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1. Introduction
Privatization is not a passive process.

The FAST TRACK approach to privatization is a ready tool for
Founding Bodies to assist State Owned Enterprises (SOEs) in dire
need of an investor. Based on article 37 of the Privatization Law
of July 1990, the FAST TRACK was developed within the department of
Small and Medium Privatization in the Ministry of Privatization
(MoP). During the implementation of the Fast Track approach, the
MoP oversees a coordinated system of advertising and valuation
structured to accelerate the sale of SOEs through the liguidation
"asset sale" methed ef privatization.

Throughout the development of the privatization program in Poland,
there has been a tendency to devote resources to financially stable
firms with established investor interest. While the FAST TRACK
approach does not exclude such firms from participating in the
process, it is intended to serve small and medium size firms in
need of immediate capital infusion, and technology. Although these
firms may be in a cash crisis at the time of sale, they possess
assets which would be valuable to the proper investor. It is the
opinion of the MoP that it is in the social and economic interest
of the state to sell the company while it still exists as an
operating business entity. The alternative for many of these firms

is to proceed through liquidation through article 19 of the State
Owned Enterprise Act.

The FAST TRACK approach is not a method of privatization, such as
public offerings, trade sales, various forms of liguidations, or
mass privatization. Rather it is a framework for Founding Bodies to
generate competitive interest in the sale through liquidation of an
SOE. Through national and 1local advertising, the FAST TRACK
approach to privatization is one which enables Founding Bodies to
quickly identify and invite investors to present proposals for the
purchase of the firm(s).

It is a strategic choice to send a firm through the FAST TRACK
approach, FAST TRACK is not suitable for all firms in need of an
investor. Some selection is required. The FAST TRACK approach is
designed to serve companies which (1) are being ligquidated with the
agreement of the worker’s council, (2) have clearly defined
ownership regarding land and buildings, (3) have under 500

employees and (4) have a net book value between 2 billion and 30
billion zloty.

When considering the FAST TRACK approach as an option in
privatization, it is important to realize that it is a process
which allows the Founding Body to negotiate for conditions other
than price for the enterprise. This is possible because
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Fhe_firm is not advertised for sale, rather the advertisement is an
invitation to negotiate. Thus, business plans can be judged by
their treatment of employees, added technology and licenses and

other non-monetary aspects of investment. These factors are weighed
in the decision to sell the SOE.

Proceeding with the FAST TRACK approach does not exclude other
options should there be a lack of investor interest. Until the
final purchaser of an enterprise is identified, the MoP will not
formally issue authorization for the liquidation of the enterprise.
As a result, should the advertisements not generate sufficient
demand for the SOE, the MoP can put on hold the application for
liquidation while the Founding Body considers alternative methods
of privatization,

Employee/management partnerships are invited to propose their
offers for negotiations in the auction system., In the case of
similar offers, these partnerships should receive preferential
treatment by the negotiating committees.

When a SOE has an investor, either domestic or foreign, the best
route for privatization-is not the FAST TRACK. The MoP expects that
investors will either seek to create a new company through the
liguidation called "Contribution into Company"

The FAST TRACK process can be broken down into four stages which
are mentioned briefly here and outlined in detail later in the
chapter. Stage One - Initiation, requires a strategic decision

on the part of the vovioda to apply to the FAST TRACK program.
Usually firms directed toward this project are facing liquidation
through article 19 of the State Owned Enterprise Act and are in
need of an investor. The application process reguires many of the
same documents as are needed for liquidatiomn.

Stage Two - Green Light for FAST TRACK, is when the Ministry gives
preliminary approval to proceed with liguidation and appoints a
representative from the delagutura to organize negotiations. Stage
Three - Negotiations, contains the first estimation of the exit
price, initial contacts with investors as well as the negotiation
process itself. Stage Four - Transfer of Ownership is the stage
where final prices are set and final approvals are given.

2. Privatization in Perspective

In January 1990 the government launched a radical stabilization
plan composed of five key reforms: 1) deregulation of prices 2)
introduction of a convertible currency 3) introduction of wage
controls 4) setting of realistic interest rates and 5) balancing
the budget. The second half of 1990 was characterized by intensive
legislative and preparatory efforts ©paving the way for
privatization of large, medium and small State Owned Enterprises
(SOEs). Privatization has been the most complex and protracted of
the reform measures. The ultimate goal of the program is to promote
an efficient economy through reducing state involvement in the
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industrial and business service sector. In order to achieve this

aim the Polish program attempted to be flexible, fair and, wherever
possible, decentralized.

The scale of the privatization task was unprecedented - 8,000 SCEs
to be privatized in a matter of years. There was no experience in
the world which would show Poland the path toward the market. Much
of the reform program had to be created by piecing together related
experiences of other governments around the world.

Privatization in Poland is governed by the "Act on Privatization
State Owned Enterprises” of July 13th 1990 and in some cases, the
State Owned Enterprise Act of 1981 and the bankruptey law emanating
from the Presidential decree of 1937. For the majority of Polish
SOEs, there are two paths to privatization:

A. Privatization through Transformation
B. Privatization through Liquidation
A, Privatization through Transformation

Privatization through Transformation is usually employed with large
SOEs but is not necessarily limited to these companies. The

Transformatlon process puts the MoP 1n total control of the
v Yt b :
Rrivetis et AL R
Privatizatien through Transformation occurs in two stages. The
first is when the SOE is transformed to a limited liability company
or a joint stock cempany owned by the State Treasury and operated
by the Commercial Code. During Transformation the MoP is the sole
representative of the State Treasury (therefore the SOE). The
second stage is the actual privatization through either of three
methods: Public Offering, Trade Sale, & combination of Public
Offering and Trade Sale or Mass Privatization.

In choosing a method of privatization, strategic considerations on
behalf of the MoP the company are essential. The initial question
the MoP must ask is, what goals should be accomplished through
privatization? During the Transformation process, the MoP is
responsible for establishing the aims it wishes to achieve and the
strategy it will employ in the privatization process. There are
several possible goals:

creation of a private enterprise

generation ¢f revenue

public participation/domestic ownership

creation (enhancement) of financial markets

speed in privatization

introduction of new (foreign) capital & technology

Nk b N
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The Public Offering method is well publicized. Early examples
include ExBud, Tonsil and Prutnik. Since the first historic round
there have been additional offerings, such as Swarzenc. Public
offerings are an important tool in the government’s privatization
strategy because they simultaneously generate public involvement in
privatization and capital for the Treasury (thus reducing the
government debt) and they have created the need for various capital
markets such as the stock exchange. Rlso, public offerings are a
vehicle for maintaining domestic ownership. Most importantly, of
course, public offerings produce private companies.

One of the drawbacks of public offerings is their expense and the
time it takes to complete the process. Also, public offerings are
not practical for firms other than those that are large and well
known.

Privatization through trade sale is an effective method for
incorporating foreign investment and technology into Poland. Some
examples include the sale of 80% of the detergent manufacturer
Pollena Bydgoszcz to Unilever, 66 2/3% of the lighting company
Polam Pila to Phillips, 80% of the potato processor POL-BAF to
Basic American Foods and 80% of the pulp and paper machinery
company FAMPA to Beloit Corp. An example of a trade sele mixed with
a public offering is the sale of 40% of Wedel to PepsiCo.

Trade Sales create private enterprise while enhancing domestic
capital markets (Polish banks and investment institutions can be
used). A Trade Sale is a fairly simple process which creates a
private company and generates revenue for the treasury at the same
time. Tharks to the Sector Approach (described below) the time
needed to accomplish a trade sale has been greatly reduced, vet
speed is sacrificed when the terms of an agreement are at stake.

A Trade Sale typically involves the following steps: appointment of
an adviser by the Ministry of Privatization (frequently this will
be the sector adviser under the sectoral privatization program, see
below); the adviser prepares the company for privatization and
drafts the information memorandum; the adviser organizes a public
invitation to negotiate (this includes advertisements in the press
as well as direct contact with foreign investors); investors who
respond to invitations receive the information memorandum and are
asked to submit an investment proposal composed of two elements (1)
price they are willing to pay and (2) plan they have for the
company being sold, including any investment/employment they are
willing to commit to; the adviser then analyses the investment
proposals and selects a short list of investors for final
negotiations.

The investors on the short list are given to the company being sold
to conduct due diligence. Following due diligence potential
investors are requested to submit a binding offer. These offers
will frequently be the subject of further discussion and
negotiations until agreement is reached with one of the investors.
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The Ministry of Privatization has created this process to provide
a clear and structured framework for foreign investment in Poland.

-~ ue

The Mass Privatization program does not privatize companies on an
individual basis; in groups of twenty each, 200-400 companies will
be privatized using this method. The goal of the program is to
transfer control and management of these companies to newly created
funds called National Wealth Management Funds (NWMF). The NWMF will
be operated by Western Banks and consulting firms; however, thry
will be owned by the Polish government until a time when these
funds will be offered to the public. Companies are selected for
Mass Privatization on the basis of size (some of the largest have
been chosen), annual sales (usually over 10 million per year),
ebility to demonstrate profit and willingness to be privatized
through this method.

The chief strategic considerations which led to the creation of the
Mass Privatization program was the MoP’s desire to accelerate the

privatization process and use foreign know-how yet maintain
domestic ownership.

.

B. Privatization through Liquidation

Privatization through Liquidation was created as a method of giving
medium and small firms and their Founding Bodies control over the
method through which they will privatize. As much as possible the
preparation process for privatization 1is decentralized. The
strategic decisions for this type of privatization rest in the
hands of the firms and the (usually) local officials.

According to the Privatization Law of State-Owned Enterprises, an

SOE may convert it's assets to private hands through three types of
liquidation;

I T

£

“'¢~Hgdet sale;’’
o Joint Venture;
¢ Management/ Employee Buy-Out.

The Liquidation regulations give ultimate amount of flexibility
regarding terms of payment. Preference is given to 100% cash
offers, which are given a 1.25 weight when compared to other.
offers. Non-cash offers must consist of a 40% cash downpayment for
the enterprise, plus a loan for the remaining 60% of the enterprise
price. The Ministry of Privatization understands domestic lack of
capital, and believes both monetary (i.e., direct credits) and non-
monetary (i.e., allowance of time for financing) benefits should be
granted to investors whenever possible.

Leasing to own SOEs is the most common form of purchase. The
interest rate for the leasing of enterprises is determined by
Ministry of Finance regulations, passed on November 10, 19%0. The
interest rate is equal to 75% of the present interest rate (i.e.,
the rate equivalent to the discount rate in the United States), but
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can be no less than 30% per annum. Additionally, the minimal cash
level paid for an enterprise (i.e., the 40% cash downpayment) must
be greater than the minimal amount of cash required to let an
enterprise’s assets through liquidation. Under Article 38 of the
July 13, 1980 Privatization Law, an enterprise’s assets can be let
only if the amount of share capital or the equity capital of the
company is not less than 20% of the joint value of the founding
fund and the fund of the liquidated enterprise.

Loan payments are divided into a maximum of 16 payments paid over
four years. There is a one year grace period on the repayment of
principal. Additionally, during the first four gquarters of the
loan, the interest payments can be deferred such that the purchaser
pays only 1/3 of the interest payments The remainder is added on
to the principal value of the loan; however, interest is not
charged on this increment. During the second year, 50% of the
interest payments can be deferred. All assets of the state-owned
enterprise are used as collateral for the loan, although other
forms of securitization are possible (i.e., bank guarantees, third
party guarantees). Finally, if the firm is purchased at "brutto"

book value (i.e., without liabilities), a higher price must be paid
to factor this in.
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STAGE ONE - INITIATION

o

0

ELIGIBILITY

The FAST TRACK program is an accelerated privatization of an
SOE through the "asset sale" under article 19 of the State
Owned Enterprise Act of 1981. Normally a Founding Body
considers directing an SOE to the FAST TRACK program once an
SOE has already requested privatization through liguidation
yet does not have the capital investment required to proceed
on its own. Qften these SOEs are on the brink of being forced
to enter bankruptcy (article 19 of the State Owned Enterprise
Act of 1981) and thus discontinue as ongoing concerns. When
this is the case, Founding Bodies suggest the consideration of
sale through FAST TRACK.

The following criteria must be met for a firm to be eligible
for the FAST FRACK program:

A. agreement between Worker’s Council, management and
Founding Body to enter FAST TRACK program.

B. clearly defined land and asset ownership.
C. net book value between 2 billion and 30 billion
zloty.

D. under S00 employees.

STRATEGIC DECISION and APPLICATION for FAST TRACK:

If the SOE in need of an investor meets the above criteria,
the Founding Body drafts compiles the following information:

A, statement of agreement for entering the FAST TRACK
program between the Worker’s Council, management
and the Founding Body;
sample statement page xx

B. list of assets, including a demonstration of the
property ownership status;

sample asset list page xx

C. analysis of enterprise value: usually net book
value of assets (not including intangible assets
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such as goodwill, trademarks, patents, copyrights,
joint ventures with other enterprises);

sample analysis page xx
a completed MOP questionnaire;
sample questionnaire page xx

instructions to liquidate directed toward the SOE
liguidation team;

sample instructions page xx

to initiate the auction process these documents are submitted
to the MoP af .the following address:

Mr. Krzytof Glogowski
36 Krucza
Warsawa

STAGE TWO - GREEN LIGHT FOR FAST TRACK

o PRELIMINARY APPROVAL from MoP

Once the MoP receives the information from the Founding Body,
three events take place to further the process:

a.

the MoP decides whether the enterprise should be
liguidated through Article 19 or Article 37;

NOTE: if the enterprise has leased over 50% of its
assets prior to ligquidation, it should be
privatized through article 19 of the Sate Owned
Enterprise Act;

NOTE: if  the enterprise  is not  paying
regular/annual dividends to the State Treasury
{(which amount to approximately 8% of total net
assets), it should be privatized through article 19
of the State Owned Enterprise Act;

the MoP informs the Founding Body of its approval
to proceed toward liguidation of the enterprise
through article 37;

NOTE: this is not fipal approval, final approval
will not be granted until a terms of sale are
negotiated);

the MoP appoints a representative from the
Delegatura to advise on negotiation, assist in the
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preparatory process and help establish an exit
price.

Until completion of the sale, the role of the MoP is to assist

by providing information and directing the national
advertising campaign.

