 

176Id., Article 102. 

," Id., Article 103. 

171 Id., Article 117. 

179 Id., Articles 113 & 115. 

"- Id., Article 129. 

''Id., Article 127., 
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of the companies. Several persons may own one share of stock and, if so, :hey exercise their ownership
rights over that share jointly. 182 

Public limited liability or joint stock companies can be formed in Bulgaria by both Bulgarian and
foreign nationals and legal persons. At least two persons are required to form such companies whetherthey bp natural or legal persons. 183 The minimun amount of capital required for the formation of apublic limited liability or joint stock cocnpany depends upon the method use to raise it; it must be at least
5 million leva if the capital is raised by public subscription. 184 Public limited liability or joint stockcompanies are formed with articles of association that must be submitted to the court in the district inwhich the company is located at the time of registration. 185 Articles of association must contain at least 
the following information: 

* Business name and registered office of the company. 

" Company's purpose and its duration, if so established. 

* Amount of authorized capital, the kind and number of shares and the nominal value of each 
share. 

" Company's managing bodies. 

* Kind and value of any non-cash contributions, the persons who may contribute and the
number and nominal value of the shares of stock to be received by them. 

* Any privileges given to subscribers of stock.
 

* 
 Any right of subscribers of stock to appoint the first board of comptrollers or directors and 
establish terms of office. 

* Other conditions concerning the incorporation, existence and dissolution or liquidation of the 
company. 186 

To be registered in a commercial register, a public limited liability or joint stock company must
have fulfilled all the following requirements: 

* Adopted its articles of association.
 

" Have all of its authorized capital subscribed.
 

/d.,IR Article 132. 

Id.,I83 Article 159. 

84 Id., Article 161.
 

1a Id., Articles 172 & 174.
 

"6 Id., Article 172. 
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- Have paid up at least 25 percent of its authorized capital. 

0 Elected a~board of comptrollers and/or board of directors. 

0 Fulfilled all other requirements of the Law on Commerce 187 

Founders of a public limited or joint stock company must prepare and publish a prospei
by them before offering to issue shares of stock in the company. prospectus, which i 
to each prospective purchaser of stock, must provide the following information: 

* 4'Company's purpose and its registered office. 

* 	 Amount of authorized capital, the number of shares of stock and the nominal val 
share. 

* 	 Minimum amount of the first ins tallment, which shall not be less than 25 perc 
nominal value of each share of stock. 

* 	 Expiration date of the offer to sell shares of stock. 

* 	 Any privileges of the subscribers, which may not be in the form of bonuses, 
preferential rights to dividend. 

* 	 Non-cash contributions due from the subscribers. 

0 	 Any right of subscribers to appoint the first board of comptrollers and/or board ol 
for a period not exceeding three years. 

0 	 Other conditions of the, subscription.1 89 

Public limited liability or joint stock companies may issue registered, bearer and pre
preference shares of stock,19g which 	 samemust have the nominal value for each class i g 

denominations of 1, 5, 10 or multiples of 10 shares.1g2 The issuing value of the share ist
is acceptable by the subscribers, 93 but they may not be issued at a value lower than thei 

I8Id., Article 121.
 

188 Id., Article 163.
 

I Id., Article 164. 

'90 	 Id., Article 175, paragraph 1. 

'9, Id., Article 175, paragraph 2.
 

92 Id., Article 175, paragraph 3.
 

Id., Article 176, paragraph 1.
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value, however, a company is free to charge a premium newly issued shares. 194on Purchasers ofbearer stock, unlike registered stock, must pay its entire nominal or issuing value prior to acquiringit.195 Shares of stock are exchangeable or transferrable. although there are restrictions place onregistered stock. 196 name ownerThe of the of registered stock must be recorded in the issuingcompany's stock register upon purchase. Preferred or preference stock entitles the holder to a guaranteedor additional dividend or a share in the distribution of assets upon the liquidation of the company or toother preferential rights. Preferred or preference shares of stock do not carry voting rights in general
meetings if so specified in the articles of association. 

The management structure of a joint stock company may be one-tier or two-tier. Both Cypes havea general meeting of the shareholders or members which exercises the principal managerialfunctions.197 In a one-tier management system, the affairs of a joint stock company managedare
collectively by a general meeting of the shareholders and a board of directors.' 98 A two-tier systemconsists of a general meeting of shareholders, management board and board of comptrollers or board ofsupervisors. 199 Boards of comptrollers or boards of supervisors do not exist under one-tiera 

management system.
 

Public limited partnerships or partnerships limited by shares are established on the basis of acontract (articles of partnership) whereby the limited partners, who may not be less than three, are issuedshares of stock for their capital. 2 This partnership has both general and limited partners. Generalpartners are the promoters of the partnership and they prepare the articles of partnership and convene the
' 1general meeting.20 amount be inThe to paid by each partner is established in the articles ofpartnership 2 and the general partners must pay in at least 10 percent of the partnership's capital.20 3 

The articles of partnership and a resolution to dissolve the partnership requires the consent of the generalpartners. 2°4 A public limited partnership is managed by the same bodies established for a one-tie " system to manage a public limited company.20 5 A board of directors consists of all the general 

9 Id., Article 176, paragraph 2. 

'9 Id., Article 178, paragraph 2. 

"6 Id., Article 180 & 185. 

"9 Id., Article 221. 

...Id., Articles 219 & 244. 

9 Id., Articles 219, 241 & 242.
 

:oo Id., Article 253.
 

:01 Id.. Article 254.
 

02 Id., Article 255, paragraph 1.
 

o Id., Article 255, paragraph 2. 

0 Id., Article 259, paragraph 1.
 

205 Id., Article 256.
 

http:company.20
http:capital.20


partners. 206 Only the limited partners are entitled to vote at a general meeting; general partn
those holding shares of stock, are entitled to only a deliberative vote.20 7 

Formation of State Property Sole Proprietor Companies Act 

The National Assembly adopted the Formation of State Property Sole Proprietor Compa
also referred to as the Law on the Conversion of State Enterprises to Private Companies, or 
1991208 in which Article 1, paragraph 1, states that the formation and transformation of sta
enterprises as sole proprietor joint stock companies (single-person public limited companies
proprietor limited liability companies (single-person private limited companies) are to be done 
act of the Council of Ministers. Article 1, paragraph 2, provides that all of the capital may be st
by the Council of Ministers as a sole proprietor in accordance with Article 147 and Art 
paragraph 2, of the Law on Commerce. 2° Management of the State property sole p
companies is assigned by management contracts in accordance with procedures defined by the 
of Ministers.210 Shares and interests in sole proprietor companies formed with State and r 
property may not be transferred, which for all practical purposes stops privatization.2 1 1 Sec,
the Transitional and Concluding Provisions f the Formation of State Property Sole Proprietor C 
Act states that the Act is applicable until an act has been adopted pursuant to Article 62, par
of the Law on Commerce or until a Privatization Act has been adopted. Article 62, paragraph
Law on Commerce provides that state-owned or municipal enterprises are to be incorp
reconstructed as single-person public limited companies or single person private limited comd 
a procedure established by a law. Clause 15 of the Transitional and Final Provisiori 
Transformation and Privatization Act repealed the Formation of State Property Sole Proprietor C,Act. 

Transformation and Privatization Act 

The purpose of the Transformation and Privatization Act adopted by the National Ass 
April 1992 was to regulate the terms and procedures for transforming state-owned enterprises h 
person commercial partnerships and for privatizing state-owned and municipal-owned enterpris
transformation portion of this Act was in compliance with Article 62, paragraph 1, of'the 
Commerce. 

Various articles of the Transformation and Privatization Act and paragraphs of Clause 
Act's Transitional and Final Provisions mandate the Council of Ministers to adopt decrees 

26 Id., Article 258. 

/d.,I0 Article 257, paragraph 1. 

2,8 Formation of State Sole Proprietor Companies Act, , State Gazette No. 55, 12 July 19 

) Law on Commerce, , State Gazette, 18 June 1991, 
Formation of State Sole Proprietor Companies Act, supra not 212, Article 1,paragrap 

2Id., Article 2. 
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ordinances, rules and regulations to establish procedures and determine terms required for implementingdifferent provisions of the Act. Clause 16, paragraph 1, of the Transition and Final Provisions gave theCouncil of Ministers until 30 October 1992 to adopt rules and regulations concerning the procedurewhereby the State exercises ownership in the enterprises; however, these rules and regulations haveneither been prepared nor adopted. Article 7, paragraph 1, of the Act provides that a fund is to beestablished with the Privatization Agency to cover administrative expenses arising from the privatizationof state-owned enterprises. The Council of Ministers is required under Clause 16, paragraph 2, of theTransitional and Final Provisions of the Act to adopt rules and regulations for the procedures and methodof spending money in the fund established with the Privatization Agency under Article 7, paragraph 1,covering the administrative expenses for the privatization of state-owned enterprises. Rules andregulations have been prepared and adopted in compliance with Article 7, paragraph 1, and Clause 16,paragraph 2, as Council of Ministers Decree No. 187 of 24 September 1992 "Procedures and Mannerof Spending the Resources of the Fund for Covering the Expenditures for the Privatization of State-
Owned Enterprises. "212 

Paragraph 3, Clause 16, paragraph 3, of the Transitional and Final Provisions of theTransformation and Privatization Act requires the Council of Ministers to adopt rules, regulations orordinances to implement Article 5, paragraphs 2 and 5; Article 16, paragraph 2; Article 22, paragraph2; Article 23, paragraph 3; Article 24; Article 28; and Article 30, paragraph 2 of the Act. To implementArticle 5, paragraph 2, the Council of Ministers adopted Decree No. 187 of 24 September 1992 on the"Procedure for Acquiring Shares and Interests Owned by States and Municipalities on PreferentialTerms"2 13 to regulate the acquisition of shares and interests in privatizing state-owned and municipalenterprises by entitled persons on preferential terms. Decree No. 187 also fulfills the requirementsspecified in Article 22, paragraph 2. Article 23, paragraph 3, and Article 24 of the Transformation andPrivatization Act that the Council of Ministers establish the terms and procedures for acquiring sharesand interests in privatizing enterprises by eligible persons on preferential terms. Decree No. 105 of 15June 1992 on "Regulation on the Appraisal of Property Subject to Privatization, 21 4 complies withArticle 16, paragraph 2, of the Transformation and Privatization Act indicating that the procedures andcriteria for appraising enterprises subject to privatization be established by the Council of Ministers.Article 30, paragraph 2, of the Transformation and Privatization Act requires the Council of Ministersto determine the terms and procedures for conducting auctions and publicly invited tenders and incompliance the Council has adopted Decree No. 105 of 15 June 1992 on "Regulation on Auctions," alsoreferred to as "Ordinance on Auctions, '215 and Decree No. 155 of 14 August 1992 on "Ordinance onTenders," also referred to as "Regulation on Competition." 216 Decree No. 155 of 14 August 1992 alsolisted the State authorities or Ministries designated by the Council of Ministers under Article 3, paragraph1,subparagraph 1, of the Transformation and Privatization responsible for making a decision to privatizeany state-owned e.nterprise with a book value of fixed assets under 10 million leva. 

211 State Gazette No. 81, 6 October 1992. 

213 id. 

2.4State Gazette No. 50, 19 June 1992. 

215 Id. 

216 State Gazette No. 68, 14 August 1992. 
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The Council of Ministers, therefore, has adopted all decrees in compliance with 
paragraph 3, of the Transitional and Final Provisions of the Transformation and Privatization A 
for rules, regulations or ordinances relating to Article 5, paragraph 5, and Article 28 of the Ac 
5, paragraph 5, of the Act provides that any public debt creditor is eligible particito 
'privatizatioi by hisor thc'b fdiiig t procedurest established by _d 
of Ministers and Article 28 indicates that the Council of Ministers is to determine the 
information to be contained in a prospectus for the sale of shares or interests in transi 
reconstructed enterprises. Article 29, paragraph 1, of the Transformation and Privatization Ac 
that the Council of Ministers is to determine the mandatory mode for paying for the shares o 
purchased from the State or municipalities in privatizing enterprises, but does not require thE 
of a decree. 

