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SECTION 1 EXECUTIVE SUMMARY

1.1 Background

The Slovak Ministry of Privatization (SMOP) has requested technical assistance from the
United States Agency for International Development (USAID) to assist in the acceleration
of the Slovak privatization program. The SMOP has responsibility for controlling the
privatization of state enterprises and state joint-stock companies in the Slovak Repubilic.
The technical services provided under the grant are also intended to improve the technical

capabilities of the Ministry staff in analyzing and evaluating proposed privatization projects.

The large-scale privatization program in CzechoSlovakia is part of the broad economic
reforms aimed at achieving a rapid transformation to a free-market economy. A range of
privatization techniques is being employed, from issuance of investment vouchers to
CzechoSlovakian citizens (to be exchanged for shares in selected enterprises), to the direct
sale of enterprises to foreign and domestic investors and enterprise managers and

employees.

The foundation for a stable economy and a productive workforce will be viable, profit-
making, privately-owned enterprises. To achieve this, the privatization program must
succeed in transforming the maximum number of enterprises from state to private
ownership. It is anticipated that a large number of liquidations will occur involving those
enterprises with no viable business future. While this may result in increased unemployment
and periods of economic instability, it is the ultimate goal of the privatization program to off-
set these risks by establishing economically practical enterprises which have a high
probability of growth, increased employment opportunities and independence from

government subsidy.



1.2 Task Objective

The goal of the privatization program is to ensure that the largest number of viable, state-
owned enterprises and entities are successfully converted to privately-held enterprises in the

shortest possible time frame.

In support of this goal, the essential work to be performed under this task is to provide the
Slovak government with advisors with experience in corporate finance, law, strategic
planning, financial analysis, and joint venture development in order to assist in the
development of the processes by which state-owned enterprises will be transformed. This
would include making recommendations to create an enabling environment for the privatized
enterprises; to restructure selected enterprises, if necessary; and to ensure cost effectjve
operations and financial management, proper market planning and positioning, and revenue

growth and profit motivation.

To achieve these objectives, the advisory team has performed a needs assessment with
regard to the Slovak privatization process to determine the types of assistance needed by the
SMOP and the founder Ministries in general, and by the enterprises on specific privatization

transactions determined to be of importance by the founder Ministries.

1.3 Strategic Focus

The program of technical assistance to be provided to the SMOP is envisioned as a four-
phase process with a certain degree of dependency and refinement between the phases. It
is contemplated that the output of each phase will further define the subsequent phases and

possibly modify the overall strategy.

The objective of Phase I is to assist the SMOP and the founder Ministries in defining the
business procedures and analytical methods to be employed in examining and evaluating

privatization projects scheduled to take place in the "First Wave" of privatization undertaken
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by the Government. In addition, ad hoc assistance will be provided to appraise the validity
of those projects with foreign investors and to assess the need for the development and

promotion of foreign investment strategies.

The main objective of Phase II, is to assist the SMOP. founder Ministries, and selected
enterprises in the actual implementation of the First Wave of privatization, and to improve
the evaluation process that will be used in the Second Wave of privatization. The emphasis
in this phase is to provide assistance to the SMOP, the founder Ministries and enterprises

on specific transactions and strategies to promote foreign investment.

In Phase II1, the contractor will assist the new private owners to utilize free-market concepts,
tactics, and business operations in their enterprises. This phase will focus on interventions
at the enterprise level to increase the productivity of operations and the efficient use of
resources in order 1o provide the enterprise access to foreign markets and to enable the

enterprise to operate in the most cost effective manner.

In Phase IV, the contractor will assist in providing continued improvements to the
enterprises in order to further enhance their open-market operations and ability to compete

in the international marketplace.

14 Terms of Reference

The work activities in Phase I are to be accomplished by financial planners with experience
in privatization, mergers and acquisitions, leverage buyouts, law, corporate finance,
accounting, and management. These professionals will provide the Ministries with the
capacity to select, appraise, value and divest enterprises rapidly that have been designated
for privatization. In particular, these financial planners will provide assistance to the SMOP,

founder Ministries and selected enterprises on the following specific requirements:



(3]

(%)

Compiling and translating laws. regulations and policies affecting the
privatization process;

Developing or modifying the evaluation procedures and recommending a
consistent methodology for the evaluation of projects:

Assessing, defining, and coordinating the roles and responsibilities of the
founder Ministries;

Developing procedures and approaches for the recruitment of SMOP staff and
the definition of the type of advisory services desired:

Developing and implementing model transactions to influence the shape of
future transactions;

Providing ad hoc assistance and advice to the Ministries to analyze the
business plans, terms and conditions, and financial statements on selected
projects with foreign investors or investment bankers; and

Refining the strategies, tactics, and staffing requirements of Phases [I through
IV.

1.5  Technical Approach

The technical approach to the task was comprised of several fundamental work activities

(research and data collection, interviews, analysis) which culminated in recommendations for

improved methods of enterprise evaluation as part of the privatization process.

The first work activity involved preliminary research in the following areas:

1.

The policies, laws and regulations affecting privatizauon in the Slovak
Republic;

The current business climate in the Republic;

Other ongoing privatization efforts in the Republic where advice or technical
assistance is being provided;

The numbers and types of enterprises being offered in the First and Second
Wave of privatization; and



5. The overall Ministerial organization and points of contact responsible for the
privatization process.

Based upon the results of the research activities, a structured questionnaire was developed
which focused on the responsibilities of the Ministries with regard to nrivatization. The
questionnaire addressed the evaluation process employed by each Ministry, the analytical
methods and techniques used to evaluate projects, the industries and enterprises critical to
the successful implementation of privatization, the foreign investment opportunities and
proposals, the types of technical assistance desired by the Ministries (and by the enterprises

under their control), and the need for industry and regional assessments.

Interviews were scheduled and conducted with senior officials responsible for privatization
in the following Ministries:

Ministry of Privatization

Ministry of Economy

Ministry of Industry

Ministry of Commerce and Tourism

Ministry of Construction

Ministry of Transport and Communications

Ministry of Forestry

Ministry of Agriculture

It was determined that since the seven founder Ministries were responsible for the majority
of enterprises targeted for the First Wave of the privatization process, they presented the
best sample of the overall process. These interviews identified specific First Wave projects
that already had foreign investors as well as projects that were in need of attracting foreign
investment. In these cases, provisions were made to provide immediate ad hoc corporate

finance assistance in their evaluation in order to meet desired deadlines.



1.6  Summary of Findings

The interviews confirmed the need to define and document a consistent procedure for
evaluating proposed privatization projects. Each of the tounder Ministries had developed
its own internal set of procedures based upon broad guidelines received from the SMOP.
The SMOP recommended a critical review of certain First Wave projects, to be furnished
by the founder Ministries, to ensure the adequacy of the proposed privatization project and

the viability of the enterprise during and after the privatization process.

Each of the founder Ministries has identified specific projects, in both the First and Second
Waves, which require an evaluation of soundness, an assessment of the foreign interests, or
the development of strategies to attract foreign investment. In addition. since more than one
privatization proposal may be submitted for a single enterprise, each Ministry needs
assistance in objectively evaluating competitive projects for the same enterprise. The
Ministries also need assistance in determining appropriate liquidation and reorganization
strategies, especially for proposed projects which include only selected operating elements

of an enterprise.

The following presents the highlights of the findings. Each of these findings is discussed in

detail in subsequent sections of this report.

1. Processing Procedures

There is a need to define the processing procedures for privatization projects
to be reviewed by the SMOP in the First and Second Waves. First Wave
projects were reviewed by the SMOP in terms of legal, financial and
organizational aspects. For the most part, the SMOP accepted the comments
of the founder Ministries with little further evaluation.

2. Evaluation Methods

In addition to the process requirements, there is a need to define the methods
and techniques of analysis to be employed by the SMOP in the evaluation of
proposed projects. Each founder Ministry also has requested an evaluation
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of the methods they used in the First Wave with a view of improving the
process for the Second Wave of proposed projects.

3 Immediate Technical Assistance Needs

Each of the founder Ministries was able to identity 3 to 6 projects that needed
immediate technical assistance. A list of these projects is contained in
Appendix 4 to this document. These specific transactions involve a range of
services which could be grouped into five broad categories: (1) appraisal of
the project from a business perspective; (2) assistance in identifying the
appropriate investment instrument for specific enterprises to generate capital
from domestic or foreign investors; (3) assistance in seeking foreign investors;
(4) evaluation of groups of enterprises in an industrial sector in order to
determine optimal investment strategies; and (5) assistance in evaluating the
viability of specific enterprises.

4. Foreign Investor Relations

The SMOP and the founder Ministries need assistance in defining the
methods and procedures for negotiating with foreign investors. A consistent
set of procedures will facilitate the negotiation process and serve to define the
roles and responsibilities of those involved in the negotiations.

S. Competing Privatization Proposals

There is need to identify and document tactics and procedures necessary for
the thorough evaluation of competitive projects for the same enterprise. The
competitive projects are typically complex transactions which require thorough
analysis to ensure reasonableness of the offer and fairness in the selection of
the successful bidder.

1.7 Summary of Recommendations

The recommendations presented in this report have been grouped into three categories of
functions and desired services. These categories are (1) improving the evaluation process
and methods; (2) providing transactional assistance related to project assessment, investment
strategies, and enterprise specific strategic assessments; and (3) establishing an "enabling
environment” for the privatized enterprises.  Consideration was given to these

recommendations as to the level of support required within the time and financing remaining



for the Phase I delivery order, and the proposed work activities which would be most

appropriate in Phase II.

The following presents the highlights of the recommended course of action for Phases [ and

II. The remaining Sections discuss the details of these recommendations.

)

Evziuation Process and Methods:

(a)

(b)

(c)

(d)

Develop an evaluation process and methods for the SMOP with
instructions to refine the process and methods to be employed by the
founder Ministries;

Provide assistance in describing methods for negotiating with foreign
investors and in promoting foreign investment interest;

Provide assistance in developing methods to distinguish between
competitive privatization projects for the same enterprise; and

Provide orientation to enterprises in the preparation of projects for the
Second Wave.

Transactional Assistance:

(a)
(b)

(c)

(d)

(€)

(®

Provide ad hoc assistance in evaluating First Wave projects;

Provide ad hoc assistance in evaluating Second Wave projects with a
focus on foreign investor proposals and complex transactions;

Provide assistance to enterprises in the Second Wave in preparing
privatization projects;

Provide assistance in attracting domestic and foreign investors;
Perform interventions at the enterprise level for strategic assessments
of operations, management, finances, and environmental

improvements; and

On an as-required basis, implement the recommended improvements
for specific enterprises.



Enabling Environment:

(a)  Perform industry and sectc - analyses of laws, competitive potential, and
environmental assessment;

(b)  Conduct regional analyses for social, political, and economic impacts;
and

(c)  Assist in the creation of an enabling environment for implementation
of privatization in terms of laws, regulations, and competition.



SECTION 2 EVALUATION PROCESS AND METHODS

2.1 Current Evaluation Process

SMOP

The SMOP is respuasible for approving or disapproving proposed privatization projects for
enterprises which are submitted by the founder Ministries. In the First Wave, the SMOP
was unprepared for the overwhelmingly large number of projects submitted. The SMOP
received approximately 1,200 privatization project proposals for 693 enterprises in the First
Wave. The actual number of directly competing proposals is unknown because many
proposed projects encompassed only certain operating elements of larger enterprises. The
SMOP did not catalogue projects upon receipt by type of investor, size of enterprise, or
method of privatization. Therefore it was difficult to readily determine the magnitude of
assistance required or which enterprises would be critical to the successfu] implementation

of the privatization program in the First Wave.

The SMOP considered the legal, economic, capital, technical, and organization aspects of
each proposed project. The primary focus of the SMOP’s review was to ensure that the
proposed projects were submitted in compliance with the reporting requirements stipulated
by the Privatization Law. At this stage, the SMOP did not review or evaluate proposed

projects from a business point of view.

In addition to the large volume of proposals, evaluation was made more difficult because
proposals were often not submitted in a comparable format. Although SMOP did

recommend that proposed projects be submitted in an automated format, outlined in the

Automatizovany Privatizacny Projekt, not all proposers followed this recommendation.
When questions arose from the legal, financial or organizational reviews, the founder

Ministries and enterprise management were queried for responses and clarifications. In the
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majority of cases the SMOP accepted the recommendations and comments of the founder

Ministries.

To ease the burden of review, the SMOP is evaluating projects in three phases according
to the method of privatization suggested by the offeror: (1) projects recommending 97%
voucher with no competitive bids are being evaluated first; (2) projects with 97% voucher
and competitive bids are in the second phase of evaluation; and (3) projects involving direct
sale to a domestic or foreign investor are to be evaluated in the third phase. The more
complex and non-traditional methods of sale will also be evaluated in the third and final

phase.

The SMOP issued informal guidance to the founder Ministries to assist them in developing
their own evaluation processes. The intent of this guidance was to clarify the roles and
processes to be used within the SMOP, and it was not intende to dictate a standard review

process to the founder Ministries.

Founder Ministries

The founder Ministries are responsible for evaluating the reasonableness of the projects
submitted for the enterprises in their sectors. Each of the founder Ministries has developed
its own set of internal procedures for the processing and review of projects submitted in the
First Wave and, although the procedures differ from Ministry to Ministry, the overall

processing has been similar.

Each Ministry appoints a Vice Minister with general responsibility and authority over the
privatization process. In most cases, this Vice Minister delegates certain responsibilities to
the Chief of the Privat:zation Department of the Ministry. Each Ministry has also
established Branch Commissions whose membership is comprised of internal staff with sector
knowledge, legal, technical, financial, and external specialists. These Commissions are

organized by sub-sector or by groups of enterprises with similar production methods,
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products or services. The members of these Commissions use their knowledge of the

enterprises’ production capabilities to eva'uate the viability of the proposed privatized entity.

The central point of receipt and distribution of the proposed privatization projects within
the Ministries is the Department of Privatization. The projects. in some cases, are
catalogued within the Ministry and a copy sent to the SMOP tor registration, Copies of the
project are also distributed internally within the Ministry for comment by the sector involved.
I questions or clarificatic- are needed, the offeror’s representative is contacted. Once the
tirst stage of review is completed, the project is passed with comment to the Branch
Commission for further review. A final decision is made by the Ministry’s Board of
Privatization which is chaired by the Minister or the Vice Minister responsible for
privatization and which includes members of the Ministries of Privatization, Finance, Anti-
Monopoly, and Control: trade unions; and enterprise management. Upon completion of the
Board review, the project is sent to the SMOP with the comments and signatures of the key

personnel of the Board.

2.2 Evaluation Analytical Methods

At present, both the SMOP and the founder Ministries evaluate the projects for form to
ensure all the reporting requirements are met. The founder Ministries assess the projects
for soundness of the business plan, method of privatization, capital financing, and terms of
employment. The Ministries find it difficult to appraise the fair-market value of the
enterprise when a foreign partner is involved and to validate the valuation of assets and
financial statements contained in the project. They also find it difficult to assess the
feasibility of the business plan in terms of market research, market position, and viability of
the enterprise to exist after privatization. In some cases, the Ministries seck assistance from
local outside sources, such as local consultants, universities, research institutes, and like
enterprises in the same industry. However for key enterprises, the Ministries have felt that

further review of these projects is necessary.
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23 Recommended Evaluation Procedure

It is important to establish a set of guidelines and procedures for the evaluation of
Privatization projects in order to ensure consistency and establish a clear statement of policy
and criteria to which all projects will be subjected. This should assist the Ministries in
ensuring that the proposals are properly completed and evaluated, and that they are fair and

reasonable to all parties,

A multi-stage approach is recommended for use in proposed project evaluation. While the
concepts supporting these stages will need to be fully developed and, if appropriate, tailored

to individual founder Ministries, in basic form, they are the following:

1. Initial cataloguing and prioritization of projects;

2. Development of criteria for the appraisal of projects;

(3]

Steps to be completed in the detailed appraisal of projects; and

4. Mechanism tor project approval.

Initial Cataloguing and Prioritization.

Projects should be assessed on a consistent basis and therefore should be grouped into broad
categories with differing objectives and approaches to approval. A management information
system should be developed to capture relevant data about each proposal as the projects are
received by the Ministries. The initia] screening of projects should categorize the project by

method of privatization and proposed share allocation by the following classification:

L. Voucher Only - 97% of the shares are designated for vouchers;

2. Combined Voucher and Investors - a combination of Vouchers with domestic
or foreign investors;

13



3. Investor Only - direct sale of the enterprise to a domestic or toreign investor;
and

4. Composite Projects - more complex share allocations which may involve
preferential share issues.!

Priority should be placed on those projects involving foreign investors, either combined with

vouchers or direct sale, and on composite projects.

The proposed projects should be registered in a management information system for ease
of reference. For each individual project, the system should contain data on method of
privatization, name of enterprise, name of offeror(s), foreign investor participation, value of
offer, and the offerors’ valuation of assets, liabilities, properties, rights and licenses, fixed
assets, and proposed capital investment. This registration should occur both at the SMOP

and the founder Ministries.

Criteria for Approval of Projects.

Listed below are the key areas which should be examined for each project. These criteria

have been divided into mandatory tests and discretionary tests.

Mandatory Tests:

1. Proper completion of the documentation;

2. Reserves have been set aside for restitution claims;

3. Compliance with relevant Federal and Republic laws;

4, Unusable property has been properly identified and reserved:;

"It is suggested that a more detailed review be conducted on the proposed share
allocations for the composite projects. The objective is to identify those proposals which
could be reallocated to the combined voucher and investor category.
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5. Enterprises in strategic industries should require a provision for government
control over certain circumstances, such as a takeover;

6. Compliance with Anti Monopoly regulations; and

7. Acceptable financial liquidity and viability.

Discretionary Tests:

L. Insufficient acceptable number of competitive bids by investors in the
tendering process;

2. High profile, large or sensitive enterprises which may need independent, third
party appraisals;

3. Detailed analysis of the terms and conditions of the offer with particular focus
on the disposition of the existing work force, proposed organizational changes,
and employment benefits;

4. Thorough legal review to protect the National Property Fund from subsequent
claims;
5. Independent assessments of complex transactions to establish proper valuation

of assets and liabilities and fajr market value;
6. Quality of the management proposed for the enterprise;

7. Viability of the remainder of the enterprise if a foreign partner is acquiring
only a part of the enterprise;

8. Impact of the project on the environment and on the welfare of the
community;
9. Need for private finance to fund future investments; and

10. Potential benefits to consumers.

Detailed Appraisal Steps.

The steps to be followed in the analysis of the projects should coincide with the criteria

detailed in the mandatory and discretionary tests. For the most part, the mandatory tests
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have been applied by the founder Ministries in the First Wave with the exception of financial
liquidity and viability. Particular attention should be paid to the discretionary tests when
toreign investors are involved. These tests will help to ensure that the proposed
privatization project represents the best option for the Republic in terms of value,

investment, employment and stimulation of economic conditions.

Mechanism for Project Approval.

The current use of Branch Commission comment and Ministerial Board of Privatization
approval, with participation by the SMOP, and Anti-Monopoly, and Control Ministries,
appears to be adequate. Each project is reviewed in detail with comments and
recommendations provided from the early stages of the approval process. If all the
appropriate tests have been applied, the SMOP need only verify the completeness of the

project package and will require assistance only on an ad hoc basis.

24 Foreign Investor Negotiation Process

Early indications are that the business plans, financial statements, and methods of valuation
are not consistent with internationally accepted methods. This makes negotiation with
foreign investors less transparent and more difficult. Documents should be translated into
internationally accepted formats and the SMOP and the founder Ministries should structure
the process so that the foreign investor knows what to expect during negotiations. This will
also serve to define more clearly the roles and responsibilities of the various government
officials who will participate in the negotiations. For both of these tasks, the SMOP and the

Ministries need assistance.

Independent validation of the offerors’ proposal should be performed by professionals with

international experience in corporate finance, financial and accounting analysis, and

16



commercial capacity analysis including marketing, logistics and distribution, legal audits, and
organizational planning. This type of specialized review will assist the Ministries by

providing a sound basis for negotiations.

2.5  Analysis of Competitive Proposed Projects

In the analysis of competitive proposed projects, the use of the discretionary tests should be
applied openly and fairly to select the best proposal. The tests can be prioritized in order
of importance. For example, the continued employment of the existing work force with
adequate enterprise investment programs may be the most critical. The quality of the

proposed management team and the capital backing are also important.

A set of procedures needs to be developed to assist the Ministries in evaluating competitive
proposed projects. These procedures need to be developed in cooperation with the

Ministries in preparation for the Second Wave of projects.

2.6 Project Orientation and Public Relations

Assistance should be provided to enterprises and potential bidders in the proper preparation
of privatization projects to include the preparation of business plans, financial staicments
and investment strategies. The assistance provided would be in the form of training sessions
and information exchange. It is envisioned that group training sessions could be held by
sector and sub-sector rather than on an individual enterprise basis. A general orientation
session may be designed to illustrate the various means to achieve privatization, including

inputs from people with privatization experience in other countries.

These sessions would also provide the mechanism for the SMOP and founder Ministries to
communicate the various tests that could be performed on the proposed projects.
Additionally, the Ministries could present the lessons learned from the processing of the First

Wave of projects. The sessions should be followed by a question and answer period to help
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clarify the process and requirements,

There is a need for a public relations campaign focused at the general population to
promote an understanding of the privatization process and the benefits of being a
shareholder of an enterprise. The purpose of the campaign is to educate the people on
matters concerning the future direction of the privatization program. The recommendation
is to develop a progressive series of press releases for distribution in the local newspapers
and for use as spots on local radio shows. In addition, a brochure should be developed for
the SMOP to further promote privatization. This brochure could also contain information

appropriate for foreign investors,

2.7 Work Plan

The work plan for the completion of the activities for the evaluation process and methods
is presented in terms of person days to complete the work and the timing in terms of a

Phase I or Phase II activity.

1. Document the evaluation process and methods.

the projects in the First Wave and 1o establish the process and methods for
the Second Wave. It is recommended that this work activity be completed
under the Phase | delivery order.

2. Develop procedures for foreign investor negotiations.

It is estimated that 45 person days are required to define and document the
procedures for the preparation and conduct of negotiations with foreign
investors. This work activity should be a priority for Phase II.

3. Develop procedures for evaluating competitive projects.

It is estimated that 20 person days are required to define and document the
procedures to be used in the evaluation of competitive projects. This activity
is a priority for the Ministries and should be accomplished in Phase .

18



Project orientation and public relations.

It is estimated that 2 work days will be required per founder Ministry, for a
total of 20 person days, to assist in conducting orientation sessions for
enterprises and potential bidders in the Second Wave. It is suggested that this
work activity be accomplished in Phase IJ.

The public relations campaign should begin as soon as possible, preferably in

Phase I. It is estimated that 30 person days are required for the development
of the initial public relations campaign, excluding materials,
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SECTION 3 TRANSACTIONAL ASSISTANCE

3.1 Negotiate with Foreign Investors

Negotiating successfully with foreign investors is at the heart of a constructive privatization
program. Numerous proposals have been received from foreign investor groups. Some have

been referred to the SMOP, while others remain in founder Ministries for further study.

Neither the SMOP nor the founder Ministries has sufficient experience to review proposals
involving foreign investors which puts them at a significant disadvantage in negotiating
contract terms with such investors. Foreign advisors with investment banking and accounting
skills are needed to help review such plans and advise the Ministry on their value and on the
teasibility of their structure. These advisors can also assure that relevant policy issues are
addressed. and assist the Ministry in negotiating with the foreign investor. Issues such as
additional capital investment, employment assurances, and training local personnel can and
should be addressed in a purchase agreement. This can improve the agreement for the

Slovak Republic, and reduce the risks if significant aspects are overlooked.

For example, the proposed acquisition by K-Mart of the Prior department stores illustrates
various risks that are faced by the SMOP and the founder Ministries. The Ministry of
Trade. in negotiating the basic agreement, did not realize that they would not be able to
count on K-Mart’s representations to invest significant amounts in improvements unless
there were a specific contractual commitment to this effect. Similarly, it was important to
reach consensus with K-Mart over the issue of employment, so that there wil] be no surprises
for the SMOP once the agreement is approved. In both these areas, outside expertise has

been useful in outlining a better approach for the Slovak Republic.

Similarly, the SMOP has been reluctant to approve K-Mart’s bid for the Prior Stores

because of valuations based on methods which are not internationally accepted. The
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valuation methods used in this case applied a 75-year depreciation schedule for the
economic life of the buildings. Without the assistance of outside experts to facilitate
negotiations and the exchange of information, the SMOP may turn down an arrangement
which could be highly beneficial to the Slovak Republic in its own right and a potential
catalyst for other foreign investors to riake much needed commitments in the Slovak

Republic.

Similar bids received by the SMOP from foreign investors for shoe chains, furniture and

other forestry product companies could also be helped by international advisors.

It is recommended that advisors be provided to assist the SMOP and the founder Ministries,
as appropriate, in their negotiations with foreign investors. It is anticipated that an
increasing number of these cases will arise as the privatization process continues. The
earlier in the negotiating process these advisors are involved, the greater the value that can

be achieved.

3.2 Review of Selected Privatization Projects

Each founder Ministry has a small number of highly sensitive privatization cases for which
they need investment banking advice. Typically, these involve fairly large enterprises with
high visibility and significant social and economic impact. Sometimes, there are competing
proposals involving different restructuring of the enterprise, as well as different business
strategies, management teams and investment strategies. The Ministries have a number of
important questions on which it needs help. These relate principally to the soundness of the
business plan(s), the viability of the enterprise, how best to restructure the enterprise, and

how to weigh competing proposals.

For example, one sensitive case in the Ministry of Transport and Communications is Slovair,
a large domestic airline with numerous ancillary services. The Ministry has received several

privatization proposals based on different conceptions of how to divide the original

21



enterprise which it must assess. The Ministrv believes the enterprise should be divided into
several companies, which should each be privatized, but it is uncertain how many new
companies should be created, and this involves an assessment of alternative business
strategies. Once this has been decided, there s the question of how to divide the assets and

liabilities of the enterprise among the different companies which are created.

Similar questions are raised by the Ministry of Forestry with respect to the pulp and paper

sector, involving major companies such as SCP-Ruzomberok and Bukoza. There has been

substantial foreign interest in this sector, but the Ministry feels a need to develop a sound
business strategy for the sector prior to selecting between competing bids for all or part of

these businesses.

In addition, the Ministries of Economy and Industry have indicated that they need
international assistance in reviewing the business plans of major companies whose failure
could have serious social and economic significance in the Slovak Republic. With the speed
of the privatization process and the absence of specialized expertise, these Ministries have
in many cases given approval to certain proposed privatization projects merely because the
formalities have been complied with, even though there has been no review of the business
plans to determine whether they are sound. Since the SMOP has indicated that it may
approve such proposed projects on the same basis, there is a serious risk that important

companies will be privatized on the basis of questionable business plans.

In order to rectify this potential problem, each of seven of the founder Ministries has already
identified three to six companies which it feels have received approval for privatization
without adequaie review of the business plan. Appropriate assistance by international
cxperts can be sought for these identified companies before the privatization process is

complete.

It is recommended that advisors be provided to assist the SMOP and the founder Ministries

to review privatization plans of enterprises they identify as being socially and economically
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important, and potentially interesting to foreign investors. These advisors should be

investment bankers, accountants, and management consultants.