STAGE THREE - NEGOTIATION

o]

NEGOTIATION COMMISSION FORMS and PREPARES for SALE

Once the SOE has been accepted for the FAST TRACK program, the
Founding Body sets up a Negotiations Commission which 1is
composed of up to three representatives of the Founding Body,
the local delegatura, a member of Workers’ Council and others
as is appropriate.

The Negotiation Commission should prepare for negotiations by
completing the following steps:

A. draft information prospectus for interested
investors;

sample document, page xXx

B. establish an estimated value of the SOE, called an
“exit price";

please see pages xx to xx

C. place local advertisements in conjunction with the
MoP national advertising campaign, which specifies
a period of 14 days for due diligence on the part
of the investors.

see sample advertisement on pages xx

During the due diligence period, the Negotiations Committee is
responsible for:

D. responding to gquestions from interested investors

E. providing "information prospects" to investors

At the end of the 1l4-day perlod, the Negotiations Committee is
responsible for:

- F. receiving proposals from investor (proposals should -
include the price, business plan and intended form
of payment);
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G. adjusting the “"exit price" by comparing the
original estimated value and the offers of
investors;

H. choosing, through direct ballot, an investor with

whom the sale will be negotiated (once the investor
of first choice has been identified, the investor
has 7 days to accept the offer to negotiate. The
investor demonstrates willingness to negotiate
through a good faith deposit of 5% of estimated
sales price);

I. initiating and completing the negotiation process
resulting in price, business plan and method of
payment agreed upon between the Negotiating
Cowmi:gsion and the invester;

see chapter xx for discussion on negotiation

STAGE FOUR - TRANSFER OF OWNERSHIP

o Legal and financial matters are settled completing
transformation of ownership from State to private hands.

Once negotiations are completed the Founding Body must:

a. take a final inventory count and reaffirm the book
value (if there is significant variation from the
sale price compensation either way can be
negotiated);

B. document final approval by the Worker’s Council;
C. notify the MoP of the identity of the investor and
that an agreement has been reached.
Once the MoP is aware that an agreement has been reached, the
MoP will:

D. give final approval for the liquidation of the SOE by
signing the llquldatlon instructions drafted in Stage #1
O Tt T w\w‘\r-n. B
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When
will

by the Founding Body;

inform the Founding Body of the approval for ligquidation.

the Founding Body receives the approval of the MoP, it
then:

sign the sale contract (this can occur the same day the
MoP gives final approval for the liquidation of the
enterprise - note: the court must also approve the
contract);

the Founding Body eliminates the company from the books.
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COMPETITIVE TENDERS IN A MARKET ECONOMY



II. Competitive tenders in _a market economy

This section- will present the theory behind a competitive
tender in a market economy. Particular attention will be paid
to corporate auctions in the United States.

Some of the questions addressed in this section include:
What is a corporate auction? What are the mechanics involved
in the process of selling an enterprise through a competitive
tender? What can auctions accomplish? Who benefits from the
sale of an enterprise through an auction? What are the
drawbacks? What types of problems does a seller and/or a
buyer face as a result of ownership transfer through a process
of competitive tender?

Practical application will also be presented in order to

demonstrate and explain some of the logistical and legal
issues and problems that arise in U.S. competitive tenders.

A. The theory behind auctions

Auctions provide a familiar and simple method for reallocating
resources from sellers to buyers. They are particularly
appealing when a seller does not know or is uncertain how much
each buyer wvalues the resources being sold. Despite this
incompleteness of information, characteristic in the emerging
market economies, auctions can perform quite well with respect
to two major objectives:

o capital goods get into the hands of those who value them
the most (i.e., use them best) - the goal of efficiency;

o the recipients pay only slightly 1less than their
valuations - the goal of raising revenue.

By inducing bhuyers to compete against each other, auctions
tend to fulfill these two objectives better than do the most
common alternatives to auctions: price-setting by the seller
(where the seller simply fixes a price and sells to the first
taker), and haggling between the seller and individual buyers.



B. Use of auctions in a market economy - U.S. perspective

Mergers and acquisitions in the U.S. economy have changed
greatly over the past decade. As collateral for acquisition
loans, bidders offer merely the target-firm's cash flow,
rather than hard assets. In order to maximize the sellers!'
price, deal-makers have increasingly turned to corporate
auctions as an accepted way of selling middle market
businesses.

Proponents of auctions point to the speed and control which an
auction can give the seller. Critics point to the tensions,
the awkwardness, the tendency to overpay and the business
risks. ©One thing is certain: in order to avoid failure,
purchasers and sellers should understand what a corporate
auction is, and what auctions can and cannot accomplish.

What is a corporate auction:

The term Yauction" is often misunderstood. Traditional
auctions of property, such as art and antigues, allow each
bidder to know how much other potential investors are bidding.
Most corporate auctions do not happen that way, especially if
the seller is not a publicly traded company (its shares are
not openly traded on the stock exchange).

As is the case with the fast track -~ auction program in
Poland, the U.S. seller or its advisors carefully control the
flow of information about the seller, about other bids and
about required terms and conditions.

There are many types of corporate auctions in the United
States. Following is an theoretical example of a corporate
auction:

The seller and its financial advisors prepare a 20 to 50 page
written corporate profile describing the target company and
draft a 1list of potential bidders which have expressed
interest in the firm. The seller's attorney drafts a
nondisclosure letter (discussed in detail in Section VIII
Negotiations of the Vademecum), for each potential bidder to
sign, which reduces the chance that a bidder subseguently
misuses sensitive information about the seller.

The attorney representing the seller approaches all potential
bidders simultaneously. This process can take from several
weeks to several months.

Each potential bidder first gets a one or two page description
of the targeted company, which in certain cases remains
disguised, along with a confidentiality letter. The advisor
speaks with each potential bidder to measure the level of
interest. Those who pass this initial screening, sign the(



nondisclosure letter and receive a copy of the 20 to 50 page
corporate profile, along with an outline of the auction
pProcess.

Potential bidders are given several weeks to regquest
additional information, briefly visit the seller's facilities
and develop a preliminary bid by a stated deadline. 1In a so-
called guite auction, the seller selects several finalists by
guizzing preliminary bidders on their price, the terms and
their financial condition. The seller may decide to tell
potential bidders that there is a minimum bid price, and may
explicitly discourage certain form of payment for the
acquisition. Each finalist is then asked to submit a bid
which conforms to an outline specified by the seller.
Finalists are later encouraged to up their bids.

In an outright auction, the competition is rougher. The

.seller's attorney may even draft an entire purchase/sale

contract, leaving only the price and certain other key terms
blank. The contract is sent to all serious bidders when the
auction starts. This turns the tables on potential bidders.
Before auctions, owners of private businesses rarely found
themselves in such control of the divestiture process.

The outright auction continues as the seller selects finalists
and pushes for improvements to each contract submitted by a
finalist. 1In the end, the seller and the winning bidder have
agreed to a deal and are bound by its terms. This differs
from a gquiet auction, in which the winning bidder and the
seller initially agree merely to a non-binding outline of the
eventual deal. In the quiet auctions, it is therefore in the
interest of the seller to continue discussions with more than
one party as long as possible, leaving little time between the
non-binding bid and the legally binding contract. Conversely,
since bidders don't want sellers to seek a better bid, bids
usually expire quickly.

With either an outright auction or a quiet auction, the time
between an initial bid and an agreement can be as little as a
couple of weeks, although a month or two is more common.

What can auctions accomplish:

Clearly the seller benefits more, from an auction, than a
buyer. Auctions increase the seller's control over many
elements of negotiations:

o information flow;
o deal terms;
o the final sale price.



The seller can also compare bids for the firm which might
otherwise emerge months or years apart. The seller can even
insist that all bids be expressed in the same format, to ease
the comparison. Additionally, the seller minimizes the time
during which sale rumors may circulate among customers,
suppliers and employees (negative effect of a firm's
divestiture on employee morale, relations with suppliers and
creditors is discussed in Section VIII - Investor Verification
of the Vademecum).

There is one way in which auctions can help a potential
purchaser: by sometimes demonstrating to unreasonable sellers
that their business is worth less than they had hoped. Most
of the time, though, disappointed sellers will simply decide
to take their companies off the market. Owners of private
firms have the right to do this, while management of a public
firm (whose shares are openly traded on the stock market)}, may
be forced to proceed anyway.

What are the drawbacks of auctions:

Auctions can cause problems. The unnatural time constraints
placed on bidders erode the courtship process, reducing the
chance for both buyer and seller to make the deal work. These
time constraints characteristic of U.S. auctions also tempt
bidders to cut back on needed due diligence of the targeted
firm, at just the time when lack of information, and pressure
to raise bids and soften terms, make due diligence
particularly important.

In addition, the seller who chooses to conduct an auction
faces the risk of a taint. If no one steps up with an
acceptable bid, .the would-be seller is left with employee
morale problems, and will likely face a lengthy period during
which potential bidders view the company as "damaged
merchandise.®

Auctions also deprive sellers of one important type of
negotiation leverage: the implicit threat to the bidder that,
unless the bid is satisfactory, the seller can later resume
its search for another interested party. Once an auction is
complete, no such threat remains, since the auction presumably
uncovered all probable bidders.

In conclusion, auctions create complexities for everyone
involved. The many surprises contained in any deal are
compresses into a short time period, multiplying the risks to
both sides of the negotiation table. As a result, when using
corporate auctions as a vehicle for company divestiture, it is
important to plan ahead.



c. Use of Competitive Bidding in the Nascent Market Economy
of Poland

Why auctions and public tenders

Privatizing productive assets in an emerging market economy
like Poland is a task to which auctions seem especially well-
suited.

Enterprise value: A major problem besetting privatization is
how to determine, after many years of centralization, what are
the most efficient private uses for particular capital. How
can legal owners of the divested sate property ensure that the
capital goods get into the hands of those who value them most.

Transparency of the divestiture process: Another Key problem
which privatization teams face is skepticism and often open

resentment by the local community, both business and
individual, that the divestiture process may merely continue
the "business as usual" process of keeping the country's major
enterprises under the control of small cadre of influential
business and government leaders.

For political goals of privatization to be achieved, this
perception must be overcome. Although public relations
campaigns can help to overcome some negative attitudes, the
ultimate determinant of support for the program will be proof,
or at least substantial evidence, of an open and fair process.

The experience of several privatization experts indicate that
local investors often take a "wait and see' attitude toward
a privatization program. When the process is transparent and
demonstrated to be fair and open, these investors will become
enthusiastic and eager to participate in future divestitures.
The signals which the local community receives at the outset
of privatization are therefore critical to the program's long-
term viability.

In analyzing the use of auctions in an emerging market economy
of Poland, it is necessary to establish the intended
priorities of the Founding Body. BAs described in the outset
of this section, there are two major theoretical objectives of
divestiture through a competitive bidding process:

o goal of achieving efficiency: the capital goods
sold through the auction process get into the hands
of those who value them the most (i.e., use them
best) ;

o goal of raising revenue.
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Although raising revenue through the sale of productive assets
is of importance in view of Poland's increasing budgetary
constraints, the goal of achieving economic efficiency in the
distribution of capital through auctions is generally the more
urgent objective.

This 1is especially the case with the above mentioned
restrictions on foreign participation in the fast track -
auction program. To the extent that assets are sold to one's
own citizens and Xeeping capital in domestic hands is
increasingly becoming a political priority, the price they pay
for these assets may be regarded as merely a transfer payment.

Auction methods used in emerging market economies

There are two major forms of divesting state-owned assets
through the means of a competitive tender:

1. Public Auction

A public auction consists of convening a public forum, at a
pre-specified date and location, at which companies or simple
assets are bid on by any interested, and usually pre-
qualified, buyers. As a rule, the assets or companies to be
sold are described in public announcements, and there is often
an opportunity to inspect these assets prior to the auction.

For simple assets, such as machinery, the highest bidder will
generally be awarded the sale immediately.

When a company is auctioned, it is not unusual, and typically
to the government's benefit, to hold a non-binding auction in
which the top bidder or bidders are asked to enter into
negotiations with the government so that the best total
"package" of critical sale elements can be obtained including
price and future plans of operation.

o rationale for selection of this privatization method: as
a general rule, public auctions are reserved for selling
off individual assets, as well as smaller or less
important SOEs, especially those which are defunct, in
the government's portfolio. This is probably the most
straightforward method of private placement.

o) The advantages of a public auction are that it is simple
and fast, and also tends to generate personal competition
among the bidders present which can drive the price
higher than would be obtained through sealed bids.

o] One of the main disadvantages of public auctions is that,
especially in a small business community, collusion among
the bidders can occur, with all agreeing to hold their
bids extremely low in the initial auctioning in the
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expectation that the government's target price will come
down as a result.

Even without collusion, as these SOEs tend to be the
least desirable, there may very well be only a few
gualified buyers at the auction, and perhaps only one for
whom the particular SOE is strongly suited to his line of
business, and therefore saleable to him at a "reasonable"
price.

2. Public Tender

The public tender is essentially an invitation to bid on a
given SOE. In contrast to the public auction, a tender is
usually in the form of a sealed bid which is submitted to the
Founding Body. In the tender invitation document prepared by
the Founding Body, a description of the enterprise and its
assets is included, along with any special requirements such
as employee retention, Jjoint-venture arrangements, local
participation, production profile restrictions.

o rational for selection of this privatization method:
tenders are generally required to divest larger or more
complex enterprises in which the specific conditions for
sale necessitate detailed proposals from investors. They
are also used quite often used for small businesses
divestitures, as governments tend to want time to
consider offers, which would rule out public auctions
where the sale is consummated "on the spot."

o One of the main advantages of public tenders in contrast
to public auctions is the fact that they provide
opportunity for additional screening of and negotiations
with potential investors. Certaln enterprises cannot be
divested on the basis of a direct public auction.

Public tenders also provide for some procedural
restrictions on collusion among various bidders. This
barrier to collusion has obvious limits. The relative
small size of the business community provides for
contacts among the various bidders in a competitive
tender. Collusion thus remains an possibility.

Problems with auctions in emerging market economies:

It is important to realize at the outset some of the problems
resulting from staging auctions in nascent market economies
such as that of Poland.

o Type of enterprises for the auction program: The first
question is what type of enterprises should be channeled
for privatization through the auctions system. In
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certain cases, competitive tenders may be counter
productive as a vehicle for attracting potential
investors.

Should the SOE intended for ownership transfer be of
potential interest to investors and the exit price
established by the Founding Body matching up with the
financial performance of the enterprise, then a
competitive tender may be the appropriate method of
divestiture.