In summary, the Council of Ministers has adopted the following decrees to implemen 
of the Transformation and Privatization Act: 

0 	 Council of Ministers Decree No. 105 of 15 June 1992, "Regulation on Aucti 
referred to as "Ordinance on Auctions." 21 7 

* 	 Council of Ministers Decree No. 105 of 15 June 1992, "Regulation on the Ap
Property Subject to Privatization," also referred to as "Ordinance on the Ap] 
Property Subject to Privatization."2 18 

0 	 Decree No. 155 of 14 August 1992, "Ordinance on Tenders," also referred to as "F 
"'219 

on Competition. 

* Council of Ministers Decree No. 187 of 24 September 1992, "Ordinance on the I 
for Acquiring Shares and Interest Owned by the State and Municipalities on Pr 

220Terms. 

0 	 Council of Ministers Decree No. 187 of 24 September 1992, "Rules on the Proce, 
Manner of Spending the Resources of the Fund for Covering the Expenditure 
Privatization of State-Owned Enterprises." 221 

Several other laws or acts adopted by the National Assembly have an indirect relati
privatization in various ways and are listed in the order of their adoption: 

2,7State Gazette No. 50, 19 June 1992. 

SId. Note that Decree No. 105 has adopted two Regulations or Ordinances. 

219 	 State Gazette No. 68, 14 August 1992; Article 2, paragraph 1, of this Decree is an "As 
of the Body" under Article 3, paragraph 1, subparagraph 1, of the Transformation and Privati 
State-Owned and Municipal-Owned Enterprises Act." 

2W 	 State Gazette No. 81, 6 October 1992. 

" I
ld. Note that Decree No. 187 has adopted two Regulations or Ordinances. 
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" "Law on Accounting," adopted by tile National Assembly on 3 January 1991, often referred 
to as "Accounting Act" or "Accountancy Act. "222 

* "Law on Cooperatives," adopted by the National Assembly on 19 July 1991, also referred 
to as "Cooperatives Act. ,223 

" "Law on Environmental Protection," adopted by the National Assembly on 2 October 1991,
also referred to as "Environmental Protection Act. ,224 

" "Law on the Economic Activity of Foreign Persons and the Protection of ForeignInvestments," adopted by the National Assembly on 16 January 1992, also referred to as"Foreign Persons' Business Activity and Foreign Investments Protection Act. "225 

" "Bank and Lending Act," adopted by the Natior'il Assembly on 18 March 1992.226 

There are three laws or acts adopted by the National Assembly relating to restitution of claimsby former owners and their heirs of real property previously nationalized or expropriated by either theState or municipalities and they are listed in order of their adoption as: 

* "Restitution of the Ownership of Some Shops, Workshops, Warehouses and Studio Act,"
adopted by the National Assembly on 11 December 1991.227
 

0 "Restitution of Nationalized 
 Real Property Act," adopted by the National Assembly on 5 
February 1992.228 

0 "Restitution of Some Expropriated Property Act," adopted by the National Assembly on 5 
February 1992.229 

All three of these restitution claims laws or acts were adopted by the National Assembly priorto the adoption of the Transformation and Privatization Act of April 23, 1992. Claims for restitution ofreal property filed under the three restitution laws or acts appear, in many instances, to be in conflict orinconsistent with restitution claims filed by former owners under the Transformation and PrivatizationAct. The three restitution laws or acts and their conflicts and inconsistencies with claims filed by former 

State Gazette No. 4, 15 January 1991, as amended, State Gazette No. 26, 31 March 1992. 

State Gazette No. 63, 3 August 1991, as amended, State Gazette No. 34, 24 april 1992. 

. State Gazette No. 86, 18 October 1991, as amended, State Gazette No. 100, 1992.
 

State Gazette No. 8, 29 January 1992.
 

26 State Gazette No. 25, 27 March 1992.
 

, State Gazette No. 105, 19 December 1991. 

, State Gazette No. 15, 21 February 1992.
 

"9 State Gazette No. 15, 21 February 1992.
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owners under the Transformation and Privatization Act will be fully discussed in the 
Evaluation of Restitution Claims Procedures of this Report. 
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PRIVATIZATION PROCEDURE AND PROCESS 

The Transformation and Privatization Act established the conditions, terms and procedures forregulating both the transformation and reconstruction of state-owned enterprises into single-person orsole proprietor commercial partnerships or companies and for the privatization of state-ownedmunicipal-owned enterprises.230 andClause 1 of the Supplementary Provisions states that for the purposesof the Act, state-owned and municipal-owned enterprises juristicare persons (legal orcorporations) entitiesthat carry on businesses and the State or municipality owns the capitalBasically, the Transformation and property.and Privatization Act has two purposes, one being to transformreconstruct state-owned enterprises orinto single-person or sole proprietor commercial partnerships orcompanies and the second being to privatize transformed and nontransformed state-owned and municipal­
owned enterprises. 

Procedure, relating to the transformation or reconstruction and privatization processes set forthin the Transformation and Privatization Act and the Law on Commerce must be closely coordinated bythe governmental authorities or bodies and agencies involved. Transformation or reconstruction of astate-owned enterprise constitutes a division or distribution of the assets or property of that enterprise intoshares and interests as provided by the Law on Commerce. 2 31 State-owned or municipal enterprisesmust be either a single-person public limited company (publicly-held joint stock company) or a single­person private limited company (closely-held stock company) under the Commercial Code; a state-ownedor municipal owned enterprise shall be free to incorporate commercial societies or associations. 232 Article 62, paragraph 1, of the onLaw Commerce provides that state-owned or municipal-ownedenterprises shall be incorporated or reconstructed as single-person public limited companies or single­person private limited companies by procedures established by law. Municipal enterprises can only beincorporatea or reconstructed pursuant to a resolution by the municipal council. 233 

The law referred to in Article 62, paragraphprocedures to transform 
1, of the Law on Commerce for establishingor reconstruct state-owned 

public 
or municipal owned enterprises into single-personlimited companies or single-person private limitedPrivatization Act, which 

companies is the Transformation andwas adopted almost a year after the Law on Commerce. Prior to theTransformation and Privatization Act, Article 1, paragraph 1, of the Formation of State Property SoleProprietor Companies Act adopted by the National Assembly in June 1991 provided that the formationand transformation of state-owned enterprises soleproprietor joint stock companies) 
to proprietor limited liability companies (soleor sole proprietor limited liability companies (sole proprietor limitedliability companies) were to be effected by an act (issuance of a decree) of the Council of Ministers.Management of State sole proprietor companies, where all the shares, capital and property are owned bythe State, is to be assigned by a management contract pursuant to such procedure defined by the Council 

, 
Transformation and Privatization of State-Owned and Municipal-Owned Enterprises Act, State 
Gazette No. 35, 18 May 1992, Article 1, paragraph 1. 

, Id., Article 1, paragraph 2. 
232 Law on Commerce, State Gazette No. 48, 18 June 1991, Article 61. 

, Id., Article 62, paragraph 2. 
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of Ministers.234 Shares and interests in sole proprietor companies formed with State 
property could "notbe transformed under this Act. ., This Law, Ibecame effectivhch b''tint! 2 apply':e paaagraph1991', was to apyutfthe adoption of a law referred to in Article 62, prgah1, of
Commerce. Except for that portion of it relating to management, the Law was ".rep 

m d, rivatization-Act. municipal-owed 

The type of company into which a state-owned or municpal-ownedenterprise is trreconstructed under the Law on Commerce is pdeendentuon ofeieithe desires 
municipality, taking into consideration the financial status of the enterprises. The capital re 
of a private limited company are at least 50,000 leva, 238 and that of a public limited co 
be' at least 5 million leva if formed by subscription and 1 million leva if forme 
subscription. 239' Both types of 'companies must register in the commercial register maintah 
court in the district in which they are located.4 andcoply with the other requirenn.i 
on Comme~rce. adcml ihteohrrqieet 

The privatization of state-owned and municipal-owned.enterprises under the Transfo.. 
. .PrivatizationAct is the transfer of shares and interests in the transformed or reconstructed c 

partnerships held by the State or municipalities, or the ownership of any whole nontrans 
nonreconstructed enterprise or separate parts of it, to natural or legal persons.2 A se 
means any organizational structure within an enterprise that cawcarrv on business separate and" 

A' the whole enterprise. 242 The Transformation and Privatization Act applies both to the priva 
state-owned and municipal enterprises that have been transformed to, or reconstructed as c( 
partnerships and those enterprises that have not been transformed or reconstructed. 243 

A Privatization Agency, which is to be a State-financed juristic (legal) agency, was1 

as a State authority with the Council of Ministers under the Transformation and Privatizati 

4 State Gazette No. 55, Article 1, paragraph 3.' 

SId., Article 2. 

2I6 Id., Transitional and Concluding Provisions, Clause 6: 

: Transformation and Privatization Act, supra note 238, Transitional and Final Provision 
15. 

238.Law on Commerce, supra note 240, Article 117. 

11 Id., Article, 161. 

24 Id., Articles 3, 4, 119 & 174. 

24. Transformation and Privatization Act, supra note 238, Article 1, paragraph 3 . 

242 Id., Supplementary Provisions, Clause 2. 

243 Id., see Chapters 5 &6 
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provide an opinion on proposals for transforming or reconstructing certain state-owned enterprises, 2" organizing and supervising the privatization of state-owned enterprises and implementing privatizationin cases provided by the Act. 245 Financing for the Agency is provided by the National budget and keptseparate from the proceeds received from selling state-owned enterprises and administrative expensesarising from privatizing those enterprises.246 Governing oodies of the Agency are a Supervisory Boardand Executive Director and their membership, qualifications and duties are specified in the Act.247 
The Supervisory Board, which was to be appointed within one month from the effective date of the Act,consists of 11 members serving four-year terms, five appointed by the Council of Ministers and 	sixelected by the National Assembly. 248 Provisions are made for dismissing members for cause 2 49 andappointing their replacements.25 0 A Chairman is elected among the members.25' Members' salariesare determined by the Council of Ministers and they can not hold any other salaried position wiLiin the
Agency .252 Duties of the Privatization Agency include: 

0 Draft rules of procedure for the Agency and submit them to the Council of Ministers for 
adoption. 

• 
Determine the guidelines for operating the Agency in compliance with the Transformation 
and Privatization Act. 

* Approve a draft of the annual privatization program, budget of the Agency and the annualreport on implementing the privatization program and submit them to the Council of 
Ministers. 

0 	 Approve the privatization transactions exceeding amount determined by the rules ofan 

procedure of the Agency.
 

* 	 Establish general rules, ter,ns and conditions for appointing and paying employees of the 
Agency. 

0 Approve quarterly reports of the Executive Director on the operation of the Agency. 

244 	 Id., Article 17, paragraph 2. 

245 Id., Article 10, paragraphs I & 2. 

/d., 


7 Id., Articles 11 through 15.
 

I 	 Article 10, paragraph 3. 

- Id., Article 12, paragraph 1.
 

2'9 Id., Article 12, paragraph 2.
 

20 Id., Article 12, paragraph 3.
 

I"
Id., Article 12, paragraph 4.
 

25 Id., Article 12, paragraph 5.
 

http:members.25
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* Hire and dismiss the Executive Director and determine his or her salary. 