3.3 Enterprise Specific Assistance

Apart from the needs of the founding Ministries and the SMOP in evaluating proposed
privatization projects, there are some large enterprises which need help in preparing their
privatization plans and business strategies in the first place. Often these enterprises could
attract foreign investors, but do not know how to prepare the necessary information to
present to a potential investor, or how to locate and approach potential investors. Each
founder Ministry can identify a handful of enterprises which need such help because of their

special importance to their sector and their potential to attract foreign investment.

For example, K-Mart is considering only six of Prior stores. The eleven Prior stores which
are not included in the K-Mart group are considered no less attractive yet they received only
one bid in their recent unsuccessful tender. This occurred for a variety of reasons, most of
which grow out of lack of experience in the international tender market. To avert future
failures, international experts could be helpful in designing and launching such tenders,

preferably prior to an initial failure.

Advisors could be provided to work directly with enterprises on preparing a feasible
privatization strategy responsive to market conditions and attractive to foreign investors.
The founder Ministries may suggest certain enterprises as particularly appropriate
beneficiaries of such assistance. Investment bankers, accountants and strategic planners will
be needed to help such enterprises develop a strategic plan, prepare financial statements,
arrive at a restructuring or reorganization, and produce an information memorandum for
presentation to potential investors. Bankers with knowledge of how to organize a world-
wide tender may be needed to help the enterprise identify, select and negotiate with a

foreign partner.
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3.4 Evaluate Competing Privatization Projects.

Most founder Ministries have several competing plans for the same enterprise, or for parts
of the same enterprise which they typically do not know how to evaluate. In selected cases
of significant importance, there is a need for investment banking expertise to help them
assess competing plans, principally from a business point of view to see which are the most
viable and most likely to lead to privatized companies which can succeed and make the best

contribution to a competitive environment.

Itis recommended that advisors be provided to assist the SMOP and the founder Ministries,
as appropriate, to evaluate competing privatization plans of socially or economically

significant enterprises.

3.5 Resolve Divergent Valuations

The founder Ministries or the SMOP are sometimes presented with privatization plans

supported by widely different valuations of the companies concerned.

These circumstances create a difficult situation for the SMOP, which must approve an
investment or a purchase for a specific value. A recent example of this arose in the Ministry
of Industry with respect to a proposal from La Farge Coppee to purchase a cement plant.
The SMOP was presented with two valuations reached using different methodologies and

was uncertain how to proceed or how to defend any decision it made.

A similar situation of multiple, inconsistent valuations has arisen with the K-Mart acquisition
of Prior stores and, as already discussed, seriously risks setting back the effort to secure
toreign investment. International advisors are needed to review the different valuations to

determine the reasons for the differences and to assess the varying methodologies. Based
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on this review, international valuation techniques can be used to provide SMOP or the
tounder Ministry with a reasonable range of value to serve as a basis to approve or

disapprove the privatization proposal.

It is recommended that advisors be provided to assist the SMOP and the founder Ministries,
when requested, to resolve divergent valuations. Several examples were given above. There
may be more uncovered in the First Wave of privatization, and it should be anticipated there

will be some in the Second Wave.

3.6 Work Plan

The work plan for the completion of activities related to specific transactional assistance is

based upon an assumption of the number of transactions and person days required to

complete the work. The specific transactions for Phase [ are contained in Appendix 4 to this

document,

L. Help negotiate with foreign investors.
It is estimated that an average of 15-30 person days of work are required per
project. This would vary depending on the complexity of the project and the
stage at which the advisors were brought in. If it is assumed a total of
approximately 20 proposals involving foreign investors, the level of effort s
estimated at 460 person days.

2. Review sensitive privatization cases.
It is estimated that 10 person days are required per case. This would vary
with the complexity of the plan and the size of the enterprise. In the First
Wave, the founder Ministries have identified 25 projects resulting in a total
level of effort of 250 person days.

3. Provide enterprise specific assistance.

Direct assistance provided to enterprises could vary from 40 to 200 person
days per enterprise, depending on the circumstances. A quick review of an
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enterprise and help with selected aspects of their strategic or organizational
problems could be done in 40 days. A full scale project of helping an
enterprise prepare a strategy and information memorandum, organizing a
global tender and selecting and negotiating with a foreign partner could take
up to 200 person days.

There are numerous enterprises in Slovakia which could benefit from this sort
of help. Some of the largest are receiving such assistance now. It is
anticipated that another 20 to 30 which could use such help. The total level
of effort estimate is 2,500 person days. The assistance should be arranged on
an ad hoc basis, and more precise estimates can be given when specific details
are presented.

Evaluate competing privatization projects.

It is estimated that 4 person days are required per case. This would vary
depending on the complexity of the process and the size of the enterprise and
number of competitive projects. It is assumed that 50 such cases, or a total
of 200 person days of work.

Resolve divergent valuations.

It is estimated that 2.5 person days are required per case. It is anticipated
that some 10 cases in both Waves of privatization will require assistance, or
25 person days of work. The work would occur sporadically during the First
and Second Waves of privatization.
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SECTION 4 ENABLING ENVIRONMENT

4.1  Establishing an "Enabling Environment"

The objective of privatization is not merely to accomplish a change in the ownership of
enterprises but to help create a more efficient economy that can achieve the growth and cost
effective production of goods and services the previous system failed to realize. Privatization

or the change of ownership is only a means to accomplish this objective,

A large privatized enterprise that fails because of labor laws or practice, €xport or import
restrictions, bureaucratic delays, corruption or arbitrary regulation will not deliver the full
benefits of privatization. Similarly, if a state-owned enterprise employs four times as many
people as are required to produce its products and continues by law, practice or contractual
undertaking to maintain an excessive work force after privatization, the anticipated benefits

of privatization will not be forthcoming,

[t is important, therefore, that attention be paid rot only to the workings of the Privatization
Law itself but also to the whole fabric of the laws, regulations, and practices that affect the
success of a privatized enterprise. Harmonizing the laws, regulations, and practices to make
them supportive of the privatization effort will create the "enabling environment" which will
allow private initiatives to thrive. Failure to create an "enabling environment" can

completely undermine the success of the privatization program.

Thus, it is important to identify early impediments to efficient operation of businesses, apart
from the change of ownership, so that these can be addressed as part of the privatization
effort. The SMOP has no experience operating in a market cconomy and may consequently

be overly hopeful that a mere change in ownership will achieve the objective.
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Foreign advisors are needed to review the current status of the laws, regulations and
practices and tc assess whether they contribute toward the desired “enabling environment."
Such a review would include interviews with lawyers. foreign investors already operating in
the Slovak Republic or with proposals submitted for privatization, and others familiar with
the environment. These interviews may pinpoint impediments which have been identified
so that the advisor can make appropriate recommendations to the SMOP and other relevant
Slovak Republic authorities. Implementation of the recommendations must become an

integral part of a successful privatization effort.
4.2 Harmonizing Differing Approaches

There are serious differences between the founder Ministries and the SMOP regarding the
approach to privatization to ensure that Slovak enterprises will be competitive ‘both
domestically and internationally. A state-owned monopoly which has its ownership changed
so that it becomes a privately-owned monopoly is unlikely to deliver goods and services any

more cheaply or in greater quantities than its predecessor.

The Slovak privatization program, as do others in the rest of Eastern Europe, presents a
unique opportunity when compared with privatization programs in the U.K,, France, Mexico
or Chile. Unlike these other countries where large-scale privatization has been (or is being)
undertaken, the Slovak Government is starting with virtually all enterprises in Government
hands and as a consequence, has an unique opportunity to shape a truly competitive

economy. The Ministries differ, however, on how best to do so.

For example, the Ministry of Trade disagrees with the SMOP’s preference for speedy
privatization of individual retail stores which may be weak competitors and not economically
viable. The Ministry of Trade by contrast would favor instead grouping some of the
individual retail stores into competing "chains" which could attract foreign joint venture
partners. Foreign partners could in turn provide capital, management and training as well

as economies of scale, all of which may be important for long term competitiveness and
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efficiency.  Nevertheless, both Ministries agree that the short deadlines should be

maintained.

Sectoral studies would produce useful guidance to the Ministries in resolving such
differences. For example, an analysis of the existing wholesale network for a specific
industry in the Slovak Republic, and comparing it with networks in other market economies
could suggest sectors where such "chains" should be encouraged. Such sectoral studies would
allow the Slovak Republic to benefit from existing experience in other market economies
rather than creating a false need to "re-invent" this experience. This could contribute

significantly to a more successful privatization process.

The intent is to use advisors with international experience in market economies to resolve
these differences and to suggest approaches likely to achieve a competitive, privatized
economy. It is suggested that such advisors work with the founder Ministries and the SMOP
to identify crucial policy differences involving competitiveness and make suggestions to

resolve such differences drawing on experience in other market economies.

4.3 Foreign Investment Promotion

The Slovak Government Agency for Foreign Investment, in principle, has the responsibility
to promote and attract foreign investment by engaging in a wide variety of promotional
activities. These activities should include production of attractive and informative brochures
about Slovakia and laws relating to foreign investment; establishing foreign offices to
disseminate this information and establish relationships with potential investors; attending
trade fairs, conferences, and seminars to educate potential investors about Slovakia; forming
a one-stop investor office in Bratislava to assist potential investors identify opportunities,
negotiate deals and make their way through the maze of laws and regulations; and working
actively with potential and actual investors to help them make their investments successful.
This Agency should also coordinate with Federal promotion offices as well as with individual

departments within the Ministries.
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It is important to the success of the privatization program as well as to the foreign
investment promotion efforts that the two have some degree of coordination. Potential
foreign investors will look initially at existing enterprises, and they should be assisted in this
by the foreign investment promotion office. This means that the investment promotion
office must be intimately familiar with the privatization process, and with which companies
are available and receptive to foreign investors. It must also know what the priorities,
preferences and views of the sectoral Ministries and SMOP are 50 as to combine interests
where appropriate. The investment promotion office should follow up all contacts with

foreign investors to develop additional opportunities outside tle privatization process.

A task of this project should be to help create appropriate links between the privatization
process and the foreign investment promotion process. To the best of our knowledge, these
links do not at present exist. It is recommended that advisors work with the investment

promotion agency to assist in identifying potential transactions, and work on them effectively.

Itis clear that the linkages between the SMOP and the foreign investment promotion office
as well as the interest shown by foreign investors will Suggest areas where training courses
might be developed by the Slovak Government to cross-train employees who lose their jobs
as a result of privatizaticn. Early attention to this potentially explosive issue may prove

essential to the success of the privatization program.

It is recommended that advisors be provided to work with the Slovak Government Agency
for Foreign Investment, the SMOP and the founding Ministries to help to harmonize their
activities, including calling attention to opportunities which offer new employment potential.
In addition, sectorial studies and regional analysis focused on identifying sectors where the
Slovak Republic has intrinsic competitive advantages would also be helpful in identifying

sectors with new and long-term employment potential.
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4.4 Work Plan

The work pl

an for these activities is presented in the context of work that is recommended

tor completion in Phase I and work that can be deferred until Phase II.

()

Assess Enabling Environment.

It is estimated that no more than 120 person days are required to conduct an
in depth review of the legislative, regulatory, administrative (such as standards
for valuation) and other environmental issues affecting the efficient operation
of privatized companies. This review should be undertaken as soon as
possible in Phase I, because it is absolutely crucial to ensure that privatization
is more than simply changing the ownership of inefficient enterprises.

Harmonizing Differing Approaches.

It is estimated that 60 person days would be required for a review of policy
differences related to competitiveness. The first step should be to examine
the issues that have already surfaced between the Ministry of Trade and the
SMOP. It can be expected as the process matures, that other differences may
appear which could also benefit from such objective consideration. These
differences should be handled on an ad hoc basis. CzechoSlovakia has almost
universal consensus in favor of Privatization, but voices are beginning to be
heard in some of the founder Ministries that the quality of privatization needs
more attention. It would be helpful, therefore, to dea] with policy issues which
bear on competitiveness as they arise to ensure a successful overall
privatization process without slowing down the process.

Foreign Investment Promotion.

This task could be accomplished within 60 person days. Twenty person days
should be spent in Phase I to provide immediate assistance in evaluating and
implementing promotional activities to encourage foreign investment in the
remainder of the First Wave and to prepare for the Second Wave. The
additional 40 days would be devoted to review how the promotional activities
are progressing, and to suggest and assist in the implementation of
modifications.
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APPENDIX 1 LIST OF PERSONS INTERVIEWED

33



PERSONS INTERVIEWED

Ministry of Privatization
Ing Jozet RIZMAN, Vice Minister
Vladimir HALAMA. Director International Relations

Ministry of Economy
JUDr. Stefan LINDER, Director Department of Privatization
Viera BALAGOVA, Chief Department of European Cooperation

Ministry of Trade and Tourism
Ing Anna JOSTIAKOVA, Vice Minister
Ing. Miroslav ADAMIS, Director Department of Privatization

Ministry of Forest and Water Management
Ing. Mikulas MICHELCIK, Vice Minister
Ing. NOSKAY, Director Department of Privatization
Dr. Roman SVITOK, Director Forest Development Strategy
Alexander NAGY, Director Strategic Department

Ministry of Construction
JUDr. Irena ZALESAKOVA, Director Department of Privatization
Ing. Jan HOFFMANN, Chief of Section
Ing. SUMICHRAST, Chief of Section

Ministry of Agriculture
JUDr. KUCHARIK, Director Department of Privatization

Ministry of Transport and Communication
Ing. Mikulas DZURINDA, Vice Minister

Ministry of Industry
Ing. Marius HRICOVSKY, Advisor to the Minister
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ACT
ON THE CONDITIONS OF TRANSFER
OF STATE PROPERTY TO OTHER
PERSONS

With commentary by Frantiiek F aldyna LL.D.

CZECHOSLOVAK CHAMBER
OF COMMERCE AND INDUSTRY
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relations and as a matier of fact 10 the abolition of 4l monopolistic
sucialistic ownership which had originated alter February 1948 in
Crechoslovakia, when practically all property had been inclfectively
nationalized or collectivizated and in this way all private ownership
had been basically liquidated.

The sence of the privatization being under implementation s 1o
restore a strong scetor ol private enterprencurial subjects and to
dynamize through its intermediary the development of national
cconomy with the participation both of domestic and forcign capital.
The state owncrship dominating so far must become individualized,
it has 10 be transferred from the sphere of public law into the range
of private law or in other words it has to be transformed into private
owncership, into the ownciship ol concrete catreprencurial subjects
of privatc law  Only these subjects are able 1o valorize the
proprictary values at maximum as the cffort of these subjects shall
cnsuc from their immancnt ownership and ceconomic interest.

The  process  of  demationalization  and privatization in the
Crechostovak, after-socialistic ceonomy is of demanding character
both in terms of nuuter and time, the privatization cannot he
performed simply and at once. It must be effected progressively,
within certain stages, but as quichly as possible. The eatire cconomie
development of the CSER and its integration into the community of
ccnomicaly dovcloped countrics in Europe and in the world shall be
dependent on that deselopment.

The fust Larger step made in the process of denationalization and
privatization has been effected by the Act No. 42771990 Coll., on the
transfes ol the state ownership o somie goods to ather juristic or
natural persons (so called “Small Privatization Act”) by which the
privatization ol busincss units in the sphere of services, commeree
and produdtion ditfcrent from agricultural production iy being
perlormed

The further tanstormation Act is the Adt of February 26, 1991 on
the condions ol tranfer of state property to other persons, currently
called “Larpe Privatization Act™. This Act specifies the procedure for
the transler ol the state property into the ownenship of domestic or

forcign jurist and natural persons, as well as the conditions of this

b

transfer of state property 10 mentioned subjects for the purpos - of
cntreprencurial activity.

It is beyond any doubt that juristic persons (others than the state or
state organizations), as well natural persons who become owners of
the privatized state property shall have a better relation to their
property in terms of quality and that they shall undertake their
business in their own interest, as well as in the interest of the entire
cconomic  development  of  Crechoslovakia, Unlike  “small
privatization” it can be also anticipated that forcign investors shall
participatc in “the large privatization® in a considerable extent.

The Federal Assembly of the Ceech and Slovak Federative Republic
has passcd the following Act :

.
PROVISIONS OF THE ACT AND COMMENTS TO THEM

PART ONE
Subject Matter and Extent of the Specification
Art |

(I) This Act specifies the conditions of the transfer of state
property, to which the state cnterprises, state banking instituies,
statc insurance companics and other state organizations (hercinalfter
referred to as “enterprise” only) have their rights of management,
further the conditions of the transfer of their  proprictary
participations in the entreprencurial activitics of other juristic
persons, as well as the conditions of the transfer of state proprictary
participations in these entreprencurial activitics, to Crzechoslovah or
forcign juristic or natural persons  (hercinafter referred 1o as
“privatization” only).

(2) This Act shall be applicd analogously for the property of
forcign trade companics and spectalized organizations ol lorcign
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tradc and also for their propriclary participations in the
entreprencurial acitivities of other juristic persons.

(3) The conditions of the transfer of statc property specified by
this Act shall not be applied to the property which can be only the
ownership of statc in accordance to constitution law or special Acts.

Commentary :

The subject matier of the so called "large privatization” is not deemed the
entire siate propeny. It is defined according to the Act in terms of the subject and
object of this subject matter.

The propenty can be privatized having been so far in state ownership, if it is
subject of the so called “right of management of state organization”, particularly
of state enterprises and other State organizations of emtrepreneurial type the
management of which is based on principle of profit (incl. state banking
institutes and state insurance companies). The object of the privatization can be
both propeny valyes being managed by the panticular enterprise and also
Property participations of such enlerprise in the entrepreneurial acitivity of other
juristic persons (shares, proprietary parts ec.). The Ppropenty participations in the
entrepreneunal acitivity can be owned of course by state itself but cven these
proprietary values are subject of prvatization. The Act puts  also  the
organizations of foreign trade established according 10 the legal definitons of the
economic relations with Joreign countries, (o the level of the enterprises in the
terms of state organizations.

That state property cannot be privatized which is in exclusive ownership of
the state in accordance with the existing constitutional und lower legal rules
(accorging (0 An. 10 of the Constituion of the CSFR this refers particalarly (o
minerals, basic energetic resources and some other objects, mainly the propery
serving (o the requirements of the entire public ).

The Act does not apply mainly 10 the so called “national properny” being in
ownership of the state which are the goods, proprietary rights of the stute and
Proprictary rights of state organizations (An. 64, Par. ] of the Economic Code).

The privatized property can be transferred not only to Czechoslovak but also
to foreign juristic or natural persons.

?
Art.2

The property of the cnterprisc for the purposes of this Act shall
be deemed the complex of goods and financial means to which the
cnterprise has the right of management and which are its ownership,
as well as the complex of rights, other proprictary values and
obligations of the enterprise.

Commcnta‘ry :

Propenty for the purposes of this Act is defined in the way that it invoh
gouds (material objects), financial (monetary) means but abso  righny
(panicularly e. g. claims) and other proprietary values and obligations of the
enterprise (e. g. both immaterial goods and also debts of the enterprise ).

Art. 3

(1) The subject matier of this Act shall not be the property
which has 10 be returned 10 juristic persons by special rules of lawt)
The subject matier of this Act shall be neither the property which
has been transferred 1o the state afier February 25, 1948 from (he
ownership of churches, holy orders and congregations and schgion
companics.

(2) The property, o delivery of which a claim nLy ofigimate m
favour of a natural person in accordance with specific rules of Law ™
can be used according to this Act only in casc that these cliimy L.l
not been applied in the specified term or they have been rejecied

D For example the Act No. 29871990 Coll , pn the modification of somc propriciary s Lations
of holy urders and tongregations and of the archbuhopric of Olomouc

2) For cxample the Act No. 403/19%0 Coll, on the rehicving conscyuences of same proprctary
tnjuncs, in the wording of the Act No. 456/1990 Coll.



Commentary ;

The provision of An. 3 solves the relation of the Act (o the so called
Restitution Acts™.

The "Large Privatization Act” does not apply, before all, to the limited sphere
of property which has 0 belong to the churches and religious companies which
were deprived of the same by force and without compensation. Therefore such
propenty cannot be privatized which shall be retumed according to the Act No.
298/1990 Coll., on the modification of some proprietary relations of holy orders
and congregations and of the archbishopric of Olomouc, which Act is explicitly
referred oy the "Large Privatization Act”. In addition, as subject matter of this
Act is not deemed the propenty having been transferred 1o the state Jrom the
ownership of churches, holy orders and congregations and religions
companies after February 25, 1948; the restitutuion of this propenty shell be
solved by a separate Act.

The present Act neither applies to the propeny being subject matter of the so
called “small restitution™ according to the Act No. 40371990 Coll., on relicving
some consequences of proprietury injunies, in the wording of the Act No.
356/ 1990 Coll. unless the legitimate natural person mode valid his claim in time
or his claim was not rejecied).

Art. 4

The property can ncither be transferred according to this Act, if
it has been proposed and classified for the transfer of ownership 1o
other juristic or natural persons according to special rules of Law3),
unless it has been decided that according to these rules of law the
property shall not be classified for inclusion in the list of busincas
units designed for transfer or that it has heen excluded from this

list4).

Commentary :

The special rule of law 1o which An. 4 refers is the Act No. 427/1990 Coll,
on tk= transfers of the staic ownership of some goods to other juristic or natural
persons, in the wording of the Act No. 34171990 Coll - the “Small Privatizations
Act” which precedes the large privatization in terms of the matier and e, Q. e.

9

under conditions specified in that Act. In this respect it is referred o the
respective Acts of the CNC (Czech National Council) No. SO0/ 1990 Coll. and
of the SNC (Stovak National Council) No. $74/1990 Coll., on the competence
of the authorities of the Czech Republic or Slovak Republic resp. in the matiers
of transfer of state ownership of some goods to other junstic or natral penons.

PART TWO

Privatization projects
Art. §

The wransfer of the propesty according to this Act shall be
exercised in conformity with the approved privatization project of
the enterprise or in conformity with the approved privatization
project of the state property participation in cntreprencurial activity.

Commentary :

The Act distinguishes between two kinds of prvatizatton pmajedts whuch shall
be elaborated in respect 10 the privatization incach indvidual case. The
difference lies in the ownership charakter of the performed transfer fron the stute
ownership into the ownership of juristic or natural, Czechostovak or Joreign

persons.

ATl 6
Privatization Project of the Enterprise

(1) The privatization project of the enterprise shall be decmed a
complex of economic, technical and proprictary data, data eapressed
in terms of time and other data and it shall include

a)the name of the cnterprise and the dctumtion ol the
property assigned (o privatization according to this project
(hereinafter referred (o as “privatized properny” only),

b) data on how the state had acquired the privatized property,
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¢) definiton of property being unusable for cntreprencurial
purposcs (c.g. uncollectible claims, unusable production
¢ssentials and inventories),

d) evaluation of the privatized property,

¢)the way of transfer of the privatized property incl. the
scttlement of the claims of legitimate persons,

f) the difinition of the legal form of a commercial company in
casc of its foundation,

8) in casc of the foundation of a joint-stock company the way
of the distribution of the shares, the a..:ounts of shares
and/or the kinds of shares, as well as the data on whether
and in what exteat the investment coupons shall be used,

h)in casc of the sale of the enterprise its form, determination
of its price and conditions of payment,

i) in cascs under Art. 11, Par. 3 the determination of the
shares of the privatized property in accordance with Art.
11, Par. 4,

i) the way of wransfer of industrial and intellectual property
ncgotiated with the Federal Office for Inventions, as far as
these right are property of the enterprise,

k) time schedule of the implementation of the privatization
project of the enterprise.

(2) The privatization Project of the enterprise can include along
with the requirements specified in Par. I hereof

a) recommendation regarding the subject matter or the
entrcprencurial activity,

—_—

“” The Act No. 427/1990 Coll., on the transfers of the state owncrship of some goods 1o other
juristic or natural persons, in the wording of the Act No. 541/1990 Coll.

4
)The Act of the CNC (Czech National Councit) No. 500/1990 Coli., on the competence of the

authoritics of the Czech Republic 1n the matters of transfer of state ownership of some goods to
other juristic or natural persons.

b) information regarding the persons showing interests in
purchase of the cnterprisc or in the participation in the
foundation of a commerdial company with the use of the
property of the enterprise or purchase of the shares of a
newly established company,

c)data on the present and anticipated position of the
enterprisc in the market,

d)information on the number of staff and structure of its
qualification.

(3) The privatization project of the enterprise can affect a part
of the enterprise or the entirc enterprisc or the property of more
enlerprises.

Commentary :

In the provisions of An. 6 of the Act the privatization project of the enterprise
and its contents are defined and it is (0 be elaborated, if an enterprise or its pan
has to be privatized. The enterprise in accordance with An. | is understood,
before all, the state enterprise.

In Par. 1| of the cited provision the obligatory requiremnents of the
privatization project of the enterprise are specified. Every privatization project of
the enterprise must comply with these requirements.

In Par. 2 the facultative requirernents are enurnerated which must not be
involved in the privatization project of the enterprise, nevenheless they shall be
mostly involved as they shall be usefull for the privatization and they shall be
highly significant from the point of view of the future entrepreneunal activities.

As a rule any enterprise shall be privatized as a whole, however, only its pun
can be privatized (plani, business premises etc.) or the propenty of more
enterprises can be privatized at the same time. This shall be dependent on the
particular circumstances of each privatization project of the enterprise.

Art. 7
(1) The founder and/or the establishing subject (hercinafie:

referred 0 as “founder” only), 10 whom the proposals of the
privatization project of the caterprise shall be submitied, shall be



12

responsible for the claboration of the proposal of the privatization
project of the enterprise.

(2) The proposal of the privatization project of the cnlerprisc as
a rule shall be elaborated by the entreprise which is concerned by
the privatization. If the proposal of the privatization oroject of the
enterprise is claborated by the founder or by a person different from
enterprise, the founder shall require the standpoint of the enterprise
to the proposal.

(3) The founder can impose upon the entreprise the elaboration
of the proposal of the privatization project of the enterprise and can
sct down an adcquate term for if.

(4) The enterprise shall inform the competent labour union
organ about the proposal of the privatization project of the
enlerprise.

Commentary :

The responsibility Jor the elaboration of the proposal of the privatization
Project of the enterprises lies with the founder to whom the proposal must be
submitted. (The founder of the enterprise is the competent central or regional
authonity of state administration )

As a nule, the enterprise shall elaborate the proposal itself, even though it is
possible that the proposal of privatization project is elaborated by the founder of
the enterprise or by another person (10 an order); in such an instant the Jounder
is jobliged to require the standpoint of the particular enterprise to the proposal.

In the interest of the safeguarding of the privatization an instrument iy
enshrined in the Act for the Jounder of the enlterprise which enables him 1o
impose the elaboration of the privatization project within an adequate term. It
shall depend on concrete circumstances (on the size and complexity of the
enterprise, on the extent of the Pprepared privatization and the like ) which term, is
{0 be held for adequate.

The cooperation with labour union organization is effected in that the
enterprise informs the competent labour union organ about the proposal of the
privatization project (however the approval of this organ in not required ).

13
Art. 8

(1) The founder shall evaluate all submitted privatization
projects of the cnterprise and shall submit them with its own
standpoint, without unneccssary delay, 1o the approval of

a) Federal Ministry of Finance, if the founder is a federal
central authority of state administranon,

b)competent authority of statc administration of the
Republic in all other cases.