Using competitive tenders in the case of companies with
limited investor interest and experiencing significant

financial difficulty may be counterproductive. Potential
investors may be discouraged from competing in the
auction process. In such a case, direct negotiations
with an individual investor may be a more constructive
method of locating a buyer for the enterprise.

o Financial constraints: The problem of thin capital
markets poses a problem. How many bidders are you likely
to get? What is the probability that they will collude?
In an emerging market economy it is only prudent for the
government to do a bit of homework in setting its own
reservation price below which bidding cannot proceed and
in estimating a reasonable initial offer price (sometimes
called the “exit price"), for the private sector so as to
enhance its own negotiating position.

In sum, in the case of the evolving market economy of Poland,
the pure market mechanism of divestiture through a competitive
tender will often fail because it will not generate a large
number of informed and competitive bidders. This is
especially the case in the present situation in Poland where
participation in the fast +track - auction program is
restricted to domestic capital.

o Rate of return on investment: Where a large capital
investment is concerned, the uncertainty associated with
its return may be considerable. Financial constraints of
the investor, characteristic in economies without a well-
functioning capital market, create at least two related
problems:

- the buyer with the highest wvaluation may not be
able to pay the winning bid without external
sources of funding,

- the return on invested capital may be insufficient
to repay the loan - the buyer may go bankrupt.

A possible solution to this risk is the introduction of
tax/subsidy schemes by the State, which would have the effect



of reducing the variability of the return on capital and hence
alsoc the risk of bankruptoy.

In the case of Poland, the creation of such subsidy schemes
for participants in the fast track - auction program is not
plausible in the near future. It would most likely also be
counter productive eliminating the underlying principal of the
auction program in Poland: investment of new, private capital
into the business cycle.

It follows from the problems faced by competitive tenders in
an emerging market economy that the government or its
representative will need to take an active role in valuing the
assets and setting the price of the SOE. Once again, the
importance of allocating the enterprise to the most efficient
investor should be a priority in establishing the "winning"
sale price in the bidding process,.

o} Investor verification: In view of the limited size of
the Polish capital market and budgetary constraints of
the central authorities, it is important to stress the
responsibility of verifying the investors ability to meet
the financial obligations resulting from his bid in the
auction. The issue of investor verification is discussed
in greater detail in Section VII - Investor Verification
of the Vademecum.

Appropriate value of the auctioned enterprise:

The greatest risk faced by buvers in a competitive tenders is
their uncertainty about the wvalue of the assets they are
bidding for. Such uncertainty can seriously distort buyers
valuation of the sold enterprise and so interfere with
efficiency. .

A high-bid auction process (highest bidder is the recipient of
auctioned capital), such as the public tenders of the fast
track - auction program in Poland, makes much greater demands
on public knowledge about the value of the enterprise than
open—exit auctions. In the case of high-bid auctions,
individual bidders present their bids in sealed envelopes and
are not aware of other participants' proposals (assuming no
collusion takes place).

In the case of open-exit auctions, such as the public auctions
previously discussed, participating investor are aware of bids
presented by other participants in the auction. The investor
can thus bkase his proposed value of the firm (and the
resulting bid), on the commonly held belief about the value of
the enterprise.

With little knowledge of other bidders' behavior, the more

risk-averse a buyer is, the more he wishes to insure himself
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against the eventuality of losing, that is, bid as close to
their valuations as possible. This phenomenon tends to work
against efficiency - it means that a buyer may win the auction
not because his wvaluation is highest but because he is
especially risk-averse.

The problem of overbidding resulting from uncertainty about
enterprise value is acute in situations where the divestiture
of an SOE attracts a greater number of bidders as opposed to
the 2 - 3 bidders in the case of the fast - track auction
program in Poland. Nevertheless, lack of knowledge about the
true value of the enterprise in the context of the fast track
- auction program results in the sale price being based on the
level of enterprise indebtedness without adequately taking
into consideration the value of firm's fixed assets, work
force, location and market share.

Section V - Firm Valuation of the Vademecum presents various

methods of enterprise valuation and discusses the importance
of establishing the value of the enterprise.

Role of enterprise management in the auction process:

Management of the enterprise can assist the Founding Body in
presenting the firm to potential investors and establishing
the true value of the enterprise. It should be the function
of the Founding Body, however, to act as an active
intermediary between the management and enployees of the
enterprise and any potential investors. Actual negotiations
techniques are addressed in greater detail in Section VIII -
Negotiations of the Vademecum;

Sale of complementary assets

Items that are likely to be complimentary should be auctioned
simultaneously. Inefficiencies may occur if capital is
auctioned off one item at a time. A potential bidder may be
reluctant to enter a strong bid for a portion of enterprise
assets if he thinks he may not be able to secure additional
assets (equipment), necessary to begin operation of the

enterprise. As a result, auctions should aim at the
divestiture of enterprises as going concerns as opposed to
individual assets. For example, companies which have

previously leased a significant portion of their fixed assets
to third parties should not be presented for the auction
program.
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PRIVATIZATION
GLOBAL PERSPECTIVE

Throughout the world, privatization policies are being formed and
implimented by countries such as the United Kingdom and Canada to
developing countries such as Eygpt and the Phillipeans. The scope
of these projects varies greatly as do the techniques of
privatization. Countries recently emerged from communist economies
may be facing unprecendented challenges, yet there may also be
useful lessons in the experiences of other governments undergoing
less dramatic economic transition.

The purpose of the GLOBAL PERSPECTIVE is to consolidate examples of
the privatization experince in other countries so that the Founding
Body representative is able to refer to strategic considerations of
their counter-parts around the world. At the same time, many of
these countries have an active interest in investment in Poland.
Therefore each country is presented as a contact for the Founding
Body to pursue when searching for investment. Attached are the
analysis of the privatization experience of 28 countries along
with relevant investment considerations.

Summarized in the following pages are examples of the varieties of
privatization methods employed around the world. These include the
simple abolition of state monopoly rights (which permits
competition), the sale of non-essential assets (such as worker
housing), the use of management contracts for the operation of
state-owned enterprises, the sale of majority or minority interests
in a state-owned enterprise; and the total liquidation of a state-
owned enterprise followed by the sale of its assets.

When transactions have involved selling shares a combination of
methods have been used to divest of these shares. Private sales
{(trade sales), invitations for bids from pre-qualified bidders have
been frequently employed, fixed price offerings to the public have
occurred and it isnormal to make shares available at preferential
prices to workers and small buyers.

A common characteristic of privatization programs has been the
shifting perspectives and goals of governments engaged in such
programs. The initial decision of governments to develop a
privatization program has typically been generated by an acute
shortage of revenue; but later events have usunally demonstrated
that there was very little agreement inside the government on what
enterprises should be divested and how the proceeds should be used.
The selection of enterprises and the means of divestiture have
usually entailed a considerable struggle, as it became apparent
that the distribution of costs and benefits of divestiture could be
greatly affected by such decsions.

etc...



Egypt
Commercial Attache: Mr. Hegzi

Experience With Privatization:

Egypt is in a situation similar to Poland. After years of
controlling almost all sectors of business in the country, the
government has now set out on a program of privatization. Egypt is
currently trying to attract foreign capital to invest in newly
privatized countries.

Egypt began 1its privatization program in early 1991. The
government has sought to decontrol most prices and has a goal of
complete agricultural price liberalization by the fiscal year 1992-

93; energy prices should also be totally deregulated in the next
few years.

Authorities in Egypt do not seek extremely rapid privatization of
all sectors and companies. Rather, the commercial attache stressed
the importance of moderation in Egypt’'s approach to
denationalization. Since 1989, Egypt has aggressively pursued a
policy of opening its economy to foreign investment and trade.

Holding companies have been created in the process of Egyptian
privatization. Much privatization is occurring at the local level,
Local founding bodies determine the value of small and medium sized
firms. These companies are then advertized in the newspaper and
sold at a public auctions. The Egyptian office of pr;vat;zatlon is
under the auspices of the prime minister.

Contacts, International Experiences:

Egypt is currently competing on the international market to attract
foreign investors for its own companies. However, contact between
Poland and Egypt could be beneficial for both countries and
Egyptians might potentially be interested in investing in Poland if
provided with information about opportunities.

The commercial attache can communicate with the prime minister
(indirectly) wvia modem and can thus send to Egypt, to be
distributed to Egyptian chambers of commerce and business
associations, information about Polish investment opportunities.

Through a Polish commercial affairs office, we could try to get
further information about Egypt’s privatization program. We could
also try to obtain the addresses of chambers of commerce and
business associations in Egypt for the vovoidship officials to
contact directly.



Portugal
Commercial Attache: Ernesto Martins

Experience With Privatization:

The 1974 revolution in Portugal overthrew the right wing dictator
and replaced him with a communist government. This government
proceeded to swiftly nationalize almost the entire economy: banks,
agriculture, industry. In November of 1975, the communists lost
control of the government, but the enterprises that they had
claimed remained in the hands of the Portuguese government. The
process of reprivatization which was initiated in 1975 has been
much more complicated and difficult than nationalization and still
continues to this day, almost 20 years later. .

Most Portuguese enterprises, however, have been privatized, with
the exception of gas, railroad, cement, oil, grains, and some food
enterprises. Sometimes the old owners, who often fled Portugal
after the 1974 revolution, simply came back to reclaim their
businesses and land and privatization was accomplished in this way.
Auctions have been used in the privatization process. Often,
however, particularly when small businesses are involved, shares of
firms to be privatized are simply sold on the stock market.

Portugal has been received much aid from the European Community.
Europe has an interest in keeping Portugal’s economy healthy so
that an influx of unemployed Portuguese laborers does not overwhelm
the economies of its neighbors. European assistance has been
applied to diverse sectors in Portugal. ©Portugal has been very
open to foreign investments, without which it could not have made
the economic progress that it has achieved.

Contacts, International Experiences:

Portugal has recently established a Portuguese-Polish Chamber of
Commerce: Camara de comercio e Industria Luso-Polaca; Sede
Provisoria, Rua Antonio sergio, 90; 2750 Cascals; tel.: (01)
3960630; fax (01) 3978167; telex 14572. This Chamber of Commerce
was established in January, 1992, to promote and facilitate
economic relations between the two countries. Enterprises which
wish to privatize and seek investors could address their offers to
this body.

Portuguese companies might be interested in investing in the
following sectors in Poland: civil construction, food, textiles,
metals and machinery, naval construction, packaging, and banks.
The commercial attache cautioned that Portuguese companies selling
and manufacturing consumer goods would be unlikely to invest in
Poland while there is a chaotic free market on the streets where,
he said, consumers can buy anything cheaper than in a store. This
situation must somehow be regulated, he continued, before
Portuguese investors would feel that they could realize any profit
in Poland.



. .

Vovoidship officials might also contact Ernesto Martins, Portuguese
Government Trade Representative in Poland, Swietokrzyska 30 apt.
149, 00-116 Warsaw; telephone: 24 95 11; telex: 814330 icep pl.
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Norway
Commercial Attache: L.ars Chr. Lindstad

Experience With Privatization:

The Norweglan government still dominates and directs almost all
economic activity in the country. However, this does not imply
that the firms are not competitive on an international market or
profitable. Rather, many state-owned companies have mandates to
cover a certain amount of their costs through their earnings.
Furthermore, state companies implement private business practices.

Privatization 1is coming to Scandinavia and state companies are
trying to diversify as they seek to join the private sector.
However, Norway has not yvet implemented a large-scale privatization
program. Rather, companies seek to merge alliances and
decentralize businesses in order to become more competitive on the

international market on which Norway depends for 1its economic
livelihood.

Contacts, International Experiences:

Norwegians cite Poland’s size, geographical proximity, lLarge
market, and commercial links to Norway as reasons for preferring to
invest in Poland rather than other ex-Comecon countries. Norwegian
firms have invested a little less than $30 million in 60 joint
ventures in Poland. They have also sent technical information to
Poland and have established agreements on cooperation outside joint
ventures such between NOT, the Polish engineering association, in
Katowice and a similar Norwegian organization.

Norwegian companies are most interested in investing in the energy
and maritime sectors in Poland. They are also interested in the
polytechnical and food industries.

Problems that Norwegian companies have encountered in investing in
Poland include: a 1lack of clear legislative framework for
privatization, confusing practices in privatization, an
overwhelming bureaucracy which greatly slows the decision-making
process, instability and inconsistency in the government and a
perceived lack of guarantees and/or continuity. Poland is
currently believed to be a high-risk investment for Norwegian
companies.

The most successful international efforts have been arranged on a
firm-to-firm and business-to-business level. The fewer authorities
and bureaucrats who are involved, the commercial attache noted, the
more likely the effort is to realize its goals. Vovoidships must
find their place irn the international market, the attache stressed,
and then try to communicate with other professionals in their field
who might be interested in investments in Poland.

Polish companies interested in contacting potential Norwegian
investors or professional societies can direct their requests to:
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Lars Chr. Lindstad, Commercial Secretary, Norwegian Trade Council,

u. Fr. Chopina 2 A, PL-00-559 Warszawa; telephone: 29 09 36; fax:
28 0% 38; telex: 813738 nora pl.

Norwegian investments in Poland have been financed either through
international funds or through private capital investments. There
is a Jjoint Scandinavian bank representative in Warsaw. That
address is: Scandinavian Banking Partners, Warsaw Representative

Office, Jana Pawla II 73, 01-038 Warszawa; telephone: 38 10 40 and
38 42 02; fax: 38 42 02.
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Thailand
First Secretary: Charnvit Buathongchan

Experience With Privatization:

As businesses in Thailand have always been privately run, Thailand
has no real experiences with privatization (with the exception of
public utilities and a few other large state-run enterprises).

Contacts, International Eggeriences:'

Thailand would very much like to invest in Poland. In November
1991, & Polish delegation visited Thailand. Thai investors are
extremely interested in the ©Polish textile industry and
representatives from 17 Thai companies will be attending the faire
in Poznan in March 1992. Thai investors are actively looking for
cpportunities in Poland. They would like to find partners and wish
to invest in manufacturing and in privatization.

The Thai chamber of commerce organizes groups of interested
investors. CP Intertrade, a Thai trading company which has
branches in the United States, China and Portugal, is planning to
visit Poland and is interested in investing here.