, Determine locations of regional offices and approve their chiefs. 5 

The Executive Director is responsible for organizing and directing the op'r
Privatization -Agency, representing -the-Agij7 'id- erowering others to perform specifi(
He or she may not hold any other salaried position nor receive remuneration by contractI 
services, except for research or teaching.25 

State-owned enterprises are transformed or reconstructed into single-person or soh
commercial partnerships or companies by the Council of Ministers or a body designated by
isthe Ministry responsible for management and operation of the enterprise. If the book value 
assets of any state-owned enterprise exceeds 10 millibn leva, the transformation or reconstru 
enterprise is done by the Council of Ministers at the proposal of a body of the Council, wh 
the Ministry having management and operational responsibility over the enterprise. T1 
Ministry, however, must submit the transformation or reconstruction proposal to the Privatizat 
for an opinion regarding it before it is forwarded to the Council of Ministers for action. Such 

7must be given by the Agency within one month after receipt.2 . 

Shares or interests held by the State or municipality in any enterprises that have been t 
or reconstructed into commercial partnerships, excluding any shares or interests in enterpris
to remain State property pursuant Article 2, paragraph 2, subparagraph 4, of the Transfor1 
Privatization Act, must be offered for sale within five years from the date of registering the t, 
or reconstructed commercial partnership. 258 The subparagraph of the Article referred 
regarding the exclusion of any shares or interests in enterprises that are to remain State propert
that the Privatization Agency must include in its annual privatization program a list of sect
enterprises whose privatization will not be settled either in full or in part during the term of 
the annual program.2 59 

There appear to be two different types of state-owned and municipal-owned ente
Bulgaria. One type includes those state-owned and municipal-owned enterprises that have 
transformed or reconstructed into commercial partnerships pursuant to the Transform 
Privatization Act and the other includes those state-owned and municipal-owned enterprises that 
transformed or reconstructed into commercial partnerships pursuant to the Act, with all of the 
interests in them owned by the State or municipality. Article 61 of the Law on Commerce pr( 

IId., Article 13. 

IId., Article 14, paragraph 1. 

s Id., Article 14, paragraph 2. 

26 Id., Article 17, paragraph 1. 

/d.,I7 Article 17, paragraph 2. 

258 Id., Article 19. 

SId., Article 2, paragraph 2, subparagraph 4. 

http:teaching.25
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state-owned or municipal owned enterprises are to be either single-person public limited companies or 
single-person private limited companies. 

Storco Pleven and Selviconserv, both state-owned enterprises, have been transformed into single­
person commercial partnerships in accordance with Article 1, paragraph 1, of the Transformation and 
Privatization Act for eventual privatization under the Act. 

Privatization is to be carried out pursuant to an annual privatization program prepared by the 
Privatization Agency and approved by the Council of Ministers. 26° Among the items to be included 
in the annual privatization program are: 

" 	 Minimum privatization goals or targets for the year, including minimum number of state­
owned enterprises subject to privatization and priority sectors. 

* 	 Expected amount of revenue or proceeds from privatizing state-owned enterprises and 
method or manner of using those revenues or proceeds in compliance with the requirements 
of the Transformation and Privatization Act. 

* 	 Any administrative expenses arising from the privatization activities. 

" List of sectors and/or enterprises whose privatization will not be settled either in full or in 
part during the term of validity of this annual program. 

" General guidelines for the privatization policy of municipalities.26' 

After the Council of Ministers approves the annual privatization program. it is submitted to the 
National Assembly for passage simultaneously with the National Budget Act.262 Clause 14 of the 
Transitional and Final Provisions of the Transformation and Privatization Act states that the procedures 
established in the Act for adopting the annual privatization program do not apply to the program for 
1992. Annual reports on implementation of the privatization program must be prepared by the 
Privatization Agency and submitted, along with the National budget report, to the National Assembly by 
the Council of Ministers. 263 

The Privatization Agency prepared an annual program for 1992 in which it proposed 92 state­
owned enterprises or industries as the minimum privatization goal or target for the year. Twelve were 
to be privatized by the Agency and the remainder by the Ministries. The names of the enterprises or 
industries targeted for privatization were given for both the Agency and the designated Ministries in two 
attached supplements to the program. The Agency did not indicate, however, whether or not the state­
owned enterprises or industries had previously been transformed or reconstructed into commercial 

-partnerships. 

260Id., Article 2, paragraph I. 

211Id., Article 2, paragraph 2. 

26 Id., Article 2, paragraph 3. 

263 Id., Article 2, paragraph 4. 
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Large state-owned enterprises in the industrial and construction sectors weregiven
privatization by the Privatization Agency during 1992 and small state-owned enterprises i 
services, tourist and transportation sectors were given priority for privatization by the Ministri 
and/or enterprises that were not to be privatized during the operation of this program for 199 
in the fields of petrochemical industries;specialindustries financial institutions for restructuri 
debt and enterprises with unsettled- ownership. Statements were made in the annual progr
Privatization Agency would not estimate, because it was the first year, proceeds or amount 
revenue resulting from the sale of enterprises during privatization or the expected a 
expenditures connected with the privatization process., The Agency recommended that munici 
privatization priority to enterprises in the trade, services, urban and inter-urban public transp 
construction sectors. 

Decisions to privatize state-owned enterprises are made by: (1) a State body o 
designated by the Council of Ministers, which is the Ministry having management and 
responsibility over the enterprise, where the book value of the fixed assets of the enterpris' 
privatization are under 10 million leva; (2) the Privatization Agency where the book value: 
assets of the enterprise subject to privatization exceed 10 million leva; and (3) the Privatizati 
on advance approval by the Council of Ministers where the book value of fixed assets of the 
designated by the Council of Ministers as subject to privatization is over 200 million leva. 2 

2, paragraph 1, of Council of Ministers Decree No. 155 of 14 August 1992265 designates
the bodies or authorities (various Ministries) under Article 3, paragraph 1, subparagraph
Transformation and Privatization Act for making privatization decisions state-ownedover 
whose book value of fixed assets is under 10 million leva. Municipal councils where the ente 
located make the decision regarding the privatization of municipal-owned enterprises. 266  Pr 
under Article 3 of the Transformation and Privatization Act applies to state-owned enterprises
of whether or not they have been transformed or reconstructed into commercial partnerships b 
privatization. 

267 

If a body or authority under Article 3, paragraph 1, of the Transformation and Privati 
has not made a decision to privatize a state-owned or municipal-owned enterprise, a prop
decision to privatize a state-owned or municipal-owned enterprise may originate from 
management body of anlenterprise regardless of whether or not it has been transformed reconst 
a commercial partnerships; (2) a simple majority of the staff (employees) members of a c 
partnership or enterprise; or (3) the Privatization Agency where the Agency is not the prope
authority under Article 3, paragraph 1, of the Act to make a decision on privatization.2 

proposals for a decision to privatize are made to the proper bodies or authorities empowered un 
3, paragraph 1, of the Act to make a decision on privatization and those bodies or authorities 

26 Id., Article 3, paragraph 1. 

State Gazette No. 68, 14 August 1992. 

Transformation and Privatization Act, supra note 238, Article 3, paragraph 1, subpar 

SId., see, for example, Chapters 5 & 6. 

' Id., Article 4, paragraph 1.:./ 
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month to decide on the proposals, with denials being justified. 269 This Article acknowledges the rightof management and staff to request privatization of their enterprises, or, at least, permits managementand staff to request a proper government body or authority make a decision on their proposal to privatize. 

The method and procedures used to privatize state-owned and municipal-owned enterprises underthe Transformation and Privatization Act differ depending upon whether or not the enterprises have beentransformed or reconstructed into commercial partnerships; 270 therefore, Bulgaria uses either a one-tier or two-tier system of privatization. Under the one-tier system, enterprises or parts of them are privatizedprior to being transformed or reconstructed into commercial partnerships. 271 Enterprises aretransformed or reconstructed into commercial partnerships before the interests or shares held by the Stateor municipalities in them are privatized under the two-tier system.272 An attorney in the Ministry ofInterior informed me that the Ministry felt it was easier to privatize an enterprise that has beentransformed into a commercial partnership because it can be privatized as a whole unit or by selling
shares or interests in parts of it. 

Privatization methods and procedures also differ under the Transformation and Privatization Actdepending upon whether the transformed state-owned or municipal-owned enterprise has beenreconstructed as a single-person public limited company (joint stock company) or a single-person privatelimited company (closely-held corporation). 273 Article 62 of the Law on Commerce requires that thesingle-person commercial partnerships into which the state-owned and municipal-owned enterprises aretransformed be reconstructed as either single-person public limited companies or single-person privatelimited companies.274 Methods and procedures differ on processing rights of present and certainformer employees to participate in the sale of shares in single-person public limited companies or interestsin single-person private limited companies on preferential terms.275 Shares are sold in enterprisesreconstructed as single-person public limited companies or joint stock companies,276 while interests aresold in enterprises reconstructed as single-person private limited companies or limited liabilitycompanies. 277 Two other differences are the different permissible methods that may be used to sellshares or interests in the two transformed enterprises27 8 and that the initial selling price of shares in 

269 Id., Article 4, paragraph 2. 

270 Id., see Chapters 5 & 6. 

'71 Id., Chapter 6. 

2' Id., Chapter 5. 

27 Id., Articles 22 & 23. 

274 The reference made to "limited Liability companies" in Article 23, paragraph 1, of the 
Transformation and Privatization Act actually mearns "single-person private limited companies." 

275 See Transformation and Privatization Act, supra note 238, Articles 5, 22 & 23. 

276 Id., Article 22. The Transformation and Privatization Act uses the term "joint stock company." 

277 Id., Article 23. See note 283, supra. 

271 Id., Article 25. 
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single-person public limited companies isdetermined by an appraisal of the privatizing enterp
such an appraisal is not required to establish the initial selling price of shares in single-pers 
limited companies. 

Decisions to sell shares or interests in state-owned or municipal-owned enterprises tr 
into com ercilpai-nersliis whether they be reconstructed as joint stock companies or priv: 
liability companies, are made by the authority or body specified in Article 3, paragraph, 
Transformation and Privatization Act empowered to make decisions on whether to privati; 
decisions to privatize must be published in the State Gazette and in at least two nati, 
newspapers. 280 Any shares held by the State or municipalities in enterprises reconstructe 
stock companies may be sold by: (1) open offering of the shares to the public; (2) public 
blocks of shares; (3) publicly invited tender; or (4) through negotiations with potential 
investors. 281  Ministries charged with the responsibility of privatizing enterprises un 
jurisdiction may not sell any shares in joint stock companies that are held by the State throug 
offering to the public without permission of the Privatization Agency.2 82 Interests in those e 
that have been reconstructed as private limited liability companies can only be sold by: (1)publi
(2) publicly invited tender; or (3)through negotiation with potential buyers or ini 
Determination on the method of selling shares or interests is made by the authority or body ei 
to make the decision to privatize under Article 3, paragraph 1, of the Act and the method of, 
be published in the same manner as the decision to privatize or sell.284 The sale of shares o 
in a transformed commercial partnership that is being sold as a single unit may be by one or m 
methods listed above and the sale may be conducted in several stages as long as it complies wi 
year time limit specified in Article 19 of the Act for privatization. 285 Where shares in an 
reconstructed as a joint stock company are sold, the capital may be simultaneously increased b 
new shares in compliance with the Law on Commerce. 28 6  I 

The method of paying for shares or interests purchased from the State or municip
enterprises transformed into commercial partnerships is determined by the Council of Min 
If the Ministry of Finance agrees, the Privatization Agency may allow Bulgarian citizens and p 
residents in the country to purchase shares or interests by installment, and if so, the value of 

2I Id., Article 20, paragraph 1. 

Id., Article 20, paragraph 2. 

2' Id., Article 25, paragraph 1. 

Id., Article 25, paragraph 3. 

SId., Article 25, paragraph 2. 

Id., Article 20. 

Id., Article 26, paragraph 1. 