(2) The founder shall submit also the privatizatica projects of
the cnterprise under Par. 1 hercol which has not  been
rccommended by the founder for implementation, with its reasoning

ol its standpoiat.

Commentary :

The founder is not an approving body, his task is to evaluate the submited
pnivatization projects of the enterpnise (from the wording of the An. 8 it ensues
that mare proposals of privatization projects can be eluborated regarding the
given enterprise) and afterwards to submif thern together with its standpoint 10
the FMF or to the competent authonry o the state administration of the

Republic.

Art. 9
Privatization Preject of the State Property Participation
in Entrepreneurial Activity

(1) The federal cential authory ol state  administration
perlorming the rights of state regarding the propetty patticipations
in the cnureprencurial activity of the juristic persons shall be
responsible for the claboration of the privatization projects of these
participations during the term set down by the Government of the
Csech and Slovak Federative Republic and shall submit the same 1o
the Federal Ministry of Finance.

(2) The authority of state administration of the Republic or the
municipality performing the rights of state regarding the proprictary
participations in the entreprencuital activaty of the juristic persons
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shall be responsible for the claboration of the privatization projects
of these participations during the term sct down by the Government
of the Czech Republik or the Government of the Slovak Rcpublic
(hereinafier referred to as “Governments of the Republics only)
and shall submit the same to the competent authority of siate
administration of the Republic.

(3) The  privatization project  of the  state proprictary
partticipations in entreprencurial activity (hercinalter referred 1o as
“privatization project of participation” only) shall include adcequarcly
the requirements of the privatization project of the cnlerprisc.

(3) The proposal of the privatization project of participation
shall bhe principally claboraied by the juristic person who s
concerned. The proceeding under Art. 7 and 8 shall be applicd
adcquarcly,

Commentary :

Except of the privatization projects of the enterprises the subject matter of
which shall be the privatization of the enterprises (of their entire or panial
propenty) the funther type of privatization shall be the privatization of the state
propenty panicipation. To this purpose the privatization project of the state
propenty participation in the enterprencunal acitivity shall ve elaborated. That
pnivatization consists in that the state panicipations in the already existing
commercial companics, maostly jount-stock companices, shall be transferred into
the ownership of private persons. In these Joint-stock companies the holder of
the shares pertaining so far (o the state shall be the competent authonty of the
State administration. The prvatization shall be effected by sule of the shares.

The activity and competence of the authonties being responsible for the
elaboration of this kind of pPrvatzation projects and approving the same is
specified in the Acy similarly av in the case of the privatization projects of the
enterprises; an adequate validity of the provisions given for the privatization
projects of the enderprises is set down also Jor the requircments of the
prvatization projecty of the panicipations of the subjects. The same applies for
the competence and procedure required for the cluboration of the proposal of
the privatization proicct of the participation.
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Art. 10
Approval to Privatization Projects

(1) The privatization project of the cnterprise and  the
privatization project of the participation shall be approved and
publiched by

a) the Federal Ministry of Finance, if this is the founder of
the cnterprise or if the rights of the state regarding the
propertly  participations  of the juristic persons  arc
pcrformed by the federal central authority of the state
administration,

b)the competent authority of the state administration of the
Rcpublic in all other cases.

(2) The Government of the Czech and Slovak Federal Republic
ot the Governments of the Republics can reserve the right of
approval of the privatization project of the enterprise and the
privatization project of participations.

(3) The privatization project shall require the approval under
Par. 2 hereof, whenever it is the casc of direet sale except of public
competition or public auction.

Commentary :

The privatization projects shall be dapproved in accordunce with the principle
of federative organization of the stute cither by the Federal Munistry of Finanee
on the federal level or by competent authonty of the state administration of the
Republic on the level of Czech or Slovak Republic (by competent Minastry fon
Privatization).

The Federal Govermment or Govenments of the Republics are enittled 1o
reserve the night of approval (o the comesponding pavatization project. The
approval of the competent Government is necessany an the astant when the
privatization in accordunce with the prvatization project is cffecied by dircet sule
without public competition or public auction.
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PART THREL
Transition of the Privatized Property to Funds
and the Use of the Funds Pruperty

Art. 1]

(1) In conformity with the approved privatization project of the
enterprise the founder shall wind up the caterprise without
liquidation. or it shall excerpt parnt of the property of the cnterprise.

(2) In cases when the founder of the enterprise is the federal
central authority of the starc administration on the date of the
transition, the privatized property shall transit 1o the Federal Fund
of the National Praperty cestablished by this Act according to Art. 29
(hereinafier relerred 1o as “Fund only) on the date of the winding
up of enterprise o on the date of the excerption of part of its
property. This sivall not apply 1o the cases under Art. 42,

(3) If the founder of the enterprise is the authority of state
administration of 1he Republic or 4 municipality, the prividized
property shall transit 10 the Fund of the National Property of the
Crech Republic or 1o the Fund of the National Property of the
Slovak Republic (hercinafier referred 10 as "Funds of the Republicy”
only) on the date of the winding up of the enterprise or on the date
of the excerption of part of its property; the Fundy of the Republics
shall be established hy Acts of Nutional Councils,

(4) To the competent Fund of the Republic the lollowing items
shall transit under Par. 3 hereof -

a)that part of privatized property being located on the
ternitory of the appropriate Republi,

b) financial means and property in tcrms of rights and
ubligations according 1o the locations of that organizational
tomponent of the enterprise with the actnity of which
these rights and obligations ar¢ tonnccied,

¢ financial means an | property in teims ol oghis and
ubligations being aot conneared with the activity of any of
the organizational tomponents according 10 the share
ensucing from the vadue of the privatized propenty which
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has transitted to the corresponding Fund of the Republic
under Letter a) and b) bhereof.

(5) Prior to the (ransition of the property according (o Par. 2
and 3 the enterprisc shall disposc of the parts of unuscable property
(Arte. 6, Par. I, Letter c)) according (o the approved privatization
project.

(6) The founder shall not excerpt a pari of the property of the
enterprisc being formed by the rights of industrial of other
intellectual property or to which these rights are linked (Art. 6, Par.
1, Let. j). These rights shall be transformed by a contract.

(7) U the zatire property of the enterprise transits (o the Fund
and/or the Funds of the Repbulics, the foundation of the
commercial company or the sale of this property shall coincide with
the winding-up of the enterprise without liquidation.

(8) On the date sct down by the approved privatization projeat
of the participations the federal central authority of the state
administration  shall transfer  the rights  concerning  these
participations (0 the Fund and the authoritics of the state
administration of the Republics and communitics shall do the samc
to the corresponding Fund of the Republic.

Commentary :

The privatization process is composed of two stages and acts: the first one 1
the de-nationalization consisting in the transition of the propeny of the privatized
enterprise (o the competent Fund, the sccond one is the prvatization itself
consisting in the transition of the propenty from the Found o the subjpecty of
private law, i. e. (o juristic or natural persons.

In addition the individual privatization methods differ m other respects, ¢y
i the sale of the enterprise in contradiction (o the “coupons method” and in the
status and the function of the founder and of the founds cnsueng from that
distinction.

The first step s represented by the winding up of the enterprise withoug
liquidation or by exception of pant of the privauzed propeny of the enterpnse
which is efficted by the founder in hannony with the approved prvatization
project of the enterpnse.
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The property of the wound-up enterprise or the excepted property being
privatized transits to the relevant Fund (Federal or of the Rebuplics) established
by this Act or by the Acts of the National Councils.

In case of the sule of the propenty of the wound-up enterprise the winding up
of the enterprise shull be effected by the decision of the founder and by the
transit of this propenty 10 the Fund in the moment when the Fund us the selling
party concludes the purchusing contract with the purchaser. There exists
therefore an immediate hnk-up in tenns of time.

The Act respects three bpes of state ownership, ie. the ownership of the
Federation, ownership of the Crech Republic and of the Slovak Republic.
Therefore, in terms of competence, the Act had 10 divide the transition of the
privatized propenty 1o the Funds of the Republics in relation 1o the (Federation)
Fund.

It has 10 be stressed purticulurly that also the rights of industrial and other
intellectual properry (rights ensucing from inventions, improvement suggestions,
industrial designs, know how but also trade marks and cetificates of ongin,
copyrights etc.) form the Ppant of the prvatized propeny. The founder cannen
dispose of the rights linked with the enterprise. These rights are transferred by u
contract between the secller and purchuser. The founder particuluarly cunnot
except these rights simularly as u pant of the propeny of the enterpnse assigned 1o
privatization; such u pan s trunsferred by a contract and in this way the nights
are protected.

The temporal co.ncidend e (immediate hukage i tenns of time) s the
condition required erpressively by the Act for the case when the entire property of
the enterprise bei g wound-up withowt hquidation transits o the Fund for the
pupose of the sule of thi propeny or for its investment in g commerciul
company ! cing under establivhment

In  use of the privauzanon project of a state propenty paniicipation the
fru- vyer of the caresponding nphis o effected by competent stute administration
awthontics of the Federation or e Rebuplics, or of the municipality to the

respective Fund.

Art. 12

(1) The property of the Fund and the Funds of the Republics
(hercinafter referred w as “Funds” only) shall not form o patt of the
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state budgets and it can be used for the purposes specificd by this
Act.

(2) The property of the Funds can be used in conformity with
the approved privatization projects for the following ways of
privatization :

a) to the foundation of a joint-stoch or uther commercial
company’)  and to the disposal  of the property
participations in these companics,

b)to the salc of the property of the cnlcIprise or ils part,

¢) to the transfer of the privatized property to municipalitics,

d)to the transfer of the privatized property for the purposes
of pension and health insurance.

(3) For the usc of the property under Par. 2 hereof the approval
according 1o special rules of law®) shall not be required

4) The claims of the persons legitimate according o special
rules?) may be covered from the property of the Funds,

5) The property of the Funds may be used for the Tolfidment of
the obligations of the eaterprises carmarked for prnvatization

Commentary :

The Act precisely specifies the nules Jor the disposal of the propeny acquired
by the respective Fund during the prvauzaton process

Before all, it hus 10 be noted that i harnnony wah the e sationtale ation
prnciple the propeny of the Fund i sepdrated from the stane budyen (of the
Federation und the Republics). The viate propeny i transfersed anio the propem
of Funds which are unsuic bersons separated from the staie The state hay o
night to wucrfere i the propeny of the Fundy

On the other hand also the Funds muay dospune of the pansfened propern
only for the pumaoses cnumerduvely spectficd v the Ao (No Jurther Jurposes,
prnapally not even the ertreprencunal puiposes are allow

The propeny of the Funds  may be wused only for purpeoses bemg i
connection with the pnvanzation, or for the purposes explicucly stated i the 11

On the first pluce the Act specfies e the An 12, Par. 2 four iy af
privatization ine onfonnity with the approved Prvancaiion projes

For the uye of the propeny for prvatizanon purpose o approsal e ording 1o

specral legal nedey reguucd, mainly e g o accordance wih the Aot No
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173/1988 Coll., on enterprise with the foreign propeny panticipation, in the
wording of the Act No. 112/1990 (for the investment of the pnivatized property
share into such enterprise).

There are two exceptions Jrom the above mentioned pnovatization purposes
stated by the Act. From the propenty of the Fund: the claims of persons
legitimate according to the "Restitution Acts” can be covered (cg. according o
the Act. No. 403/1990 Coll, on the relieving consequences of some proprietary
injuries, in the wording of the Act No. 456/1990 Coll.). In addition, the property
of the Funds can be used Jor the fulfilment of the obligations of the enterprises
being earmarked for privatization; but even this case is related to the
privatization.

Art. 13

For the sale of the propetty of the Funds no preferential
treatment can be given. For the sale of shares only preferential
treatment can be given which is admitted by the Act on joing-stock
companics.

Commentary :

During implementation of the privatization the principle must be respected
that all persons showing interest and acquirers have equal position so that no
one should be subject of preferential or disadvantageous treatment.

An exception is only the preference treatment ensueing already from the
existing rules of law regarding centain groups of share holders in the present time,
as this is made possible by the Act No. 103/1990 Coll, on Joint-stock
companies.

5) he Act No. 104/1990 Coli , on Juint-stock companies
The Act. No. 109/1990 Coll bxonomic Code, in the wording of subscquent rulcs of law

) The Act. No 173/1988 Coll . on enterpnsc with the foreign property participation, in the
wording of the Act No 112/1990

2]
Art. 14

(1) The Funds shall accomplish the sale of privatized property
on the basis of a contract concluded with a buycr or in a public
auction. If the sale is accomplished in public auction, an adequate
procceding shall be used as for the transfer of the state propeity
according to special rules of Law?) .

(2) In casc of investment of privatized property in the basic
capital of the commercial company the Funds shall procced in
compliance with special rules of lawS)

Commentary :

In cases of privatization implemeted by the sale of the pnvatized propeny, the
Funds (Federal Fund, Funds of the Republics) shall perform such sale either on
the base of purchase contract where the Fund is the selliing panty c¢nd the
respective person (juristic or natural person) is the purchasing pany, or in the
Jorm of a public auction.

If the sale 1akes Place in a public auction, it shall be proceeded iln
compliance with adequate use of special rules of luw being applicable for this
Purpose and which are referred to by the "Large Privatization Act” This is the
question of the Act No. 427/1990 Coll., on the transfers of the state propenty of
Some goods (o other juristic or natural persons, in the wording of Act No.
541/1990 (Small Privatization Act).

If the way of privatization is used which is based on the investment of the
Pnivatized property in the basic capital of the commercial company, the Funds
shall proceed in compliance with special rules of law regarding the
establishment of commercial companies or regurding the [rropeny paricipation
in these companies (in the present time the Act No. 104/1990 ( oll, on joint-
stock companies and the Act No. 10971964 Coll, Econonuc ¢ ode, m the
wording of subsequent rules of luw). As a rule, it shull be o jomni-stock comgpany
or private company limited by shares where the respeciive Fund shall be the only
Jounder or the only pantner. (It shall be either an investment into the  capital
stock of a joint-stock company or an wvestment into the basic capital of u

Private company limited by shares).
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Art. |5

(1) By the sale of the privatized property or by its investment in
the basic capital of a commercial company the owncrship of the
goods as well as other rights and obligations linked with the
privatized property shall transit 1o the acquirer on the date on which
the contract has come into effect.

(2) In all other tespects the transition of the financial claims
shall be governed by the legal adjustment of the cession of claim in
accordance with spccial rules of law?),

(3) For the transition of the obligation an approval of the
creditor shall not be required, however, the Fund shall quarantce by
its property the fulfilment of the obligation of the acquirer of the
privatized property.

(4) The acquircr shall notify the creditors of the acquisition of
the obligation without unnccessary delay.

Commentary :

The legal consequence of the sale of privatized property or of investment of
this propenty into commercial company is the transit of the ownership 10 the
8oods (material objects) to the acquirer. Similarly also other rights and liabiliies
transit together with the privatized property (propriesury rights, rights of labour-
law relations eic.).

Regarding the trunsition (cession} of a claim the Act refers o the eusting
special rules of luw which ure - for given consequences - the corresponding
provisions of the Act No. 4071964 Coll, Cwil Code, Act Nao. 109/1964 Coll.,
Economic Code, in the wording of subsequent rules of luw and Act No.
101/1963 Coll., on legal relations in intemationgl trade (Code of Intemuationat
Trude).

) fee page S, 3 see page 7, $)see page 17

7)The Act No 40/1963 Coll . Cruil Coxde
Ihe At No 109/1964. Coll , Economic Codce. 1n the wording of subscquent rulcs of law.

The Act No 101/19%3. Coll . on lcgal scldnions in international 1radc (Code of Inicmanonal
Trave)
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Spectal provisions are included in Ant. 15 of the Act regarding the transition
of obligution (debt). To such transition no approval of the creditor (which
approval uses (o be obligatory in other cuses) s requred, however, this is
replaced by a legul gudrunty, because the Fund gudranices by its propenty the
Julfilnent of the obligation by the acquirer of the privatized propenty. In addition
the acquirer has the notifying duty which he has (o Julfill withow unnecessary
deluy.

Art. 16

The rights of industrial and other intellectual property shall be
transferred on the basis of a contract concluded beiween the
acquirer and the enterprise.

Commentary :

These nghis mncluding the nghts 1o inventons, iprovement suggestions and
industrial designs, copynghts, nghts (o unmaterial goods, av are the trade mark,
or cedificates of origin, are of absolute character and are lnked with the
enterpnse.

Their transfer, pariicularly for the reason of thew protection o anland and
ubroad, 13 cffected only on the bays of a contract between the Qg enterpnse
und the acquurer, while this contraet 1y concluded simuliancounly wath the
winding-up of the cnterprise and with the symature of the purchave contruct or
with the effected property imvestiment.

Art. 17

The nghts and obligations of (he cnterprise eosucing from
libour law relations 1o the cmiployees of the CIMCIPIAC of (s
organizational component, which are concerned by the privatization,
shall transit (o the acquircr,

Commentary :
The tramsion of the aghts and obligation, cusucing from labour law
relations is subject of special provsion, as the L abour | aw Code does no apply

10 these cases. The provision of A 17 secures ndnpensable continuity and
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legal security of the employees in that the mentioned rights and obligations are
transferred (o the acquirer without being changed in respect or their contents and
extent.

Ar. 18

If all the property of the cnterprisc is being privatized und
unless othcrwise cnsues from the contract or from the legal
operation by which the property of the enterprise is being invested
into the basic capital of a commercial company, the right of usc of
commercial name of the enterprise shall transit (o the acquirer,
unless this is in contradiction with the Act specifying the use of
commercial name. This transit shall not be prevented by a change of
the complecment of the commecrcial name specifying the legal form
of the enterprise.

Commentary :

As far as all the propenty of the wound up enterprise is beging privatized, the
transition of the so called “commercigl name* (firm’s name) is also taken into
consideration; i represents ua special right to immaterial goods, nevertheless with
cosiderable proprietary consequences. (mainly if a well known firn has an
outstanding image and q large clientage due 10 this Jact). This provision is
therefore set on the busis that also the authonzation i use the commercial
name (firm’s of the existing enterprise is being transferred (o the acquirer, unless
this is in contradiction with the Act specifying the use of commercial name,
mainly if cousumers* deception may occure. (The revision of provisions
regarding commercial name or Jim’s name shall be ncluded in the newly
drafted Commercial [ gw Cude ).

The commercial name (firm’s name) does not transit 1o the acquirer of the
entire privatized propenty in case, when this does not ensue from the contract or
Jrom the legal operation by which the property of the enterpnse is nvested mnto g
commercial compuny (which means {1 the mentioned contract or legul
operation can specify this matter differently).

The transfer of the commencial name (firm’s name) shall not be prevented
by a4 change of the complement of the commercial hame specifying the legal
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Jorm of the enlerprise (e.g. the change of the indication Jrom “sp (state
enterprise) to “a.s.” (joint-stock company).

Art. 19

(1) The Fund shall transfer and the acquirer shall jake over the
gouds included into the privatized property on the date on which the
contract has come into effect. A minutes of it shall be made and
signed by both partics.

(2) With the transfer of the property the acquirer shall assume
the responsibility for damage of these goods as well as he shall
acquire ownership of them.

(3) For the acquistition of ownership of immaovable assets o
registration according (o special rules of Law shall be required®),

Commentary ;

The matenal transfer and acceptance of the goods ncluded o the
pnivatized propeny is effected by u minutes Signed by the Fund and g ‘quirer.

This momens is very impontant in terms of the moment of the transinon of
the liabilities for damage, as well ay of the ownership of the transferred Loods.
The transition of the liabilities Jor damage is undersiood i that the acquirer has
any nght (o require the compensation of the damage from e Fund, when the
damage is specified as a loss, exctinction or detenoration of the Koods
concemed without taking into consideration the reasons of the dumage, unlesy
the damage has been caused by the Fund,

The ownership of immovable assets transys only us g consequence of the
registration which is required for the validity of the respective legal operation.
The registration is effected by the public notary office dccording (o the Act N,
95/1963 Coll., on siate notunes and preceeding before the stute notanes, in the
wording of subsequent rules of luw.

Art. 20
(l) In the minutes of the transfer (An 19, Py, 1) the mussing

and defective goods shall he quoted. Unless atherwise settled in the
contract, the missing goods shall he deemed those things not having
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been transferred to the acquirer, cven though they have 1o be part of
the transferred properly according 1o (he book-keeping. When
estimating the defectivenes of the goods it shall be taken into
account how they are able 1o scrve for the operation of the
enterprise and how long they have beer in usc according to the
book-keeping.

(2) Unless otherwise settled in the contract, the acquirer shal}
apply for adequate price rebate of the missing or defective goods
included into the minutcs of the tranfer.

(3) The acquirer may apply his claim for price rebate regarding
the obligations which have been transferred upon him and have not
been entered into book-keeping.

Commenlary :

In the minues of the trunsfer of goods included in the prvatzed propeny it iy
necessary 1o quote the missing und defective goods, while this is processed in
according to the bnuk-ka'ping or on the basis of the estimation of the abitiry of
defective goods 10 senve dunng the future operatwn of the enterprise. The
acquurer hys the nght for adequare indemmfication Jor the missing und defective
8uods, unless otherwise scttled by the panies in the contraqt.

The acquirer hus the nght for rebate alse regarding those obligunions incl.
debts which have been tramsferred upon him gny have not been entered inge
book~kecping. For their application the respective forfeiture tenmy ace ording 10
the Civil Law Code, Economuc Code and Intemational Commerce [ gy Code
are applicable.

Art. 2]

During the wansier of the goods and the preparation of the
minutes of the transfer the Fund shall be represented by persons
authorized on the date of the winding-up of the cnterprise or the
exception of u part of 1he Propexty ol the coterprise of act on behaif
of the cnterprise. During this acitivity these persons shall he
fesponsible (o the Fund.

Commentary :

For practical reasons the Act Mutes thet dunng the tramfer of the goods amid
the preparation of the minutes the Matitary oguns or representatives of the
enterprise being wound-up, or of the crlerpnse from whach u privanzed Pan of
propenty is being cveepted are acting on behalf of the Fund, an.g are, of courye,
responsible for their g sty 1o the Fund on behalf of which they ure a fing

PART FOUR
Investment Coupany

Art. 22

(1) The investment coupon thercinalter selened to us “coupon”
only) for the purposcs of this Act shall be deemed 1o be seourity
(consolidated paper) in name giving the sight (o purchase shaies
specificd  for  sale against  coupons. The coupon  chall  be
untramsfereable and  (he rights atached (o the  wame can  he
transferred only 1o heirs,

(2) The coupon cannut be amaiized.

Commentary :

The separate founh pan of the Act concems the coupon method of “large
privatization”

The process of large privatization 1 confrontcd by an aciute Lk of inland
capital, while 1 can be presumed that the forcign capmtal shall uot cover and
even shall not be able 1o cover all privauzation plans,.

The Act therefore enyues Jrom the fuct that the Prvancation process shyll b
accelerated and widened by the mediation of investnent supons. A number of
Mate enterprises shall be transferred 1o joint-tock comparies and the shares of

these compames shall be sold 1o atizens for ihe ssued mwvestoent . oupony.

8) The Au No 95/1903. Coll | on state futary and prsceding of the st Notaty ollie, an the

wording of subscquent rules of Jaw
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For the purpose of this Act the coupon is defined as secunty registered in
name which is intransferrable 10 other person and the rights linked with this
coupon are transferred only 1o heirs. The coupon can be used only for the
purpose stated by the Act, e.i. Jor the purchase of privatized property.
The coupon cannor be declared invalid in case of its loss, misappropriation
or exclinction.

Art. 23

(1) The text of the coupon shall contain at least he following :
a) name and birch statistjcal number of the citicen,
b) name of the authority having issucd the coupon,
¢) the acquiring price,
d)time of validity,
¢) datc of issuance.
(2) The coupons issuer shall be the Federal Ministry of Finance,
(3) The net revenue of the sale of coupons shall be transferred
to the Fund of (he Republik comperent according (o the location of
the durable residence of the acquirers of the coupons on the date of
the acquisition of hese coupons,

Commentary :

The Act defines the obligatory requirements Jor the text of coupons in An. 23,
Far. 1, while not excluding of course, that the coupons should fulfill otehr
requirements.

The Federal Ministry of Finance is the exclusive coupons issuer so that no
one else hat the night 1o issuc the coupons. This provision is based primanily on
the organizational, technical and finance-coniroll reasons and it does not
influence eirther the extent of the privatized property being transferred 10 the
individual Funds or (he distribution of the revenues of the privatization.

Net revenue of the sale of coupons shall be transferred 10 the Fund of Czech
Republic or Slovak Republic competent according to the location of the durable
residence of the acquirers of coupons on (he date of the acquisition of these
coupons.
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Art. 24

Any Czechoslovak citisen having his durable residence in the
territory of the Czech and Slovak Federative Republic and who have
completed 18 years of age on the date of the issuance of the coupons
shall have claim for these coupons.

Commentary :
The right for coupons onginating from the Act is anributed to every
Czechoslovak citizen who completed 18 years of age und complies with the

condition of durable residence in the Czech and Slovak Federative Republic.

Art. 2§

(1) The coupons of a corresponding emission can be used for

a) purchasc of shares of any joint-stock company included tor
this purpose into the list of privatization projects, as far as
the citizen makes valid his claim within the term specificd
in this list,

b) acquisition of the participation in commercial companics
founded specially for this purpose, aflier the previous
aproval of the competent authority of the Republic,

(2) The ways specified in Par. 1 hereof can be used paralelly

Commentary :

In An. 25 two ways of the use of coupons are enshnned which can be wsed
in particular cases paralelly.

In the first place it means the purchase of shares of a pnnt stock company:
which has been included Jor this purpose into the list of privatzation projects,
while the citizen must enforce his claim for the purchase of the shares within the
lerm specified in this list.

The coupons can be used also Jor the acquisition of the propesny
participation in commercial companies (¢.g. private companies lomted by
shares, limited pannerships, limited partnerships by shares) estublished spectully
Jor this purpose, after the previous approval of the competent authonty of the
Czech or Slovak Republic.
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h) lcasc these values for a definite time until they arc used for
privatization.
(2) The Fund shall employ experts whose remuneration shall be
approved by the presidium.

Commentary :

The Fund has its legal subjectivity and capability 1o conclude contracts on its
own and to do legal operations pertaining 1o its competence according to the Act
oun the basis of approved privatization projects.

Before all, the Fund panticipates in the foundation and entrepreneurial
activities of joint-stock companies and other commercial companies in a stated
manner. It concludes also contracts on the sale of propenty of wound-up
enterprises (the Act refers here inaccurately to "sale of enterprises”) or on the
sale of the excepted property from the enterprises and it is also authorized - in
the interest of effective utilization of the acquired propeny - (o lease proprietary
values for a transitory period till they are used for the purpose of privatization.

The specification of the above mentioned legal operutions is 1o be
understood as an example only and the Fund can do other legul vperations than
those under An. 28, Pur. |.

Art. 29

During the accomplishment of the acitivities specified under
Art. 28 hercof the Fund shall acquire rights and assume obligations.
The Fund shall be authorized to sue for the fulfilment of its rights or
demand the fulfilment of its rights with other compeient authorities
and it can be sued for being in default of its obligations or other
dutics for the fulfilment of which he shall be lable by its cntire

property.