Thai companies express concern about the unreliability of Poland’s
banking system. The Polish bank PKO has, however, signed an
agreement with the Thai Military Bank in Bangkok in order to
encourage international business between the two countries.
Potential Thai investors are also very worried about the Polish tax
laws and are uncertain about their ability to transfer their
profits back to Thailand. In Thailand, they say, there are many
more incentives for investors than there are in Poland and the tax
laws are such that foreign investors can be sure that they will be
able to keep their earnings. In Poland, on the other hand,
investors do not feel comfortable with or certain about the laws
governing taxes and the transfer of profits. Furthermore, high
rents in Poland (particularly Warsaw) have discouraged both
wholesalers and potential investors.

Thai companies have expressed interest in investing in textiles,
agriculture and construction in Poland. Vovoidship officials can
directly contact the Thai Chamber of Trade and Commerce in Bangkok
with inguiries and offers. That address is: Board of Trade of
Thailand, 150 Rajbopit, Bangkok 10200, Thailand; phone: (66 2) 221-
0555, 221-1827; fax: (66 2) 225-3995; telex: 8430393 BoT TH.
Vovoidship officials can also communicate through the Thai embassy
in Warsaw. The contact there is: Charnvit Buathongchan, First
secretary, Royal Thai Embassy, ul. Staroscinska 1 B m. 2-3, 02-516
Warszawa; telephone: 49 26 55, 46 64 14, 49 47 30, and 49 14 06.
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] Korea
Director Korea Trade Center: Jang-Kyun Kim

Experience With Privatization:

Korea was occupied and controlled by Japan for 36 years. When
Japan was defeated at the end of World War II, it withdrew from
Korea and the ownership of Korean companies and interests. At that
time, Korea was not very developed economically and produced very
few consumer goods and no high technology. With economic and
military aid from the United States (totalling $2 billion and $8
billion respectively), Korea sought to rebuild and expand its
economy .

Korea's success has largely been due to hard work. The main focus
of the Korean program was: self-help, diligence and autonomy for
the workers. Koreans sought to become internationally competitive
and stressed global involvement in their efforts. 1960 marked a
turning point in Korea‘'s economic development.

Contacts, International Experiences:

Korea would like to stimulate economic activity involving small and
medium~sized businesses. Korean companies have already invested in
several joint ventures in Poland including companies which produce
paper pads, personal computers, chemicals, and televisions. Korean
investors have already spent approximately $20 billion in Poland
and other investments are still in the process of being negotiated.

A survey of Korean investors in November and December of 1991
showed that Koreans found conditions for investment best in
Hungary, next best in Poland and worst in Czechoslovakia. Koreans
cite geographical advantages to investing in Poland: it opens up
the wvaried markets of Germany, the former Soviet Union,
Czechoslovakia and the Middle East to them. Polish workers, they
add, are well educated and highly trained while salaries in Poland
are comparatively low, providing further impetus for potential
investors. However, investors consider all possible international
investments before deciding upon Poland, and, Jang-Kyun Kim
stressed, there is a great deal of competition from other countries
to pull potential investors away from Poland.

Potential investors from Korea are concerned about the current tax
laws in Poland which, from their perspective, often do not leave
them a large enough profit margin to make financial activity here
worthwhile. They also express unease with the trade unions and the
problems and unrest these have been perceived to be causing.
Furthermore, Korean companies find that Polish production lines are
often not well organized and would require a large capital
investment to become more streamlined and efficient. The banking
system in Poland has also caused Koreans much frustration and they
have expressed concern about guarantees and the transferability of
money. Banks must additionally improve their services in order to
please the Korean customer who currently finds them inefficient and
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rude. Finally, Koreans worry about government and ministerial
stability and. continuity and complain that frequent changes and

inconsistent policies could adversely affect Polish economic reform
efforts.

Korean companies have expressed an interest in investing in the
following small and medium-sized plants in Poland: condom and
surgical glove manufacturing, laundry and  toilet soap .
manufacturing, toothpaste manufacturing, detergent manufacturing,
sunflower seed o0il processing, potato starch manufacturing and
processing, P.E. film capacitator manufacturing, oil filter
manufacturing, P.P. woven bag manufacturing, disposable syringe and
needle manufacturing, towel manufacturing, instant noodle, rice
bran oil, bottling (£filling and capping, asphalt mixing, oxygen,
ice making, cold storage, pvc pipe manufacturing, and velcro magic
tape manufacturing. Korean companies have also indicated that they
would like to invest in any kind of machinery.

Vovoidship officials should directly contact Jang-Kyun EKim with
inquires and requests for information and investors and he will
direct them to the appropriate Korean government agencies,
organizations, or potential investors. His address is: Korea Trade
Center, Warsaw, St. Mokotowska 4/6, 00-641 Warsaw; telephone: 25 35
36 and 25 35 47; fax: 25 29 35; telex: 813488 kotra pl.
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Great Britain and Ireland (Northern)
First Secretary (Commercial): Michael A. Corbett

Experiences With Privatization:

Great Britain has had an extremely positive experience with
privatization. The process, initiated in 1979, has produced
dramatic gains for industry, employees, consumers and the citizens
who purchased shares of the companies being de-nationalized.
Furthermore, privatization has greatly increased the efficiency of
resource allocation within the British economy.

In 1979, the government controlled a great number of large
enterprises including: coal, steel, electricity, gas, railways,
docks, canals, trucking, telecommunications, aircraft,
shipbuilding, car manufacturing, oil, and silicon chip production.
The overall performance of most of these industries was poor and in
some cases there were even negative returns on capital.
Furthermore, the political cycle of the government officials
responsible for the companies was much shorter than the business
cycle and thus frequent political changes did not allow consistent
and effective long-term policies to be implemented.

The British financial community at first resisted the proposed
privatization program. Their concerns were proven irrelevant as
ordinary people, whom they thought would not understand equity or
share ownership, responded in an overwhelmingly positive way to the
sales of shares of companies to be privatized. The capital market
in Britain proved to be much larger and more dynamic than the
financial community had thought at first. 1Indeed, privatization
has exceeded the expected capacity of the equity market by L 5
billion.

Additionally, the British experience has shown that by extending
the ownership of companies to private individuals, these people
begin to feel more direct responsibilities to and rewards from the
firms’ activities; this then influences general public opinions and
attitudes. Furthermore, privatization in Britain has freed the
government from its ownership concerns, which had began to dominate
its politics, to pursue more regulatory functionms. No longer
directly invovled in the management of enterprises, the state has
found that it can more effectively protect the consumer and the
electorate.

The British government has continued to participate in endangered
sectors to protect these industries. It has also sought to
maintain certain prices and services through a system of licenses
which stipulate that certain essential services and facilities must
be provided in particular industries even if thelr provision proves
uneconomic.

Privatization in Britain was accomplished through a mixture of
competitive tenders and fixed price stock sales; this system sought
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to appease all types of potential investors as larger companies
preferred tenders while smaller investors generally sought to
purchase fixed-price stocks. 1In order to truly succeed in Britain,
the process of privatization had to be accompanied by educational
and cultural reforms; entrepreneurship had to become something that
was no longer frowned upon and students needed to be able to learn
about the principals and practices of a market economy. Also
important to the British experience were: special provisions made
to encourage employees to purchase shares of their companies,
readily accessible and easily understandable information about the
process, a clear understanding of how prices were determined, and
effective and broad publicity of both the process itself and the
companies which were for sale.

Contacts, International Experiences:

There are currently two schemes by which the British government
seeks to encourage investment in Poland. One involves a pre-
investment feasibility study (PIFS). British companies bear up 50%
of the cost for these studies up to L 550,000. The second scheme
organizes the training of investment personnel once the investment
has been made. The Polish partners can be trained and learn
British know-how either in the United Kingdom or in Poland. Thus
far, many feasibility studies have been undertaken but few have led
to actual investments in Poland.

British investors are concerned that the instability and
uncertainties of the Polish government pose too many risks to make
undertaking an investment worthwhile. Some are choosing to go to
Hungary and Czechoslovakia where they feel the investment climate
is better and the governments are more stable and consistent.
Once in Poland, British firms worry that the ground rules and
legislation will change and that they will find themselves dealing
with different people, policies and economic conditions than those
under which they chose to invest in Poland. Additionally, the
British complain that valuations in Poland tend to be arbitrary and
opaque and they are dubious about the process of determining the
final sum. Furthermore, potential. British investors cite an
overwhelming Polish bureaucracy as another obstacle to realizing
potential projects in Poland. The tax rates in Poland pose yet
another hinderance for potential British investors.

There are strong historical and cultural ties between Britain and
Poland (not to mention a large Polish emigre community living in
England) and thus British investors have continued to come to
Poland. However many more would come, Corbett explained, if there
were not so many disincentives for investors here. So far, British
companies have invested in 170 joint ventures in Poland, mostly in
small companies, but in some medium-sized enterprises as well. New
British investors generally look to the Warsaw region (although
Corbett encourages them to seek opportunities elsewhere as well).
Usually British firms do not have a problem identifying potential
Polish partners as they often will have met representatives of
these Polish companies at exhibitions and gatherings in the U.XK. or



ol Eum I

- .

\
. EE - e OE E
]

%

Poland. Trade missions are another popular means of establishing
international contact.

British companies have expressed interest in the following sectors
in Poland: agricultural machinery, food packaging, food processing
(at the small and medium-sized level}. British firms would also
like to use Poland as a manufacturing base for less sophisticated
technology.

There are various regional development organizations within the
U.K., in Northern Ireland, Scotland, and Wales, for example, which
seek to bring outside investors into the regions. Polish
vovoidships could establish contact with these regional boards. The
Northern Ireland Development Board, for example, sends a trade
mission to Poland annually. Corbett might be able to get us the
names and addresses of these contacts.

Vovoidship officials c¢an also contact Michael Corbett with
inquiries and requests. His address is: British Embassy, Aleja Roz
1, Warszawa; telephone: 28 0 01/5; fax: 21 71 61; telex: 813694
Prod Pl.
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Colombia
Ambassador: Carlos Bula-Camacho

Experience With Privatization:

Colombia is going through a pericd of economic opening. There are
two branches to this process: the elimination of taxes on imports,
and privatization of banks and large industries.

Colombian banks were nationalized in 1982-83. They are now being
reprivatized with the idea that the Colombian government will
retaln control over the central bank and two or three specialized
banks but that the rest will be turned over to private owners.

According to the ambassador, privatization in Colombia is not the
result of political changes or the pressure of any particular
group; rather it represents a pragmatic solution to the general
economic situation in the country and the world. Colombia hopes to
proceed with privatization under good or at least normal economic
conditions, Bula-Camacho stressed, not in panicked times when
companies might be undervalued or sold too hastily.

Colombia has not employed a system of public auctions in its
privatization efforts. Rather, stocks in the various industries to
be privatized are sold to competitive bidders. Foreign investors
are also permitted to purchase stocks in Colombian companies.
Firms may not be sold to a single investor, however. Colombia has
thus created a stock market for its privatization program.

Colombia has only undertaken the privatization of large industries,
Bula-Camacho commented, as there is no perceived interest in the
private purchase of medium or small enterprises. 1In some sectors,
such as public communications, actual privatization may not occur
but state monopolies will be eliminated.

In Colombia, public and governmental opinion is deeply divided over
the issue of privatization, and this has posed problems for the
process. Critics of privatization fear that the process will
unnecessarily cost the state great sums of money as well as future
revenues. They are also afraid that money which has been invested
in state-owned companies for many years will simply be lost.

Contacts, International Experiences:

The ambassador expressed great interest in receiving information
about our project and in becoming part of a privatization network.
He also hoped that we could meet with the a Colombian coffee
exporter who is coming next month in the hopes of expanding his
European market to Poland.
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Brazil
Commercial Attache: Cesar Leiti

Privatization Experience:

Brazil has joined its Latin American neighbors in initiating the
process of privatization. Brazil has a fairly large program,. but
it has not proceeded at the same level or speed as Mexico’s
program. Brazil has privatized some big and successful companies
with success. Most of the investors have been Brazilian, not
because there is an anti-foreign attitude in Brazil but rather

because some Brazilians have both the money and the desire to
invest in their own country.

Leiti cited the example of a steel company which was recently
auctioned for $1.4 billion, of which 90% was Brazilian money. This
is because the firm is profitable, Leiti says, citing a net gain of
$300 million in the process. The only foreign investor which has
bought a large amount of Brazilian company holdings has been Japan.
Although foreign investors are unsure of Brazil’s political and
economic stability, Leiti says that they stand to gain much through
Brazil’'s capital market which offers interests of 30%.

The Brazilian government has accepted junk bonds in the process of
privatizing industries. The government has thus issued, against
its debt, papers which can be used in auctions. 1In this way, some
Brazilians have become creditors of the Brazilian government and
debt has been used to fuel the privatization process.

Most banks in Brazil are private with the exception of a
central/national bank, the Banco de Brazil, which is owned by the
government, and some state-owned banks (i.e. Sao Paulo, Rio)

The Brazilian government initiated its privatization efforts in
order to trim a rather large and heavy bureaucratic structure. It
has tried to sell companies that are doing well financially. Those
companies that are not doing well financially and which undergo
privatization, Leiti said, can be bought for very good prices. In
some cases, federations of workers of a company, such as a railroad
company, will buy the company despite its financially guestionable
state. They do this in the hopes that by thus personalizing the
company they can invest large amounts of time and effort into
making it profitable. There is talk that Brazil may privatize its
oil company which has been state-owned since the late 1940s. The
government has been privatizing all sorts of companies, regardless
of size, as well as property. Most of these are being sold on the
stock market,

Contacts, International Experiences:

Two Brazilian companies are interested in possible joint ventures
in Poland. The first is a tobacco exporter, a branch of BAT, who
comes to Poland to visit often and is looking to export Hollywood
cigarettes. The second is a food packaging industry whose



representatives will wvisit Poland at the end of February.
Brazilian companies hope to use Poland as a point of departure for
the huge, still undeveloped markets of the former Soviet Union.
They also see Poland as a convenient place from which to reach
other East European markets such as Czechoslovakia, Hungary, and
Bulgaria.

Brazil has the third largest community of Polish people outside
Poland, after the former Soviet Union and the United States. Poles
are active in all arenas of Brazilian life. Two Polish-Brazilian
chambers of commerce, one in Rio and the other in Parana, have even
been created in order to boost commercial and financial ties
between the two nations. Brazil is also Poland’s second biggest
creditor in the Club of Paris where a Brazilian delegation recently
renegotiated Polish debt.