Id., Article 26, paragraph 2. 

Id., Article 29, paragraph 1. 
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shares or interests are adjusted in accordance with the basic interest or lending rate.28 8 Thesestatutory provisions do not 
two

indicate whether the method of payment and the allowance for installmentsis to be made on a case by case basis or if the Council of Ministers or Privatization Agency is to publishcriteria or guidelines applicable to more than one case. Creditors of any privatizing enterprise may, withpermission of the Privatization Agency, acquire shares or interests in the enterprise against its debt to 
them. 2

89 

The initial selling price for an opening offer of shares to the public in an enterprise transformedinto a joint stock company and for the asking or reserve price at a public auction of blocks of shares orinterest, the initial offering price for a publicly invited tender of shares or interests, or the initial pricefor negotiations with potential buyers or investors of shares or interest in enterprises that have beentransformed into either joint stock companies or private limited liability companies are determined from an appraisal of the privatizing enterprise. 2 To determine those values, the Transformation andPrivatization Act requires that all state-owned or municipal-owned enterprises privatized under it,regardless of whether or not they have been transformed into commercial partnerships, be appraised byindependent Bulgarian or foreign experts or expert firms that are"9 1 licensed by the PrivatizationAgency. , Licenses may be issued to expert independent appraisers or firms by the MinistryFinance prior to the establishment of the Privatization Agency, 
of 

"but not later then two months after the
effective date of the Transformation and Privatization Act.292 

The Council of Ministers, in compliance with a requirement to adopt a regulation or ordinanceto establish procedures and criteria for appraising enterprises subject to privatization, adopted Decree No.105 of 15 June 1992, "Regulation of the Appraisal of Property Subject 293 to Privatization. '- ThisRegulation pertains to the appraisal of all state-owned or municipal-owned enterprises subjectprivatization, regardless of whether 
to 

or not they have been transformed into single-person commercialpartnerships or separate parts of them, and to liquidated state-owned or municipal-owned enterprises or
those in the process of liquidation.294 

An appraisal to determine value of the enterprise is ordered after a decision has been made toprivatize the enterprise and after an appraisal of the related property rights (also referred to as an analysisof the legal state of property or legal position of its possession) has been completed.295 Appraisals of 

288 Id., Article 29, paragraph 2. 

29 Id., Article 29, paragraph 3. 

190 Id., Article 27. 

,- Id., Article 16, paragraph 1. 

Id.,I Transitional and Final Provisions, Clause 12. 

213 State Gazette No. 56, 15 June 1992. See Transformation and Privatization Act, supra note 238,Article 16, paragraph 2; Transitional and Final Provisions, Clause 16, paragraph 3. 
294 Council of Ministers Decree No. 105 of 15 June 1992, "Regulation of the Appraisal of Property 

Subject to Privatization," State Gazette No. 56, 15 June 1992, Article 2. 

295 Id., Article 3, paragraph 1. 
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related property rights, which may be performed by qualified lawyers and are certified by th 
management, are ordered by the authority or body under Article 3, paragraph 1, of the Tr 
and 	Privatization Act authorized to make the decision to privatize the enterprises or by the 
boards or staff of enterprises under Article 4, paragraph 1, of the same Act authorized to mak 
for 	decisions to privatize their enterprises. 296 The appraisal of property rights of an enterpn 

" 	 Property rights governing the assets of the enterprise that includes rights of own 
restrictions; encumbrances in the form of restrictions, mortgages and pledges 
property acquired by compulsory purchase from private owners or cooperatives. 

• 	Property rights in trademarks, patents and other items of intellectual property. 

* 	 Concluded lease contracts for using assets of the enterprise by third parties. 

0 	 Participation or interests of the enterprise in commercial companies and other 
business activities. 

* 	 Property suits, claims and receivables. 

* 	 Other property and non-property rights and obligations. 297 

Information or data to appraise those related property rights may be obtained from de 
registration of State property, decisions and records on ceding State property for operative ma 
contracts, financial and accounting records and other documents.2 9 

At least two of the following methods must be used to appraise the value of property 
privatization: 299 (1) net worth or net value of the assets; (2) liquidation value; (3) present 
or capitalization of the income by updating (discounting) expected net money income; (4
adjustment (market multipliers) or sales comparison (appraisal by analogue); (5) other inter, 
recognized methods; or (6) a combination of the above methods. °° In addition, the appra 
take into consideration the environmental impact of the enterprise's production.°0t The se 
persons to make the appraisals is done by public tender or publicly announce competition o, 
cases by direct contracting. 302 Provisions of this Regulation on the Appraisal of Property 5 

Id., 	 Article 3, paragraph 2. 

2' Id., Article 4, paragraph 1. 

298Id., Article 4, paragraph 2. 

29 	 Id., Article 6, paragraph 1. 

2 	Id., Article 5. 

301 Id., Article 6, paragraph 3. See provisions of Law on Environmental Protection, 2 Octol 
State Gazette No. 86, 18 October 1991, as amended. 

31 	 Id., Article 11. 
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Privatization 30 3 should be coordinated with Chapter Three, "Valuation of Assets and Liabilities," ofthe Law on Accounting adopted by the National Assembly on 3 January 1991.304
 
The 
 Council of Ministers is required to determineprospectuses the mandatory information containedfor the sale of any shares or interests in enterprises in 

commercial partnerships 30 5 that have been transformed intoand adopt a regulation or ordinancerequirement, 30 6 which has not been done yet. 
in compliance with thisArticle 164 of the Law on Commerce sets forth thecontent requirements for a prospectus for a public limited liability company or joint stock company. ThisArticle and Article 163, which requires the preparation and publication of a prospectus, pertains to publiclimited companies or joint stock companies after they become privatized enterprises and sell shares toprospective subscribers. The same type of information required in Article 164 can be used by the Stateor municipality when preparing prospectuses for the sale of shares or interests in transformed enterprisesto prospective purchasers during the privatization process. Article 164 requires the following informationin a prospectus: 

" Company's purpose and registered office. 

" Amount of authorized capital, number of shares of stock and nominal value of each share. 
* Minimum amount of the first instalment, which may not be less than 25 percent of thenominal value of each share. 

" Expiration date of the offer.
 

* 
 Any privileges of the subscribers, which will not be in the form of bonuses, interest orpreferential rights to dividend.
 

* 
 Non-cash contributions due from the subscribers.
 

* 
 Any right of subscribers to appoint the first boards of comptrollers and directors for a periodnot exceeding three years. 

* Other conditions of the subscription. 307
 
The biggest procedural difference


partnerships in the privatization processunder the two-tier system between 
of transformed commercialthose state-owned enterprises and municipal-ownedenterprises that have been transformed into single-person public limited liability companies (joint stockcompanies) and those that have been transformed into single-person private limited liability companiesinvolves the handling of participation by present and former employees entitled to acquire shares and 

303 Note 303, supra.
 

3o' State Gazette No. 4, 15 January 1991.
 

30' Transformation and Privatization Act, supra note 238, Article 128.
 
306 Id., Transitional and Final Provisions, Clause 16, paragraph 3. 
" Law on Commerce, supra note 240, Article 164. 
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interest in the privatized enterprises on preferential terms as permitted by Article 5 of the Tra 
and Privatization Act: present employees of the privatizing transformed commercial partr
have been employed continuously by the enterprise for at least two years before the date of 
to privatize was declared; formeremployees whose employment was discontinued within f 

,... .. the date of declaring 'he decision to!privatize and were employed bythe enterprise-for atia
aindformer employees who retired on a pensionwhile in employment of the privatizing enter 
ten years of the date of declaring the decision to privatize and were employed for at least t 
the enterprise before going on pension are entitled to participate in the privatization! 
preferential terms. The right to participate in the purchase of shares and interests on prefere
however, may be exercised only once.30 8 Those entitled to participate on preferential
acquire a certain portion of the shares in public limited liability companies or interest in prii
liability companies at 50 percent of the price.,0 9 Juristic or legal persons (corporations) 'i 
State or municipality holds over a 50 percent interest in them may participate in the privatizati
owned enterprises only with the written consent of the Privatization Agency on a case by ca 
participate in the privatization of municipal-owned enterprises only with the written cow, 
appropriate municipal council for each specific case.3 0°

In compliance with Clause 16, paragraph 3, of the Transitional and Final I 
Transformation and Privatization Act, the Council of Ministers has enacted Decree No., 
September 1992 adopting an "Ordinance on the' Procedure for Acquiring Shares and Interests31 1. . .
the State and Municipalities on Preferential Terms" -, as required by Article 22, paragraph
23, paragraph 3, and Article 24 of the Act. Article 24 states that the terms and procedure 
persons under Article 5 of the Act have the right to acquire on preferential terms shares or int 
in commercial partnerships by the State and municipalities are to be determined by the i 
Ministers. Article 22, paragraph 2, which pertains to shares in transformed public limit 
companies or joint stock .companies to be privatized, and Article 23, paragraph 3, which I 
interests in private limited liability companies, permits a portion of the shares or interests in the 
companies be sold at 50 percent of their value in accordance with procedures established by, t] 
of Ministers. 

Council of Ministers Decree No. 187 of 24 September 1992 adopted pursuant to Ar
the Transformation and Privatization Act greatly expands the procedures set forth in Articles 
of the Act and increases the time period for privatizing state-owned and municipal-owned ei 
Under the Decree those entitled to purchasing on preferential terms may exercise that right in 
through their representatives.312 The authority or body responsible under Article 3, paragi
the Transformation and Privatization Act for making a decision to privatize state-owned and 
owned enterprises must announce the initial date for selling shares or interests of the c 
partnerships in the State Gazette and specify in the announcement the place for submitting ai 
for acquiring shares in joint stock companies or declarations for acquiring joint or common i 

308 Transformation and Privatization Act, supra note 238, Article 5, paragraph 3. 

09 Id., Article 22, paragraph 1 & 2; Article 23, paragraphs 1 & 3. 

311 Id., Article 5, paragraph 4. 

311 State Gazette No. 81, 6 October 192. 

311 Council of Ministers Decree No. 187, Article 2. 
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private limited liability companies. 313 The price at which persons pay to acquire shares or commoninterests is fixed by an appraisal of the enterprise made in compliance with the "Regulation on theAppraisal of Property Subject to Privatization" adopted by Council of Ministers Decree No. 105 of 15 
June 1992.3

14 

Persons entitled under Article 5, paragraph 2. of the Transformation and Privatization Act toparticipate on preferential terms in the privatization process of state-owned and municipal-ownedenterprises that have been transformed into joint stock companies or public limited liability companiesmay purchase up to 20 percent of the shares belonging to the State or municipality"'5 at 50 percent ofthe price of the shares as determined by the Council of Ministers.316 The total amount of the discountthat a single person is entitled to when purchasing shares on preferential terms may not exceed the totalof his or her gross salary or wages from the privatizing enterprise during the past specified number ofmonths, with the number of months depending upon the number of years of employment with theprivatizing enterprise.317 The number of months for computing gross salary or wage increases as thenumber of years of employment increases. For example, eight months of gross salary or wages are usedfor persons with less than five years of employment and 12 months of gross salary or wages are used forpersons with more than 10 years of employment. Gross salary is adjusted for any changes in theapplicable consumer price index to the date on which the sale of shares commences. 3 18 Rights topurchase shares on preferential terms must be exercised within three months from the date of commencingthe sale of shares. Shares allotted to sales on preferential terms, but remaining unsold at the end of thistime period, will be sold in accordance with general sales procedure. 319 The shares purchased onpreferential terms must be registered with the court in the district in which the enterprise is located, but
they are nonvoting for the first three years. 320 

Within two weeks after the expiration date given in Article 22, paragraph 5, of theTransformation and Privatization Act to exercise rights to purchase shares in joint stock companiespreferential onterms, which is three months from the date the sale of shares commenced, the joint stockcompany must organize the preparation of information data that consists of: (1) a list of persons who havedeclared their right to purchase shares on preferential terms under Article 5, paragraph 2, of the Act andthe grounds for their declaration of that right; (2) length of employment of each person with the enterpriseor company; and (3) gross labor salary of each person determined for a given number of months, adjustedfor the applicable consumer price index in accordance with the procedures in Article 22, paragraph 4, 

3 Id., Article 3. 

34 Id., Article 4. 

3 Transformation and Privatization Act, supra note 238, Article 22, paragraph 1. 

316 Id., Article 22, paragraph 2. 

311 Id., Article 22, paragraph 3. 

3"' Id., Article 22, paragraph 4. 