Commentary :

The property-law status of the Fund is given by that it is u subject of full
nights. Being a junistic person it is liable for its obligutions by its entire property
and on the other hand it hus the aght (o sue Jor the fulfilment of its rights with a
court or other competent authorities.

£}
Art. 30

The highest vrgan of the Fund shall be the presidium consisting
of 9 members. The chairman, vice-chaitman and the members of the
presidium shall be elected by the Federal Assembly 1o the propasal
of the Government of the Czech and Slovak Federative Republic tos
the period of S years. Members of the Crech and Slovak Federatne
Republic, of the Government of the Crech Republic and the
Government of the Slovak Republic, members of the Federal
Assembly, members of the Crech National Council and of 1he
Slovak National Council cannot be members of the presidium,

Commentary :

The concept has been pussed thut the preswducn bewng the hghest organ o)
the Fund is elected by the Federul Assembly to the proposal of the Geverment
of the CSFR.

Simultaneowsly the incompanbility of the fundtions of members of the
presidum with the functions of members of the Govenments or members of the

legaslative bodies has been enshrined.
Art. 3

(1) The presidium shall have the power

a) nominate and manage the executive board and to supCivise
s activity,

b) approve the statute of the Fund,

¢) approve the remuncration of the members of the executin
board,

d) claborate the dralt of the budget of the Fund and sebinn
the same for the discussion of the Government ol th
Crech and Slovak Federal Republic,

¢)approve the rules of procedure of the presidium and of 1l
exccutive board,

f) discuss the annual balance statement ol the Fuid
submit the same to the discussion of the Goverment of th.

Crech and Slovak Federatne Republic,


http:exccuti\.ec

kYl
g) discuss the annual report on the activity of the Fund by
April 30 for the preceeding year.

(2) After the drafi of budget and annual balance slatcment has
becen discussed by the Government of the Czech and Slovak
Federative Republic, the Fund shall submit the samc 10 the Federal
Assembly for its approval.

Commentary ;

The most imporant managing activities within the Jramework of the Fund
belong 10 the competence of the presidium, while the imponant checking
Jurctions had 1o be entrusted with to the Governmen of CSFR and 10 the
Federal Assembly, tumely regarding the budget and annual account statement.

Art. 32

(1) The presidium shall be capable of transacting business if its
mccling is atiended by the majority of its members incl. its chairman
and vicc-chairman. For the decision making the approval of the
majority of the present members shall be required. In casc of equity
of votes the vote of the chairman shall be dccisive.

(2) The chairman and in his absence the vice-chairman shall
sign the documents on behalf of the presidium,

Commentary :

The proceedings and decision makings of the presidium ibused on are
customary democrauc principles.

The presiding of the meeting of the presidium is either the chainnan or in his
absence the vice-chainman. In cuse of equity of votes the vole of the chuirman or
the vice-chairman is decisive.

Art. 33
(1) The activity of the Fund shall be governed by the exccutive

board of the Fund (hercinafier referred 1o as “board” only) in
accordance with the instructions of the presidium,

15

(2) The board shall act on behall ol the Fund watlan the earent
specified by the statute. The statute shall speaily which written legal
vpcrations shall require the signatures of two membies of the board
In addition, the statute will speeily when and in wheat calent the
members of the board shall act on behalt of the Fund and appone o
proxy to act on behalf of the Fund The members of the board hemg
authorized to act on behall of the Fund <hall be cntered o the

Register of Companics.

Commentary :
The executive bourd (s an operatively managing orgun of the Fund e
extent of the authoriticy of the bourd and the naghts of ity members 1o ar on

behalf of the Fund iy stated by the Stanute.
Art. 34

(1) The board shall consint of nine members nomumated by 1l
presidium for the period of five years Pror o the taommimanon of
this term the presudium can recall any membor of the board, i b
violates his dutics or is unable to pedlorm s tuncnon

(2) The members of the board shall chea Itom mony
themvelves a chairman and two viee-chai man al Masum

(3) The members of the board shall be cimployces ol the Fund

Commertary :
The bourd and us members are responsible for thet activay 1o the prosudien
The members of the bouard which 1y the creaine orgun of the Fund have o

lubour retaton 1o the Fund. They can be recalled from e Juncuon on e

buse of stuted reasony.

Art. 35

(1) The supervisory board of the FFund (harcinalies reteried 1o
as “supervisory  board® only) shall supenvise  the activily and
management of the Fund, of its presidiom and hoard With respea
to the character of the matier the presidium shall nouty (i
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Government of the Czech and Slovak Federative Republic, Federal
Ascmbly and/or other competent authosities of the identified
discrepancies.

(2) The presidium shall discuss the draft of the budget and the
annual balance statement in the supcrvisory board prior 1o their
submitting 10 the Government of the Csech and Slovak Federative
Republic,

Commentary :

As it ensues from its denomination and compcetence the function of the
supervisory board of the Fund is a supervisory one. The duty of this board is
particularly 10 discuss the draft of the budget and the annual balance statement
prior (o their submitting to the Federal Govemment.

The other competent bodies which may be notified by the supervisory board
of the identified discrepancies with the respect to the character of the given
matter, are the Federal Ministry of Control, the Federal Ministry of Finance, the
Office of the Prosecutor etc.

Art. 36

(1) The supervisory board shall consist of five members elected
by the Federal Assembly for the period of five ycars. The Fedcral
Asscmbly can recall the member of the supervisory board cven prior
to the termination of the period of his function. The members of the
supcrvisory board shall be clected and recalled by sceret ballot.

(2) The members of the supervisory board cannot be the
cmployees of the Fund.

Commentary :

The imponuance of the supervisory function of the board is stressed by the
actvaty of the Federal Assembly in the relation to the supervisory board. The
menibers of the supenisory board are elected and recalled by the Federal
Assembly.

The independence and unpartiality of the members of the supervisory board
13 sccured by the provision that they cannot be empluyees of the Fund.

»
Art. 37

(1) The members of the supervisoty board shall clect from
among themselves a chairman and a vice chairman,
(2) The provisions of Art. 32 shall . apphied analogously.

Commentary :

Regarding the quorum and decision making of the supenisory bourd the
provisions of An. 32 are applied analogously, i.c. the presence of simple
majonty of its members incl. its chairman or vice-chasrmuan and the affirnative
votes of simple mujority of the present membiers are required with the provision
that in cuse of equity of votes the vote of the presiding person iy decisive. The
documents of the supervisory board shull be signed on us behalfl by the
chairman or in his absence by the vice-chainnun.

Art. 38

The function of the member of presidium,  board  and
supervisory board shall be incompatible.

Commentary :

The incompability of the functions of the members of all three top orguns 1
given for the security of impartiality, independence und proper perfomance of the
Fund’s function.

Art. 39

The members of the presidium, board, supervisory board and
the employees of the Fund cannot perform activities which are in
contradiction with the interests of the Fund, particularly they mus
not be members of the organs of joint-stock companics in (he
cntreprencurial  activity of which the Fund  has proprictory
participation. The members of the presidium, board and supervisory
board cannot acquisc the property of the Fund except of the shares
against coupons,
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Commeatary :
The provision of An. 39 secures that the members of the organs and
employees of the Funds do nos come into conflict with public and their own

Pproprietary participation, besides the mentioned exception.
Art. 40

The Fund shall cover the costs in conncction with its activity
from its property within its budget approved by the Federal
Asscmbly.

Commentary :

As a matter of principle, the Fund covers the costs in connection with its
activity from its propenty. It is not a organization Jinanced from a state budget.
Some of its functions are of entrepreneurial character; the activity ensueing from
these function brings progit.

PART SIX
Special, Transitory and Final Provisions

Art. 41

(1) For the purpose of privatization effccted also by means of
coupons the Government of the Czech and Slovak Federative
Republic and the Governments of the Republics shall specify the
principles within threc months from the date when this Act has
come into cffect; on the basis of said principles the competent
central authorities of the state administration and the municipalitics
shall submit for the approval of the competent Government the lisgs
of enterprises and lists of slale proprictary participations in
entreprencurial activities of other juristic persons which shall be
included into privatization.

(2) The lists of cnterprises submitted 10 the approval shall
include particularly th: name and the scal of the enterprise and of

3y

the founder, evaluation of (he property and the number of the
cmployees of the cnterprise. The lists of the state proprictary
participations in the cotreprencurial activities of other juristic
persons submitted for approval shall include particularly the name
and the leg ! form of the juristic person, the subject matier of the
entreprencurial activity and the extent of the state proprictary
participation in ;his entreprencurial activicy.

(3) The Government of the Crech and Slovak Federative
Republic and the Governments of the Rebuplics shall set down the
terms for elaboration of privatization projects.

Commentary :
The task of all three Govemments based on the Act is to specify panciples
Jor implemeniation of the privatizanon by using all means of pnivatization incl.

municipalities shall submit (o the competent Govemment (of the CSFR or
appropriate Republic) for their approval lists of enterprises and lists of state
property participations which shall be included into provatization.

Lists of enterprises and liss of state propeny pan<ipations submited for
approval  must include stated requirements (0 enugble (he competent
Govermnments duly to evaluate the same.

To secure due lernporal procedure of large privatization the Governments of
the CSFR and the Republics are empowered 10 Stute terms for subsequent
elaboration of privatization projects.

Art. 42

(1) The propriety of the enterprises of forcign trade, specialized
organizations of forcign trade, state banking institutes, with the
exception of the State Bank of Czechoslovakia and the stage saving
institutes founded until (he datc on which this Act has come into
cffect shall be transferred according to the privatization project of
the 'c':nlcrprisc into the Fund of the National Property of (ha
Republic where the privatized cnterprise has its seat and where ity
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investment has been entered in the capital stock of the joing-stock
companies cstablished by this Fund.

(2) If the property of the privatized enterprise transits into the
Fund of the National Property of the Czech Republic, this Fund
shall transfer one third of the shares after the foundation of the
joint-stock company into the Fund of the National Property of the
Slovak Republic. If the property of the privatized enterprisc transits
into the Fund of the National Property of the Slovak Republic, this
Fund shall transfer two thirds of the shares after the foundation of
the joint-stock company into the Fund of the National Property of
the Czech Republic.

(3) As far as the cnterprises specificd in the Par. 1 hereof had
been transferred into joint-stock companics before the date when
this Act has come into effect or had been founded as joint-stock
companics, the state participations in their catreprencurial activitics
shall transit by two thirds into the Fund of the National Property of
the Czech Republic on the date of the approval of the privatization
project and by onc third into the Fund of the National Property of
the Slovak Republic.

Commentary :

The provisions of An. 42 solve the division of the privatized property between
the Czech and Slovak Republics in terms of competence in cases of already
quoted organizations of foreign trade and state banking institutes (upunt from
stated exceptions). This refers to a speicific sphere of foreign trade und buanking
Operations.

The shares in the privatized propenty shall be distributed between the Fund of
the National Propenty of the Czech Republic and the Fund of the National
Property of the Slovak Republic in the rate 2 10 1.

Art. 43
The provisions of this Act concerning the federal central

authoritics of the statc administration shall be applicd analogously
also for the State Bank of Cezechoslovakia.
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Commentary :

The Act pluces the State Bank of Czechoslovakia on the level of federal
central quthonities of state administration. This bunk is not only central
emmission bank with entreprennerial aspects but it also proves the features of o
federal central authonty of stute administration.

Art. 44

The evaluation of the property of the enterprise included inthe
approved privatization project shall replace the evaluvation of the
non-monatery invesiment in the capital stock of the joint-stock
company made by an authorized expest and requited according 0

special rules of law?)

Commentary :

The obligatory component of an approved privanization project is evaluatuom
uof the propenty of privatized enterprise. For practical reasons the Act statey tha
in such a case the evaluation of non-monctary investment in the cupital stock of
d joint-stock company required by the cxisting Act No. 10471990 Coll, on Jont
stock companics is simultancously replaced by the above mentioned evaluation

Art. 45

(1) Except of the customary management!) the enterprises
cannot conclude contracts on the transfer of owncership o which
they have the right of management, and cannot dispose ol theis
proprictary participations in the eatreprencurial activities of juristi
persons vor establish the same.

(2) Exccption from the provision of Par. 1 hereof can be
approved by the compeient Government in justificd cases. The
approved exception shall replace the approval according to special
rules of lawd) |

(3) The state proprictary participations tn the cntreprencurial
activity of juristic persons can be disposcd of only in accordance with
the approved privatization project of the participation.
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(4) Thc provisions of Par. 1 and 2 hereof shall not be applicable
o juristic persons specified in Art. 1, Par. 2 hereof and 10
organizations financed or substituted from state budget.

Commentary :

The provision of An. 45, Par. 1 and 2 replaces in principle the existing legal
measurc No. 364/1990 Coll., on the disposal of property entrusted to the care of
state enterpnise.

The sence of this revision is to Prevent the escape of the propeny which hus
{0 be privatized uccording to this Act.

What has 1o be understood as transfer of property standing apan from
customary managemcent is specified by the Economic Code (Act No. 109/1964
Coll., in the wording of subsequent mules of law - compure panicularly with An.
68 of the Code).

From this legal arrangement the organizations of forzign trade referred to in
An. 1, Par. 2 hereof and the organizations financed or substituted from state
budget are excluded.

Art. 46

(1) Legal relations of the Funds of the Republics, their activity
and kinds of usc of their property shall be specificd by Acts of
National Councils which shall also specify in which cases the
property of the Funds of the Republics can be used for other
purposcs than for the privatization.

(2) The Government of the Crech and Slovak  Federative
Republic in the agreement with the Governments of the Republics

shall specify, by an Ordinance the way of thg coupons’ issuance,

D The Aat No 478990, Coll, on joint-stock companics
19)1he Act. No 10971964, Coll, Liconomic Code, in the wording of subscquent rules of law
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various coupons’ types, the purchase price of the coupons, the way
of the specification of the extent of the claim for shares and the way

of the use of the coupons.

Commentary ;

The provision of An. 46 includes indispensable powers both for passage of
Acts of National Councils and for Decree of the Govemment of the CSFR
which shall be imponant procedural regulations Jor the perfonnance of coupony

method.
Art. 47

(1) In casc that the ownership to the privatized property or to its
part has been dispossessed in the way specified in Art. 2, Par. 3 of
the Act No. 87/1991 Coll., on out-of-court rchabilitations, a legal
claim shall originaic in accordance with the mentioned Act in favour
of the legitimate persons; the way of settdement of the (aim shali be
specified by the privatization project concerning that property.

(2) The legitimate person shall apply his claim with the
authority competent according to Art. 10, Par. 1 hereol tor the
approval of the privatization project within 6 months from the date
on which this Act hay come into clfcet, otherwise the aim shall
become extinet; at the same time the legitimate person shall notty
this authority of the cnterprise possessing the goods. Fhe comperent
tund of National Property shall scule the claim according (o Par |
hereof in accordance wish the time schedule of the implemcutanon
of the privatization project, however at the latest within one Yo
from the date of the approval of the privatization project.

(3) In other respect, the provisions of the Act No. K7/1191 Coll

on the out-of-court rehabilitations shall be apolicd adequately Lo
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the specification of the cexient, way of application and scttlement of

the claim under Par. 1 and 2 hercof.

Commentary :

In An. 47 it was necessary to solve the relation of the "Large Prvatization
Act” to the Act on out-of-count rehabilitations.

According 1o Ant. 2, Par. 3 of the Act No. 87/1991 Coll, on out-of-court
rehabilitations the persons are entitled lo rehabilitation whose property has been
nationalized in accordance with the provisions on nationalization of the years
1945 to 1948 without compensation. The claims of these persons shall be settled
within the privatization project.

The claim shall be applied with the Federal Ministry of Finance or with
respective authority of state administration of National Property and Iis
Privatization) by October 1, 1991, while these authorities must be
simultaneousty notified which enterprise holds the goods.

For the settlement the respective provisions of the Act on out-of-court
rehabilitations shall pe applicd.

Art. 48

The following rulcs of faw arc hereby repealed :
L Art. 28 of the Act No. 1 L1/1990 Coll,, on state cnlerprisc.
2. Legal Mcasure No. 364/1990 Coll., on the disposal of the property

cntrusted to the state cnterprise.
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Commentary :

The derogation clause abolishes, apant from the already quoted legal
mceasure No. 364/1990 Coll. (which has been replaced by the provision of An.
45 of thi Act), ulso An. 28 of the Act on state enterprise, enclosing
transformatory provisions which are replaced by the “Large Privatization Act” by

is own provisions.
Art. 49
This Act shall come into effect as ol April 1, 1991.

Praguc, March 8, 1991,
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ACTS
ON ECONOMIC RELATIONS WITII
FOREIGN COUNTRIES,
ON THE ENTERPRISE
WITH FOREIGN
PROPERTY PARTICIPATION
AND ON THE JOINT-STOCK
COMPANIES



Remarks on the Amended Act
on Economic Relations with F oreign
Countries

One of the consequences of the essential chianges in the political lile o
Crechoslovakia at the end of the year 1989 was also a completely new view of the
legislative arrangement of the legal position and activity of Crechaslovab
cconomic entities in their cooperation with Czechostovak as well as lorcipn
patners. This started the rather complicated period of scarch for legistative
mcasures which, with the introduction of the market orientation of our country,
would enable not only the demonopolization of the present economic structures
and stimulation of the economic activity of Czechoslovak producers and those
who render all kinds of services, which, however, at the same time would not
disturb the necessary economic stability. This aim is to be served by a number of
adopted new or amended economic laws whether they specify the basis for 1he
fegal position of Czechoslovak economic entities or some speafic ficlds of theiy
activity. At the same time many other legal regulations are amended, This i g
conlinuous process of legislative changes which requires not only & mutu.al
interlinking, but in view of the great amount of problems which accumulated for
several decades and were cither not solved at all or only partly, it also requines
paticnee and the proper progression.,

The cconomic relations effective untiliceently with forcign countrics (Act No
42/1980 Coll. in the version of the Act No. 102/1988 Coll_ (he complete wording
of which was published under - No. 184/1988 Coll), although aftcr the adapted
changes in 1988 they gave greater scope to independent econonic relations of
Crechoslovak subjects with forcign countries, could not serve the aim of the
transition from the directively planned Crechaslovak ceonomy o a market
cconomy. Although in April 199 there were in Crechoslovabia mare than o)
companics authorized o develop their ceononng relations with lorcign countrics
independently, the Acts of that time included several probitutn e provisions the
aim of which was to maintain the rigid monopoly of ¢ state in this hicld

The present changes, on the other hand, although leaving the state with
certatn authority over the economic relations with forcign countrics, haye nuanly
wo aimy:

a) to eatend the scope for lorcign cconomic activitics 1o o groaler munber o
cnltitics (juristic as well as natural);

b) to help open the Crechoslovak cconomy to the rest of the waorkd
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import items (import and export licences) regardless of the existing registration
or authorization. The list of products, semiproducts or raw materials which are
subject to this licensing will be regularly and suitably published by the Federal
Ministry of Forcign Trade as binding rules of law, whilc respecting the obliga-
tions arising from Czechoslovakia®s membership in GATT, as well as from the
Agreement on Import Licensing signed within its framewaik;

- regardless of the possiblitics for Czechoslovak persons to carry out the export
and import of goods on the basis of their registration or authorization it is
presumed that certain strategic items (e.g. oil, some chemicals clc.) will continue
to be centralized in the existing organizations of foreign trade.

In conclusion it should be mentioned that Czechoslovak persons with convert-
ible currency bank accounts are entitled in Crechoslovakia according to the
decree No. 16971989 Coll. within the scope of their authorization to carry out
¢cconomic activity with forcign countrics to pay, in agreement with the foreign
partncr, for the price of imported goods or received services in local currency.

The amended Act on Economic Relations with Forcign Countrics is effective
as of May 1, 19%) and its complete text will be published in the Collection of Laws
and Dccrees.

The Act on Economic Relations
with Foreign Countries

The Act of April 19, 1990
which modifies and amends the Act No. 42/1980 Coll.
on Economic Relations with Foreign Countries,
in the version of the Act No. 102/1988 Coll.

The Federal Assembly of the Czechoslovak Federative Repubilic has passcd the
following Act:

Part |
INTRODUCTORY PROVISIONS

Article 1

‘This Act determines
the rganization, regulation and control of forcign econamic activity, and detines
its forms,
the establishment of trade representation offices of foreign persons on the
territory of the Czechoslovak Federative Republic,
the establishment of organizational bodies of Crechoslovak persons in lorcign
countries,
the position of chambers of commerce and industry on the lerritory of the
Crechoslovak Federative Republic and their tasks,
non-commercial exports and imports,
the protection of trade policy interests of the Czechoslovak Federative Repulbil
and defines the competence of central authorities in this sphere, .

Article 2
In administering this Act the central government bodies shull cooperate s e
tusceure the implementation of the economic paolicy of the State and 1o protedt
the trade policy interests of the Czechoslovak Federative Republicinaccardan ¢
with obligations resulting from international fegal tefations of the Crechosloyab
Federative Republic. .



Article 3

For the purposes of this Act

a) the term “Crechoslovak persons™ means juristic persons having their scat
and natural persons having their domicile on the territory of the Czechoslovak
Fedcerative Republic; the term “foreign persons™ mcans otfffr juristic or natural
persony;

b) the term “service™ means fullilment of an ubligation the subject of which is
an cconomicactivity carried out against payment; activity carried out un the basis
of 4 labour relationship s not a service;

Part 11
FOREIGN ECONOMIC ACTIVITY

Chapter 1
BASIC PROVISIONS

Article 4
Forcign cconomic activity under this Act has the following forms:
a) forcign trade activity (Article 6);
b) forcign cconomic services (Article 17),

Article 5

Foreign ccoromicactivities shaltbe managed, organized and controlled by the
State within the limits of the Actin such a way that said entreprencurial activities
in this ficld develop in conditions of economic compclitiveness, in accordance
with the needs of the national cconomy of the Czechoslovak Federative Republic
and in accordance with international treatics binding on the Czechoslovak
Federative Republic and that the integration of Czechoslovak persons in the
international division of labour grows in suitable forms.

Chapter 2
FOREIGN TRADE ACTIVITY

Scction 1
DEFINITION OF FOREIGN TRADE ACTIVITY

Article 6
(1) Forcign trade activity includes with regard to Czechoslovak persons the
lollowing:

) the export of objedts from the Ceechoslovak Federative Republic and the
mpaoit of objects

tnto the ¢ sechoslovak Federative Republic for the putpose of sale or other paid
for transactions or for the use in production or in granting services, or fur the
p-crl'nrm.umc of a profession, as well as the cxport from the Crechashovak
l‘k'dk'!..lll\(’ Repubhic ur.ld the import into the Crechoslovak Federative R cpubilic
by their other economic actmity (commercial export and impart);

h) pun:h.nsc of goods and its direct resale in . e countrics without Hipod
mta the Crechoslovak Federative Republic;

_ ¢) granting of services to foreign persons on the ternitory of the Crechoshnab

l'u.]cmll_vc Republic for Czechoslovak currency with the exception of diredt
satisfaction of personal needs of natural persons or similar needs of Juristic
persons;

d) granting of services in forcign countrics;

¢) ucccplarfcc of services from foreign persons with the exception of services
accepted by Crechostovak natural persons for the satisfaction of their persaond
nceds;

)] nicdiatory actvity for Crechoslovih persons in relation with lorcign
persons; |

£) tmpartial control on the basis of zn inspection contradt for g el
cates on goads delivered or services granted in international trade:9

~ . - - M M ’

h) procurement ol transport of objects (consignments) by any form of means
ot transport and conncected activity, if the place of dispatch ar the place of
dc.«.lmupnn or both are outside the territory of the Crechoslovih Federanve
Republic;

1) operation of sci-shipping,

(2) Forcign trade actvity includes with regard 1o lareign persans the follow
ing:

a) the cxport of objects from the Crechaslonah Federative Republic aud 1he
uulpnn ol objects into the Crechoslovak Federative Republic for the puipose of
sale oranother paid for transactions, or for the use in production or in granting
\; T™VIces ur !‘nr the performance of o profession, as well uy export from the Coe.
; m_xlnvfnl\ I'cdcr_ullvc Republicand the import into the Crechostovak Federane
{Llllllh’l( h).' lhcu.()(hcr ceonomic achivily (comme; cigl export and impaort )

) . oo . . . N * N '

) granting of scrvices on the terrtory of the Crechaslovak Federatne
Republic;

€} sale of goods an the territory of the Crechoslovak Federatine Repubhe
s not reshzed between loreign persany only; ‘

, d)‘unp.ulml control on the basis of 4n Inspection contradt on the ooy of
the § scchoslovak Federative Republic for Issuing inspection certificares

Y Foraign trade activity includes also any adivity mentioned in Paragiaph |
ctnicd out by \


http:UecdcI.it
http:iUsthtv.ik

a) Czechoslovak Film and Crzechoslovak Television;

b) the Czechoslovak Press Agency with the exception of the procurement and
supply of news matcrial on the basis of contracts.®

(4) Forcign trade activity does not include:

a) import and export of valucs and trade with foreign exchange regulated by
the provisions on forcign exchange control® with the exception of gold for
industrial consumption or technological purposes;

b) adtimity realized by the Czechoslovak State Bank on the basis of spectal law?
and by banking institutions and organizations entrusted by the Czechoslovak
State Bank to fulfil some of the tasks reserved by law (0 the Bank;

¢) granting and acceptance of legal assistance by persons authorized for this
according to Czechoslovak generally binding rules of law?;

d) activity of experts and interpreters realized under special law*!

¢) granting of, and acceplance of, services in the sectors as specified in hereof
Article 17.

Section 2
REGISTRATION AND AUTHORIZATION OF FOREIGN TRADE
ACTIVITY

Article 7

(1) Forcign trade activitics may be carried out only by

a) Czechoslovak persons registered in the Companics Register - on the basis
of registration, if this is not a case when according to this Act registration is not
required and if it is not the case when, according to this Act an autorization is
nceded for this activity;

b) foreign persons - on the basis of a granted authorization if it is not the case
where no authorization is required.

(2) The provision of paragraph | concerns also persons whom another legal
regulation entitles to cary out foreign economic activity with that that this title can
be limited only by law, or only in cases and under conditions determined by law.