. Germany
Commerclal Attache: Dr. Bernd von Muenchow-Pohl

Experience With Privatization:

In the former GDR, most privatization is done through a shopping
list system where potential investors look through catalogues of
companies, listed by cities and sectors, and obtain statistics
(number of enmnployees, etc.) about the companies. Interested
investors can then contact a regional office to request more
information about the companies.

Germany has used public auctions to privatize companies. The
companies which have been auctioned have been bigger companies with
larger assets. These companies have been advertized in
international papers before they were auctioned. Auctions,
however, are the exception rather than the rule and most small and
medium sized businesses, including those broken from conglomerates,
are bought off the shopping list.

The majority of former East German companies have already been
sold. Some issues have arisen during the sales of these companies,
including the problem of environmental clean-up and responsibility.
Germany established a precedent by forcing an East German company
to clean itself up ecologically before privatization so that the
purchasers would not have to deal with this liability and
responsibility.

Most privatization decisions are made through the Treuhandanstalt.
The fifteen branches of this can have significant input on certain
issues, particularly pertaining to their localities, however final
decisions are made more centrally.

Contacts, International Experiences:

German investors have been extremely <frustrated by the
indecisiveness and uncertainty of Polish government policy. When
faced with enough obstacles, these investors, he said, are turning
away from Poland to Czechoslovakia and Hungary where they are not
encountering bureaucratic and political problems of this magnitude.

The high turnover rate in the Polish government and in the
vovoidships leaves German investors uneasy; they are never certain
that the person that they are dealing with presently will still be
in the same position in two or three months or that the policies
and attitudes of the officials will be constant. The Germans are
also frustrated that the top level Polish managers and officials
have not set out a clear, discernable or constant policy or
methodology regarding privatization. The illogical and, from the
German perspective, unreasonable, way that Polish firms are being
appraised create yet another roadblock to privatization. vVon
Muenchow-Pohl emphasized that the Poles must come to understand
that there is competition among various countries and interests for
investors and that they will eventually lose out if they do not
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work hard to change these glaring problems.

Von Muenchow-Pohl thought that direct contact between vovoidship
officials and local German officials could be beneficial to all
parties involved. He debated the various options for levels and
bodies of Germans to contact, including: chambers of commerce
(which he thinks are the ideal patrons for the vovoidships),
regional offices, big-city or state-level authorities, trade
unions, and the umbrella organizations for business associations
and chambers of commerce located in Bonn and Cologne. He added
that several German cities already have established links between
their chambers of commerce and those of Polish cities. He gave the
example of a Krakow-Muenster cooperative effort which basically
provides people in Krakow with professional training. However, he
said, groups and officials have not yet been brought together on a
vovoidship level.

Von Muenchow-Pohl seemed to like the idea of bringing a few select
Polish vovoidship officials to Germany to meet with local German
officials involved in privatization. He said that this must be
done very carefully, however. He mentioned that the politicization
of the proposed German-Polish border development basically killed
the project. For this reason, he said, the Poles must initiate the
request for a visit. Those who participate should speak either
English or German and should perhaps have some things in common
with the German areas and companies they are to- visit. Von
Muenchow-Pohl said he would be interested to put these two groups
together for a few days in order to see what kinds of discussions
arise. Von Muenchow-Pohl continued by saying that it might be
interesting for the Poles to meet with people in former East German
companies as well in order to discuss the types of day-to-day
problems they have encountered. The Polish voveidship
representatives might also meet directly with potential investors
during this visit.
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France
Commercial Attache: Christian Saillard

Experience With Privatization:

France has only attempted to privatize very large companies by
selling the enterprises on the stock market. Because this method
can succeed only if potential investors have confidence in the
companies whose stocks they are buying, the French have only
attempted to privatize firms which are in good financial health.
Salllard said that he would send a request to Paris for
documentation of French privatization efforts.

Contacts, International Experiences:

The French embassy in Warsaw has received many requests from
various Polish companies that wish to initiate joint ventures with
French investors. However, most of these requests are ill-prepared
and not at all thought out; the companies (and sometimes they are
not even companies, just groups or even individual land-holders)
that initiate the requests do not include specific information
about themselves, their productive capacity, and, most importantly
for the French, the place of their product within the general
market. Saillard said that he has never seen a complete request
that would provide a French investor with all the information he
would need and want about a Polish company. Occasionally,
companies which are serious about the request will, when asked,
provide further information.

The French embassy does not know what to do with the inadeguate
information that the Poles have been providing. Saillard has
tried, through various publications and agencies, to distribute
this information to potential French investors, but this has never
produced any results; interested French investors generally come to
Poland and companies and people that do not make the trip do not
seem to respond to information that they receive in France about
Poland.

Proper promotion of investment opportunities in Poland is essential
to increasing French financial interests and ventures in Poland.
The French have created a Center for the Promotion of Investments
(CPI) in Poland and it has been operating in Warsaw since January.
The purpose of the CPI is to centralize and sort through all the
Polish requests for joint ventures and then to try to match the
more serious offers to potential French investors. The CPI thus
serves as & match-making service but does not involve itself
further in the legal or functional aspects of the privatization
process. The CPI is funded by France and its services are provided
free of charge to both the Polish and French companies it seeks to
link.

There is also another agency of this type, the ACIN(?) (Agency for
International Cooperation) which 1is composed of 2500 French
organizations. The most interesting Polish offers have been sent
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to the ACIN directly. However, this has not produced optimal
results largely because the Poles and the French have very
different attitudes towards marketing and production; the Polish
companies are mainly focused on production while potential French
investors seek -good marketing techniques. Also, information about
potential joint ventures in Poland has yet to be put together and
efficiently advertized and distributed to interested French
parties.

The fipancing for French investments in Poland is not easy to find.
Although several large French banks have offices in Poland, these
represent general savings banks which only have small investment
sections. The large French investment banks, on the other hand,
are not very active in Eastern Europe; they have tended to hesitate
rather than involve themselves in this arena as they feel that
Eastern Europe currently presents too many uncertainties,
instabilities and risks. Saillard has been sending a monthly
bulletin to French banks, to 250 selected French executives, which
in two or three pages explains the general situation and
opportunities in Poland. This bulletin has never produced any
further inquiries or investments.

French companies are hesitant to invest in Poland for wvarious
reasons. For example, many companies have preferred to concentrate
their attention and investments within the European Economic
Community. Also, the French perceive enough political instability
and inconsistency in the Polish government to deter them from
actively pursuing joint ventures. The French encounter additional
problems when they try to get adequate information from and about
-vovoidships. Finally, big French investors generally take a lot of
time to evaluate the situation in a particular country and/or
company before investing.

Mailings, have not proven an effective or efficient way of
contacting potential French investors. Neither does Saillard think
that contacting French chambers of commerce would be worthwhile as
they are too numerous and their work does not generally correspond
to or overlap with that of Polish vovoidship officials. any
studies undertaken by the French of proposed privatization efforts
in Poland must be concretely supported--and indeed inspired--by a
actual company and interest. The French government did a few
studies in the past which bore no real fruit and it has decided to
limit itself now to studies which in its estimation will lead to
concrete results. Real enterprises that know and can judge the
market, and not just consulting firms, must also be involved before
a study can be initiated.

Saillard expressed a great interest in meeting with us again after
we have finished our embassy visits to learn about what other
countries are doing and to talk about the implication of the
information we will have obtained. He also agreed to attend a
meeting/reception with vovoidship officials in order to establish
more direct local ties.



Chile
Commercial Attache: dr. Alfredo Lastra Norambuena

Experiences With Privatization:

After the 1973 coup d’etat, Chile implemented a large-scale
privatization program. Privatization was accomplished rather
swiftly as the previous owners of small companies which had been

given to the workers under the Allende government simply reclaimed
their property and their businesses.

Larger companies, such as copper, underwent a slower process of
nationalization and were privatized with relative ease by selling
shares on the stock market. Some of the previous foreign owners,
such as ITT (the telephone company) and American copper investors,
returned to reinvest in their former Chilean interests. Because
the banking system worked well and the firms had been nationalized
slowly, the values of the companies were easily determined and
well-known and privatization proceeded relatively smoothly.
Indeed, most formerly state-owned enterprises were in private hands
within six months.

Contacts, International Experiences:

Chileans are wondering why they should be interested in investing
in Poland. They do not rule out activity here, but need to be
convinced that opportunities here present them with potential
advantages.

A private Chilean Trading Company had been operating in Poland but
it closed down and left a month age. Further information on this
company and its reasons for leaving should be forthcoming.

As Chile is doing well economically, Chilean companies have begun
to look toward expanding their efforts in international endeavors.
Chilean companies tend to invest internationally in their own
sectors and similar businesses or in complementary enterprises.
For example, Chilean companies have invested in paper mills and
supermarket chains in Argentina, in printing in Brazil and in
computer software in Peru and Mexico. They might be interested in
investing in agriculture and agro-industries in Poland.

Potential Chilean investors are worried about the Polish banking
system and the obstacles it presents in such areas as transferring
money and obtaining letters of credit. Potential investors are
additionally worried about labor legislation and the power of
unions in Poland. They also express concern about Polish tax laws
and distribution networks.

Vovoidship officials can address inquiries, offers, and requests to
dr Alfredo Lastra Norambuena, Doradca Handlowy, Ambasada Chile, ul.
Morszynska 71B, 02-932 Warszawa; telephone: 642 63 73 and 40 90 41;
telex: 814542 emnch.



Canada
First Secretary (Commercial) and Comnsul: Lynda E. Watson

Contacts, International Experiences:

Canadian companies do not usually express an interest in investing
in Poland. Rather, they first come to Poland to do business here
and, once in Poland, decide to invest.

Both the potential Canadian investors and their Polish partners or
interests are generally naive and ill-informed at first. The Poles
must learn about the market place and western business customs,
tocls, and sources of help, and the Canadians have a lot to learn
about the actual conditions and situation in Poland.

Most Canadian firms are somewhat successful in the end. Only
straight exporters tend to leave Poland when they find that they
cannot accomplish what they had intended. Other companies tend to
look for new methods and approaches to solving their problems and,
once they have invested a considerable amount of time and effort in
Poland, are reluctant to simply walk away from a frustrating
situation. The process can be long, however, taking a minimum of
one and an average of two years between the first naive Canadian
visit to Poland and the final signing of an agreement. Most
Canadian investors successfully identify their Polish partners
through persistant investigation of various avenues for
professional contacts including agents, trade journals, word of
mouth, magazines, networking, and foreign trade organizations.

Canadian companies have shown an overwhelming interest in the
construction sector in Poland. Construction accounts for at least
50% and as much as 75% of Canadian joint ventures and semi-
permanent partnerships in Poland. Canadian firms interested in
construction do not always seek alliances with other firms and will
often pursue partnerships with city governments and municipalities
where they deem this more appropriate and effective.

Canadian companies involved in construction in Poland have learned
to distrust Polish contractors as they found a lack of cost or
guality control among the contractors. However, Canadian investors
have found individual Polish tradesmen to be gquite gualified.
although the process of construction in Poland takes much longer
than it does in Canada due to a lack of money for materials,
problems with management and scheduling, and unforseen obstacles.
Furthermore, some Canadian companies trust local materials and
individuals while others prefer to import.

The greatest impediment for Canadians doing business in Poland is
the attitude of the Polish staff--even at the managerial level.
Canadians have become frustrated because their Polish counterparts
have not been educated about the workings of a marketplace or the
roles and responsibilities of producers and consumers in a free
market economy.
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Canadian retirees who worked at the senior president and vice
presidential levels in Canada can volunteer to participate in the
Canadian Executive Overseas Services Program which places them in
Polish companies that have requested such advise and assistance for
up to three months. The 72 volunteers who have served in Poland
thus far have encountered extreme difficulties with Polish business
attitudes. They become frustrated as the business plans they
develop are ignored and as only after their three month terms are
ending do they find the people with whom they work ready to begin
considering how to implement the advise or business plans that the
volunteers have been giving. Fifty more volunteers are expected to
come to Poland in the near future.

Questions of ownership also pose serious problems for potential
Canadian investors who have begun to feel that privatization is
being held up on a political level; they have begun to guestion the
dedication of the Poles to privatization as they feel that politics
have begun to distract officials from the real issues at hand.
Potential investors in Poland have begun to look to Hungary and
Czechoslovakia where they perceive more consistent policies and
clear commitment to privatization. At the local level, Watson
emphasized, privatization is not always controlled by the federal
government and could proceed in a more rational, constant manner.

Canadian investors have also expressed frustration that vovoidship
officials who have the authority to negotiate taxes or to write off
paper debt have not taken the initiative to do so. Vovoidship
officials, the Canadians feel, should evaluate thelr priorities
and, when it is within their power to do so, create incentives
rather than disincentives for potential investors.

There is a distinct lack of proper marketing skills in Poland, the
Canadians have found, and rather than simply "offering" goods and
companies for sale producers must learn to take the action and
initiative to "sell" +to increasingly demanding and critical
investors and consumers. A service mentality is missing in Poland,
and this has adversely affected relations with foreigners in every
domain and at every level. Furthermore, the lack of good
information on opportunities in Poland has hindered potential
Canadian investors and they have begun to think that the Poles are
withholding or disquising information, an idea which is totally
unacceptable in the western business world.

Prices 1in Poland seem arbitrary and unreasonable to Canadian
businessmen. This is improving, but the Canadians stress that the
Polish people must come to understand the implications of supply
and demand curves in order to determine fair market values.

Watson provided examples of Canadian economic development
corporations and industrial commissions whose job is to package and
sell their cities and regions. She emphasized the importance of
public relations skills and of highlighting comparative advantages.
Good information is attractive, anticipates questions well, is
translated into several languages, and provides data which are



relevant to target groups. Canadian business people want to know
more information about Polish vovoidships and cities than is
currently provided. For example, they would like to know what kind
of services are available, what companies’ business plans are, what
these companies intend to do, and what the opportunities and
advantages of these enterprises in this region are. Watson
emphasized that Polish firms and wvoveoidships should actively
recruit investment rather than simply offering to accept it. One
particularly interesting example Watson provided was a Canadian
city which gave one-page well-designed summaries of industries
currently seeking foreign strategic partners and the kinds of
investors they wanted. These companies marketed themselves much in
the same way that a person looking for a job would sell him/herself
on a curriculum vitae.

Investors, Wwatson said, like to deal with people who seem to
understand their interests and concerns. Furthermore, they are

more likely to pursue opportunities with people they feel share
their attitudes and ideas.

Watson suggested that some people from Pcland spend a few weeks
with Canadian development corps staff in order to learn about how
Canadians promote their cities and attract foreign investment.