39 Id., Article 22, paragraph 5. 

320 Id., Article 22, paragraph 6. 
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of the Act, and the sum total of the discount to which each person is entitled 32 1 A' 
information must be displayed in prominent and accessible places in the territory or region
stock company. 22  Persons' are~entitled to lodge a complaint under the Law onA 
Procedure for verification of the content in the information within seven days after its pu
The final information, which is certified by the management board of the joint stock comp

"- -- "': :to the government authority or body' responsible'for' kga s under Aticle", -par 
the Act to privatize and a copy is kept in the archives of the company. 2 4 Each person is 
to a copy of the information if he or she so requests it.3 25 In cases where the total numbt 
subscribed exceeds 20 percent of the total number of the joint stock company's shares, the 
shares subscribed by persons eligible to purchase on preferential terms will be reduced propor
the reduction will be announced in prominent and accessible places in the territory or re

326 company. 

Procedures are different for purchasing interests on preferential terms in state­
municipal-owned enterprises that have been previously transformed into private limit(
companies, rather than joint stock companies. Persons entitled to acquire on preferentiali, 
purchase a joint or common interest amounting to no more than 20 percent of the capital of tf 
on those terms. Those persons must declare their wish to participate in purchasing the joint (
interest in the private limited liability company.3 27 The total size of the interest, method o 
of it and the individual contributions are determined by a meeting of those desirous of part
purchasing the joint or common interest. Interests acquired ao not give the holders the right
three years after the date of the sale.3 28 The total amount of discount that a single person 
to when purchasing a joint or common interest on preferential terms is based on gross salary
of employment time with the enterprise and is calculated in the same manner as that previousi
purchasing shares on preferential terms in joint stock companies. 29 

Council of Ministers Decree No. 187 of 24 September 1992 requires that within i 
from the date of commencing the sale of interests in a transformed private limited liability co 
company must convene a meeting of those persons entitled under Article 5, paragraph 

21 Council of Ministers Decree No. 187 of 24 September 1992, "Ordinance on the Pro 
Acquiring Shares and Interests Owned by the State and Municipalities on Preferential Te'] 
Gazette No. 81, 6 October 1992, Article 4, paragraph 1. 

1 Id., Article 4, paragraph 2. 

31 Id., Article 4, paragraph 3. 

31 ., Article 4, paragraph 4.Id., Article 4, paragraph 5. 

"6 Id., Article 5. 

, Transformation and Privatization Act, supra note 238, Article 23, paragraph 1. 

31 Id., Article 23, paragraph 2. 

329 Id., Article 23, paragraph 4. 
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Transformation and Privatization Act to acquire an interest in it under preferential terms by publishing 
an announcement in two central and one local daily newspapers giving information on the agenda, and 
time and place of the meeting.330  The right to participate in the meeting must be certified in 
information similar to that required for persons entitled to purchase stock in joint stock companies on 
preferential terms331 and the persons must submit an application or declaration indicating their right
to participate. 332 An application or declaration contains an agreement for acquiring a joint or common 
interest according to the terms, conditions and procedures in Article 23, paragraph 1, of the 
Transformation and Privatization Act that permits present and former employees to purchase up to 20 
percent of the interest of the private limited liability company on preferential terms and in conformity
with the price of the joint or common interest specified by the authority or body empowered under Article 
3, paragraph 1, of the Act to privatize the enterprise and the individual money installment with which 
each person wishes to participate up to the amount specified in the information data. 333 The meeting
of the applicants for acquiring a joint or common interest determines the amount of joint or common 
interest available; individual installments of the co-owners of the joint or conmon interest; manner of 
disposing of the joint or common interest; and a person who will represent the co-owners.334 When 
the declared amount for participation exceeds the price of the joint or common interest determined by the 
authority or body empowered to privatize, the meeting must proportionally reallot or redistribute the 
individual installments. 335 Minutes of the meeting must be taken, which are signed by the participants,
and submitted to the authority or body empowered to privatize the enterprise. 336 Relations between 
the co-owners of the joint or common interests are regulated by a contract between them.337 One share 
may be owned by several persons and one person may represent several owners. 

A different procedure is used under the Transformation and Privatization Act's one-tier system
to privatize state-owned and municipal-owned enterprises, or any separate part of them, which have not 
been transformed in advance of privatization into single-person commercial partnerships. Such enterprises 
are sold by public auction or publicly invited tenders.338 Employees may empower a person to 
represent them if more than 30 percent of the total number of them in any enterprise, or any separate part
of it, declare their wish to bid in the auction or participate in the tender. 339 The total amount of the 
,liscount cannot exceed the sum total of the gross wages drawn by the employees participating in the 

330 Council of Ministers Decree No. 187, supranote 330, Article 9, paragraph 1. 

"I Id., Article 4, paragraph 4. 

332 Id., Article 9. paragraph 2. 

33 Id., Article 10, paragraph 1. 

334 Id., Article 11, paragraph 1. 

33S Id., Article 11, paragraph 3. 

336 Id., Article 11, paragraph 4. 

...Id., Article 11. paragraph 2. See Law on Commerce, supra note 240, Article 132. 

33' Transformation and Privatization Act, supra note 238, Article 30, paragraph 1. 

"9 Id., Article 31, paragraph 2. 



purchase calculated in the same manner under Article 22 paragraphs 2 and 3 of the
employees participating on preferential terms in the privatization of enterprises that have been 
into commercial partnerships before privatization.~ Purchases may be made by instalim 
value of the unpaid amount isadjusted according to the base interest rate if a manufacturing o 
enterprise is being privatzed and ifapproved by the authority or body empowered unde

-paragraph 4, -of the-Act-to -privatizei~ 4 

of This procedure described above may also be used to privatize whole enterprises, or s,
of them, that have been transformed into commercial partnerships if the book value of the,
is less than 10 million leva. 342 In addition, the same procedures apply to privatizing tlie~r 
the assets of state-owned and municipal-owned enterprises that have been liquidated because o 
or other reasons after the settlement of their liabilities in accordancu with the rules of 
procedures. 343 

Ownership in nontransformed enterprises that are privatized may be transferred by:
for 25 years giving the renter an option to purchase; (2)contracting out the management and. 
parties an option to purchase; (3)selling by installments and retaining title or ownership unt 
(4) selling contingent upon conditions, such as continuing to use the property for the sam 
providing job security, making investment, achieving certain results and so forth . 
authority empowered to privatize may terminate the legal person or corporate status of any en]
is subject to any transaction under this Article.-

Article 6 of the Transformation and Privatization Act specifies that the proceed
privatization of state-owned and municipal-owned enterprises be placed in a special extr 
account and money in this account be distributed to various special enumerated accounts o,
basis. A portion of the proceeds from the privatization of municipally owned enterprises c 
settle the bad debts of municipal-owned enterprises. 3 Such a provision is not present for,
of bad debts of state-owned enterprises and there should be one. 

A portion of the proceeds are to be used to maintain a Mutual Fund to be establi 
Article 8 of the Transformation and Privatization Act. Article 8, paragraph 1, requires the. 
Ministers to establish such a Fund within three months after enactment of the Act. That Fu 

SId., Article 31, paragraph 3. 
S34" Id., Article 31, paragraph 4. 

342. Id., Article 33. 

1 Id., Article 32. 

31 Id., Article 34, paragraph 1, 

3 Id., Article 34, paragraph 2. 

A ~ Id., Article 6, paragraph 2, subparagraph 3. -
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been established yet and until it is established, the money remains in the various Ministries responsible
for the enterprises. One important use of that Fund is to compensate former owners. 347 

A portion of the proceeds from the privatization of state-owned enterprises can be used toreplenish funds covering the administrative expenses arising from the privatization of such
enterprises. 348 Article 6 should be amended to permit municipalities to spend more of their proceeds
for administering the privatization process. The Privatization Agency is required under Article 7,paragraph 1, to establish a fund to cover the privatization expenses of state-owned enterprises.
addition to receiving a pnrtion of the proceeds from privatization, the Agency is also allocated funds

In 

under the National Budget Act administered by the Minister of Finance. 349 

Pursuant to the requirements in Clause 16, paragraph 2, of the Transitional and Final Provisionsof the Transformation and P'ivatization Act, the Council of Ministers adopted Decree No. 107 of 24
September 1992, on the "Procedures and Manner of Spending the Resources of the Fund for Covering
the Expenditures for the Privatization of State-Owned Enterprises" for the fund established under Article
7, paragraph 1, of the Act to cover administrative expenses arising from the privatization of state-ownedenterprises. Each governmental authority or body empowered to privatize state-owned enterprises under
Article 3, paragraph 1, is required by Decree No 187 to have its own accounts for their revenues andexpenditures prepared by the Privatization Agency. 350 Resources from the funds can be spent for avariety of purposes listed in the Decree, but most are for administrative and operational expenses in
relation to the privatization process. 35 1 Expenditures must be approved by the Executive Director of
the Privatization Agency and be in compliance the Agency's annual privatization program.352 

Once a state-owned or municipal-owned enterprise has been privatized, a contract is executed
between the State or municipality and the new owners of the enterprise. Such contracts are to beregistered with the court of the district in which the privatized enterprise is located. In addition, thecontracts should be registered with the governmental body responsible for recording real property
ownership and transfers. The contract should include provisions similar to those in a "Warranty Deed"that transfers clear title to the new owners so that they will have a marketable title and can sell the real 
property if they so desire. 

The newly privatized enterprise will choose its own organizational structure under the Law onCommerce; the type of organization is not a part of the negotiations between the State or municipality
and the new owners of the enterprise during the privatization process. One of the factors that will betaken into consideration on the type of organization is the financial status of the private enterprise in
relation to the requirements of the Law on Commerce. Another factor is the tax advantages of a 
particular business organization. 

Ild., Article 8, paragraph 3, subparagraph 3. 

3 Id., Article 6, paragraph 1, subparagraph 1. 

311 Id., Article 7, paragraph 2. 

350 Council of Ministers Decree No. 187, Article I, paragraphs 2 & 3. 

351 Id., Article 2, paragraph 4. 

351 Id., Article 4, paragraph 1. 
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IDENTIFICATION OF INCONSISTENCIES OR GAPS
 
IN THE PRIVATIZATION LAWS
 

Changes or amendments to the Transformation and Privatization Act have been drafted and arenow beir discussed by a Special Working Group appointed by the Council of Ministers. The largenumber, lecrees adopting rules, regulations and ordinances presently applicable to the Act, in additionto those anticipated in the future, cause confusion and lead to inconsistencies in their application. 353
An example of a single law is the Ownership and Use of Fa.m Land Act,354 and a single complete setof rules implementing that Act and following the articles in the Act in sequence is Council of MinistersDecree No. 74 of 25 April 1991, "Rules for the Application of the Ownership and Use of Farm Land 
Act. "355 

There appear to be a conflict in terminology used to describe business organizations between theTransformation and Privatization Act and Law on Commerce. Article 1, paragraph 1, of theTransformation and Privatization Act states that state-owned enterprises are to be transformed into"single-person commercial partnerships," and Articles 22 and 23 refer to transformed enterprises as"joint-stock companies" and "limited liability companies," respectively. Article 61 and 62 of the Lawon Commerce indicates that state-owned and municipal-owned enterprises to be transformedare orreconstructed as a "single-person private limited company" or "single-person public limited company."Terminology for business organizations should be consistent throughout all of the laws or acts. 