(3) Authorization to carry out foreign trade activitics is required in case of
Czechoslovak persons if:

(a) the subject of import are objects other then those to be used in production
by the person importing them, or other than meant for the performance of a
profession by such a person, or the subject of export arc objects other than from
the own production of the person carrying out their export; objects of their own
production are meant to be such products for which the technological process of
claboration means an essential change in quality and utility of the purchased raw
malerials, materials and semi-products and in whose calculation the value added
exceeds the value of the actual production (direct wages, overheads, direct and
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mslnlu;lmp costs and .pmﬁ(').hy 30 per cent the value of the price of the thing;
(b) the subject of this aclivity 1s to negotiate the work activity of a Czechoslo.
\'.uk natural person abroad or a foreign natural person in the Crechoslovak
Federative Republic: ‘
,(C')l'lhm (Lj‘nnccrr_ls l(l}ctcxporl or import of objects or the carrying out of other
adntics, determined by the decree of the : :
. S ‘ overnment of the Czec '
Federative Republic; 8 ¢ Coechostovak
(d)a Crechoslovak person does not fulfil th iti ! :
3 1€ conditions for re - ive
i cgislration given
(4) chn.slr.'nlum or authorization for forcign trade activitics is no required
' (l.nz .furlfunl:lgnkpcrsnns to sign contracts, which they sign on their own behall
with Csechoslovak persons entitled 10 carr i Vi |
b y out foreign trade activity . :
fullitment of these contracts™); & vty and for the
|\(l;) |dn other cases, if'in.lh.c interest of the national cconomy of the Crechosto
vak Federative Republic it 1s expedient 1o bind the carrying out of forcign trade

o N Article 7a

Forcign trade activity of Czechaslovak persons is registered, the registration
1 withdrawn and the authorization for foreign trade activity is g,mnlcdbc} ? ":l
and recalled by the Federal Ministry of Forcign Trade. A e

o . Article 7b

(Ot ror to applying for registration for forcign trade activity the applicant
must deposit on @ specially for this purpuosc opened bonded account Willllgl I):u:lk
or savings bank™ (further only "monctary institutions™) an smount of moncy
Ben an paragraph 4 (further only “sceurity”). If it does not follow fmu: IIL)-
didision according o paragraph 2 otherwise, the applicant has the right lu-
feturned the security within 15 days from the date that the Adccisiul; nn”llm-
nullification of the registration of his foreign trade activity or the decisi h“
refusal of registration become legally valid. reanon e
\mtl)cl: llll]lt S{H)ll‘f:dr:‘l::?arrl)l']mgoul lorcigntrade activity repeatedly or seriously
ok e Sg . ur' ¢ carrying out ufsuch acmaty in the generally valid
st provision or in the measures of the bodies of cconomic mang sement or if
the applicant, whp s 4 Crechoslovak person, threatens during sbiu'h ucl;vill'
repeatedly or s.crmu.slyllhc good name of the Czechoshovak catreprencurs m)

NMini Sinanee can dee: i
o \:-l.ryp” tnance can decide that the applicant liases his rightto the return of
recunity orats part. The financial means to the return of which the applicant



lost his right will be transterred by the Federal Mamistey of Fareign Trade 1o the
state budget. The Federal Manistry of Foreign Trade can, in connection with the
cunclusion of the forcign trade activity by the applicant at his request, decide that
the sccunty or ats part will be returned to the applicant prior to the date of the
conclusion of this activity and return the security or its part In the event the
sceurity or part ofitis lost, the applicant, if he continues to carry out foreign trade
activity, shall complement it toits original amount.

(3) Tothe carrying out of foreign trade activity on the basis of an suthorization
applics the provision of paragraphs 1 and 2 analogously.

(4) The sccurity is

a) 20,000 crowns for Czechoslovak natural persons

b) 100,000 crowns for other persons.

(5) The monctary amount depasited as sccurity according to the provision of
paragraph 1 has the same interest rate for the depositor as other long-term
deposits placed with monctary institutions under the same conditions.

Article 7¢

(1) The application for registration contains if it is for

a) a juristic person, his name, the seat, legal form, statutary bodices, identifica-
tion number of the organization and the subject of activity, as well as a copy of
the agreement with a Czechoslovak person, which so far carrices out the forcign
trade activity proposed for registration for the applicant, on the method of
scttling claims or other rights and obligations towards the foreign persons related
to the property rights relations arising in carrying out this activity between the
applicant and this Czcchoslovak person, or a statement that this type of forcign
trade activity has not been carried out for him;

(b) a natural person, his name and surname, the name under which he carries
out the activity, identification number, domicile, identity card number and
cconomic activity to which he is entitled on the basts of special regulations.

(2) The apphication also contains

a) the type and scope of the proposed forcign trade activity and in the export
of objects also the marking of the nomenclature according to the castoms tariff;

(b) marking of the decision on the issued permission according to special
regulations to carry out cconomic activity on the territory of the Czechoslovak
Federative Republic if the proposed foreign trade activity cannot be carried out
without such permissions;

(¢) statement from the Companics Register including the subject of activity.

(3) Data gavenn paragraph 1 and paragraph 2 letter by must be substantiated
by the applicant by the respective documents.

(4) A Crechaalovak person further submits tnformation from the finance body
on the active results of his cconomic activity according to his last accounting as
welbas i document on the deposit of the security.
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(5) I the application for registration docs not contain data according 1
paragraphs 1 and 2 or il it is not substantiated according 10 [1.1r.s"ru oh 3 p ‘I’
m.furm.nlmn u(:cnrdfng to paragraph 4, the Federsl Ministry of l’cici"n T .“;('
rejects the registration within 15 days from receiving the application .

(0) If during lh.c registration or after the registration rculili‘cs venin tie
.npph‘n.umn l()lAH:'gl.\lﬁ.lli()H change, the Crechaslovak porsonis ul)li 'f',(l tanf, .
the Federal Ministry of Forcign Trade about these changes wilhinbi‘. lay l””"
the date he learned about those changes . e

. (7) The Federal Ministry of Foreign Trade can withdiaw the registration if the
Crechoslovak person repeatedly or seriously violates the uhli‘:nAli«:n ‘ 1 l'“‘
carrying out ﬂ)rclgnllrudc activity hy generally valid legal pm\'i\irrll or n: Y ""
n“)()dl.(.'b u.fccnnnmu: management™as well as in the case that Bv docs n:»l‘?ul?l;
::n‘g,-l::I:llzﬁ;ntl’:;nsl;lcllc(r}:nlzcd_ir] paragraph 6.1t goes that for the period ¢-»I‘unc l\"c lnr

¢ that the decision on the wi awal of the regi ] e
legally valid according 1o the above s.cnlc::«I'l(;‘:":»::.llil‘i:lu::l;‘ ;rl(r‘i'ltli:.llll lnll,ln I‘““:"“"
h.nlﬁl!cd ‘ff!r the Crechoslovak person it concerny The I-n::'l ||l l\;m " ‘”“l
Forcign Trade withdraws (he fegistration at the request ot the ‘n pli ""‘-“: l“!
concluded (hg operations of the registered forcign trade sorivig " L:'ln“"‘llf"' ; : HI
Mu'n.\lry of lt(l.ICIgn Trade can withdraw (he registration if il)iilnll: ll(:( '|d~
regntered uc(ml'y has not been carried o by the Crechoslovak pumﬁ I“:J" l “‘
than Iwo years. The Federal Ministry of Forcign Trade intonms lﬁ n "““
m.\(l;‘lu.lrmn;').ﬁhc (,'Icclluslm’uk' person about the nullification of (he lt'gi:‘l‘:.‘:{:::l}
. p:‘M:(l]ut;g)(r,:clcl:icu;c ()f rlc‘gljsl'rulmn, mll! the exception ol its withdraw.l and
e on the p)r‘.;zh ‘.sga.ms.l the dccn,\lfm on the rcf‘usj.ll or withdrawal of
(,\dminis“u’livc Rlllc[:g yR .L'gtrlt..ldl regulations on administeative procedure
hodic of o R1 mi,,;. t‘.gls‘lm“l:nn 15 not cnns{dcrgl as @ measure of the
b deciled whomie m: u'gt.mt..nl LA proper upphqalnm [or registration must
o pended w u clay, at the most within 15 days from delivery T
""Ci;{,‘ ",-:’d:_f,:(f::?:d"‘:,s :vl?cc?ruljly dcﬁncd Wype and scope ol registered
loted regastration n);;nnl»L': “}:;_::‘i:“'"“d(l,"(};l.x. m.'m’") has been “-.gi'\lcujd' the
eivered o T “n, the won ol AI.L [)L‘l.\lﬂll tor whom this achivity was
e 4 e sy th possibilities ol .1{),)«‘.1!, date ol tegnstration,
Teopn ol | ,i\“_,(,i )LI' ;A (h) carried out the registration and fus signalurg;
I, :I.“, lh‘; :ll v; .nc . does nut fully meet the appheation for registrag
" ju\““uli.“n .“‘ e .r ..lfuTl;.nl m'1 {hc rejection of part of the appheation and
e o the Ll ur. ‘lu register. blnllld.l' matiers are oatained in the
. (',“h), |J‘fk\l ". application for regintration Apainst the refusal 1o
N dags [”m: :h”.\:;. {);r.sur.] can appeal to the Mmi‘-.lu ol Forcign Trade
o teginratt e ot ;. “.m, .L‘I'LLCI\'Cd the refusal u'frcgulr.nliun The decision
e oy b ,h‘l:- {4mu{l.s the request for registration can be marked on
Tateme 4 oh .?] athion for registration, which the applicam TCCCIVeS,
the registration, the slloged registration mumbcr, date 1) 1episteag

1e decision
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tion and adding of the name of the wirker who carried out the registration and
his signature.

(9) The application for registration is submitted by the applicant to the
Federal Ministry of Foreign Trade in two copies.

Article 8

(1) The Federal Ministry of Foreign Trade shall grant an authorization to
carry out foreign trade activities to a Czechoslovak person, provided the latter
shows that it meets the requircments guarantecing a duc, cconomically efficient
and rational exercisc of such activities and disposes of sufficicnt forcign currency
fundsto meet its liabilities arising out of a breach, if any, of its obligations towards
forcign persons. The government of the Czechoslovak Federative Republic may
fix for serious reasons additional conditions on the mecting of which it will make
dependent the grant of authorization to engage in foreign trade activitics. In
addition, the Federal Ministry of Foreign Trade may grant an authorization to
cngage in foreign trade activities (o foreign persons, if such grant appcars to be
in concordance with the goals of an expedient integration of the Czechoslovak
Federative Republic's national cconumy into the international division of labour.

(2) The Federal Ministry of Forcign Trade shall restrict or withdraw the
authorization to engage in foreign trade activities, if the Czechoslovak or forcign
person, that have been authorized 10 engage in lorcign trade activity commits a
breach of its obligations set forth in the grant repeatedly, or in a serious manner.,
The Federal Ministry of Foreign Trade can withdraw or limit the authorization
to carry out forcign trade activity from a Czechoslovak or foreign person, if
conditions decisive for its granting have changed according to paragraph I.

(3) Forcign trade activity, its change or withdrawal is written for Czechoslovak
persons in the Companics Register.

Article 9
The Federal Ministry of Forewgn Trade shall cnact generally binding legal
rules, governing the procedure to be followed when granting, modilying or
withdrawing the authorization to cngage in foreign trade activitics, singling out
such forcign trade activities, normally requiring registration or authorization
hercunder, that can be carried out without registration or authorization, sctling
forth conditions and extent for such operations.

Scction 3
REGULATION AND CONTROL OF FOREI(N TRADE ACTIVITIES

Article 10
Czechoslovak bodics aid forcign persons carrying out their inspection activity

B

on lh(. hi.lbib of d conlract AI' [¢) ')d r. 1 n - ) s :
( N . gd dpdr Zd) dre UI llng luc;ul'y oul ‘hL

IIISI)(_L“()" ()' g()()dS and scrvices inan lm[)df“.dl Wdy - d ¢ S an lll.\[
. dnd (o sy uc ¢ wction
l(.l'“rlCd(L C()llprOndlng o II > ( ) I mcasures

0 the Oulc me ( f th in
( Sp(‘cllun. ()f [[§] |I

o 1Casu €S,
mnstr UC“()nSUr ILgdl acls r(.slrlc“ng(h(, lmparllallly()l Such ln.\p(,(““ndl'(, l"Vi.III(l

Article 11
was abolished

. o Arlicle 12
(1) The l‘cdct:a! Ministry of Forcign Trade sh
loreign trade activities by means of €nacting her

() Creeh Article 124
,C . - . . . ..
(_‘,cchmh,; l:).t.ln'va!( as well as I'()rugn persons shall not be free o, establish
e rm:igrjlulnsi;c pc:;;qn;., lhc(l’)asnc subject-matter of business of which will
fade activitics and 1o modily same 1zati
clud : L ¢, unless an authorization
granted on 1o !lfc.m by the Federal Ministry of Foreign Trade e

O 1o modify ()
Ministry of Forcign Trade. by the Federa
3) Anauthorization under paragraph (D orleave undes par

(
shall replace fegistration or authorization under Article 7 p‘“ﬂg'-'l'h et

agraph (1).

. ‘ Section 4§
FOREIGN TRADE: lfN'l"ERl'Rlbl:.\

(1) A forein: Article 13
) oregn trade enterprise iy 4 jutistic person

. } .. . C.l.l'l‘.' y NErave
larcign trade actmaty, which stands for the breach I CRAEC 1

of ity comnitments ad other

(R



obligations by its own asscls,

(2) Forcign trade enterprises are not liable for commitments of the State,
ncither for commitments of other juristic persons, and the State and other juristic
persons are not iable for commitments of foreign trade enterprises; this does not
exclude habilitics originating in accordance with appropriate rules of law,

(3) Having heard the opinion of the respective national committee, the
Federal Ministry of Forcign Trade shall have the right to establish forcign trade
enterprises. Should the subject-matter of business of the newly established
enterprise include activitics other than foreign trade the Federal Ministry of
Foreign Trade shall apply for approval to the competent authority of State
administration, regarding that part of the subject-matier of business, provided
special rules require such approval. The Charter of the foreign trade enterprise
shall include, inter alia, its name, place of business, identification number, date
of the establishment of the enterprise, subject-matter of business and its basic
capital. The created enterprise shall be entered in the Companics Register. The
enterprise shall have the capacity to acquire rights and to assume obligations as
of the date of entry into the Companics Register. The proposal to register the
enterprise in the Companices Register is submitted by the Federal Ministry of
Forcign Trade which attaches to this proposal

a) foundation duocument,

b) the agreemeat of the responsible body of state administration on the
subject-matter of enterprising, if a special regulation requires such an agree-
menl.

(4) The Federal Ministry of Foreign Trade carries out towards the foreign
trade enterprise the function of economic management under conditions and 10
the extent set forth by law and in this position supervises the economic and social
activity of the enterprise.

Article 13a
(1) The state creates conditions for entreprencurial activity of the foreign
trade enterprise and regulates this activity mainly by legal regulations.
(2) The activity and territorial scope of the enterprise can be limited or
interferred with under conditions and in a way as sct by an Act.

Article 14

(1) A forcign trade enterprise shall be headed by a general director, who shall
be the sole leader to control the activity of the enterprise, he is responsible for
itand its results to the Federal Ministry of Foreign Trade; as a statulary body he
acts on behalf of the enterprise. The g-neral director is nominated and recalled
by the Minister of Foreign Trade. The general director nominates and recalls his
deputies who are statutary bodics of the foreign trade enterprise. The general
dircctor and his deputics register in the Companies Register as statutary bodies
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of the lurcngnvlm}lc enterprise. The authorization 1o act on behalf of the foreig
lrudt.: enterprise s gained by the general director and his deputics on l}: ':ITUU;
nomination. The effects of the ending of their function lnwurds‘lhixd L)"'y “‘
start on lh(,: date of the registration of changes in the ('nmp.micls Regi I(‘."S“"-\
(2) The mternal organization of the foreign trade enterprise and lt\ U;' ]
sation of the internal management are solely within the \rupc»ul' the ¢ N ‘-"Hf"l-»
I'he internal organization of the forcign trade cnlcrp}ixc is ud_:\:f:‘]‘[’l’y”;‘:
mg_um/.‘:lmnurchr,orunulhcr enterprise arganization rule InAlhcjl s il' o ‘L[
.m'm:crn.:-l organizational unit of the forcign trade cnlcrp.xis.c the ;:nl;::ll"l'ml"‘“
prisesor “organization” may not be used. The forcign trade enterpri L~" iy
determine which internal organizational units will be registered in th ! (I‘M .
nics chfslcr as branch officies. The head of the branch nm(c Inre 'I\l:l : l“'mlpl‘.:
Companics Register and is entitled 1o carry out on behalf ul’.lhci.r v " _'"~ al
legal acts concerning this branch office. Herprie all
Crr(.3()i T:n fu:';:lgn lrad? .cnl’crpnsc must sce to it that its property s fully,
cclvely and economically used and protected. The Federal Ministry of
::(;czlls;cnb:lr;f:;m:‘l p;z‘pau;]inlagrckcmcnl with the Federal Ministry of [':illifn:‘c
ank of Czechoslovakia by a gener: indi : i
mar;agcmcn( n.f the property of forcignyl:a%:nz::clzlr)})l;:;i"g ruley detaits on the
om(azl'::c fct);(l.lgn trade crﬂcrpnsu kc':cps i!s books in the prescribed way, makes
\h annualaccounting and makes it available (o the respective bodics of state

ade enter-

are covered by the enterprise.

5) It is the o é ]
um(' S)OCial the .dyly O!Ihc foreign lra.dc caterprse o cooperate in ity ceconomic
and suci activity with (!‘IC respective national committees and share in the
mndi!i‘:.::n()(mlc anbd Si):lal cllcvcl()pmcnl of their territory i a way and under

sct out by Law. It is also its d
; . uty to closcly cooperate wi

e aons st out by s, s E perate with the

p‘:‘l. ¢ National .(,()mmll(u. in the implementation of mcasures fur the
protection of the environment. | ’

(1) The 1 o Article 15
) uii,“' e dL.d'c‘rul Mmlslr'y ol: Foreign Trade shall take decisiony concermng
;.r?d mod(i);]y' ¢ |\/[1;|()n,;f)n5()lldall()n and amalgamation offorcign trade enterprise
'n the subject-matter of their business: when doj inist,
o yin the natt hu » when domg so, the Miniser
Py a[:]r((j)zzzd 13 dccurdanc; with the provision of Article 13 paragraph (3) lhz
ond seatences hereof. A trade-union body gives | inion on
: ! ¢ ; >SS opinion on the
measures of the previous senten addi deral Minier cign
m ce. In additicn, the Federal Mini ‘orei
Frade sl pre pret . 0, the Federal Manistry of Fogeion
the power 1o modily the ente ! g
race shall have the lo crprise’s name, and to change ;
scatandits basic capital. A divid i istar pertrand
tan ) ed enterprise ceases to exist and it
| ‘ [ ' veistandits property and
ubligations and rights are transferred to the extent as determined h)" lhgl- Fv:();cml
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Ministry of Forcign Trade to the newly formed, or taking over forcign trade
enlerpriscs. A merged enlerprise ceases to exist and its property, rights and
obligations are transferred to the receiving foreign trade enterprise. After the
fusing of enterprises the foumer foreign trade enterprises cease 10 exist and their
property, rights and obligations are transferred to the newly formed forcigntrade
enterprisc.

(2) The liquidation, division, consolidation or amalgamation of the foreign
trade enterprise or the modification of its basic assets shall not adversely affect
the creditors thereof. Such liquidation, division, consolidation, amaigamation or
modification of its basic assets shall become effective as from the date of the
respective entry into the Companies Register. The proposai for registration is
submitted by the Federal Ministry of Foreign Trade.

(3) If no decision as to the transfer of a claim against the foreign trade
enterprise being divided is taken, the creditor shall be free (o assert his claim
against any of the enterprise newly created by division, and these shall be liable
jointly and severally.

(4) After the disestablishing of a foreign trade enterprise the Federal Ministry
of Foreign Trade decides about the transfer of rights and obligations of the
abolished forcign trade enterprise 1o another Czechoslovak juristic person or
about the liquidation of the property. For the decision of the transfer of rights and
obligations of the liquidated foreign trade enterprise to another Czechoslovak
juristic person other than a foreign trade enterprise the prior consent of the
receiviug person must be obtained.

Arlicle 15a
(1) The ~urpose of property liquidation (further only liquidation) of an
enterprise is to scttle the property matters of the abolished enterprisc.
(2) The enterprise ceases to exist after the liquidation by the striking off the
cnterprise from the Companies Register.

Article 15b

(1) The enterprise proposes the recording of its liquidation and the liquidator,
or liquidators (further only liquidator), who is appointed, in the Companics
Register. During the stage of liquidation it uscs its name with the appendix
“under liquidation”.

(2) On the date that the liquidaior was registered in the Companies Register
the bodies of the enterprise cease to exist. The liquidator is entitled to act on
behalf of the enterprise in matters connected with the liquidation.

Article 15¢
(1) On the date that the liquidation starts the enterprise prepares a balancing

of its accounts and submits it to the liquidator and the respective bodies.
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suivily, especially to concentrag

(2) Within thitty days after registration ; i

A gistration in the Companics Register the
. » -, . . . L

liquidator prepares a balance for the day of the commencement of liguidali »

and submits it 10 the Federal Minj i A he

gﬂlf'dd(-"m_ plan, the budget ()fli_quida(ion and inventory list about the extraor-

inary inventory ()l_' the economic means carried out on the date of the

mencement of liguidation, ceom

&) Durlflg the course of liquidation the liquidator must «

a) deposit all monclary means with one Czechoslovak m

b) conclude ali current matters

c¢) scttle taxes and fees,

d) sctile obligations and claims,
mp(;()]l::;l:::(:,cas": lf:t}:lpmpcrly()flhc enterprise in the most cconomic and maost
v se it otherwise according to the decisi s Feder: inistr
o Foreien yse 2 ¢ decision of the Federal Ministry

f) submit to the Federal Ministry of Foreign Trade

reports on the course of the liquidation documented by th
balance. d

nainly
metary institution,

quarterly and annual
¢ quarterly and annual

Article 15d

- pre ceo g balance on the dage of the
he Federal Ministey of Foreign

(2) After the screening and approval of the accoun
Muusuty of Foreign Trade and after scttlin
~a) will dispose of the final balance of the
of the Federal Ministry of Foreign Trade
b) sees 1o the safe depositing of any wr'illcn maleri
¢) reports the conclusion of the liquidationto a cour
enterprise to be struck off the Companics Register

lil}g budget by the Federal
g all tax dutics, the liquidator
liquidation according to the decision

al and accountings,
twith the propaosal for the

The Tt Article 15¢
¢ bquidation of an enterprse with an overdrafl tahes place according 1o

special regulations®,

‘ ) Section 5
l*()lf[:l(iN TRADE ORGANIZATHONS
FOR PARTICUIAR PURPOSES

Article 16
velopment and realization of torcign tiade
¢ some technical activitics, the Minister ol

(1) In order 10 sceure the de

149



Fortign Trade of the Czechoslovak Federative Republic may establish and
liquidate torcign trade organizations for parliculur' purposcs. o

(2) For the establishment, transfer, amalgumah.un, division and liquidation
and activity of forcign trade organizations for particular purposcs, the genceral
rules concerning State organizations shall be applicd similarly.

Chapter 3
FOREIGN ECONOMIC SERVICES

Scction 1
DEFINITION OF FOREIGN ECONOMIC SERVICES

Arlicle 17

(1) The term “foreign cconomic services™ shall include services rendered in.lhc
ficld of international carriage of goods more particularly railways, air, road, river
and combincd river and sca transports, with the exception oflhg procurement of
transport of consignments, as well as in the ficld of communications, culture,
educalion, insurance, and medical care, with the exception of spa cures, funcral,
banking and financing services, provided all these are pcrfurmcd_; )

a) by Czcchoslovak persons to foreign persons with the exception of services
destined to mect personal needs of foreign natural persons and similar services
rendered to foreign juristic persons, on the territory of the Czechoslovak
Federative Republic paid in Czechoslovak currency, and to Czechoslovak
persons abroad, )

b) by foreign persons on the territory of the Crechoslovak Federative
Republic;

(2) In addition, the foreign ceconomic services shall include:

a) services rendered by Czechoslovak persons to Czechoslovak persons when
mediating transfer of copyrights of Czechoslovak authors or performing artists
to foreign countrices, and of forcign authors or performing artists to the Crecho-
slovak Federative Republic'®;

b) the issuing of transport documents by Czechoslovak rail transporters of
transport provided by foreign rail transporters, and by Czechoslovak air trans-
porters for transport provided by foreign air transporters.

¢) the sale of goods and granting of services on the territory of the Crechoslo-
vak Federative Republic for foreign exchange (further only sale for foreign
cxchange).

(3} For the purposes of this Act “"combined river and sca transport™ means
transport realized on sea and on river by the same boat.
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Scction 2
REGISTRATION AND AUTHORIZATION OF FOREIGN
ECONOMIC SERVICES

Article 18

(1) Forcign economic scrvices can be granted only by

4) Czechoslovak juristic persons founded for this purpose with authorization
according to Art. 19 par 3;

b) other Crechoslovak persons on the basis of registration, if it is not a case
where no registration is required and if they are not services given under Art. 17,
par. 2, letier ¢), which may be rendered only on the basis and within the Limits of
the granted authorization;

¢) forcign persons on the basis of an authorization if it is not the case where
no authorization is required.

(2) Registration or authorization for granting forcign services are not re.
quired:

a) if forcign cconomic services are granted on the basis of law or an
mternational treaty binding on the Czechoslovak Federative Republic;

b) in other cases where in view of the interests of the national cconoaty of the
Czechuslovak Federative Republic it is not appropriate to make the granting of
forcign cconomic services dependent upon registration or authorization; the
conditions and extent of this exceplion shall be specified in the implenmentory
provisions under Article 22.

Article 19

(1) The granting of forcign cconomic services is registered, the registration is
oullificd and the authorization to grant foreign cconomic services is granted,
changed or withdrawn in the sphere

a) of riway, air, river and combined river and sca transport by the Federal
Ministry of Transport;

b) communications by the Federal Ministry of Communications,

¢) road transport and funcral services by the Ministry of the Internior; or the
Ministry of Interior and the Enviconment of the Republic; in the case of
authorization in agrecinent with the Federal Ministry of Transport;

d) culture by the Ministry of Culture of the Republic;

¢! cducation by the Ministry of Education, Youth and Physical Education of
the Republic;

f) insurance by the Ministry of Finance, Prices and Wages of the Republic; in
vase of authorization in agreement with the Federal Ministry of Finance;

) medical service by the Ministry of THealth and Social Welfare of the
Republic;

h) banking and finance by the State Bank of Crechoslovakia; in case ot
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authorization in agrcement with the Federal Ministry of Finance;

1) sales for foreign currency by the Federal Ministry of Finance in agreement
with the State Bank of Czechoslovakia and the Federal Ministry of Forceign
Trade.

(2) laccording to paragraph 1 the decision lies with a Ministry of the Republic
this means that it shall be the Ministry of the Republic in which the Czechoslovak
granter of services has his scat, or domicile or the forcign granier of services the
scal of his organizational unit.

(3) A Czechoslovak juristic person, whose subject of enterprising includes
forcign cconomic services, can be founded or its subject of enterprising changed
only with the approval of the respective body similarly as according to para-
graph 1.

(4) The body that has registerce the granting of foreign trade services or
nullified the registration, has given authorization for their granting or has
changed or withdrawn such authorization, or has given, changced or nullified the
authorization of the founding of a juristic person according to paragraph 3 must
submit within 10 days notification about this to the Federal Ministry of Foreign
Trade. The Federal Ministry of Foreign Trade kecps a central evidence of these
registrations, authorizations and agreements on the basis of an allotted central
filing number of the foreign cconomic services.

(5) For the granting, changes and withdrawal of authorization for gran-
ting forcign economic services applics analogously the provision of Art. Tb and
Art. 8 par. 2 10 4. Provision Art. 7b and Art. 7c, par. 8 applies analogously also

tothe registiation of thesc scrvices. Provision Art. 8 par. 2 applics to the sale for
foreign currencies, however, the authorization cannot be granted if it would be
undesirable with regard to the Czechoslovek currency.