Canadian companies have already expressed interest in the following
sectors in Poland: telecommunications, environment (particularly
equipment), food processing and packaging, and energy.
(conservation, o0il and gas exploration, processing, enhancement,
methane, coal). They have also expressed fragmented interest in a
variety of industrial matters and consumer products. Canadian
companies have also shown an interest in pulp and paper and steel,
but industries in these sectors are hard-pressed world-wide. But,
Watson emphasized, there are opportunities for Canadian investment
in every sector.

A significant number of Canadian investors are individuals rather
than companies, some of whom--but not all--are of Polish decent.
Rarely do Canadians seek to simply buy Polish companies as they
hope to use Polish partners to better access the Polish market.
However, if there are enough disincentives to foreign investment
and business participation, this situation could change.

Polish firms interested in hosting a Canadian volunteer should
contact: Anna Jancewicz, Canadian Executive Services Overseas,
Representative in Poland, ul. Wspolna 37/39 m. 16, 00-519 Warszawa;
telephone/fax: (22) 21 90 92.

Vovoidships could send information, requests and offers to:
Investment Canada, P.0. Box 2800, Station "D", Ottowa, Ontario,
Canada K1P6A5. They could alsc send information directly to Lynda
Watson at: Canadian Embassy, ul. Jana Matejki 1/5, 00-481 Warsaw;
telephone: 29 80 51; fax: 29 64 57; Telex: 813424 CAA PL. Watson
emphasized, however, that she has neither the money, time nor
resources to provide companies with a match-making service.
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Vovoidship officials interested in learning more about Canadian
regional promotional techniques should contact: Industrial
Development Association of Canada (IDAC), 1645 Pierre Place,
Mississauga Ontario, L5J3G6; telephone: 416-822-9771. 350
communities are members of this association.



Argentina
Commercial Secretary: Carlos J. Albisetti

Experiences With Privatization:

Argentina began its privatization program at the end of 1989. By
the end of 1992 or the beginning of 1993, it expects to have
privatized all of its large federally owned companies. State and
local governments also own smaller companies and these too are
undergoing privatization albeit a bit more slowly than the large
federal concerns.

Large companies have been sold on the Argentine stock exchange to
both domestic and international investors. Albisetti provided the
example of the southern Argentine telephone company (there are two
national companies) of which 60% of the capital was put into a
holding company and sold through international bidding (to Citibank
and a Spanish company), 10% was sold to the employees, and 30% was
offered for international bidding in December, 1991, The base
price of the stock of this company had tc be augmented as they
found there was a greater demand than expected for shares of this
company.

Shares of large federal Argentine companies have been offered on
the stock exchanges in New York, London, Chicago as well as in
Argentina. There is an Argentine investment fund on the New York
stock exchange. Argentine enterprises have also been successful in
attracting institutlional investors from the United States.

There has been no opposition to foreign investment in Argentina and
indeed the government has been actively soliciting it. The
Argentine government has decreed that all bidding must include a
foreign operator in order to ensure proper management and that the
service that the company provides really will improve after
privatization. In all cases, however, foreign investment in
Argentina involves domestic concerns (joint ventures, etc.) and is
not simply the purchasing of Argentine capital and companies by
international interests.

Argentina has supplemented its economic process of privatization
with a political process of changing regulations and the control of
certain sectors. Changes in ownership alone, Argentines believe,
will not make a difference if regulations are not changed as well.

Argentina has tried to use revenues generated through its
privatization process to pay off its foreign debt. Indeed, most
foreign investment in Argentine companies has involved the purchase
of titles of foreign debt.

State and municipal governments have undertaken small-scale
privatization of energy, water and service sectors, These
companies are sold through public auctions rather than through
direct negotiations. The Argentine federal government must approve
both the initiation of the privatization process for a particular
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firm and the final investment deal. As the parliament is dubious
about direct negotiations, public offerings have proven a more
politically viable solution to privatization.

Argentina does not have a problem with unemployment, which has
greatly eased the process of privatization. Indeed, if the
Argentine economy continues to grow, the business community
estimates that it will need to begin importing labor within the
next year or two.

Contacts, Intermational Experiences:

As Argentina has been involved in a large privatization program
itself and has been competing to attract international investors to
its own program, Argentine investors have not been active in the
Polish market. There have, however, been two very successful
Argentine investments in Poland in firms which sell cars through a
system of prepayment.

Viewing Poland as a good opportunity to gain access to the
expanding European Community market, Argentine companies could
potentially become interested in investing in Polish companies.
Argentine investors would probably be most interested in the food,
pharmaceutical and medicine sectors.

Argentine investors do not find bureaucracy or inflation in Poland
particularly daunting. In Argentina the situation is quite similar
and companies have simply adapted and learned how to operate under
such conditions. The lack of available office space, particularly
in Warsaw, has posed a large problem for Argentine investors,
however.

There is a large Polish community in Argentina and 200,000-300,000
Argentine citizens are of Polish decent. There is a very active
Argentine-Polish chamber of trade which represents powerful private
interests. Its address is: Camera de Comercio Argentino-Polaca,
Cordoba 632, 8 p, (1054) Capital Federal; fax: (541) 112924; telex:
23818.

Other organizations that vovoidship officials could contact
directly in Argentina with questions, requests and offers include:
Union Industrial Argentina (Argentine Industrial Union), Av. L.N.
Alem 1067, Capital Federal; telephone: 313-2012; and Sociedad Rural
Argentina (Rural Society of Argentina), Florida 460, Capital
Federal; telephone: 322-3431.

Albisetti, the Argentine commercial secretary, can also be
contacted directly. His address until approx. May, 1992 is:
Argentine Embassy, Commercial Section, ul Zgoda 6, Warsaw;
telephone: 27 83 42 and 26 80 31 ext. 235; telex: 817560 cone pl.
After May 1992, his address will be: Argentine Embassy, ul Jana
Styki 17, Warsaw; telephone: 17 60 28/9; fax: 17 71 62.

Albisetti also provided a long 1list of chambers of commerce
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representing various sectors in Argentina with which vovoidship
officials could establish direct contact.
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Morocco
Counselor: Abedllatif Saadi

Experience With Privatization:

Morocco adopted a new law on privatization in April 1989. 1In 1950
it adopted rules for applying this law and prepared a list of
companies to be privatized, however it has not yet commenced with
the actual process of privatization. Morocco intends to privatize
mainly large, state-owned companies. The government plans to
Tetain control over certain strategic sectors including railroads,
airplanes, phosphate and energy.

Morocco has wused the British example of privatization in
formulating its own nascent program. Most large state-owned
companies will probably be privatized through the selling of their
shares on the stock market.

Morocco 1s open to foreign investment but has not been actively
soliciting it.

Contacts, International Experiences:

Moroccan companies have not yet expressed any interest in investing
in Poland. As Morocco needs capital itself, it has not been able
to export any except to a few African countries for mainly
political reasons. Furthermore, the Moroccan government controls
foreign exchange and must approve international transactions.

Saadi did not entirely rule out the idea of eventual Polish-
Moroccan joint ventures. However, the lack of information on the
part of both the embassy and potential Moroccan investors pose
great obstacles. Moroccan companies, if provided with enough
information, could become interested in the following sectors:
textiles, agriculture and food industries, machinery, metallurgy,
electronics, tourism, chemistry and phosphate based-products.

-
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Ireland
First Secretary: Mairtin O’Fainin

Experiences With Privatization:

Ireland still has a significant state sector. In the past ten
yvears, only two major state enterprises, a life insurance company
and & sugar company, have been privatized. There is no public
policy for privatizing the rest of the state sector. Ireland’s
state-owned companies have been significantly restructured,
however, and operate commercially without subsidies. The political
climate in Ireland currently urges reconsideration of the potential
merits of privatization for the nation’s economy.

Since the 1950s, Ireland has aggressively sought foreign
investment. The Industrial Development Association has worked to

create an environment which is very attractive to foreign
investors.

Contacts, International Experiences:

Irish firms have not yet expressed a great interest in investing in
Poland. The sectors that they might find most attractive and/or
interesting for future investment include general food processing
and the meat and dairy industries. Large Irish companies have
visited Peoland to research investments in these areas. Dairy
investors, however, found that Polish companies were inefficient
and needed much restructuring.

Irish companies were initially interested in investing in Poland in
order to prevent Poland from posing a threat to Irish agricultural
products in the EC market. However, after initial research showed
the inefficiencies of Polish enterprises, the Irish were reassured
that in the short and medium term Poland would pose no threat to
them on the EC market and that in the longer term investments would
not be worthwhile either.

Ireland has traditionally exported service companies. One such
company has been set up in Poland to sell, through a Polish
subsidiary, astro satellite system equipment which has been
manufactured in Great Britain and Ireland. There are significant
numbers of Irish consultants in Poland, including a 20 person
restructuring team. Irish professionals are also working in Polish
agricultural extension, training, and unemployment policy. Two
Irish banks have also established links in Poland. "~ One has set up
a management team in Poznan and might possibly invest in the Polish
bank there as well.

There are very few multinational Irish firms which invest overseas.
Thus far, these companies have not expressed an interest in
investing in Easter Burope. Bureaucratic obstacles and a general
uncertainty about the political and economic stability of Poland
have made these potential investors hesitant to initiate any
projects. O'Fainin said that he has received may calls from people



asking about the changing Polish attitudes towards foreign
investment and what they perceive to be increasing nationalist and
isolationist tendencies in the new Polish government.

O'Fainin provided a list of Irish companieg which are members of
the Ireland Poland Economic Association. Other useful addresses
include: Confederation of Irish Industry, Confederation House,
Kildare Street, Dublin 2; telephone: (01)779801; fax: (01) 777823;
telex: $3502. The Chambers of Commerce of Ireland, 7 Clare Street,
Dublin 2; telephone: (01) 612888; fax: (01) 766043; telex: 90716.
Industrial Development RAuthority, Wilton Park House, Wilton Place,
Dublin 2; telephone: (01) 686633, 688444, 602244; fax: (01) 603703;
telex: 93431.



South Africa
First Secretary Trade: Riaan Le Roux

Experiences With Privatization:

South African industrial development was accomplished through the
active involvement and direction of the state. The government
decided to privatize some of these industries in order to free up
resources for more pressing human concerns such as the severe
shortage of housing in South Africa.

Some of these privatization efforts have been extremely successful.
The media and public have largely supported the idea of

privatization and consumer confidence has been high. The 1988
privatization of the state steel company, for example, was two
times oversubscribed. South Aafrica has tried to 1limit its

privatization efforts to companies which are in good economic
health and can weather the first difficult years without the
protection of the state umbrella. The basic philosophy behind
South African privatization has been to privatize only when an
effective organizational gain is expected; South Africa has sought
to avoid simply transferring public debt to the private sector.

Contacts, International Experiences:

Although South Africa is searching for investment and the country
is not an exporter of capital, there are some South African
companies which are very interested in investing in Poland. South
Africans see Poland as a spring board for access to markets within
the European Community, Middle and Eastern Furope and the former
Soviet Union. They fear that the EC will turn Europe into a
fortress and they hope to sectife continued access to this citadel
through strategic investments.

South African companies are mainly interested in manufacturing and
services. One South African company has bought a small factory in
Poland which manufactures fire extinguishers. South African
investors might also be interested in the after sale servicing of
equipment, particularly mining machinery, and domestic appliance
and security equipment manufacturing. At the Pozran faire last
yvear, South African companies expressed an interest in assembling
appliances in Poland from heavy parts produced in Poland or Europe
and more sophisticated teclinology imported from South Africa. One
South African country is looking to initiate a joint venture with
a manufacturer of mining equipment 140 km from Warsaw which it
could then use as a base to serve the rest of Europe.

Thus far, South African companies have not encountered any great
difficulties in investing in Poland; rather they have found that a
great desire to initiate projects here and the persistence to do so
has helped them find solutions to any bureaucratic or other
problems involved in initiating projects. -In fact, the deal for
the fire fighting equipment factory took only two months to

complete. However, South African investors have found the Polish
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banking system to be quite limiting.

Le Roux would like to bring representatives of small businesses in
South Africa to Poland to investigate possible joint ventures.

Interested vovoidship officials could contact Riaan Le Roux
directly at: South African Embassy, ul. Belwederska 18 A, 00-762
Warszawa; telephone: 41 55 01, 41 87 28, and 4t 89 61; fax: 41 99
85. For information on major industrial projects, venture capital
and promotion in South Africa, wvovoidships could contact:
Industrial Development Corporation of South Africa Limited, 19
Fredman Drive, Sandton, P.O. Box 784055 Sandton 2146, Republic of

South Africa; telephone: (011) 883-1600; fax: (011) 883-1655;
telex: 4-27174 SA, 4-27201 SA., -
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Finland
Commercial Counsellor: Juha Metsantahti

Experiences With Privatization:

Most Finnish companies have always been privately owned. A few

large national companies have been sold on the stock exchange to
private investors.

Contacts, International Experiences:

Approximately 50 Finnish companies have already invested in Poland.
Many of these are representative offices for firms in Finland but
some are also joint ventures. Only one Finnish company has invested
in privatization in Poland. Finnish firms have thus far invested =&
total of $2.9 million (USD) in Poland.

Finnish companies have expressed considerable interest in
participating in Polish privatization. However, after experiencing
great obstacles and problems with investments in the former Soviet
Union, Finnish firms have become cautious and skeptical about
investments in Poland. Finnish investors experienced in the former
USSR experienced great difficulties in determining the owners of
companies to be privatized and in deciphering what the actual laws
on privatization were. They also experienced great frustration in
trying to secure approval from the appropriate ministries and
generally in trying to sort through a ubiquitous, overlapping and
confusing bureaucratic structure. Some Finnish firms found that
once they sent money to the former Soviet Union, as a consequence
of the forementioned problems, they had no company to show for
their investment and no way of retriewving their money.

Finnish companies, due to linguistic and cultural ties, have been
shown a greater interest in investing in Hungary than in Poland.
However, Finnish investors might be interested in the following
areas in Poland: the food industry, food technology (not yet
available in Poland), medium sized metal works, furniture,
textiles, and large construction companies. Finnish firms have
sometimes found that Polish companies undergoing privatization seem
to have attitudes against the process which befuddle potential
investors. Finnish investors have also experienced difficulties in
obtaining information about which Polish companies are to be
privatized.