Article 61 of the Law on Commerce indicates that state-owned and municipal-owned enterprisesshall be either a single-person private limited company or a single-person public limited company. 

Article 62, paragraph 1, provid6s that state-owned or municipal-owned enterprises are to beincorporated or reconstructed as single-person private limited companies or single-person public limitedcompanies by procedures established by law and Article 62, paragraph 2, states that municipal enterprisescan only be incorporated or reconstructed pursuant to a resolution by the municipal council. Bulgariahas two different types of enterprises as indicated by Chapters 5 and 6 of Transformation andPrivatization Act, one type is the transformed single-person commercial partnership and the other isnontransformed enterprises. Neither the Law on Commerce nor the Transformation and Privatization Actmakes the status of nontransformed state-owned or municipal-owned enterprises clear. 

Article 1,paragraph 1,of the Transformation and Privatization Act states that one of the purposesof this Act is to regulate the terms and procedures for transforming state-owned enterprises into single­person commercial partnerships. Article 17, paragraph 1,of the Act provides that state-owned enterprisesshall be transformed into single-person commercial partnerships by the Council of Ministers or a bodydesignated by it, which appears to be mandatory. However, Article 17, paragraph 2, provides that if thebook value of the fixed assets of the enterprise to be transformed or reconstructed exceeds 10 millioneva, the enterprise will be transformed or reconstructed by the Council of Ministers on the proposal ofne of its bodies, which is the Ministry having management responsibility over the enterprise. One 

"I See notes 223 to 227 for number of decrees applicable to the Transformation and Privatization 

\ct. 

114 State Gazette No. 17, 1March 1991, as amended. 

35 State Gazette No. 74, 30 April 1991, as amended. 
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paragraph of Article 17 appears to be mandatory, as is Article 61 of the Law on Commer 
other appears to leave the transformation decision up to the proposal of a particular Minisi 

The Transformation and Privatization Act refers to privatization of municipally-own( 
that have been transformed or reconstructed into single-person commercial partnerships, but 
any statutory authority or guidance on the procedure to do so. An amendment providing auti 
procedures and guidance on transformation or reconstruction of municipal-owned enterpri.
added to the Act. The only statutory provision relating to this subject is Article 62, paragrap 
on Commerce providing that such transformation or reconstruction is to be done pursuant tc 
by the municipal council. 

A proposal for a decision to privatize may be made under Article 4, para
Transformation and Privatization Act by the management bodies of any enterprise th 
transformed into a commercial partnership or any nontransformed enterprise or by the ma 
staff of any commercial partnership or enterprise. It is unclear if the staff of a nontransf 
owned or municipal-owned enterprise can make a proposal for a decision to privatize. 

Shares or interests held by the State or municipality in any enterprises that have been 
or reconstructed into commercial partnerships, excluding any interests or shares that are to 
property pursuant to Article 2, paragraph 2, subparagraph 4, of Transformation and Priva 
must be offered for sale within five years from the date of registering the transformation or r 
commercial partnership. 356 Sectors and/or enterprises that will not be privatized duri: 
because they are to remain State property must be listed by the Privatization Agency i 
program indicating the minimum number of state-owned enterprises targeted for privatizatic 
appears to be an inconsistency between Article 19 and Article 2, paragraph 2, subparagraph 4 
Article 19 provides elimination of certain transformed commercial partnerships from bein 
during the five-year period and Article 2, paragraph 2, subparagraph 4, requires for the listir 
and/or enterprises remaining State property that will not be privatized during the validity of 
program. 

Mandatory information contained in a prospectus supplied to potential purchasers ii 
shares or interests in transformed enterprises is to be specified by the Council of Minister 
Council of Ministers is required to adopt such rules and regulations,359 which has not bee 
The Transformation and Privatization Act should be amended to require the type olsame 
information for the potential buyers of enterprises, or separate parts of them, that hay
transformed into commercial partnerships in advance of the sale. 

Article 164 of the Law on Commerce sets forth the content requirements of a pros] 
public limited liability company. More information, however, should be required in a pro.
that specified in Article 164. Basically, what the State or municipality is doing when pr: 
enterprise transformed into a commercial partnership is selling shares in an operational pu 

316 Transformation and Privatization Act, supra note 362, Article 19. 

" Id., Article 2, paragraph 2, subparagraph 4. 

358 Id., Article 28. 

IId., Transitional and Final Provisions, Clause 16, paragraph 3. 

BEST AVAILABLE COPY 
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liability company, in which the government body owns all the shares, to private subscribers. In additionto the information required in Article 164, 36° should include:
 

* 
 Business background on the transformed public limited liability company or private limited
liability company. 

* Statement on the capitalization of the public limited liability company or private limited
liability company.
 

* 
 Amount of funded debt outstanding and that to be created by the shares or interests to be
offered for sale. 

* Estimated net proceeds to be derived from the sale of the offered shares. 
* Commissions or discounts paid to or to be paid, directly or indirectly, by the public limitedliability company or private limited liability company in selling the shares of interests. 

Amount or estimated amount, itemized in reasonable detail, of sales-expenses, othercommissions, to be born by public limited liability company or private limited liability 
company.
 

* 
 Balance sheet for the past fiscal or accounting year.
 

* 
 Profit and loss statement of the public limited liability company or private limited liabilitycompany, showing earnings, income, expenses and losses for the past fiscal or accounting 
year.
 

Council of Ministers Decree 
 No. 234 of 24 November 1992 on the "Transformation into StateDebt of Bad Bank Credits to Sole Proprietor Companies with State Property and State-Owned Firms, andon Clearing the Credit Portfolios of the Commercial Banks with Over 50 percent State Participation' 361permits single-person or sole proprietor companies owned by the State, state-owned enterprises and other
organizations terminated by Section 12 of the Transitional and Concluding Provisions of the Ownership
and Use of Farm Land Act 362 to write off bad debts to banks or to have them reconstructed into Statedebts under certain circumstances. It is unclear whether this Decree applies.to all single-person or soleproprietor companies owned by the State regardless of their sector or whether it only applies to thoseterminated by Section 12 of the Transitional and Concluding Provisions of the Ownership and Use of
Farm Land Act. 
 The Decree should be clarified and if it does not apply to all transformed privatizingenterprises, it should be amended so that all enterprises have this needed privilege. 

Article 5, paragraph 5, of the Transformation and Privatization Act permits public debt creditorsto participate in the privatization by using his or her receivables from the debt according to proceduresestablished by the Council of Ministers. The procedures have not yet been prepared or adopted. 

o See note 316, supra, for the information required in a prospectus by Article 164 of the Law on 
Commerce. 

36, State Gazette No. 98, 4 December 1992. 

162 State Gazette No. 17, 1 March 1992. 
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Article 6 of Transformation and Privatization Act specifies that the procee
privatization of state-owned and municipal-owned enterprises be placed in a special ext 
account and money in the account be distributed to various special enumerated accounts o 
basis. A portion of the proceeds from the privatization of municipally-owned enterprises c 

'-settle -the bad debts-of-municipal-ownedd ente6frri. -A:provisiin sh6ild b-66363 added pe
owned enterprises to use a portion of the proceeds from privatization to settle their bad 
addition, a portion of the proceeds from the privatization of state-owned enterprises can 
replenish funds covering the administrative expenses arising from the privatizatia
enterprises3 Article 6 should be amended to permit munici ialities to spend more of t 
resulting from privatizing municipal-owned enterprises to administer their privatization proc 

Either the Transformation and Privatization Act or Council of Ministers Decree 
should be amended to permit a broader use of the monies received from the sale of 
enterprises. Take, for example, the following situation: (1)a state-owned enterprise receives 
a bank to construct a new building; (2) the enterprise has financial difficulties that causes the c 
not to be completed; and (3) the ministry responsible for managing that enterprise decides 
and sell it. Money paid by the purchaser of the enterprise is transferred directly to the State 
be used to complete construction of the building and expand the business of the enterprise. 
guarantee that any of the money will be returned to the enterprise; a certain portion of the rev 
be returned to the enterprise for expansion. 

The method of paying for shares or interests purchased from the State or munic 
enterprises transformed into commercial partnerships is determined by the Council of Minis 
the Privatization Agency may allow Bulgarian citizens and permanent residents in the country, i 
by the Ministry of Finance, to purchase shares or interests by installments.367 Neithe 
provision indicates whether the method of payment nor allowance for installments is to be mad 
by case basis or if the Council of Ministers or Privatization Agency is to publish criteria or 
applicable to more than one case. 

- Transformation and Privatization Act, supranote 362, Article 6, paragraph 2, subpar 

I"Id., Article 6, paragraph 1, subparagraph 1. 

SCouncil of Ministers Decree No. 187 of 24 September 1992, "Ordinance on the Proc 
Acquiring Shares and Interests Owned by the State and Municipalities on Preferential Te 
Gazette No. 81, 6 October 1992. 

'6 Transformation and Privatization Act, supra note 362, Article 29, paragraph 1. 

Id., Article 19, paragraph 2. 3 
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A contract between the State or municipality and new owners of the privatized enterprise shouldcontain provisions similar to those in a "Warranty Deed," such as 
"This Deed, made between (Name) , Grantor, and (Name) , Grantee," 

"WITNESSETH, That the said Grantor, for a valuable consideration of(Amount) conveys and warrants to Grantee the following described real estate in(Name of localgovernment) , District of
(Full description of real estate according to land recording system)." 

"Together with all and singular the hereditaments [Permanent objects, such as land, thatare capable of being inherited] and appurtenances [Attachments to the land, such as right­of-ways, easements and permanent buildings, that pass incident to it] belonging to it," 

"And (Grantor) warrants that the title is good, indefeasible in fee simple and freeand clear of encumbrances, except (List All encumbrances) andwarrants and defends the same." 
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EVALUATION OF INSTITUTIONAL FRAMEWORK
 
TO IMPLEMENT PRIVATIZATION
 

Differentiating between inconsistencies or gaps in the privatization laws and acts discussed in the
previous Section and an evaluation of the institutional framework to implement privatization is difficultand may be overlapping. Items discussed in this Section relate primarily to the control or lack of it that 
government authorities and bodies have over the privatization process. 

The institutional framework for privatizing state-owned and municipal-owned enterprises inBulgaria under the Transformation and Privatization Act and other privatization laws and acts is verycomplex and involves many government authorities and bodies. Government authorities and bodiesresponsible for privatization are very concerned whether the newly privatized enterprises will be able tosuccessfully operate in a free market economy, maintain and expand their business activities and maintain
their employment level. This concern and protection against business failures, the large number ofgovernment authorities and bodies involved in privatizing enterprises and the numerous required
administrative responsibilities are causing delays in the privatization process. 

There are several articles in the Transformation and Privatization Act relating to initiating theprivatization process and establishing procedures, priorities and a time frame for privatization, but there 
are no provisions relating to the transformation procedures, priorities or a time frame. Article 17,paragraph 1, of the Transformation and Privatization Act states that state-owned enterprises shall betransformed into single-person commercial partnerships by the Council of Ministers or a body designated
by it, meaning the Ministry having management responsibility over the specific state-owned enterprise.
Article 62, paragraph 1, of the Law on Commerce provides that a state owned or municipal-owned
enterprise shall be incorporated or reconstructed as a single-person limited company or a single-person
limited company or a single-person public limited company by a procedure established by a law, which 
means the future Transformation and Privatization Act, and Article 62, paragraph 2, of the Law onCommerce provides that incorporation or reconstruction of a municipal-owned enterprise is to be dunepursuant to a resolution by the municipal council. None of these articles in the Law on Commerce or
Transformation and Privatization Act appear to offer any guidance to governmental authorities or bodies on the procedures or establishing a time frame for transforming or reconstructing state-owned and
municipal-owned enterprises to commercial partnerships. 