Section 3
REGULATION AND CONTROL OF FOREIGN ECONOMIC
SERVICES

Article 20
Czechoslovak persons are allowed to grant foreign economic services con-
nected with export of objects from the Czechoslovak Federative Republic or with
import of objects info the Czechoslovak Federative Republic only under condi-
tions and to the extent specified by the implementary provisions issued under
Article 22.

Article 21

(1) Foreign cconomic services shall be controlled by those central authoritics
of State administration who registered this activity or granted the respective
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authorization. Such control shall be carricd out by cnactment of generally
binding rules of law and by cconomic instruments, applicd in cocperation with
the respective central authoritics of State administration,

(2) The central authoritics of State administration referredtoin paragraph (1)
hereofl shall supervise the exercise offorcign cconomic services under. and tothe
extent of, gencrally binding legal regulations caacted under Article 22 hercol.

Article 22

In the ficld of

‘32 railway, air, river and combined river and sca transport: the Federal
Ministry of Transpor;

b) communications: the Federal Ministry of Communications:

€) road transport: the Federal Ministry of Transport in agreement with the
Mmlslrfcs of Interior, or the Ministrics of Interior and the Environmient of the
Republics;

d) culture: the Ministrics of Culture of the Republics;

c) cduca'lum: the Ministrics of Education, Youth and Physical Education of
the Republics:

f) msurance: the Ministries of Finance, Prices and Wages of the Republics in
agreement wath the Federaj Ministry of Finance;

ﬁ) medical care: the Ministries of Health and Social Welfare of the Republics;

)‘lmnkmg u.mil ﬁnuncmg: the State Bank of Czechoslovakia in agreement with
the Federal Ministry of Finance;

1) !un_cml services: the Minisirics of Interior or the Ministries of Interior and
the Environment of the Republics;

1)) sale .l'or forcign exchange: the Federal Ministry of Finance in agrecment
with the State Bank of Czechoslovakia
sl}ull 5pcc!fy by enactment of generally binding legal regulations, in agreement
with the Federal Ministry of Forcign Trade:

(1) requirements of the application for registration of foreign cconomic
Memvices, cases, when their registration can be refused or nullificd and what
suylccs,.undcr what conditions and 1o what extent, can he provided without
registration;

R s . e . . 1 1 1 1
| (2) dﬁ“f"" of the procedure in granting, changing and telusing authorization
or providing foreign cconomic services and which services, under what cond;-
tons and to what extent, can be provided without this authorization;

(3) the procedure of Czechoslovak persons in providing forcign cconomic
;Lr\jccs, and l.f}c organizing and supervision of this activity; in the case of sale for
'Y) . . . » . LIrase Ky . H - . f i ! N

r'L}lgn exchange lhug. can !)L, besides the conditions for the implementation of
such sales, also a modification of jts legal form.
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Articles 23-36

were abolished

Part Il
TRADE REPRESENTATION OFFICES
OF FOREIGN PERSONS

Article 37

(1) A trade representation office under this Act is an organizational body of
a forcign person estabiished for its economic activity or for the promotion of this
activity on the territory of the Czechoslovak Federative Republic.

(2) A foreign person can establish its trade representation office and carry out
operations only on the basis of registration, if it is not the case where no
registration is required.

(3) Registration is not required, if from the point of view of the interest of the
national cconomy of the Czechoslovak Federative Republic itis not expedicent to
bind the establishing of a trade representation office of a foreign person to
registration and that under the conditions and to the extent determined by the
implementary rules issued under Art. 39.

Article 38

(1) The establishing of a trade representation office is registered and the
registration nullified in the field of

a) international railway, air, river and combined river and sca transport by the
Federal Ministry of Transport;

b) road transport by the Ministry of Interior, or the Ministry of Interior and
the Environment of the Republic on the territory of which the representation is
o operale;

c) bunking and financing by the State Bank of Czechoslovakia;

d) insurance by the Ministry of Finance, Prices and Wages of the Republic on
the territory of which the trade representation office is to operale.

(2) The cstablishing of trade representation office in the other ficlds is
registered and the registration nullified by the Federal Ministry of Foreign
Trade.

(3) The body which registered the establishing of a trade representation office
or changed or nullified such a registration has to submit within ten days
notification about this 1o the Federal Ministry of Finance; if it is a trade
representation officein the ficld given in par. 1 letter a) and b) also tothe Federal
Ministry of Foreign Trade. The Ministry of Finance keeps a central evidence of
the registration of the trade representation offices on the basis of the allotted
central filing number.,
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B ) . Arlicle 39
The l-cdcﬂrul Mmm(ry‘nf Foreign Trade in agreement with the Federal
Ministry of Finance, the Federal Ministry of Transport, the Federal Ministry of

hinding Icg_ul regulation the method and scope of the activity of the trade
representation nf_ﬁcc:}und details on the registration and its nullification, as well
as when registration is not required. .

Part tv
ESTABLISHMENT OF ORGANIZATIONAL BODIES
. \ OF
CZECHOSLOVAK PERSONS IN FOREIGN COUNTRIES

. Arlicle 40

(1) Czechoslovak persons may establish their organizational bodics in forcign
countrics (o carry oul economic activity or to help its promotion on the basis and
wﬂ!un l!lc l‘lmllS of its registration, with the exception of cases where no
registration is required.

(2) Registration shall not be required if in view of the interests ol the nationyl
cconomy of the Czechoslovak Federative Republicit is not appropriate to make
the establishment of an organizational body of a Czechoslovak person in o

- ational Article 41
¢ orgamzational body of a Czechoslovak person : broad is registered ;
the registration nullificd person sbroad s registered and
a) inthe ficld of international railway transport, air, river and combined river
and sea transport by the Federal Ministry of Transport;
| f.))vm the field of road transport by the Ministry of Intetior, or the Ministiy of
nterior and lhc.Enwmnmcnl of the Republic on whose territory the Crzechoslo-
vak person has iis seat or domicile; A
¢)in the ficld of banking and financing by the Czechoslovak State Bank;
d) in the other ficlds by the Federal Ministry of Foreign Trade. '

The Federal Article 42
te Federal Ministry of Foreign Trade shall specify, in agree i
The ler ) L Y, Inagreement with the
'l‘c d;fdl h‘hmslry of Finance, the Federal Ministry of Transport and the S(ullz
-mr .(')f'( zcchusloyakm‘by gencrally binding rules of law details concerning the
“pphcation for registration of organizational bodies and when registration of
Ureanizational bodies can be rejected or nullified.
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Part V
CHAMBERS OF COMMERCE AND INDUSTRY

Chapter 1
CZECHOSLOVAK CHAMBER OF COMMERCE AND INDUSTRY

Article 43

(1) The Crechostovak Chamber of Commerce and Industry shall promote the
development of Czechoslovak economic relations with foreign countries.

(2) The Czechoslovak Chamber of Commerce and Industry is a juristic person
assoclaling Czechoslovak persons who carry out foreign economic activity or
connected production or other economic activity.

(3) The Czechoslovak Chamber of Commerce and Indusiry has its scat in
Prague; the regional headquarters of the Czechoslovak Chamber of Commerce
and Industry are located in Bratislava.

Article 44

The Czechoslovak Chamber of Commerce and Industry shall also

a) grant expert consultation and other assistance lo its members;

b) disseminate information on economy, economic conditions and legal
provisions concerning economic relations with foreign countries and in connec-
tion with this activity publish and distribute informative and technical publica-
tions;

c) issue certificates concerning facts important in legal relations arising in the
rcalization of international trade; such certificates shall bear the character of
officiat documents.

Article 45

(1) The supreme body of the Czechoslovak Chamber of Commerce and
Industry is the plenary assembly of members which especially passes the statutes
of the Czechoslovak Chamber of Commerce and Industry and determines the
main directions of its activity and the amount of membership fees.

(2) The quorum of the plenary assembly is formed by the presence of a
majority of members; it decides by a majority of members present.

(3) In the period between sessions of the plenary assembly the Czechoslovak
Chamber of Commerce and Industry is directed by a board of directors clected
by the plenary assembly for a period of five years.

(4) Stztutary authoritics acting in the name of the Czechoslovak Chamber of
Ciinmerce and industry are the chairman, the vicechairmen or the secretary
gencral, clected by the plenary assembly.
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) ) Article 46

Details concerning the activities of the Czeciaslovak Chamiber of Commer ce
and Industry, the membership thercin, the rights and duties of its mcn:bclrm—lllu:
ceonomic management and the organizational structure thereof shall bcs" .
tained in ils statutes. These shall be approved, upon proposal by the chtc(::i

Ministry of Forcign Trade A, . -
chm)"yc. oreign Trade, by the government of the ( zcchoslovak Socialist

e . Chapter 2
ARBITRATION COURT OF THE CZECHOSLOVAK CHAMBER
OF COMMERCE AND (NDUSTR Y )

(1) The Arbitra Article 47

" l)nd : l nlration (.uurl.ucl.s at the Czechoslovak Chamber of ¢ vmmcrce
nd L.nusd‘r).' as ; permancent lndcpgndcnl body for scttling disputes concerning

P] p ry cluims ylpdcpcpdcnl arbitrators in accordance with (he pProvisions on

ar n_:m’ll{;:n proceeding in international trade rclations. ‘

0 (‘...) he Arl)ll‘rau()n Court is headed by a board clected by the Board of
irectors of the Czechoslovak Chamber of Commerce an

| ((13) The Board of the Arbitration Court consists of a chairm
and members. The Board elects its chair
i the nane of the Arbitration Court.

) an, vicechairmen
man and vicechairmen who are acting

Forcign Trade in Collection of Laws.

S Chapter 3
SPECIAL AND MIXED (I IAMBIIRS OF COMMIR( I

() Cre Article 49
I g . . . B B : M
mmmcrc&:} m.s::)v.xk persons may agree to establish g special chamber of
mmeree lor the development of cconomic relations with forcign countrics i
2 certain sphere. -
h Cre
R4 I ol . . . . M H
(2) Crechoslovak persons may agree with forcign persons to establish mncd
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chambers of commerce for the development of economic relations with a certain
state or scveral states.

(3) Special and mixed chambers of commerce may be established with the
conscat of the Federal Ministry of Foreign Trade only.

(4) Dctails concerning the activity of special and mixed chambers of com-
merce under paragraphs 1 ard 2, membership, rights and dutics of members,
management and organizational arrangement shall be specified by statutes tobe
approved by the Federal Ministry of Foreign Trade.

Article 50

(1} The Federal Ministry of Foreign Trade may, for the development of
economic relations with foreign countrics in a certain sphere or in relation to a
cestain state or several states, establish a special or a mixed chamber of
commerce.

(2) The decision on the establishment of a special or a mixed chamber of
commerce shall contain namely its name, seat, subject-matter of activity and day
of establishment.

(3) The organization of special and mixed chambers of commerce established
under paragraph 1 shall be determined by staiutes to be issued by the Minister
of Foreign Trade of the Czechoslovak Federative Republic.

Article 51
Special and mixed chambers of commerce shall be registered in the Compa-
nics Register.

Part VI
NON-COMMERCIAL EXPORT AND IMPORT

Article 52
Non-commercial export and import means export and import of objects
outside foreign cconomic activity.

Article 53

(1) If it is required by the protection of interests of the national economy of
the Czechoslovak Federative Republic or if there are particularly important
reasons, non-commercial export or import of certain objects may be prohibited
or madce dependent on an authorization.

(2) Decisions concerning the admission of non-commercial export or import
are subject to genceral rules on administrative proceedings (Administrative
Rules) with the following deviations:

a) applications initiating the proceedings may be presented even orally;

b}

b) (!cnslfms on admission of non-commercial export or import need not be
taken in written form.

(3) Decisions on admlssﬂ?ll_ny of non-commercial export or smport shall Le
taken by the customs authoritjes.

‘ o Article 54

The Federal Ministry of Forcign Trade shall specily, by a generally binding
rulcs.o.f law, the export or import of which objects and to what extent or value i:
pmhnhflcd_, cventually cases when non-commercial export orimport is subject to
aulh(‘)r.wall(_m, w!nch authority of the customs administration and l;l;dcl! whiit
c.ondxm.)ns 1s entitled 10 grant authorizations, and details concerning the de i
siontaking of admissibility of non-commercial €xports or imports ¢ -

X ) Part vii
PROTECTION OF TRADE POLICY INTERESTS

Chapter 1
REGULATION OF TRADE POLICY

o Article 55
The Federal Ministry of Foreign Trade
a) su:)mlls to the Gr.Jvc.rnmcnl of the Czechoslovak Federative Republic
pn;pusa s concerning principles 1o govern the uniform forcign trade policy;
. . . . . . - *
) carries out the uniform forcign trade policy in relation with compelent
authorities of other slates;

. 'c) nf'g.,ulalc? and controls the realization of the uniform forcign trade policy in
\.l.nnuu‘(?n \»lvuh the activities regulated by this Act and also in other ficlds of
ceonomic relations with foreign countrics; for this purpose it assues rules of Lyw
and takes necessary measures,

. Article So
o ((h?(? ur;;lcr to protect the trade policy interests or other important interesty
. (i .lzlqc l(?sh)\/all(]Fti::dt(:iralnlu: Republic, or to secure the fulfilment of interng-
atobhgations, the Federal Ministry of Forei R indin
cign Trade by a gene
rules of s o g Y @ generally binding
‘ a) r:'l.\lncl or pl’()hll).ll the exereise of forcign cconomic activitics or the 1
) ﬁ(m s aver the territory of the Czechoslovak Federative Repubilic;
. . . - *
c“mz'll:ldkc the exeraise or the transit hereunder dependent on certain terms and
tions, including the grant of official authorization or the st
ducuments stipulated.

s

ihmission of
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(2) The method of publishing the list of items of goods and services, which are
subject to the issuing of an official authorization or the submiltting of the specificd
documents, is determined by the Federal Ministry of Foreign Trade in a
regulation issued according to par. 1

Chapter 2
PREVENTIVE INSPECTION OF EXPORTED AND IMPORTED
GOODS

Article 57

(1) The Federal Ministry of Foreign Trade is authorized to control the quality
and quantity of exported and imported goods or to establish a juristic person for
this purpose or to entrust with realization ajuristic person under its management
(further only “control organization™).

(2) The Federal Ministry of Foreign Trade is authorized to lay down the
obligation of a Czechoslovak person delivering goods for cxport to provide a
certificate of inspection for certain kinds of goxxds.

(3) The Federal Ministry of Foreign Trade or the controlling organization are
authorized to prohibit the dispatch of defective goods abroad, or to make the
admissibility of the dispatch of such goods dependent upon the fulfilment of
stipulated conditions.

(4) The Federal Ministry of Foreign Trade shall specify by a gencrally binding
rules of law details concerning the extent and form of the realization ofinspection
and the issuance of certificates of inspection.

Part VIII
TRANSITIONAL AND FINAL PROVISIONS

Article 58

(1) Forcign trade enterprises established under the hitherto valid rules shall
be considered as foreign trade cnterprises under this Act.

(2) Authorizations or permissions of foreign econumic activity, non-commer-
cial exports and imports and ¢stablishment of organizational bodices of Czecho-
slovak juristic persons in foreign countries granted under the hitherto valid rules
shall be considered as authorizations under this Act.

Article 59
(1) The Czechoslovak Chamber of Commerce and Industry acting under the
hitherto valid rules is the Czechoslovak Chamber of Commerce and Industry
under this Act.

Y T'he gt o s reats
(2) lh:i lpl:jm.nl n;)g,.:l;umlmnal rules of the Crechaslovik ¢ Thambes of Com
merce andindustry shall remain in force ungj) the da ing i
Y ” ¢ of coming 1 e :
statutes under Article 46, y gintoforce of the
(l?)rThc.aulhur‘lllcs oflhc.(,‘nchoslnvak Chamber of Commerce and Industry
sha " lunction until the election of the authorities of the Czechoslovak Chamber
of Commerce and Industry under this Act,

(1) The Arbitsar: Articls o)
1 Arthitration Court of the Crechoslovak Chamiber uf ¢ ]
« Arbit ] nmerce and
l{#usl& shall settle disputes under the Rules of the Arbitration Court of :h::
::, d-l"P r (?f Commerce announced by the Decree of the Federal Ministry of
oreign Trade No. 47/!?75 Coll. untif the day of coming into force of the rules

of p:(mcdurc of the Arbitration Court 1o be announced under Article 48.
(2) The Board of the Arbitration Court of the Crechoslovak Chamber of

i Article 0}

General rules of administrative procedures (the Administrative Rules' sy
nol apply to the procedures under Article 56 and 57 hereof. If XIS0ns in y
lm.sc_.s 4s a result of the rejection of their application fur.llu:l 'r;ml‘ of, o
maodification of, an authorization, or as 4 result of the modilication m{bwilhd‘ a “;
of such authorization or permission, or as a result of other steps “kff’l'“_-'
accordance herewith, no claim for damages shall be available l‘;lh{'l.n o

Artcle 62
was abolished

() Th . Article 63
¢ provision of Article 2 par.¢) of the Act No 123/1905 ¢
i I e , . .12 S Coll. on the
C ncht)slomk l"rus Agcn_cyf shall be amended by the deletion of the wurds(".‘ ;.n'j
n Jggu'c:mcnl with the Ministry of Forcign Trade also in (he ficld of trade -
(2) The full.n.wmg rules of law are hereby repealed: .

Loncerning n;uinnulizulinn;
) ’) Aq N«I. HS/I‘)?? (‘()H.. on Procedurey concernmg Condlusion of Treatics an
Sonomic Cooperation with Foreign Countrics: ‘
¢} Article 38, par. 2 of the A¢ ¢ § '
Fearr Minibmgs; ¢ A No. 13371970 Coll. on the Sphere ol Action of
d) Article 3 of the At No. 61/1952 Coll on Maritiie Navigation
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¢) Decree of the Government No. 1171959 Coll. on the Amendment of the
Sphere of Action in the Field of Import and Export of Precious Metals for
Industrial, Techaological or Consumption Purposes;

f) Decree of the Minister of Foreign Trade No. 103/1960) Coll. on the Sphere
of Action of the Czechoslovak Chamber of Commerce and its Organization, as
amended by decrees of the Minister of Foreign Trade No. 3271961 Coll. and of
the Federal Ministry of Foreign Trade No. 69/1978 Coll ;

g) Decree ol the Minister of Foreign Trade No. 121/1968 Coll. on Authoriza-
tion to Engage in Forcign Trade Activitics, as amended by Decree of the
Minister of Forcign Trade No. 164/1969 Coll ;

h) Decree of the Ministry of Foreign Trade No. 31/ 1% Coll on Proceedings
concerning Export, as amended by Decree of the Ministry of Foreign Trade 4/
1969 Coll;

1) Decree of the Ministry of Foreign Trade No. 32/1964 Coll. on Proceedings
concerning Import, as amended by Decree of the Ministry of Foreign Trade No.
5/1969 Coll ;

j) Decree of the Ministry of Foreign Trade No. 17/19%67 Coll. on the
Regulation of Collectors Exchange of Postage Stamps and other Objects of
Philatelistic Interest with Foreign Countries;

k) Decree of the Minister of Foreign Trade No. 8/1969 Coll. on Authoriza-
tions concerning Import and Export of Goods and some other Activities of
Foreign Tradc;

1) Decree of the Federal Ministry of Foreign Trade No. 125/1975 Coll. on
Rcalization of Forcign Trade Activity for Foreign Enterpriscs;

m) Decree of the Federal Ministry of Forcign Trade No. 58/1979 Coll. on
Prohibition or Restriction of Export of Some Kinds of Objects in Tourist
Relations.

(3) In addition, the following rules of law are abolished:

a) Decrec of the Government of the Czechoslovak Federative Republic No.
157/1980, Coll,, on the grant of authorization to enter into, maodify or repudiate
some contracts of industrial specialization or cooperation in production with
forcign countrics as amended by the Decree of the Government of the Czecho-
slovak Socialist Republic, No. 21/1987, Coll.;

b) Decree of the Federal Ministry of Foreign Trade No. 167/1980, Coll,, on
procedures 1o be followed when liquidating Foreign Trade Enterpriscs;

¢) Decree of the Federal Ministry of Foreign Trade No. 54/1981 Coll. on
Productive Councils of Foreign Trade Enterprise!'™).

Article 63a
Decrees or part thercol, establishing a forcign trade enterprise under the
previously valid rules of law shall become null and void as of the day where their
contents are modified by the exercise of activitics under Article 1310 15 hercol?

n

I

(1) (_)u.:hlh;.x(inn or suthorization for forcign trade activitics and foreig
ceonomic services, as well as for the establishing of trade u‘plcu:nl tlion nfﬁb‘l'l
ufld the aperation of them and for the establishing of urg.mi/.nlinm;l bodie (Lf
( lcc:hnsln\'.nl\ Juristic persans abroad, granted according to the present : llLb B
(nn.\ld_c.rcd s authorization, or registration, under this Adl pe Hen
(Z’:) The Federal Ministry allotts a central evidence numbes 1o person whudl
rcccl\c'd .mlh‘nn/.xliun for forcign trade activity or forcign c(uunn!)ic ;Cr\’\i\‘C\l‘l‘l :
tothe lm_lc this Act was adopted; the bodies of state administration ';\'L'll m -\”l
19 must inform the Federal Ministey of Forcign Trade within ) di s alte , e
date lhl.\. Acteame intoforce about alist of persons, which rccci\'cduu?l.m‘:ri/t:n! :L
for f()rq.ilgn ceonomn wervices and the contents of the issucd uullmri/‘:lim; "
(3) (;cncrully.lnnding rules of lawissued accordingto Art 11 are ('(‘ll]\i(h.'l {

to ht generally hlr}ding rules of law issued according to A, 22 Authog i/.ﬁiuﬂ l( ‘
furcngq trade activities according (0 Art. 6, par. I, letter 0 is considered N
authorization for foreign cconomic services accurdin‘g to Ant. 19, par 1 l:-:::-cr id)\
. ’ . '

obligations of delivery on the basis of an agreement on production cooperati
(ArL. 23 of the former version of the Act) validly signed before thi I\LT o
aduplcq, or the obligation to deliver which arose before thiy Act way h\ . " iv'
lhc_has.l.s of such an agicement on coaperation, neither rcgiﬁulinn ';“lrdﬁﬁtl‘ "
/ation s required for a period of three muonths. et
(5) Thc bodies .ol' the socialist sell-administration of (he toteign trade
enterprises are ulmhshcd and the election period of the general dircc(l:)r nf‘l‘;uL-

responsitality 1o act on behalf of the foret i
bality | BN trade caterprise
(::) ”{n ActNO.42/1980 Coll. on Economic Relations with Foreign Countaes
l[: '( (.l l\.(.‘r..smn uf_lhc Act No 10271988 Coll the term Crechastovak Smiulnxi
¢publicas used it should be read Crzechoslovak Federative Repubhic. A

- o I

ol ¢ presidium of the Federal Assembly iy suthorized 1o announce i the
WHee P . .
oliccion of Taws the complete version of the Ad No. 2/1980 Coll an

Economic Relati 1 ‘orel :
nomic Rglalmqs with Forcign Countries as follows fram the Adts which
Mmodify and amend it .

This Act shall become elfedtive as of May Ist, 19x)
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The Act No. 102/1988 Coll. modifying and amending the Act No. 42/1980 Coll.
on Economic Relations with Foreign Countries became effective as of July 1st,

1988.

. mational Trade Code
’)):: ;,zl)ol(r:gcb;n;;lhc Act Mo 123/1965 Coll. 06 the Czechoslovak Press Agency
) Act No. 142/1970 Col on Foreign Exchange Control
D Act No 14471970 Coll on the Crechoslovak State Bank
9 Act No. 11871975 Coll and Act No 133/1975 Colt on Advaxacy
®) Act No 36/1967 Coli on Expents and Interpreters
) Para 600-624 of the Internationa! Trade Code.
%) Act No. 158/1989 Coll on banks and saving banks.
%<} Para. 26a and the following of the Fconomic Code. »
%) Art. 352-354 Act No. 99/1963 Coll. Ciwit Procedure Code as amended on later ‘xcfll‘q.;)_;“(' .
19) Art. 44 par. (1) (6) of the Literary, Scaennfic and Arustic Creative Works Act No 15 o L Col
] t1] )
s:?mﬂl::uiﬁ)nx:dum Code (Administrative Rules) No 71 of 1907, Coil ot
11a) Ant. 1l of the Act No. 102/198 Coll modifying and amending the At No 42/1980 Coll on
i Foreign Countnes.
m&?::(zrl‘;:m:nulcrz Porcign Trade No 312/1953 OMf Bul on the I’.\lahlnhn:’cr:; of
Strojexpont, Foreign Trade Enterpnse for the Fapon of Machinery and l‘f{ulpmcnl a: lrr!\)clnhc ut'\
later occasions and Decree of the Ministerof Foreign Trade No 7471971 Coll on the Establishmen
i rade Enterpnse. ]
?’()OP(:I‘"‘C:;;:::‘ITIII)HWC ‘){:F:‘c Federal Ministry of Foreign Trade and the l‘cdcr;l ;v)hnulry
of Finance No 8/1981 Coll, on coupons of the furcign trade enterpnse Tuzex .and l' ¢ :’cr::d
of thc Federal Minustry of Finance No. 8371988 Coll. on the conditions of |h§ sale of g‘; s o
granting services for (oreign exchange un the temitory of the Czechoslovak Federative cpu

Remarks on the Amended Enterprise with
Foreign Property Participation Act

When, on November 8, 198y the Enterprise with Forcign Propeny Participa
tion Act (known as the Joint Venture Act) was adopted (published in the
Collection of Taws and Decrees under the No. 173 and entening into force gy of
January 1, 1989) one could hardly imagine that within a ~ery shoit time, basic
changes in the Act would become necessary,

However, the radical political and cconomie changes in Crechoslovakia
brought about the necessity ~ together with amendments and modifications ol
other legislation - to amend and maodify the above mentioned A This concept
fits with the complex legislative work ¢, adoption of amedments or new Acty,
such as cg State Enterprise Act, the Joint-Stock Companics A, the A
Modifying and Amending the Economic Code, the Ad on Privare Eatrepre.
ncurial Activitics of Natural Persons, Economic Relations with Forcign Coun
tries Act. elc.

Obviously, sl legislation is meant ay an mteom regulation for 4 transitional
period, at the end of which the Crechoslovak cconomy would have been
transformed into a market ceonomy system. This explaing why, apart from
clements of hiberalization, the new legislation still enacty o senes of restrictiong
which should gradually fade away.

Inaddition, it is apparent that during the transitionyl petiod expenicnce wily
the application of this new legislation will he gatheredand used in the commitices
Mreparing the new Commercial Code, Companics Adt and similar Acts, so that
our regulation will be harmonized with the European standards A contnibution
towards this goal is also expected from the necessary changes in the property law,
taxing legislation and rules governing bankruptey

Uponthe achievement ofthese aims, there will be noncedinthic tuture to have
4 separate Act regulating joint venture corporations which, basically, Connecrs
the principles of the former strict, planned cconomy régime with the markcting
systear [tis expected that some timeinthe future the current rules of commercigl
and companics law, not discriminating between the place from where (he
nvestmen comes, bul sciting forth cqual tules for gl will be sullaent
However, we have not yet reached that poin and, conscguently at iy ne Canary
toamend the existing Act.