There is a databank of potential Finnish investors in Helsinki.
Vovoidship officials could contact Juha Metsantahti directly with
questions and information about this databank or about Finnish
participation in Poland. His address is: Embassy of Finland, ul.
Fr. Chopina 4/8, 00-559 Warszawa; telephone: 29 40 91; fax: 21 60

10; telex: 813731 fintr pl, 814286 finl pl. ‘
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Pakistan
Third Secretary: Ayaz Muhammad Khan

Experiences With Privatization:

In 1990, the new Pakistanl goveranment initiated a program of
decentralization and privatization. The present prime minister of
Pakistan, unlike his predecessors, is & business tycoon who
advocates industrialist policies and privatization. He hopes to
accelerate Pakistan’'s economic development and to wipe out the
vestiges of post-1971 policies of centralization.

Pakistan began privatization by giving a major state-owned
commercial bank back to its previous private owners. More banks
are expected to be privatized in 1992. The government has also
lifted all restrictions to foreign investment in Pakistan and has
created incentives for international business, including assured
transferability of all profits. A number of foreign firms have
already invested in Pakistan, including a large Korean company.

The Pakistani government has asked private citizens to invest the
money that they have been saving in banks in stocks of newly
privatized companies. Thus far, the response to this request has
been overwhelmingly positive; a great deal of capital has been
mobilized, cottage industries have emerged, and people have been
realizing substantial profits. Additionally, private Pakistani
citizens can now invest abroad freely and foreign investors are
able to buy stocks in Pakistani firms. Five new commercial banks
have opened in Pakistan in the process of privatizatiomn.

As Pakistan’s economy is 75% based in agriculture, most of the
privatization and decentralization has occurred in this sector.
Public aucticons which are open to all bidders, including
foreigners, have been used to sell enterprises.

Privatization in Pakistan has resulted in increased productivity
and efficiency as well as increased inflation and unemployment.
Workers have become disillusioned with privatization due to the
consequent increases in unemployment and inflation. The government
has tried to counter these negative attitudes by ruling that
workers should not be fired unless it is absolutely necessary. The
government has also sought to create a set of coherent, effective
industrial labor laws. Trade unions are permitted to operate in
Pakistan within certain legal limits. There has always been
inflation in Pakistan and thus although privatization has
aggravated this situation, it is not perceived to be as serious a
problem as unemployment.

Overall, Xhan esteems that the Pakistani public response to
privatization has been quite positive, despite the social and
economic problems the process has caused. . He noted that
privatization in Pakistan seems to be proceeding more easily than
it is in Poland and that Pakistani people have generally
appreciated the results of a more open economy and the increased
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quality of the products available to them, albeit at higher prices.
Contacts, International Experiences:

There has not yet been any Pakistani interest in investing in
Poland. Potential investors have been wary of the unstable
political and economic situation in Poland and have expressed
uncertainty about the permanence of the changes being initiated.
Pakistani investors have also preferred to stay closer to home and
have sought more cooperation and collaborations with Japan and
Rorea rather than with Eastern Europe. Furthermore, potential
investors feel that as a result of the comparatively small
purchasing power of Eastern Europeans, there is not as much to be

gained here as there is in other parts of the world, including
Western Europe.

Khan said that he has received a few inquiries from Pakistani
companies, but that these were for investments of not more than $2
million. Khan cited several potential obstacles to Pakistani
investors in Poland including: a weak banking system, a
telecommunications system which needs much improvement, a lack of
knowledge on the part of Poles as to the regulations regarding
privatization, unfamiliarity of Poles with international trade
terminology and practices, the language barrier, a lack of
information about opportunities in Poland, and bureaucratic
complexities which create obstacles to establishing joint ventures.



Australia
Senior Trade Commissioner and Commercial Minister: Tony Clegg

Experience With Privatization:

Australia is pursuing privatization at the state and federal levels
in order to increase efficiency and productivity and to lower
government expenditures. The government has ‘adopted a modified UK
model for its privatization program. The program has sought to
sell profitable state-owned enterprises to private investors. This
policy has been quite controversial, however, as the public has
begqun to question the necessity of selling firms which are
generating income within the public sector.

State owned utilities have Dbeen converted into holding companies
before they are privatized. Most companies will be privatized
through the sales on the stock market and the public issuing of
shares. Larger companies have been asked to play a management role
in the process of privatizing some enterprises.

Australia has also been pursuing a general policy of lowering
protections and barriers and in five to ten years it expects to be
one gf the most open markets in the world.

Contacts, International Eggeriences: -

The Australian government has sought to encourage both
international investment in Australia and Australian investment
abroad. Australians view Poland as well-positioned for investment
as it boarders both the European Community and the former Soviet
Union and thus provides access to both of these markets.
Australians also cite a relatively low cost and well educated labor
force, and greater cultural ties than they have to their Asian
neighbors, as other incentives to invest in Poland.

Australian companies have expressed interest in investing in the
following sectors in Poland: telecommunications, mining and mining
equipment, food processing, transportation, and textilles.
Australian firms have already set up Jjoint ventures in
telecommunications and the second largest brewery in Poland is the
recipient of Australian investment.

Australian companies have encountered problems in knowing exactly
who they were dealing with in Poland and who exactly those
individuals actually represented. Furthermore, Australians have
discovered that many Polish people and ministries claim to have
authority that they do not have and that it is difficult to
research and verify the parties who are actually responsible for a
particular deal or decision.

Investors have also complained about bureaucratic obstacles and the
slow decision making process they have found in their dealings with
Polish officials. Furthermore, some Australian firms have
encountered blatant corruption in Polish privatization efforts.
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One example Clegg cited was of an Australian firm which had won a
deal in a fair bidding process and had paid a $2 million deposit.
Only then did the Australian company discover that the Polish
government official responsible for the transaction had resigned
from the government to join a German firm and had taken the project
in question with him. If this happens too often, Clegg noted, the
Polish privatization process will lose its credibility in the eyes
of potential Australian investors.

Furthermore, social issues have troubled potential Australian
investors who do not know how to delicately lay off 30,000
unnecessary employees in order to make Polish companies more
efficient and profitable. The arrangements and responsibilities
for payments to the people who would lose their jobs in such a
transaction are wunclear to potential Australian investors.
Similarly, Australian firms are confused as to what should be done
with unwanted appendages, such as excess trucks or transportation
fleets. 1In Australia, good managers would simply eliminate these
unneeded, inefficient appendages; however, Rustralian investors in
Poland find they must be concerned about obligations regarding
future employment of the people and resources involved.

Polish financial 1institutions have also posed preblems for
Australian investors as has a lack of informational materials on
opportunities in Poland. They have encountered difficulties in
locating potential partners and in finding out who should be
addressed concerning particular issues or problems, including
guestions of ownership. Australians have also found Polish policy
making to be extremely simplistic and short-sighted. BAs a result,
some companies have preferred to invest in East Germany which they
perceive to be more stable and consistent. Finally, the great
distance between Australia and Poland poses an obstacle to
investment which, Clegg notes, can be overcome if Poland offers
dynamic enough opportunities,

Australia offers several types of aid to Poland. One program, the
APTEE, run by ADEP, sends senjor technical managers to BRBustralia
for six months of study at an Australian university and two months
of training in an Australian enterprise similar to their own
company in Poland. This program is advertised annually and
candidates must be nominated by their employers. Selection
criteria used by the embassy in screening applicants include: a
solid technical background in the field (this does not have to be
engineering, indeed economists with solid backgrounds are accepted
into the program), a senior managerial--but not necessarily
executive--position, and business activity in sectors which have
relatively strong Australian counterparts.

Australian companies looking to establish links with similar Polish
companies might also be interested in supplementing investment with
training both in Rustralia and in Poland. Furthermore, Australia’'s
National Industries Extension Scheme provides Australian small
businesses with access to better management, subsidies and the use
of consultants. Interested Polish officials might want to contact
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this organization to find out more about how this management
assistance is provided in Australia.

Vovoidship officials can contact Tony Clegg directly with requests,
inguiries and offers and he will direct them to the appropriate
groups or individuals in Australia. His address is: Australian
Embassy, 3/5 ul. Estonska, Saska Kepa, Warsaw; telephone: 17 60
81/6; fax: 17 67 56; telex: (63) 813032.
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Malaysia
First Secretary: Rohani Walat

Experience With Privatization:

Malaysia privatized public services in the early 1980s in an
attempt to limit government expenditures. Privatization has
occurred at federal, state and local levels through a process of
competitive tenders. Property in Malaysia clearly belongs to one
of these levels of government, and the level which privatizes a
firm receives the income generated from the sale. Foreign
investment in the privatization process has been welcomed by the
Malaysian government, but Malaysia has enough domestic capital to
successfully privatize regardless of the extent of international
support and participation.

Malaysia has only sought to privatize publicly owned monopolies
which are already in good financial condition. There is a
Malaysian national investment fund which finances investments in

companies. Privatization in Malaysia has not resulted in increased
unemployment.

Contacts, International Experiences:

Malaysian investors were initially attracted to Poland because of
the low cost c¢f laber but they have decided not to undertake
projects as they perceive Polish workers to be undisciplined and
inefficient. Malaysian companies tried to invest in Poland but
became frustrated and currently express no interest in pursuing
further projects. Rather, Malaysian companies have preferred to
participate in Czechoslovakia and Hungary where they feel workers
are more organized and productive than their Polish counterparts.

Potential Malaysian investors have also been confused about the
process of valuation in Peland and they feel that the prices
determined are generally unfair. They have become disgruntled by
the lack of information on investing in Poland.

Malaysian companies offered Poland technical aid in machinery, but
the Poles have not responded to these gestures of assistance and
potential investment. Malaysians perceive government stability to
be an important precondition for investments.
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Philippines
Third Secretary and Vice Consul: Charlie Pacana Manangan

Experiences With Privatization:

The Philippines have been privatizing since the revolution in 1986
which overthrew Ferdinand Marcos. Since that time, Philippinos
have sought to usurp control over many large companies from Marcos'’
cronies whe financlally drained the country’s financial
institutions. Most Philippino financial institutions have been
successfully converted into viable interests since 1986.

Bad loans have been shifted to different corporations so that
companies to be privatized will not have to bear this burden as
well. Privatization in the Philippines has been open to
international bidding and foreign consultants have been called in
to restructure companies in order to make them more internationally
competitive and viable.

Although the Philippine government has sought to attract foreign
investors, the perceived lack of political and economic stability
in the <country has posed great obstacles to large scale
international participation. In 1991, the Philippine government
passed a new foreign investment law which sought to further relax
conditions for international ventures, to allow full equity for
foreign companies, and to make the Philippines competitive with
Thailland and Malaysia in attracting foreign capital.

The public attitude towards privatization in the Philippines has
been very positive. 1Initially, problems such as unemployment, were
encountered, but the process has increased productivity and the
public has witnessed an overall bettering of the economic
situation. Natural disasters such as floods, earthquakes and
volcanoes have considerably slowed full realization of the benefits
of privatization. The full impact of the political and economic
reforms in the Philippines is expected to be reflected in the June
1992 presidential elections.

Contacts, International Experiences:

As the Philippines are relatively poor and politically unstable,
few companies have expressed interest in international investments.
Only a small group of potential investors have inguired about
opportunities in Poland, including one in banking and one in
international commerce.

A trade mission from the Philippines visited Poland in October to
make preliminary inquiries into privatization and investments. 1In
exchange, a Polish mission wvisited the Philippines in late
November-early December 1991. The group of Philippine visitors to
Poland included representatives of cigarette, textile and ceramic
companies. The major export industries in the Philippines are
electronics and textiles.



-y ean

Philippine businessmen have felt generaliy uninformed .about
opportunities in Poland and have many misconceptions about Polish
market conditions. Direct contacts between Philippine businessmen
and their Polish counterparts have been sought and encouraged.

Interested vovoidship officials could establish direct contact with
the Philippine Chamber of Commerce and Industry: ODC Building Mkti,
Manila; phone: 817-6781, 817-1649, B17-1652. 0Officials can also
contact the Charlie Pacana Manangan at the Philippine embassy in
Warsaw: ul. Gornoslaska 22 m.*5, 00-484 Warsaw; telephone: 625 13
57, €25 13 03; fax: 39 12 05 B7.
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The Netherlands
Second Secretary: Bert Van Der Lingen

Experience With Privatization:

The economy of the Netherlands is mostly private. Some public
services are undergoing privatization, however, and are being
transformed into public companies whose major shareholder is the

state. These public companies are then forced to operate
commercially.

Contactg, Internatiocnal Experiences:

Dutch chambers of commerce have a considerable amount of direct
contact with Polish organizations. Ties between Dutch provinces
and Polish vovoidships have also been established. For example, a
delegation from is coming to Poznan this month as part of a
cooperation agreement to develop trade between the two regions. Of
the approximately 800 communities in the Netherlands, 120 have
already established sister city relations with Polish cities (the
Hague with Warsaw, for example). More than 200 independent Dutch
organizations are devoted to cultural and unitarian contacts with
Polish counterparts.

In general, Dutch companies have been extremely interested in
investing in Poland and in becoming involved in the privatization
process. Indeed, Dutch firms are the fourth or fifth largest
foreign investors in Poland. Several working visits of potential
Dutch investors to Poland have needed to be prolonged to
accommodate the real interest expressed on the Dutch side.
However, given the position of the Netherlands in international
commerce and investment, this participation could be much higher.

Dutch companies cite bureaucratic blockades as obstacles to
investment in Poland. They have found Polish regulations to be
generally confusing, unclear and inconsistent. A stable source of
comprehensible information which does not fluctuate with political
tides 1s something would provide an incentive for increasing Dutch
investment in Poland.

Investors from the Netherlands have also found the practical
implication of investment proposals to be befuddled. They have
become frustrated as they feel that certain proposals have been
considered and treated in a political rather than strictly economic
and financial context. Investors have also expressed frustration
that once they have reached an agreement with a potential Polish
partner, the process has been held up for political or bureaucratic
reasons at one of the wvarious ministries which must approve
privatization agreements.

At the vovoidship level, Dutch investors have found that while some
vovoidships are eager to cooperate with foreign investors, others
do not really want to privatize. Xenophobic attitudes in ceratin
areas have frustrated and deterred Dutch companies which seek to
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invest in Peoland.

Dutch firms have found Polish valuations to be rather arbitrary and
unfair. Furthermore, potential investors are not sure of what to
do with appendages to Polish firms such as catering, supply or
sports services. Holding on to, these services will greatly
diminish the value of the companies in the Dutch businessmen’s
minds and will eventually completely deter any investment.
Similarly Dutch firms have found that while projects in Poland
often look superficially neat and easy to realize, the details can
be guite messy and consuming.