A decision to privatize a state-owned enterprise is made by the Privatization Agency or Ministry
responsible for its management, depending on the book value of the fixed assets enterprise subject to
privatization, or the municipal council for municipal-owned enterprises.368 Proposals for a request for a decision to privatize state-owned enterprises can also be made by the managing bodies of those that havetransformed into commercial partnerships or of those that have not been transformed; workers and-employees of commercial partnerships and enterprises; and the Privatization Agency for those enterprises
for which it is not the primary authority making the decision to privatize, which means any enterprise
having a book value of fixed assets less than 10 million leva.369 

These articles in the Transformation and Privatization Act relating to privatization appear to beinconsistent with other articles outlining the responsibility of the Privation Agency. Privatization is to 

368 Id., Article, paragraph 1. 

369 Id., Article 4, paragraph 1. 
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be carried out pursuant to an annual program prepared by the Privatization Agency that lists 
enterprises targeted to be privatized.3 A question arises from an institutional viewp
enterprises are incorporated into the Privatization Agency's annual program. Do th 
empowered to make a decision to privatize state-owned enterprises request the inclusion of th 
over which they have jurisdiction in the annual program of the Privatization Agency? Or, c 

--empowered -twithhrdecisionz ngauthority 'toprivatize "exercise thattifrity over 
enterprises included in the Privatization Agency's Annual program? Provisions of the Tr 
and Privatization Act permit the various Ministries, and more particularly the Privatizati 
maximum control over the timing of privatizing state-owned enterprises. 

Article 19 of the Transformation and Privatization Act provides that any shares or i 
by the State or municipalities in any enterprise that has been transformed or reconst 
commercial partnership must be offered for sale within five years from the date of its regi 
partnership. Privatization could also be postponed by delaying transforming or reconstructing
enterprises into commercial partnerships to negate the five-year limitation for privatizing
enterprises. Ministries and the Privatization Agency basically control the timing for tr 
reconstructing state-owned enterprises into commercial-partnerships under Article 17 of the 

The 10 million leva fixed asset limitation established in Article 3, paragraph 1, relati 
government authority or body is empowered to make a decision on privatizing state-owned 
was established prior to inflation. This limitation requires the Privatization Agency to beco 
in the privatization of too many enterprises; therefore, the 10 million leva limitation should b 
to 100 or 150 million leva to decrease the number of enterprises for the Agency to privati 
present time, the Agency is responsible for privatizing 30 percent of the total number of 
enterprises, but they have 70 percent of the employees in the state-owned sector of the econ 
percent of the sector's assets are in those enterprises. In addition, the various Ministries are 
for managing the state-owned enterprises; therefore, they are well acquainted with their op
could handle their privatization. An amendment to the Transformation and Privatization Ac 
prepared to increase this 10 million leva limitation. 

Requirements in Article 5, paragraph 2, of the Transformation and Privatization Ac 
present and certain former employees preferential participation in acquiring shares and intere
owned and municipal-owned enterprises that have been transformed into commercial partn 
cause delays up to three months or longer in the privatization process. Those persons are 
purchase up to 20.percent of the shares owned by the State or municipality in a transformed 
company37t or a joint or common interest in a private transformed limited liability company 

representing 20 percent of the capital of it372 at a price equal to 50 percent of the price of 
or interest. 373 

3-1 Id., Article 2, paragraph 1. 

370 Id., Article 22, paragraph 1. 

31 Id., Article 23, paragraph 1. 

31 Id., Article 22, paragraph 3, Article 23, paragraph 3. 
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The aggregate amount of the discount at which a single person purchase onmay sharespreferential terms in a joint stock company or an interest on preferential terms in a private limited liabilitycompany is dependent upon the gross wages or salary the person has received from the privatizing
enterprise during the past specified number of months, with the number of months depending upon thenumber of years of service to the enterprise.374 Rights to preferential purchase of shares in joint stockcompanies must be exercised within three months from the commencement of the sale of the shares 375 
and the size of the interest, method of disposal and individual contributions in a private limited liabilitycompany are determined at a meeting of the persons wishing to participate in the acquisition of a joint 
or common interest in the company. 376 

Procedures in Council of Ministers Decree No. 187 of 24 September 1992 adopting an"Ordinance on the Procedure for Acquiring Shares and Interests Owned by the State and Municipalities
on Preferential Terms," are complex and can be very time consuming and lengthy.377 For example,the government authority or body empowered to make a decision under Article 3, paragraph 1, of theTransformation and Privatization Act to privatize a joint stock company has two weeks after the three­
month period from the date the sale of shares commenced to begin preparing information data on personsentitled to purchase shares on preferential terms, which includes, among other things, the length ofservice and gross salary of each person. 378 That information data must be announced by placing it inprominent and accessible places in the region of the enterprise and persons listed in the information datacan lodge a complaint about the information data under the Law on Administrative Procedure within seven days from the announcement.379 With regard to privatizing private limited liability companies,the companies must within three months from the beginning of the sales convene a meeting of the personsentitled to purchase joint or common interests in it on preferential terms.38° Privatization time maybe reduced by immediately setting aside 20 percent of the shares of the joint stock companies or 20percent of the value of private limited liability companies and retain that ownership in the State ormunicipality until the shares and interests of the persons entitled to purchase on preferential terms aredetermined. Other Eastern European countries have used this procedure in their privatization process.In addition, the preparation of the information data could begin immediately after the commencement ofthe sale of shares in joint stock companies and the meeting of persons entitled to purchase joint orcommon interests in private limited liability companies could be held during the first part of the three­

month period from the commencement date for the sale of interests in the companies. 

374id. 

Id.,IT Article 22, paragraph 5. 

I376d., Article 23, paragraph 2. 

31 Council of Ministers Decree No. 187 of 24 September 1992, "Ordinance on Procedure forAcquiring Shares and Interests Owned by State and Municipalities on Preferential terms, State Gazette 
No. 81, 6 October 1992. 

371 Id., Article 4, paragraph 1. 

379 
 Id., Article 4, paragraphs 2 & 3. 

31 Id., Article 9, paragraph 1. 
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Council of Ministers Decree No. 105 of 15 June 1992, "Regulation on the Appraisal
Subject to Privatization,"38' indicates two types of appraisals for property of enterprise 
privatization, whether or not they have been transformed into a conmercial partnership
appraisal is that of property rights governing the assets of the enterprise 382 and is ord 
authority or body under Article 3, paragraph 1, of the Transformation and Priatiz.ation Ac 
decision-making power to privatize and is to be performed by qualified lawyers. 383 

purposes of this appraisal, which is made by lawyers of the Privatization Agency and Min 
determine if the state-owned and municipal-owned enterprises can function in a free mark 
before making a decision to privatize them and another is to get information as required ui 
12 of Decree No. 105 to determine value of the enterprise in the second appraisal under 
methods enumerated in Article 5 of the Decree. An insufficient number of lawyers in the I 
Agency or appropriate Ministries to perform these appraisals cause delays in the privatizati 

A second appraisal under Decree No. 105 of the property of enterprises subject toI 
is ordered after an appraisal relating to the property rights has been completed and after a 
been made to privatize the enterprise.38 4 These appraisals are to be performed by Bulgaria r 
natural or legal persons licensed by the Privatization Agency.385 Portions of these two appr
be combined to save time in the privatization process.; Parts of the first appraisal could 
appraisers licensed by the Privatization Agency, particularly the collection of document 
materials required for that appraisal. Documents and other material could be collected and 
in a uniform manner and submitted to the Privatization Agency or appropriate Ministry for I 
and appraisal by their lawyers. Because the second appraisal is not made until after the, 
completed, it appears that lawyers from either the Privatization Agency or appropriate Mi 
the power to recommend that a particular enterprise not be privatized. based on their findings 
appraisal. 

A portion of the proceeds or revenues from the sale of state-owned and munic 
enterprises are to be used to maintain a Mutual Fund to be established under Articl 
Transformation and Privatization Act. Article 8,1 paragraph 1, of the Act requires the 
Ministers to establish such a Fund within three months after enactment of the TransfoI 
Privatization Act. That Fund had not been established yet and until it is established, the mon 
in the various Ministries responsible for the management of the enterprises. That Fund 
established immediately because one of the important uses of it is to compensate former owner 
heirs for property nationalized or expropriated and made a part of the privatizing enterprise. 

3S Council of Ministers Decree No. 105 of 15 June 1992, "Regulation on the Appraisal o 
Subject to Privatization," State Gazette No. 50, 19 June 1992. 

IId., Article 4. 

IId., Article 3, paragraph 2. 

Id.,I84Article 3, paragraph 1. 

35 Id., Article 7, paragraph 1. 

38 Transformation and Privatization Act, supra note 379, Article 8, paragraph 3, subpar 
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EVALUATION OF RESTITUTION CLAIMS PROCEDURES 

Restitution is an equitable remedy under which a person is restored to his or her original positionprior to the loss or injury or placed in the position he or she 	would have been had the breach notoccurred. With regard to the nationalization or expropriation of land, restitution is the act of restoring
the land to its rightful owner (former owner or his or her heirs) or providing the rightful ownerequivalent compensation for the value of the land nationalized or expropriated. Therefore, restitution means either restoration rights or equivalent monetary compensation depending upon the circumstances. 

One of the first procedures in the privatization process isto determine and settle restoration rightsor compensation claims made by former owners of land now 	included in the privatizing enterprises and
other real property improvements on that land. Rights to land restoration, monetary compensation orshares or interests in the newly privatized enterprises are dependent upon the privatization and restitutionlaws or acts used and the acts and decrees that nationalized the land and improvements on it in the first 
place. 

The rights of former owners of land and real property improvements on it to restoration orcompensation claims are extremely complex and are dependent upon several factors, among which are: 

" The act or decree under which the land and real property improvements were nationalized 
or expropriated. 

* 	 The use of the land and real property improvements on it prior to nationalization or 
expropriation. 

* Changes in the use of the land and real property improvements on it since nationalization or 
expropriation. 

* The present use of the nationalized or expropriated real property. 

* 	 Location of the land and real property improvements on it when nationalized or 
expropriated. 

* 	 Changes in the location of the land and real property improvements on it since
nationalization or expropriation, for example, is the land and real property improvements 
on it now within the building development boundaries of settlements? 

* The law or act under which the nationalized or expropriated land and real property
improvements on it is to be privatized and restitution made. 

" 	 Dates of the acts or decrees for privatization of state-owned and municipal-owned
enterprises. 

* 	 Date of the laws or acts for making restitution to former owners of the land and real 
property improvements on it. 
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The National Assembly on I11December 1991 took a first, liilted move by 
Restitution of the Ownership of Some Small Shops, Workshops, Warehouses and Studio 
provided for the restitution of certain small shops and other business premises. Specifi 
Article I of the Act, former owners and their heirs are able, to reclaim their shops, 

_----warehouses -and-studios they soldat-artificially- low prices. pursuant to-Council- of-Ministers­
60 of 1975 on 'Buyiig-up Shops, Workshops, Warehouses and Studios ,388 if within one 
effective date of the Act they reimburse the buyers, or their successors, with the money re 
the sale. Buyers or their successors who made improvements on the property have the 
reimbursed by the former owners or their heirs for expenses made on the improveme 
restoration 89 

Former owners or their heirs may not claim missed benefits or yields from the 
If the property has been reconstructed, or has formed new property with other estates, 
impossible to restore the original situation without considerable difficulties for the present. 
it is economically unjustified, the ownership of the property is transformed into co-ownersh 
cases, each of the owners acquires a share of the newly formed property corresponding t 
each of the owners property in relation to the newly formed one at the time the Act becae 

Articles Iand 2 of the Restitution of Nationalized Property Act adopted by the Natio 
on 2 February 1992391 provides that former owners of real property expropriated under sp 
and now owned by the State, municipalities and public organizations, or by their companies, o 
person private limited companies or singe-person public limited companies under Article 61 
on Commerce and exists in the same physical dimensions as when it was nationalized or expr 
entitled to have it restored to them. Those specific nationalization and expropriation acts en 
the Restitution of Nationalized Property Act include: 

0 Expropriation of Large Urban Housing Property Act. 392 

* Government Tobacco Monopoly Act. 393 

* Government Oil Products Monopoly Act. 394 

31 Restitution of the Ownership of Small Shops, Workshops, Warehouses and Studios 

Gazette No. 105, 19 December 1991. 