What arc the basic changes contained in the Amcnded A
(1) Itis now possible for private Crechaslonak Gitizeny (o 1k, Partan pog
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Bank. In addition, they will need an authorization by the State Bank of Czecho-
slovakia to open a forcign cxchange account with a forcign bank. Dramatic
discussions preceded the adoption of these provisions. An important part of
experts (practical busincssmen) pointed out that in their opinion these rules
would adversly affect the interest of foreign investors to invest their monies in
Czechoslovakia. Other part, however, saw in the rule the nccessary condition
which would ¢nable our cconomy to reach the convertibility of Cz. crown which
should matcrialize within the shortest possible time.

For a concise information, Iet us now recapitulate the basic clements of the
new régime:

(A) Branches Where Enterprises Are Admissible

Jointventures maybe established in practically allbranches with the exception
of those which are nccessary for national defence and security.

(B) Participants

Both Crechoslovak and forcign persons, junistic as well as natural, are entitled
to establish joint venture corporations.

(C) Legal Forms

The following forms of corparations are admitied:

=~ Joint-Stock Company

= Assoctation

= Private company limited by sharcs

= Limited partnership

= Partnership limited by shares

= General commercial partacrship

(D) Shares

Shares held in forcign hands are admitted up to onc hundred (100) per cent.

(E) Authorization to Establish

Generally, the Federal Ministry of Finance in agreement with the Republican
(i.e. Czech or Slovak) Ministry of Finance, Pricing and Wages will grant such
authorizations. In the banking business, the authorization will be granted by the
State Bank of Czechoslovakia.

(F) Enterprise Taxes

These are regulated by the Act No. 157 of 1989, Coll.

- Income tax. It amounts to twenty (20) per cent the assessable income, unless
the assessable income exceeds 200,000 £z crowns. In this casc the rate is forty
(40) per cent. Exceptions may be granted.

= Wages volume tax. Generally, it amounts to fifty (50) per cent the volume
of wages paid. In certain branches (tertiary sphere) the rate is twenty (20) per
cent. Exceptions may be equally granted.

(G) Tax 6n Dividends

A forcign party in a joint venture company will pay, generally, a tax on
dividends at the rate of twenty-five (25) per cent. Specific régime will apply in

3

those tases to which the rules of treaties which Crechoslovakia concluded with
several countrices to avoid double laxation, apply. The rates vary in this instance
fromzcro (0) 1o fificen ( 15) per cent. Dividends paidto Czechostovak partics will
be added to their assessable income and taxed accordingly.

(H) Forcign Economic Activities

These are subject to the régime of the Economic Relations with Forcign
Countries Act. Majority of all activitics may be excrcised under the new
amendment (dating from 1990) on hand of 4 simple registration. The rcmaining
activitics must be authorized.

(1) Forcign Exchange Régime

= thirty (30) per cent forcign exchange carncd must be otlered for purchase
to the State;

~accounts in foreign exchange hept with o lorcign bank may be opened only
upon an suthorization having been granicd by the State Bank of Crechoslovakiy,

- credits may be taken from 4 forcign Bank only on hand of an authorization
by the Stac Bank of Crechoslovakia,

() Repatriation of Profics

Basically, such ecpatriation 1 possible only if there are sullicient liquihitics
loreign exchange

But a morc liberal regime shall govern such repatiiation i case ol spectfic
treaties to foster and protect foreign investmient.

Itis the aim of these remarks 1o give an initial information on changes having
tahen place lately in the legal regulation of the given topic to those foreign partics
whoarcinterestedin trading in Czechoslovakia. When prepaning them, the basic
and masin criferion was speed. As soon as possible, the Crechoslovah Chambey
of ('mn_mcn'c and Industry intends 1o Prepare o new commentary on the
Linterprise with Fuareign Property Participation Ad whercin more attention will
be paid toindividual changes and amendments in the Actitsellbut also o number
ol other questions, resulting from the new cconomic legislation will be treated
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The Enterprise with Foreign Property
Participation Act

The Act of April 19, 1990
amending the Enterprise with Foreign Property
Participation
Act No. 173 of 1988, Coll.

The Federal Assembly of the Ceechoslovak Federative Republic has passed
the following Act:

Part 1
GENERAL PROVISIONS

Article 1
was abolished.

Article 2 .

(1) An enterprise with forcign property par(i_cipu'liun (hcrcn'nu‘flc.r _u:'l:crn-::!hlf)
as“enterprise”) shall be a juristic person €ngaging In cconomic activities M‘d .:;
seat situated on the territory of the (?Icchgslovak Federative Republic, pr}(\)w -L
aforeign participant takes partinits establishment and, after such establishment,

: 4 - . .
" '(‘;)‘;;:)‘:‘:‘hhg purpuoses hereof, a 'f()rcign_purlicil}u nt” shall ir.u‘ludc I)()(l:l ugurl;ﬂc
or a natural person with a seat or domicile uulm.dc (hc.lcmlury ()f'lhc Czec '()-
slovak Federative Republic, who participates with an investment in the enter-
P”(S; For the purposes of this Adl, "a (‘lccllmlnvfsk p.:(licip.:ﬂl' shall {nc_ludc'
both a legal or a natural person with a scator a dumlc_ll(.: sttuated on the lt,.rrm;r).
of the Crechoslovak Federative Republic who participates, together with the
forcign participant, with its investment in the cnterprise. N

(3) In addition, the present Act .\h;.sll apply.ul..xn to cases where (}TL (.vn(up.r‘lat.
is eslablished exclusively by a foreign participant or where such a foreign
participant participates exclusively in its trading.
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Article 3
The establishment, the legal form, as well ay the legal sclations, and the
liquedation of the enterprise shall be governed by Crechoslovak law.D

Artide 4

(1) The cnterpose stands for the breach of iy commitments and other
ubhigations with its own assels,

(2) The enterprise is not liable four commitments of the State or for com
mitments of other juristic persons, and the State and such other juristic
persons are not liable for commitments of (he enterprise; this does not
exclude liabilitics originating in accordance with appropriate general rules of
law.

Part 11
AUTHORIZATION TO ESTABLISH AN ENTERPRISE

Article §

An caterprise may be established only on the basis of, and 10 the extent of,
an authorization (o establish 1o be granted by the Federal Ministry of Finance
having heard the opinion of the Ministry of Finance, Prices and Wages of the
Republic, on the territory of which the cnterprise will have its scat (hereinaf-
ter referred to as “the authorization"). In the ficld of banking business, such
authorization is o be granted by the Czechoslovak State Bank.

Article 6

(1) An apphcation for authorization may be filed by any participant In such
application, the applicant shall slate:

a) the name, scat, legal form and subject-matter of treding ot the cnterpiise,

b) the name, seat and/or domicile as well a5 the subject-matter of trading of
the participants,

¢) the basic capital, the shares of the individual participants, the togm ol samc
s well as the currency in which same will be paid, the prescribed amount of the
feserve fund, the participation of individual participants in the bodies of the

Arlicle 7
(1) When deading upon the grant ofan authorization the fespective suthan,
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shall examine whether there is hope that the enterprise being established will
contribute to the increase of fruitful participation of Czechoslovak cconomy in
the international division of labour and whether during its cconomic activity will
be able to create sufficient financial resources both in Crechoslovak as well as in
forceign currencies.

(2) An authorization for business and trading activitics may be granted in any
branch of national cconomy with the exception of those important for defence
and sccurity of the Czechoslovak Federative Republic.

(3) A dicision upon an application shall be 1aken in administrative proc:ed-
ing” not later than sixty (60) days following the date of same having been nled.

Article 8
Anauthorization granted to the prospective enterprise under Article S hereof
shall substitute all authorizations necessary for the respective type of cconomic
activity under specific rules of law, provided the authorization under Article 5
hercofis granted by an authority who has the power to grant such authorizations
to engagc in said cconomic activities and the authorized type of cconomic activity
of the enterprise covers up such activities.

Part 11
MANAGEMENT OF THE ENTERPRISE

Chapter 1
ECONOMIC ACTIVITIES

Article 9
In the State Plan of Econonomic and Social Development, no tasks may be
imposed on the enterprise.

Article 10

Legal relations arising out of cooperation of the enterprise with Cae:choslovak
juristic persons shall be governed by the Economic Code, provided that provi-
sions of the Economic Code sctting forth the obligation to conclude, modify or
cancel a contract without the actual intention of the partics, or the power (o
create, modify or cancel such obligations, as well as those provisions which, due
1o their contents, do nint correspond to the nature of the enterprise or which are
inconsistent with its legal standing as defined hercunder, shall not apply. The
rules of the International Trade Code shall not be affected thereby.

) Chapter 11
FINANCIAL MANAGEMENT

o ' Article 11
The Enterprise shall he assessable only for taxcy provided for in the A

Article 12

five (5) per cent the distriburable profits, until the amount fixed in the bye laws
or statutes iy rc;fchcd:'l he minimum amoun of a reserve tund shall be ten (10)
per cent the lms.lc capital. The enterprise shall feed a part of the reserve fund in
forcign currencics.

_ Arlicle 13
Upon Fayment ol taxes and contribution inge, the reserve tund (A 12 licreal)
the enterprise shall be free o distribute the remaining part of available profits
among the partics. ‘

B Article 14

(1) The annual balance sheet of the centerprise as wellas ity hnancial statement
for cach year shall he subject to an approval by two auditors, h

(2) The auditors shall exercise their activities in an is
their necessary professional knowledge.

(3) Rules gover ning particulars of the functions olauditors and their appuoint
ment by the respective authority of State administration shaltbe cnacted by (he
Federal Ministry of Finance ina generally binding rule of Lyw. l Y

dependent way, using

‘ ) Chaprer 111
FOREIGN EXCHANGE MANAGEMENT

” Atticdle 15
The duty 1o oifer (foreign exchange) set forth in lorcign ex hange regulations
shall apply (0 an cnterprise, too', b

_ Article To
CAD enterprise shall be free 1o open forcign exchange accounts with 4
Crechoslovak furcign exchange banking institution or, with the uulhmi.mliun of
the Crechoslovak State Bank, with foreign banhs
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Artcle 17
The conversion of the Crzechostovak currency into forcign currency and vice
versa shall take place at rates fixed by the Czechoslovak State Bank.

Article 1K
Ancaterprse shall be free o take foreign exchange credits lrom ¢ '/cchns.lo-
vak foreign exchange banking institution; it may tahe such credits from foreign
banks on'y with the aathorization of the Crechoshovak Siate Bank.

Chapter 1V
SOCIAL AND ECONOMIC INFORMATION

Article 19

An cnterprise shall .

a) set up a system of social and economic information in concordance with the
respective generally binding legal provisions applicable to Crechaslovak organi-
zations, the subject-matter of enterprising (business and trade) of which is
similar to that of the enterprise; . .

b) keep accounts and books in Crechoslovak currency in accordance with the
respective generally binding legal provisions; exceptions, if any, based on the
different nature of the enterprise or its legal standing hereunder may be granted
to the enterprise by the Federal Ministry of Finance; .

¢) supply the respective authorities with the accounting and 5(&![:5“&'1! data to
the extent, in the manncr and within terms set forth in the generaily binding legal
provisions,

Part IV
TRANSFER QF CAPITAL

Article 20

(1) In case of winding up the enterprise or its liguidation, or in case of the sale
of shares up to the amount previously paid (invested), the furcign participant is
free to transfer abroad the proceeds from his part. Provided that, the transfer
shall be made in the currency formerly paid in.

(2) In addition, the forcign participant may transfer abroad his part in l!lc
carning of the enterprise and, in case of winding up, liquidation or sale ul'.u.s
shares, the part exceeding the capital formerly paid in, provided the enterprise
has sufficient forcign exchange funds.

Article 21
(1) Persons whose domicile is abroad, employed by such an enterprise, shall

“

be frecto transter abroad their income carned in connedtion with theis cmploy.
ment with the enterprise.

(.2) .Thc enterprise shall be free to transter sums abroad destined 1o conver
suctalinsurance contributions in favour of persons onits - taff, whose domicile iy
abroad, or o transfer same in accordance with the dircdives of such persony
provided the insurance is not contracted in the Crechoslovak Federative chuh:
lic. The term “socislinsurance® as used throughout this Ac shall cover insurance
contribution in case of illness and pregnancy, children bonuses, accident and old
ape msurance as well as insurance contribution for uncmploymen.

(3) The enterprise shall continue contributing to the old ageinsurance scheme
of persons on ity staff whose domicile is not in the Crechosloval Federative
Republic,

(4) Sources iom which 4l payments under the preceding patagsaphs may be
made, shall he exclusively the proper forcign exchange funds of the cnlerprise.

Atticle 22

(1) The property of the enlerprise on the ternitory of the Crechoslovak
Federative Republic may be expropriated or irs rights and interest in such
property may be restricted only in accordance with the rules of the At

(2_) If measures updcr par. (1) thereof are taken, the furcign participant shall
receivea compensation corresponding to the actual value of his propertyaffected
by said measures at the time of their being enforced. The amount of compensa-
tion shall be freely transferable abroad in the currency which the loreign
participant paid when acquiring his shares in the corporation or, otherwise. in the

Parnt v
WINDING Up

Article 23
(1) An enterprise shall not cease to exist, unless and until wound up. The
purpose of such procedure is to setile the property relations of the enterprise
being wound up
(2) lflh'c li..:hiliAlica of the enterprise exceed its asscts, it shall be wound up by
wicans of liquidation under the provisions of Arg. 352 through 354 of the Cuvil
Procedure Code »
» Article 24
(1) The caterprse shall apply for the catry ol its winding up and of the
sppomted liquidator into the Companics Register. During the term of s
winding up it shall add to its name the words “being wound up” or “in liquidation®
45 the case may be.
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Remarks on the Joint-stock
Companies Act

On the territory of preseat-day Czechoslovakia, Austrian regulations were in
cflect until 1919 in Bohemia, Moravis and Silesia, Hungarian regulations in
Slovakia. Provisions concerning joint-stock companics were included above all in
the Imperial Pateat of November 26, 1852, No. 253 of the Imperial Code (the so-
called corporation law) and in the General Trade Code with introductory law of
December 17, 1862, No. 1 of the Iniperial Code of 1863, Another important
regulation was the so-called “stock regulation” No. 17571899,

After the birth of the independent Czechoslovak Republic, in conscquence o
the reception norm (in a law passed and promulgated on October 28, 1918) the
above regulations remained in effect in Bohemia, Moravia and Silesia. For the
same reson, the Hungarian trade code of 1875 (Article XXXV remained in
effect in Slovakia and Carpathian Ukraine. The regulations were supplemented,
in the period up 1o 1938, only in details by government or ministerial provisions
concerring especially some matters in connection with the establishment of
stock banks, balance sheets and statements of joint-stock companics, ¢te. No
changes were made in the basic legal regulations.

In 1945, the nationalization decrees affested the property of many large joint -
stock companics (especially those doing banking and moncy transactions, but
also production enterprises), but left intact the basic legal regulations. It was only
in 1948 that substantial changes were introduced in consequence of fundamental
socio-political changes (extensive nationalization of industrial eaterprises, es-
tablishment of state cconomic organizations, and gradual ¢limination of private
enterprise in general.)

By Law No. 243 of November 17, 1949, Czechoslovek joini-stock companics
were required Lo submit applications for state licences and for official approval
of their statutes which had to conform to the provisions of this law which also
provided that those joint-stock companies that would fail to do so or not receive
the licence would be abolished. In this way, practically all joint-stock companics
were liquidated, with the exceplion of those founded for foreigntrade operations
according to Law No. 119/1948, on state foreign trade organizations and
international forwarding,

This law on joint-stock companies superseded all previous regulations; the law
was very bricf, limited only to fundamental definitions and the required content
of the statutes of joint-stock companics,

In the period which followed, joint-stock companices virtually disappeared
from economic life, Forcign trade joint-stock companics were merely formal
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provided for in the company statutes. The claim to interest is a cluim towards the
company. When the company pays dividends, the sharcholder is cntitled to a
dividend in excess of the interest which is included in the total amount of the
dividend. If the dividends are lower than interest, only interest is paid to
shareholders.

The law also permits “stalf shares™ 1o be issucd, and sold to compuny
employces at an advantageous price, i.c. under the quoted price or even below
par. The statutes regulate the issue of these shares and details of their acquisi-
tion; the law only specifices that they must be shares registered in the name of the
owncr, and be transferable onlyamong company employces and retired employ-
ces. When employment is terminated (in another way than retirement), these
shares must be returned to the company which has to pay the quoted price for
them, or at least their nominal value, unless otherwise provided in the statutes.
The same rights pertain to staff shares as to all the other kinds of shares. With
exceptions specified in the statutes, sharcholder's rights can be frecely transfered
and inkcrited.

The share is a document attesting to the rights of the sharcholder. It can be a
share registered in his name, or a bearer share. Both kinds can be issued by one
company. According ta provisions of Art. 3 of the law, the share is an obligation
because only by the share can the sharcholder’s rights be transferred, and only
for the share is the sharcholder’s investment returned or repaid. Shares regis-
tered in name are securitics because they can be transfered by endorsement.
Also interim documents (Art. 7) and redeemed shares (Articles 80, 82) are
sccuritics. In transfers by endorsement, the law refers (o the provisions of the
Bills and Cheques Act No. 191/1950. Bearer shares can be freely transfered by
mere handing over (Art.4). The law also specifics the content of the share
(Arl. 6).

For the founding of joint-stock companics, the law abandoned the previous
concession system under which a state licence was needed 1o establish a joint-
stock company. The founder of 4 joint-stock company may be a natural person
or a juristic person including the state (which is listed separtely in Art. 15 but
whose character of a juristic person is not in doubL.) The law even permits that
founder be a single person, which is exeeptional in legislation concerning joint-
stock companics. The reason is 1o make it possible for the state to transform its
existing state enterprises into joint-stock companices. A diffcrence exists in the
way a company can be established by one founder: whereas a juristic person as
the sole founder can subscribe the entire capital stock, and become the only
holder of all shares, a natural person, i.e. anindividual, must establish a company
successively, through a public subseription of shares. Such person cannot
subscribe the whole capital stock, and be the holder of all shares. 1t s, of course,
possible for such person to become the sole sharcholder during the existence of
the company, by acquiring the shares owned by the other sharcholders.
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The law requires that the subscription of shares be based on a founding
contract (when there are several founders) orona founding plan (when there
is only one founder). The obligatory content of 1he founding contract and the
lounding plan is prescribed by the law in Art. 17, The founding contract requires
a simple written form but the copizs must be notarially verificd.

Whena part of the capilal stock is to be formed by a non-monctary share, the
founding contract (plan) must contain the character and value of the investment,
the firm making it, and the name ofthe sworn expert who has assessed the value

Itensues from the provisions of Articles 17 27 of the Law that the tollowing are
the prerequisites to establish a joint-stock company:

a) founding contract or a founding plan;

b) subscription of capital stock of at feast 100,000 crowns, of which at lcast
thirty (30) per cent must be paid in before the company is cntered in the
companics register, a sum not lower than 50,00 crowns;

¢) in the event of a successive establishment of the joint stock company, the
holding of a constituent general mecting;

d) statutes, the minimal content of which iy prescribed in Are. 20 of the law;

¢) registration of the company in the companics register. The application for
registration is governed by the provisions of Art. 27 of the law.

The organs of the joint-stock company are: the general meceting, the board of
dircctors, the supervisory board, and the auditors. All these argans, with the
exception of the auditors, are obligatury. ‘ompany statutes may provide also for
other organs (¢ g. managing dircctor, direstor’s bogrd cte.), according to con-
crete needs.

Al the genceral meetings, i iy especially the will of the Joint-stock company
which is expressed. They serve for the purposc of excreise of those sharcholders’
rights which they cannot excrcise separately but only together with the others.

These rights are exercised through voting at gencral meetings; cvery share-
holder has as many voles as he owns shares, unless otherwise provided by the
statutes (Articles 34, 35). The rights are defined in the law in iy Art. 43, They
concern mainly company affairs in conncction with business deals, the tight (o
inspect the balance sheet (annual financial statement), and decision-muhing on
the division of profit. The general mectings are convened by the board of
dircctors, but also by the supervisory board if 1he interest of (he compuny
requires it. The law recognizes the constituent general meeting (Art. 22 ¢ seqy.),
the regular gencral meceting (it least once 4 year), and the extraordinary gener al
meeling,

The board of dircctors iy the so-called statutory organ of the company; i
fepresents the company towards third persons origimally, without 4 special
authorization (Ar, 50). The statutes, the general mecting or the supervisory
board can limi, by their decision, the right of the board of dircctors 1o represent
the company, but without clfect towards third persons,
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union organs will be defined by laws.

In its final provisions, the law declares the joint-stock companices established
according to previous regulations (Law No. 243/1949) as companics founded
according to the new law. The existing joint-stock companics do not have to be
cstablished ancw, only their statutes must be amended within six months so as to
be in keeping with the new law. This will mean, as a rule, deletion of provisions
concerning the state licence for the establishment of companics and state
supervision in them, and possibly also changes of provisions concerning the
organs of joint-stock companies, etc.



The Joint-stock Companies Act

The Federal Assembly of the Crechoslovar Federative Republic has passed
the following Law:

Part 1
GENERAL PROVISIONS

Article |

Joint-stock company

(1) The joint-stock company (hereinalter only company) shall be a juristic
person for entreprencurial activities whose capital stock is divided into a certain
number of shares, the nominal value »f which is determined in advance.

(2) The company shall be the owner of financisl amcans patd and goods made
availsble to it by its sharchulders, as well as of property acquired during its
business activity.

(3) The designation joint-stock company or the abbreviation "a s * shall be
mncluded in the commercial name of the company.

Article 2

(1) The company shall be capable of acquiring rights and assuming obliga.
tions. i stands for the breach of its commitments and other obligations with its
assets. The sharcholder is ot liable for the obligations of the company.

(2) For the purpose of this Act, also the owner of the interim certificate is
deemed to be a sharcholder.

Article 3

Sharces

(1) A sharc is a sccurity giving the sharcholder the right 1o participate,
according 1o this Act and the statutes of the company, in its management, its
profits and the remainder of its assets when the company becomes extine.

(2) Unless provided otherwise inthis Act or inthe statutes of the company, the
company issues shares guarantecing the same rights to the owners of the same
number and the same kind of shares.

(3) il several kinds of shares are issucd, the rights pertaining to the vatnious
kinds of shares shallbe defined in the statutes. Shares of the same hind shall have
the same nominal value.

Article 4

(1) The shares can be either shares registered in the name of the sharcholder,

o1 bearer shares.
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against the company belore other ereditors,

(3) The certificate can be issued in name or for holder.

(4) The issuc of these centificates does not increase the capital stock and doces
not involve any sharcholder's rights.

Article 12

(1) Fhe company can acquire, for its assets in excess of the capital stock, the
shares it has issued and are fully paid for.

(2) The aggregate nominal value of these shares which the company acquires
as ils property must not exceed one-third of the capital stock.

(3) Unless otherwise provided by this Act, the company must nol exercise
sharcholder’s rights on the basis of these shares and has to sell them within three
years.

Article 13

(1) The company can also take out of circulation the shares it has acquired
according to Article 12, paragraph 1.~

(2) Registered shares taken out of circulation must be struck off the hist of
sharcholders: shares taken out of circulation, both registered and bearer shargs,
must be destroyed.

(3) The taking of shares out of circulation shall be reported by the company
to the registry office within 30 days, for the purpaosc of this being entered in the
register of companics.

) Article 14

(1) A registered share can have several owners who act vis-2-vis, the company
as one sharcholder; they can exercise their rights only through their common
representative.,

(2) When a share is owned jointly by two or more persons, also the name of
the common representative shall be entered in the list of sharcholders.

Part i1
ESTABLISHMENT OF A JOINT-STOCK COMPANY

Article 15
Founder
The founder of a company can be the stale, a juristic person or a natural
person. A company may also be established by one founder.

Arlicle 10
Capital stock
(1) The capital stock of a company shall not be smaller than 10G,(X) Co.
crowns.









) way of entening the company in the register of companics,

B) way ol convening general mectings, procedures in cases that the general
meehing constitutes or lacks a quorum, of conditions lar and ways of exercising
the voting right of the sharcholders;

h) the number of the members of the board ofdircctons, the supervisory board
and the number of auditors, the way of clecting them, definition of their powers
and periods of function:

1) principles for drawing up balance sheets and rules for divading the profits of
the company;

1) ways of making public the facts preseribed by law ar the company statutes;

k) conscquences ol infraction of the obligation to pay up the subseribed shares
In img;

1} the amount and the use of the reserve fund.

(2) When necessary, the statutes shall make provisions espectally for

a) cascs that varions kinds of shares are issued: their designation, number,
nonunal values and the rights pertaining to them;

b) the rules according to which certificates (under At 11) can be issucd;

©) possibilitics of taking shares out ol circulation, including the procedure that
must be adhered (o

d) the extent of the powers of the baard of directors in cascs ol increasing the
capital stock (Art a9),

Article 27

Pegistration of a company in the regisicr of companics

(1) The company comes into existence on the day of its registration in the
register of companices. The application for registration shall be signed by all
members of the board of directors.

(2) The registry office carries out the registration only provided that:

a) the constituent general meeting has been held, if it is prescribed;

b} the subscribers have subscribed the entire capital stock;

€) at least thirty X)) per cent of the capital stock has been paid up;

d) the approved statutes and a notarial record of the constituent general
meeting have been submited;?

¢) andentification number has been assigned by the state statistical authority.

(3) When a permit according 1o special regulations iy nceessary for the
ceonomic achivity in which the companyisto be engaged, or for the cstablishment
of the company the registry office shall carry out the registration only if this
permit has been submitted.



Part 11
OBLGATIONS AND RIGHTS OF THE SHAREHOLDIEERS

Article 24

The sharcholder shall pay to the company the Tull value of his shares within
one year from the registration of the companyinthe segister ol companies. In this
period, he shall pay the value of the sharesininstalments by dates specified in (he
articles.

Article 29

(1) When the sharcholder delays in paying an instalmeny towards the value ot
his share, he shall pay interest of twenty (20) per cent a year of the amount (he
payment of which was overdue.

(2) Whenthe sharcholder fails to pay aninstalment withim siatydays ol the call,
the board of direciors is entitled to declare his interim certificate invalid, and
deprive him of sharcholder’s rights; at the same time, it may cnable another
person to subscribe the share concerned. From the sum thus obtained, the claims
of the company arc satished first, and the remainder is returned (o the former
sharcholder.

Article 30

When the sharcholder transfers his interim certificate (o another person
before he has paid up the whole nominal value of the share, he iy responsible for
the payment of the subscribed sum as guarantor.

Article 31

(1) The sharcholder is entitled to a share of the profit which has been fixed for
distribution (dividend) in accordance with his shares (interim certificates), on
the basis of the annual financial statcinent, by the general meeting,

(2) In case of extinction of the company, the sharcholdes is entitled (o 4 share
olthe assets which can be divided on completion of the winding up, in accordance
with his shares (interim certificates).

(3) The provisions of the paragraphs have nothing o do with spedial rights ol
some stares according to the company’s statutes.

(%) Iis not permissible to meet the claims of the sharcholder af the cost ufthe
capital stock, with the exception of a decrease of the capital stock.

Article 32
(1) Inthe period of existence of the company, nor in case of its extinction, the
sharcholder cannot ask for the return of his propenty investment.
(2) The sharcholder is no obligated to return the dividends recenved in good
laith,
Arncle 33
(1) Every sharcholder is entitled 1o attend general mcetings, ask fog explang
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Part IV
ORGANIZATION OQF THE JQINT-STOCK COMPANY

Article 42
General meetin o
T'hc general mccgling is the highest organ of the company, all sharcholders are
entitled to take part in its deliberations.

Article 43
The general mecting shall have the exclusive power to
a) approve and amend the statutes;
b) increase and decreasce the capital sloc!&; ' .
¢) change the rights pertaining to the various kinds of shares;
d) make the decision on the extinction of(hc‘cumpuny; . board
¢) clect and recall members of the board of directors, the supervisory board,
i i them;
and auditors, and determine bonuses for ; o '
f) approve the annual financial statement and the distribution of the annual
rofit; .. .
f g) r'nakc decisions concerning the issuing of convertible or priority certificates
according to Article 11; ) ) . ‘ . .
h) make decisions on all matters which this Act or the company statutes
entrust to the exclusive competence of the gencral meeting.

Article 44 . _

(1) General meetings shall be convened in periods specificdinthe 5(uluu:'s,'bu(
atleast unce a year. In necessary cases, a gencral meeting can be convened at any
time. - -
"“(CZ) The gencral meeting shall be convened by the board of directors, unless

therwise provided by this Act. ) . .
° 3) Thcpgcncral mecting shall be convcncq in the way prescribed by the
statutes at Icast 30 days in advance. The invitation shall include:

a) thc namec and scat of the company; .

b) the datc and venue of the gencral mectiag;

the agenda of the general mecting; ) o
(ci)) lhcc C%:Idilions of the statutes and the excrcise of the voting right.

(4) When buarer shares have been issrucd, the company shul! anfm.ur?;:‘cw;}.!c
convening of the general meceting in a suitable way, within a period specified in
paragraph 3. Article 45 o ‘ )

(1) The sharcholders present at the general meeting sign their r.mm.cs 1;1 ;n
attendance hist which shall contain the commercial designation (name) «; 'l ©
sharcholder or his represcntative, his seat (domicile), the numbers of his shares

[}

and the number of the votes he has according to the shares.
(2) The validity of the attendance list shall be confirmed by the signatures ol
the chairman of the general meeting and the minutes clerk.

Article 46

(1) The gencral mecting is capable of transacting business if attended by
sharcholders owning more than a half of the shares entitling them to vote,

(2) When the general meeting lacks a quorum, the second general mecting
shall be convencd within 15 days, with the unchanged agenda: it is capable of
transacting business regardless of the rumber of persons present.

(3) Matters which have not been included in the published agenda can be
decided only when all sharcholders are present and agree unanimously that the
matter cun be considered.

Article 47
The general meceting makes decisions on matters referred o in Adticle 43, a)
through d), at least by a majority of two-thirds of valid votes; on other mallers,
unless the statutes preseribe a qualified majorily, the general meeting makes
decisions by a simple majority of votes,

Article 43
The decisions of the general meeting which change the rights pertaiing o
some kind of shares in their disfavour shall be valid when at least o three-fourths
majority of sharcholders representing the kind of shares concerncd agree with
the decision in a way preseribed by the statutes: when the procedure is not
preserthed, provisions concerning the gencral mecting shall be applicd appropri-
ately.

Article 49

(1) The general mecting shall at first elect its chairman, a minuies cledk, two
persons to verify the minutes, and persons to count the vores.

(2) The minutes of the general meeting shall contain:

a) the namic and seat of the company;

b) the venue and date of the general mecting;

¢)the name of the chairman of the general meceting, the names of the minutes
clerk, persons verifying tne correctness of the minutes (verifiers), and the names
of the vote counters;

d) the more important events in the procecdings and the statements made at
the general mecting. Submissions made in writing and statements shall supple-
ment the minutes;

¢) the decisions of the gencral meeting, stating the number of votes in favour,
against and absications;
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) protests lodged by sharcholders, meinbers of the board of directors or the
supervisory board, against sume decision, when the persons lodging the protest
request this.

(3) The minutes shall be signed by the minutes clerk and the chairman of the
general meeting, and their correctness shall be confirmed by two verificrs.

(4) The board of directors shall have the minutes comp'eted within thirty days
after the general mecting. Together with the announcement of the convening of
the gencral meeting and the attendance list, the minutes shall be kept ia the
archives of the company for the whole time of its existence.

(5) Any sharcholder can ask the board of directors for an excerpt from the
minutes, or for a copy of the minutes of the general meeting.

Article 50

The board of directors

(1) The board of directors shall be clected by the gencral mecting from among
the shareholders or other persons. The general mecting can also decide that as
long as the number of the members of the board of directors docs not fall to a
half, the board of dircctors completes the number by cooplation. The subsequent
gencral meeting shall either confirm the coopted members of the board of
directors, or clect new ones.

(2) The board of directors shall have at least three and not more than cleven
members. The chairman of the board shall be clected by its members.

(3) The board of dircctors is a statutory body of the company. It represents the
company towards third persons, and before courts and other authorities; it
creates and directs the organization of the work of the company and exercises
cmployer’s rights.

(4) The way in which the members of the board of dircctors represent the
company shall be determined by the statutes, and recorded in the register of

companies.
Arlicle 51

The statutes, decisions of the general ia_ating or the supcervisory board may
limit the right of the board of directorsto represent the company; this limitation,
however, shall be ineffective in relation to third persons. The members of the
board of directors are liable jointly and severally for damage caused by their
acting beyond the exters of their powers.

Article 52
() The board of directors shall be responsible for the drawing up of the annual
financial statement and of a proposal for the distribution of profits.
(2) The board of dircctors prepares a report on the business activitics of the
company, on the state of its assels and on its commercial policy for the general
meeling, in periods specified by the statutes, but at least once a year.

0

(3) The board of directors ensures that accounts and the business books of the
tompany are properly kept.
. Article 53
'lhc. board of dircctors shall convene a general mecting and nolify the
supervisory baard when it has ascertained that
a) the company has lost one-third of its capital stock, or that
b) the company has been insolvent for a period longer than three months,

- Article 54
(1) The member of the board of directors shall not
i:; l;mkc bu.xmlcss dc;sls inhis own namic, within the upcrations of the company
?) be a member of unlimited liability of another comp: ing in a
L 0 Wny operating i
similar sphere of business; rany ot e
¢) be a senior officer of another compar ing i imi
] 1y operaling in g ¢ re
b pany of g similar sphere of
() Whena member of the board of directors breaches one of the prohibitions
in paragraph 1, the company
a) may claim damages;
| b) instead of damages, may demand thai the member of the buard of directors
¢t the company have the business deal he has made for himself;
¢)that hele, the company have his benefits from the business deal, or transfer
to the company his claims from it
(3) The claim of the company according to paragraph 2 expires within three
lm—onlhs from the day on which the other members of the board of directors
carned of the fact, but at the latest 4 year after the claim has arisen,

i . Article 55
The supervisory board
(1) Every company shall seq up a supervisory bhog ich s
) vard which shall have ag Je;
hros mecry cor | y ch shall have at least

average, in full-time jobs, one-third of the members of the supervis
‘ In [ul \ pervisory board
shall be clected by an assembly of the company employees from their rinks.

] ) Article 50
(1) The supervisory board is entitled to check on action taken in matters of
company huancss, lo nspect accounting documents and company books at any
ime, and to ascertain the state of the company.
(2) The supervisory board shall review the annual financial statemient, the
.

71



balance sheets and proposals for the distribution of profits, and ::hull submit to
the general mectings every year reports on the results of the review.

Article 57 )
(1) The members of the supervisory board shall altend the general mccungs
of the company; they can make submissions concerning the agenda of general
meetings. o ) ) .
(2) In casc that in the supervisory board, opinions of the representatives of'lhc.
employees differ from those of the other members of the supcrvisory board, also
this minority opinion shall be communicated.

Article 58
(1) The supervisory boerd shall convene a general meeting whenever the
interest of the company requires it. ) o
(2) Inlitigation initiated against the board ofd!rcclors or against its members,
the company shall be represented by the supervisory board.

Article 59 ] - hrough it
1) The supervisory board shall exercise its powers joinily or through its
ind(iw?dual members. Inspection work can also be le!dCd b.y the supervisory
board permancnitly between its members. The distribution of|n§pccl|on activity
does not alfect the responsibilities of the members of the supervisory board, nor
their right to perform other inspection functions. _ .
) \%’hcn an inspection organ exists in the company, it shall be subordinated
1o the supervisory board.
P Article 60 )
The provisions of Article 54 apply also to the members of the supervisory
board. )
Article 61
Auditors ) .
(1) Every company shall elect at least one person to audit the company books.
Theauditor shallbe clected by the general meeling f[rom among the sharcholders
or other persons, ) )
(2) Thrt): auditor shall perform tasks assigned to him by this Act, other legal
regulations, the company statutes and the gencral meeling.

Article 62
A single-person joint-stock company ) o _—
(1) A company can be established also in the way that a juristic person is the
only sharcholder.
(yZ) A single-person company is established also when one sharcholder has
acquired the ownership rights 1o all shares.

n

Aiticle 03
For single-person companics, the provisions of this Act shall apply, with the
proviso that the rights of the general meeting, according to Article 62, paragraph
1, shall be exercised by the founder, andin cases according to paragraph 2 by the
sharcholder.

Pant v
INCREASING AND DECREASING THE CAPITAL STOCK

Arlicle 64

Increasing the capital stock

(1) The company shall be able lo increase the capital stock only when the
sharcholders have fully paid the total of the nominal values of previously issued
shares, with the exception of the case specified in Article 68.

(2) The capital stock can be increased by the subscription of new shares, by the
transformation of the assets of the company in excess of the capitat stock into
capital stock, or by the exchange of certificates according to Article 11 for shares,

Article 65

(1) The decision 10 increase the capital stock shall be made by the general
mecting at the proposal of the board of directors. The announcements of the
convening of the general meeting shall include, in addition to data listed in
Article 44, paragraph 3, also the following:

a) reasons for increasing the capital stock, the way of increasing it, and the
lowest value of the increase;

b) proposcd changes in the articles concerning the increase of the capital
stock;

¢) the number and nominal value of the new shares;

d) when a new kind of shares js to be issued, the rights pertaining to them, gs
wellas the decision which rights of the previously issued shares will be affected,
and in which way;

¢) when the capital stock is to be increased by the subseription of sharcs, the
dates of the first and last subscription;

f) when the capital stock is to be increased by non-monctary investments, the
proposed value of the investments,

(2) The capital stock increase shall be carricd out by the board of directons,

Article 66
(1) When the capital stock is 1o be increased by the subscription of shares,
a) for every share, an amount shall be paid as determined by the general
mecting, but at deast thirty (30) per cent of its nominal value,
b) by a three-fourths majority of votes of the shares entitling owners ta vote,
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the general meeting can give every sharcholder first opli_un.lu buythe new shares,
and fix the date by which shareholders can exercise this right. o

(2) Owners of certificates according to Article 11 can excrcise their right to
cxchange their certificates for shares, before sharchold.crs. o

(3) For the subscription of sharcs to increase the capital stuck, the provisions
of this Act concerning the establishmen: of a company shall apply,_w:lh the
proviso that the subscription of shares can be started only after the dccnsnor.l ofthe
general meeting to increase the capital stock has been entered in the register of
companies.

Article 67

When capital stock is to be increased partly or wholly by non-monctary
investments, the company can increasc its capital stock by their value also when
the aggregate nominal valuc of previously issued shares has not been fully paid
up.
l:)(2) Provisions of this Act concerning the establishment of a company shall be
appropriately applied for determining the value of non-monctary investments
and for the responsibility in connection with this.

Arlicle 68 .

(1) The company shall be able, after the approval of the annual or special
financial statement, 1o transfer a part of its assets in excess of the rapital stock
into the capital stock by issuing new shares, or by increasing the nominal values
of the various shares previously issued. ) )

(2) Unless the general meeting decides otherwise, the newly |ssycd shares
shall be offered first to the shareholders. The offer shall be made in the way
prescribed by the statutes. )

(3) When the shareholder does not take possession of the new shares by the
conclusion of the next general meeting, the company shall be able to scli freely
the new shares. ) o

(4) The nominal value of shares shall be mcrcas;:d by thcu: being exchanged
for new shares of a higher nominal value, or the higher nominal value shall be
inscribed on the previously issued shares, with signatures of two members of the
board of directors, with authority to sign on behalf of the company.

Article 69
The statules can authorize the board of directors to issue, under conditions
spelled out by the statutes new shares, or transfer the asscts in excess of the
capital stock into the capital stock, to increasc the capital stock to a fixed value,
but not by more than one-third of the original capital stock.
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Article 70

Conditional increasing of the capital stock

(1) The general meeting can decide 1o conditionally increase the capital stock
il the purpose of the decision is 10 issue certificates according to Article 11.

(2) Owners of certificates according to Article 11 can apply for shares against
the conditionally increased capitai stock. The applications shall be made in
writing, and state the number and nowm -1 values of the requested shares.

(3) The board of directors can issuc shares according to paragraph 2 anly to

the extent to which entitled owners exercise their right for the exchange of their
certificates for shares, and after the full value of the shares has been paid.
(4) In cases that the certificates according to Article 11 have been issued for a
lower amount than the nominal value of the shares, it shall be possible to issuc
new shares only if the entitled owners have paid to the company the difference
between the nominal value of the share and the value of the certificate.
Sharcholder's rights originate after the issue of the new shares.

Article 71

(2) In the casc of conditional increasing of the capital stock, the board ot
dircetors shall notify the registry office of the increase of the capital stock through
the conditionally increased capital in the previous year, within thirty days afier
the approval of the annual financial statement.

(3) The increase of the capital stock bewomes clfective on the day on which the
registry office makes an entryinthe register of companies. Provisions concerning
the establishment of companics shall be appropriately applied for making an
entry in the register of companics.

(4) Shares or interim certificatss shall be issucd only after the entry has been
madc.

Article 72

(1) The new shares issucd on the basis of the increased capital stock according
lo the articles or a decision of the general meeting shall participate in the profit
madc in the year in which the capital stock has been increased.

(2) The shares which are owned by the company shall participate in the
increase of the capital stock according to the rules valid for the other shares,

Article 73
Dccreasing the capital stock
(1) The decision of the general mceting to decrease the capital stock shall
contain the reason for decreasing the capital stock, the way il is to be done, the
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value by which the capital stock is to be decreased, and the deadline Ly which the
sharcs are to be presented to the company.

(2) For the purpose of decreasing the capital stock, above all those shares
which arc owned by the company shall be withdrawn from circulation.

(3) In decreasing the capital stock, the provisions shall be observed which
concern the lowest value of the capital stock: the decrease shall not affect the
rights of the owners of certificates according to Article 11.

Article 74

(1) The board of directors shall notify the registry office of the decision of the
general meeting to decrease the capital stock within thirty days after the decision
has been made.

(2) After the entry has been made in the register of companics, the board of
dircctors shall make this decision public in a suitable way, twice, with an interval
of at lcast thirty days.

Article 75

(1) The creditors whose claims against the company originated before the first
publicaticn of the decision to decrease the capital stock, can ask the company for
surely up to the amount of their claims, within nincty days after the last
publication of the decision to decrease the capital stock. Failure to meet this
deadlinc constitutes expiry of the right of the creditors to this surety.

(2) The company shail provide the appropriate suretytothe creditors applying
for it according to paragraph 1.

Article 76

(1) The capital stock shall be decreased by a reduction of the number of
shares, or by lowering the nominal value of individual shares, or by simultancous
reduction of the number of shares and of their nominal value, or bygiving alarger
number of sharcs the value of a lower number of shares.

(2) The number of the issued shares shall be reduced by withdrawinga certain
number of shares from circulation (calling in shares) and by buying back the
shares presented in response to the call, or drawn shares. The general meeting
shall determine detailed rules for a draw to withdraw shares from circulation,

(3) The nominal valuc of the sharcs shall be reduced by their exchange for new
shares of a lower nominal valuc, or by inscribing on them lower nominal values,
with signatures of two members of the board of directors authorized to sign on
behalf of the company.

(4) A certain number of shares can also be exchanged for one with the full
previous nominal value.

Article 77

(1) The general meeting can decide to decrease the capital stock also when it
has not yet been fully paid up.

(2) In such a case, the general mecting shall decide that further part payments
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be made public by the company in a suitable way.

(3)In subsl.ilulion for the shares declared as invalid, the company can issuc
new shares which it can sell. The sums obtained from the sale shall be paid to }hc
sha_archoldcrs_whosc shares have been declared invalid, or shall be deposited until
a lime when it is ascertained that it is justificd to make the payment.

Article 79
(1) Afl_cr 90 days from the last publication according to Article 74, paragraph
2, the registry ofﬁcc:, upon request of the company, shall make an entry on the

(2) The cntry can be made provided that

a) the dgcnsxgn of the general meeting to decrease the capital stock has been
made public twice;
bczz Z:(r:lgc}:jds been provided according to Article 75, or that the creditors have

3) Pi‘lymcnls 1o sharcholders debited 10 the capital stock or waiver of
outstanding payments for shares shall be permissible only after the decrease of
the capital stock has been recorded in the register of companics.

Article 80
Progressive redeeming of shares
1 When the existence of the cempazny is limiled to a certain period because
the capital stock will be completely expended in the course of time, or rests on
rights limited in time, the statutes of the company shall contain pr’uvisiuns for
redeeming progressively, during the existence of the company, all shares of the
sharcholders from the net profit. .

(2) The progressive redeeming of the shares shall be carricd out by the
withdrawal of the drawn shares from circulation: their owners shall receive, in
addllgup to the'nominal value of their shares, certificates attesting the ri shis
pertatning to the drawn shares (usufruct documents). -
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Article 81 ] " i cles shall
1) For the owners of shares which have not been drawn, the arlicles s
rcs(cr:/c a certain part of the net profit for dividends which shall be divided only
among them. In the event of the winding up of the company, they shall have z_aIS(:
priorityright toa sharc of the liquidation proceeds, corresponding to the nomina
lue of their shares. )

. (u2c)?l‘hc company shall not be dissolved by the drawing of all sharcs but only
by a decision madc at a general meeting of the owners of usufruct documents.

Article 82 ) d ccing their
1) For the drawn shares, certificates can be al§() issucd guarantecing the
owfic)rs the right to a part of the net profit which wnl_l remain after the payment
of the dividend (superdividend) and to the surplus liquidation proceeds (credi-
tors’ usufruct documents). ) .
(2) In the case referred to in paragraph 1, the company shall be dissolved by
the complete drawing of all sharcs.

Article 83 . )

1) Instead of progressive drawing and redeeming of shares, or progressive
buy('in)g up of sharl::s(,)gl{xc company can cicate a fund from the nct profit from
which, at the end of the period of its existence, it would redeem all sharcs at once.

(2)'thn this fund is used to redcem the shares, all prescriptions for
decreasing the capital stock must be observed.

Part VI
THE RESERVE FUND

Article 84 s obii fund

After its establishment, the company shall create its obligatory reserve fund,
the sizi of which and the way it is created are prescribed in the statutes. This fund
shall b: augmented annually from profits after payment of all taxes, by not less
than five (5) per cent of them, up to the amount also specified in the statutes. The
minimum amount of the obligatoi ' reserve fund shall be ten (10) per cent of the

capita) stock.

Part VII
EXTINCTION OF JOINT-STOCK COMPANIES

Article 85

1) The extinction of the company requires o .
z(l))rcsolulion of the general meeting on the extinction of the company in

accordance with the statutes, or

b) achicvement of the objectives of the company, if stated in the statutes, or
expiration of the period for which the company has been established.

(2) The company shall cease to exist after winding up by its being struck off the
register of companics.

Article 86

Winding up the company

{1) The function of the liquidator shall be performed by the board of directors
ora person approved by the gencral meeting at the proposal of the board of
directors.

(2) The sharcholders representing at least one-tenth of the capital stock may
ask the registry office, stating the reasons, 1o appoint another person as the
liquidator. The statutes may grant this right also (o sharcholders representing a
smaller share of the capiial stock.

(3) The winding up of the company and the liquidator shall be cntered, at the
propasal of the board of directors, in the register of companics, and the words

companics, the functions of the company organs shall be limited 10 those
necessary Lo carry out the winding up.

(4) The liquidator shall notify all persons and organs concerned that the
company has started winding up or liquidation proceedings. The final financial
statement and other accounting reports shall be drawn up as of the date on which
the winding up proceedings have been started.

(5) In the course of the winding up proceedings, the liquidator shall

a) concentrate all financial mcans with one banking institution;

b) complete and finalize the current business;

¢) make all payments, pay laxes and dues;

d) scttle the obligations of the company and sceure satisfaction of its claims;

¢) scll the assets of the company in the most economical and speedy way;

f) submit reports on the progress of the winding vjs, in accordance with the
articles.

Article 87

(1) The liguidator shall draw up a financial statement upon completion of
the winding up, and submit it to the general mecting together with the final
report on the winding up, and a proposal for the distribution of the remainder
of the company asscts among the sharcholders.

(2) After the approval of the closing financial statement and of the distri-
bution of the remainder of the company asscts, the liquidator shall

a) redeem the shares returned (o him by the sharcholders;

b) place all redeemed shares, company documents and books in safc
custody;

¢} request that the company be crased from the register of companics.
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Article 88
Special regulations exist for the liquidation of companics that have become
insolvent.?

Part VIl
FINAL PROVISIONS

Arlicle 89
The legai status of trade union organizations active in the company is defined
by special provisions.
Article 90
Companics cstabliched in accordance with legal provisions in force prior to
this Act shall be deemed 10 have been established hereunder. Il their statutes are
at variance with this Act or do not contain provisions required by this Act, these
companics shall change their statutes within six months after this Act has taken
cffect.
Article 91
The Government of the Czechoslovak Federative Republic may lay down
rules for single-action establishment of companies and for changing state
nterprises into companies, in which shares will be owned by the stat< or state
enterprises.
Article 92
The Law No. 243/1949 on joint-stock companics is hereby repealed.

Article 93
This Act shall come into effect on May 1, 1990.

1) Bills and Cheques Act, Law No, 19171950

3 Anrticle 100 of the Law No. 95/1963, on statc notarics and procedures belore state notarics

3 Anticle 352354 of the Code of Civil Procedure, Law No. 99,1963, in the wording of subsequent
provisions (full wording No. 78/1983)



APPENDIX 4 ENTERPRISE SPECIFIC TRANSACTIONS
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SPECIFIC ACTIVITIES FOR THE REMAINDER OF PHASE I

The following list of activities was identified during the course of the interview process. The

list is ordered in priority sequence. The work will be pertormed within the Phase | funding

limits. Since there is insufficient time and funds remaining in the existing Delivery Order,

we recommend working on only the first four activities identified below. If there are

remaining resources, the additional work will be performed in the order of the listed priority

of activities.

o

(93]

Technical Assistance to the Slovak Deputy Prime Minister
Level of Effort: 50 person days

Description. This effort involves advice On matters related to free-market policy
reform. The assistance would concentrate on evaluation of existing policies,
recommended modifications of these policies, and provide training assistance to the
government on the principles of a free-market economy.

Ad hoc Technical Assistance to the SMOP
Level of Effort: 30 person days

Description. This effort involves on-call assistance in evaluating proposals with the
primary emphasis on projects offered by foreign investors. Assistance would also be
provided in evaluating competitive proposals.

Advice on Foreign Investment Promotion
Level of Effort: 20 person days

Description.  This effort involves assistance in the evaluation of the current
promotional activities across the Slovak Ministries with particular focus on the
Agency for Foreign Investment. The activities will concentrate on supporting the
current promotional activities, evaluating the use of "success fees" as a means of
promoting foreign investment, an 1 assisting in planning future promotional activities.

Advice on Prior Tender
Level of Effort: 20 person days

Description. 'This effort involves the preparation of an international tender document

and promotion for 11 Prior stores. Additional time may be required to assist the
Ministry of Commerce in the evaluation of acceptable bids.
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10.

Technical Assistance for ZVL Ball Bearing
Level of Effort: 75 person days

Description. This effort involves a strategic assessment of the enterprise in terms of
management structure, financial management, investment strategies, and capital
acquisition. The assistance will be provided to assist the enterprise in attracting
foreign investors.

Assistance in Evaluating Competitive Construction Projects
Level of Effort: 40 person days

Description.  This effort involves assistance to the Ministry of Construction in
assessing five competitive projects in the concrete and related raw material industries.
The results of this evaluation will be used as a prototype for the evaluation of further
competitive projects.

Advice on Foreign Investor Negotiations
Level of Effort: 45 person days

Description. The effort involves the development of procedures and practices to be
used by the SMOP when negotiating agreements with foreign investors.  The
assistance will also include practical examples of business plans and financial
statements which are acceptable to the foreign investment community.

Advice on Slovair
Level of Effort: 50 days

Description. This effort involves the assessment of Slovair organization and financial
structure with a concentration on divesting Slovair into several independent
enterprises for privatization.

Advice on Pulp and Papermills
Level of Effort: 50 person days

Description. This effort involves the assessment of the organization, financial
structure, marketing and environmental issues of selected pulp and papermills. The
assistance will concentrate on the economic transformation of these enterprises given
operational and market considerations, and social impacts.

Public Relations Campaign
Level of Effort: 30 person days

Description. This effort involves providing assistance to the SMOP in defining and
designing a public relations campaign promoting the voucher sale of enterprises. The
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13.

14.

15.

16.

design of the campaign should include the use of brochures, media spots and
billboard promotions.

Advice on Land Use Strategy
Level of Effort: 60 person days

Description. This effort involves the development of a long term strategy for the
reparation of land and forests. The assistance may involve an analysis of the forestry
economy due to its importance at the national level. The assistance may also include
financial strategies for lease back options and foreign investment.

Advice on Retail Store Investment Strategy
Level of Effort: 40 person days

Description. This effort involves an assessment of the retail store industry with
emphasis on packaging these enterprises to attract foreign investors or joint venture
partners.

Advice on the Automobile Transport Company
Level of Effort: 40 person days

Description. This effort involves the assessment of the public bus system with
emphasis on divestiture of the company into several enterprises and packaging of the
enterprises to attract foreign investment or joint venture partners.

Advice on Brick Factory
Level of Effort: 40 person days

Description. This effort requires a strategic assessment of the brick factory, for the
Czech and Slovak American Enterprise Fund, concentrating on the operations.
management, financing, investment strategy, marketing, and environmental
considerations.

Develop Evaluation Procedures for the SMOP
Level of Effort: 20 person days

Description.  This effort involves the development of the procedures for the
consistent evaluation of projects reviewed by the SMOP. Assistance may also be
provided to the founder Ministries to refine their evaluation procedures.

Develop procedures to Evaluate Competitive Projects
Level of Effort: 20 person days

Description. This effort involves the development of the procedures to allow the
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17.

18.

Ministries to properly distinguish between competitive projects for the same
enterprise.

Project Orientation Training
Level of Effort: 20 person days

Description. This effort involves the development of a training program for the
initiators of projects to alert them to the requirements for the content and
presentation of the project. The training would be a series of one day seminars
presented to the broadest possible audience for projects to be in the Second Wave.

Advice on Filmco, Koliba
Level of Effort: 40 person days

Description.  This effort involves a strategic assessment of the company, its

organization and financial structure. The goal of this assistance is to help the
company attract foreign investors.
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