388 State Gazette No. 39, 1975. 

389 Restitution of the Ownership of Small Shops, Workshops, Warehouses and Studios 

note 399, Article 2, paragraph 1. 

390 Id., Article 2, paragraph 2. 

19 Restitution of Nationalized Property Act, State Gazette No. 15, 21 January 1992. 

.State Gazette No. 87, 1943, as amended, No. 91, 1943. 

state Gazette No. 96, 1947, as amended, Nos. 93 & 234, 1948; No. 41, 1951; No, 

31 State Gazette No. 55, 1948, repealed No. 39, 1991. 

I zn,)US~ow 1
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" Spirits and Alcoholic Beverages Monopoly Act. 9 5
 

" Nationalization of Private Industrial and Mining Enterprises Act.396
 

" Cinematography Act. 397
 

" Book Printing Act. 398
 

• 	 Decree on the Expropriation of Foods Warehouses. 399 

" 	 Transactions in real property that were executed in violation of a resolution adopted by the 
National Assembly on 6 December 1990400 on the partial lifting of the ban on the disposal
of State and municipal property, which transactions are now declared null and void, and the 
ownership of rural property is to be restored. 

Ownership of the property is restored to the persons from whom it was expropriated or to their 
heirs401 or to legal persons (corporations) from whom it was expropriated if those legal persons still
exist..40402 If the legal persons no longer exist, restoration is made to those physical persons or their 
heirs who were partners or members of the legal person at the time of its dissolution.4 °3 Former 
owners who received equivalent monetary compensation or an equivalent real property in compensation
for 	 their nationalized property are not 	 entitled to have their real property restored.40 4 Alternate
compensation to be specified later in a separate law will be paid to those former owners whose property 
was subsequently sold to private parties or changed in other ways. 40 5 Former owners or their heirs 
may not claim foregone benefits and yields from property while it was nationalized.40 6 

31 State Gazette No. 178, 1947, as amended, Nos. 93 & 234, 1948; No. 36, 1949.
 

31 State Gazette No. 302, 1947, No. 
 176, 1941.
 

11 State Gazette No. 78, 1948, as amended, No. 95, 1953; No. 65, 1959; No. 85, 1974.
 

391 State Gazette No. 52, 1949, as amended, No. 18, i951.
 

19 State Gazette No. 13, 1942.
 

1 State Gazette No. 101, 1990.
 

4 Restitution of Nationalized Property Act, supra note 403, Article 3, paragraph 1.
 

Id., Article 3, paragraph 2.
 

403 
 id. 

I/d., Article 4, paragraph 1.
 

Ild., Article 3, paragraph 3.
 

Id., Article 4, paragraph 1.
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Council of Ministers Decree No. 60 adopted on 16 April 1992 pursuant to th 
of Nationalized RealProperty Act repealed all acts of the General Assembly aid all Council 
decrees ordinances and decisions listed in Articles 1and 2 of the Act that nationalized rea 

. .- ........ A second restitution law adopted by_-.the_ _National-. Assembly,,on 5 ,FebruaryL
Restitution of Some Expropriated Propety Act4 8 that had as its purpose the returo, nyfii
to the former owners that was expropriated by the State for development purposes under s 
provided that the property, if a building, still exists, or if a plo t of land, it is suitable for* 
construction.09 Former owners of real property are also entitled to restoration if it is no 

0used for the purpose for which it was expropriated.4 1 Any monetary compensation rec 
former: owner for the real property at the time of expropriation must be returned to;
Requests for restoration, or revocation of expropriation as termed in the Act, is made to the 
within six months of the effective date of the Act who has 30 days to make a decision. 
made within 30 days are deemed to be rejections of the requests; rejections may be app
District Court within 14 days who decides the manner.4"2 -. . . 

In sumimary, former owners under these. three restitution laws are entitled to ha 
property restored to them; however, they are not entitled to receive any loss of revenue 
property during the period it is nationalized. These former owners re~eive devel 
improvements the State or municipalities made to or on the land without compensating''
municipality for them. Former owners could get buildings that are presently a part of 
complex and could, unless they rent them back to the industry, have an adverse affect o
operations of the industry. In other instances, the demand for rent could also be so hight 
adversely affect the industry. Some persons involved with the privatization process feel that 
can hinder privatization; therefore, they would prefer providing the former owners with shares 
in the newly privatized enterpriges. 

There are real conflicts between the Transformation and Privatization Act and thr
adopted restitution laws because the Transformation and Privatization Act and restitution laws 
to the same acts and decrees under which real property was nationalized or expropriated, but b 
owners different forms of restitution settlements. The Transformation and Privatization Ac 
fairly inclusive in listing the nationalization or expropriation laws, acts and decrees, pe 
owners to receive aproportionate part of the shares or interests innewly privatized enterprise
three restitution laws require in most cases restoration of the real proper-ty to the former 6
amendmentis being proposed to the Transformation and Privatization Act that will provide fo 
with restitution options, such as a choice of restoration, compensation or shares or inter 
privatized enterprise. At the present time, however, one has to look at the acts and decrees u 

SState Gazette No. 35, 28 April 1992. 

48Restitution of Some Appropriated Property Act, State Gazette No. 15, 21 February 1 

SId, Articles I &2. 

4I0.I Article 3. 

Id.,IArticle 6. 

4Id, Article 4. 

ir Pr us-. P . 
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the real property was nationalized or expropriated and the laws under which the enterprise is beingprivatized to determine the restitution rights of former owners. 

Article 18, paragraph 1, of the Transformation and Privatization Act permits former owners ofimmovable property (real estate) nationalized by various laws, acts and decrees 413 to file restitutionclaims either before or after the transformation of the enterprise into a commercial partnership, providedthe property actually now exists and it has been incorporated into the long-term fixed assets of state­owned or municipal-owned enterprises. These former owners are entitled to receive a proportionate partof the shares or interest of the companies established from the enterprises, the amount of which isdetermined on the basis of an expert appraisal. No guidelines have been provided to fix value; however,personnel of the Privatization Agency indicated that value is based on a combination of fixed assets andsize of the property. Values could be high because they are today's value and consideration is not givenfor any improvements that can be deducted because they were made by the State or municipality duringtheir ownership. The same procedures will have to be used as for the appointment of appraisers forvaluing state-owned or municipal owned enterprises to be privatized. A proposed amendment to theTransformation and Privatization Act will provide more guidance on determine value and procedures for
appointment of appraisers. 

Former owners of farm that has beenland built up with state-owned or municipal ownedenterprises are entitled to the same restitution claims, provided that the land, prior to becoming a partof a state-owned or-municipal owned enterprise, was a part of a Cooperative Farm, State Farm or any
other entity formed on the basis of such farms. 4 4 

An application for a restitution claim under the Transformation and Privatization Act is filed withthe municipal council at the location of the property regardless of whether the property hasincorporated inio a state-owned enterprise. been
Claims relating to state-owned enterprises are transmitted tothe Council of Ministers for a decision, while those relating to municipal-owned enterprises remain withmunicipal council for its decision. All applications must be filed within one year after the effective dateof the Act, which was 12 May 1992.415 However, if a decision has been madeenterprise, to privatize ana claim must be filed no later than two months after the publication date of the privatizationdecision regardless of the one-year period.416 Municipal councils having jurisdiction over the propertycommunicate the appraisals to the former owners and they may appeal the appraisals to the District Courtwithin 14 days of receiving the appraisals.41 7 

Recognition is given in the Transformation and Privatization Act to restoration of real propertyto the former owners nationalized under the specific acts and decrees alluded to in the Restitution of 

4" Laws, acts and decrees of the National Assembly within the period from 1946 to 1962, excluding 
property nationalized under Article 26 of the Law on Property and Article 101 of the Ownership Act. 

414 Transformation and Privatization Act,supra note 425, Article 18, paragraph 2. 

411 Id., Article 18, paragraph 1. 

416 Id., Transitional and Final Provisions, Clause 6, paragraph 2. 

417 Id., Article 18, paragraph 3. 
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Nationalized Real Property Act. 418 Clause 6, paragraph 1, of the Transitional and Final 
of the Transformation and Privatization Act provides that any person whose property has be 
under the Restitution of Nationalized Real Property Act may declare his or her realr 
government authority or body empowered to make a decision to privatize the enterprise up to 
after the publication date of the decision to privatize the enterprise that incorporates
concerned.-, Those persons- failing-to declare their-real rights within-the time- limitareentit 
compensation.419 Restitution claims submitted to Storco Pleven and Selviconserv, both s 
enterprises transformed into single-person commercial partnerships, by former owners of lai 
been incorporated into the state enterprises should be processed according to the procedures s 
the Transformation and Privatization Act. The two single-person commercial partnerships
privatized under the Transformation and Privatization Act, therefore, the restitution claims pri
this act prevail over the other restitution claims laws. In addition, the restitution claims provis
Transformation and Privatization Act incorporate most of the laws, acts and decrees wh 
property was nationalized or expropriated. Under the Transformation and Privatization A 
owners are entitled to a proportionate part of the shares or interests in any partnership formed 
enterprises, except if restoration claims were filed under the Restitution of Nationalized Rea 
Act. 

The 	procedures and steps for processing restitution claims is as follows: 

9 	 File the restitution claim application with the municipal council having jurisdictic 
property. 

0 	 Determine if the restitution claim application was timely filed; such claims muw
within one, year after the effective date of the Transformation and Privatization Ac 
two months after the publication date of the decision to privatize the enterprise, 
is sooner. 

0 	 Determine through land records if the applicant former owner was actually the ovo 
particular parcel of land in question. 

• 	 Determine if the particular parcel of land has been incorporated into the p 
enterprise. 

0 	 Determine the former law, act or decree under which the particular parcel c 
question was nationalized. 

0 	 Determine if the former owner ever received compensation upon nationalizati 
particular parcel of land in question. 
If the former owner has had his or her land that was expropriated under the Resl 

Nationalized Property Act restores, he or she must declare that right to the authorit 
empowered to privatize within two months after the publication date of the d, 
privatized the enterprise. 

418 	 See note 403, supra. 

419 	 Transformation and Privatization Act, supranote 425, Transitional and Final Provision 
6, paragraph 1. 
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* Determine the amount of compensation the former owner is entitled to if he or she fails toexercise his or her restoration rights in a timely fashion. 
* Determine if the particular parcel of land in question that is not a built-up portion of theprivatizing enterprise was formerly farm land.* Municipal council appoints appraisers to determine value of the particular parcel of land in 

question. 

" Communicate the appraisal to the former owners. 

* Determine the proportionate part of the shares or interest in any partnership formed out of
the privatizing enterprise that the former owner is entitled to receive. 

" Determine if the former owner will appeal the appraisal to the District Court. 
* Municipal council transmits the restitution claim, with all accompanying material andinformation to the Council of Ministers. 

* Council of Ministers approves the proportionate share or interest in theenterprise and transfers the share or interest to the former owner. 
new privatized 

.1I
 