Dutch companies have also found problems entering Poland to
establish thelr own production facilities. They find the lack of
information about who to address concerning privatization confusing
and frustrating. They have also been deterred by the language
barrier as they have difficulty in finding Polish officials with
whom they can communicate in either English, German or French.
Additionally, the lack of services and adequate infrastructure
including transport, sewage and telecommunications in Poland has
further frustrated many potential Dutch investors.

Investors from the Netherlands have found that it 1is not
extraordinary for Polish negotiators to retract from a given
position--even after signing letters of intent or even contracts.
In some cases the Poles have chosen to strike new deals without
showing any concern or respect for previous contracts or
obligations. This attitude, the Dutch say, is a serious deterrent
to conducting business in Poland.

Inconsistent and quickly changing government policies regarding
trade and licensing have also created disincentives for potential
Dutch activity in Poland. Although they find the Polish market to
be generally quite dynamic, potential Dutch investors have been put
off by such inconstancies. If Poland cannot address these issues,
Dutch investors, particularly those interested in small and medium
sized firms, will increasingly turn to Czechoslovakia and Hungary
where they perceive conditions to be better and more stable.

Potential Dutch investors are interested in the following sectors
in Poland: food processing and packaging, environmental technology,
trade infrastructure, transport, telecommunications, and housing.

In the housing sector, the Dutch feel that there 1is a great
potential for Polish production but that currently the Polish
market lacks quality and a consistent supply of materials. By the
end of 1992, the Dutch hope to issue a special Polish version of an
export guide which contains all Dutch construction companies in the
materials sector. Four to five major Dutch companies are already
involved in building projects in Poland.

vovoidship officials can contact Bert Van Der Lingen directly with
inguires, offers and requests. His address is: ul Chocimska 6,



n: e

00-791 Warsaw; telephone: 49 23 51/2; fax: 48 83 45,
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Switzerland
Commercial Attache: Josef Arreger

Experience With Privatization:

Switzerland has no real experience with privatization.

Contacts, International Experiences:

Although there are many Swiss investors in Poland, Arreger feels
that there 1is the ©potential for increased Swiss economic
participation. There i1s one big Swiss-Swedish joint venture in
Poland, ABB Ltd., which is producing power plant equipment in
Poland. The Swiss participants estimated that it would take two
years to train the Poles and were happily surprised to discover
that the Polish workers satisfactorily completed this training in
only six months.

Swiss investors have found regulations regarding Polish labor
concerns to be an obstacle to investment. Potential investors are
also concerned about the extent to which they must share decision-
making power with Polish partners or the government.

The Swiss c¢ite the overall pessimistic mood, reputation for
political instability and uncertainty, negative media messages
aggravated by a lack of real and reliable statistics, and slow
decision-making process in Poland as obstacles to investment.
Problems with ownership and with realizing privatization plans have

also made potential investors wary and skeptical about undertaking
projects in Poland.

Furthermore, the Swiss have begun to question Polish commitment to
privatization as they have found confused and conflicting attitudes
even among firms which have initiated privatization procedures
themselves. Swiss investors also feel that the Poles must learn
that foreign investment is not necessarily a threat to their
national interest and indeed can increase the assets of their
nation.

Many Swiss investors have realized great success in Poland and have
been largely satisfied with business in Poland once they were able
to establish themselves. Swiss investors have been involved in a
wide range of activities and sectors in Poland. They are
potentially interested in the following areas: the chemical
industry, pharmaceutical, textiles and textile machinery, tool-
making, 1light industry, food processing, and manufacturing
elevators.

Switzerland provides financial aid, technical assistance and export
credits to Poland. In the last three years, this aid has totalled
170 million Swiss Francs but this may decrease as Switzerland
expands its assistance programs to all of Eastern Europe and the
Soviet Union. The program in Poland is quite strong and has been
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received quite positively. A few examples of the use of this Swiss
assistance include the financing of a wholesale market in Poznan,
a flower market in Lodz, training foreign language teachers (in
German and French), and aid to the agricultural sector in general.
Switzerland also offers regional development projects which are aim
at a holistic approach to economic development in & city or regiom.

Switzerland’s aid policy dictates that the potential recipients of
such assistance must initiate the request. These requests are then
considered and evaluated by the appropriate Swiss officials.
Inquiries about Swiss financial, technical or export credit
assistance can be addressed to: Paul Levenberger, Counsellor of the
Embassy, Bureau of the Coordinator, Ambasada Szwajcarii, Al.
Ujazdowskie 27, 00~540 Warsaw; telephone: 628 04 81/2.

Vovoidship officials can also seek direct contact with the Swiss
government agency for export promotion and commercial development
(Office Suisse D'Expansion Commerical--0OSEC). Their addresses are:
CH-8035 Zurich, Stampfenbachstrasse 85; telephone: 01 365 51 51;
fax: 01 365 52 21; telex: 817 272; and: CH-1001 Lausanne,
Avant-Poste 4; telephone: 021 20 32 31; fax: 021 20 73 37; telex:
455 425.

There is also a Swiss-Polish Chamber of Commerce and Industry
(Schweizerisch-Polnische Industrie-und Handelskammer--SPIHK}. The
addresses and contacts for this organization include: Deputy
Director: M. Adam Leszczynski, Al. Ujazdowskie 13, 00-567 Warsaw;
telephone: 694 21 62; fax: 21 47 92; General Director: M. Edward
Wojtulewicz, Impexmetal, Lucka 7/9, 00-B42 Warsaw; Dr. Michel Hopf,
c/o OSEC, Stampfenstrasse 85, 8006 Zurich; and Dres. Stasmm Hen
Sarasin Ablgrech, Hen Hug Hopf, Advokatur und Notariat,
Lautengertenstr. 12, 4010 Bale.

Vovoidship officials can also contact Josef Aregger or Urs Schmid
at the Swiss Embassy: Al Ujazdowskie 27, 00-540 Warsaw; telephone:
628 04 B81/2.
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Indonesia
Commerical Attache: Soetito

Experiences With Privatization:

Indonesia has undertaken a large privatization effort. It has
privatized sectors including road construction, housing,
agriculture, timber, oil, gas, forestry, railways, airlines, mining
and real estate. Potential investors are limited to consideration
of projects of their own economic class and size. Some firms have
been sold on the stock market. There have also been joint ventures
between the government and private companies. Competitive tenders
have also been used to privatize Indonesian enterprises. The
Indonesian government has been deeply involved in the privatization
process.

Contacts, International Experiences:

An Indonesian investor would like to start a joint venture with a
pencil production factory with the hopes of reaching both Western
and Eastern European markets from a Polish production base. The
potential investor has found ownership and labor issues in Poland
both confusing and frustrating. The investor also expressed
frustration about how long the negotiation and privatization
process was taking and about the lack of clear information as to
the true status of the company.

Indonesian investors are attracted to Poland as they feel that
sooner or later it will become a member of the European Community.
There is potential Indonesian interest in investing in Poland’s
textile sector. However, Indonesian firms are wary of political
instability in Poland.

Indonesia imports machines and electronics from Poland and has
tried to export garments and consumer goods, However, Indonesian
firms have come to feel that it is difficult to do business in
Poland as the Polish government has cited old regulations in its
decision not to permit the sale of certain Indonesian goods (which
are sold throughout the world, in Western Europe, the United
States, Australia and the Middle East) in Poland.

Indonesian interests would welcome direct contact with lccal Polish
concerns. The Indonesian embassy’s address is: ul. Wachocka 9,
Warsaw; telephone: 17 51 79.
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Spain
Commercial Attache: Emilio Lopez Vinuela

Experience With Privatization:

Spain has used a variety of technigues, including public auctions,
to privatize companies. Most £irms, however, were sold on the
stock market. Foreign investment has played an extremely important
role in ensuring the success of Spain‘s privatization program.
Neighboring European countries &also greatly aided the Spanish

economic transformation. Spain receives $15 million per year in
foreign investments.

Contacts, International Experiences:

Only one Spanish firm has been involved in Polish privatization.
Potential Spanish investors have been deterred by the very slow and
unclear processes of negotiations and decisjion-making in Poland.
Furthermore, a Spanish motorcycle manufacturer which is currently
operating in Poland is considering shutting down its operations due
to bureaucratic obstacles and uncooperative Polish attitudes
towards foreign investment.

Spanish companies feel that there are many opportunities for
investment in Poland but they are discouraged by anti-foreign
attitudes, unfair valuations, and difficulties in getting Polish
employees to work as hard as would be normally expected of their
counterparts in Spain. Spanish firms have found that it is
preferable to invest in joint ventures in Poland than to engage in
pure export activities,

Spanish enterprises have expressed interest in the following
sectors in Poland: transportation, building, and tourism. Lopez
Vinuela is less optimistic than he was in 1990 about the potential
of Poland’s privatization program. He feels that reform will take
longer than was initially forecast or hoped for but that eventually
it must occur.
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Hungary
Commercial Attache: dr Gabor Siklosi

Experience With Privatization:

See attached sheets.

Forelign investors in Hungary research accounting standards, market
shares and opportunities for profit in evaluating potential

projects. Investors have been thinking only in large figures.
Investors have been largely afraid of safe investments and have
preferred to engage in joint ventures and partnerships. Lack of

money has also created an obstacle to realizing investments in
Hungary.

Contacts, International Experiences:

Hungarian investors might be interested in establishing joint
ventures with Polish manufacturers or in creating Hungarian
companies in Poland in order to get around import restrictions.

Hungarian enterprises are also interested in cooperating with
Polish firms.

Hungarian investor interest will be affected by economic conditions
in both Hungary and Poland, the attitudes of people working inm
enterprises, and the creation of Foreign Trade Associations.
Hungarian companies will probably prefer to enhance trade with
Poland rather than to invest in Polish firms.

The Hungarian state budget no longer finances trade promotiomns.
Polish enterprises might be able to cooperate with the Hungarian
Chamber of Commerce, however.

The Hungarian embassy in Warsaw has been trying to put Hungarian
investors in touch with Polish enterprises for the past two years.
The embassy will communicate the information it receives to various
vovoidships or commercial groups. There has been considerable
interest in matching Polish and Hungarian vovoidships.

The Hungarian embassy contact in Poland is: dr Gabor Siklosi, ul
Swolezerow 10, 00-464 Warsaw; telephone: 41 17 91 and 41 52 01;
fax: 41 43 64 and 41 30 24.
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) Sweden
Commercial Counselor: Bo Emthen

Experience With Privatizatijon:

Sweden‘s economy, although very often labelled as “socialist", is
extremely market oriented. Over 90% of small and medium sized
enterprises are in private hands. Under the new liberal
government, however, Sweden has begun to address the issue of
privatizing some- of the larger conglomerates which have
traditionally been owned by the state.

Contacts, International Experiences: .

The Swedish consulate in Warsaw will retain, through Swedish funds,
the assistance of a Swedish consulting firm to monitor Swedish
investor interest in Poland. Ethen believes that there are
approximately 200 small and medium sized companies which would
potentially consider undertaking projects in Poland.
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Tunisia
Commercial Attache: Amel Ben Abdallah

Experience With Privatization:

The Tunisian government has been debating privatization and
economic¢ restructuring since 1986. The government has assumed a
global strategy of privatizing companies in order to both solve
budgetary problems and generally energize the Tunisian economy.

In 1986, the Tunisian government directly controlled 165 public
enterprises and indirectly controlled 143 others. A law on
privatization was passed in 1987 that decreed that non-strategic
companies should be privatized. Thus only commercial and
industrial sectors will be affected by the Tunisian privatization
program.

The 1987 law created three bodies to restructure the economy: A
technical restructuring commission, a ministerial commission, and
a commission for financing. The technical restructuring commission
is charged with defining the conditions and techniques for
division, transfer and sale.

The ministerial commission takes the work done by the technical
commission and proceeds to execute these projects with the
Ministries of Planning and Finance. The ministerial commission is
composed of: the director of the enterprise to be restructured, the
minister of social affairs, the minister of Public Functions and
Administrative Reform, and the director of the Central Bank of
Tunisia.

The commission for financing follows the stock market to aid in
economic transformation. This commission assists in valuing the
firms teo be privatized and then in selllng their shares on the
stock market.

Privatization in Tunisia is seen as a necessary component of
economic opening and internationalization. Since 1987, Tunisia has
also been seeking to encourage investment, liberalize its import
policies, liberalize prices, encourage exports, and protect
industrial ownership. Concerns about the impact that these reforms
will have on unemployment and social well-being have inspired
Tunisia +to undertake a moderate, unhurried approcach to
privatization.

Contacts, International Experiences:

A few Tunisian investors have participated in joint ventures with
Polish firms to produce textiles and sewing machines. Tunisian
investors might also be interested in the Polish tourism sector.
An almost complete lack of information about opportunities in
Poland presents a great obstacle to Tunisian investment.

Vovoidship officials can directly contact the following Tunisian
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ministries: Ministry of the Economy, 7 rue de 1’Arabie Saoudite,
1002 Tunis; telephone: (1) 289 801 and 892 313; fax: (1) 782 742;
telex: 14 341 Tn; Ministry of Regional Planning and Development:
Place de la Monnaie, 1000 Tunis; telephone: (1) 650 552 and 348
976; fax: (1) 351 666; telex: 15 117 tn; Ministry of Tourism and
Artisans, Avenue Mohamed V, 1002 Tunis; telephone: (1) 341 077;
fax: (1) 350 997; telex: 14 381 Tn.

Tunisian organization for economic assistance and promotion
include: the Agency for the Promotion of Industry “API", 63 rue de
Syrie, 1002 Tunis; telephone: (1) 792 144; fax: (1) 782 482; telex:
14 166; Agency for the Promotion of Agricultural Investments
"APIA", 62, rue Alain Savary, 1003 Tunis; telephone: (1) 288 400
and 288 091; fax: (1) 782 353; telex: 14 280; Center for Export
Promotion, 28, rue de Ghandi, 1000 Tunis; telephone: (1) 350 043
and 350 344; fax: (1) 353 683; telex: 14 716 Tn.

Amel Ben Abdales is the contact at the Tunisian embassy in Warsaw.
Her address is: ul. Mysliwiecka 14, Warsaw; telephone: 628 63 30.
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Japan
Second Secretary: Satoru Takahashi

Experience With Privatization:

After World War II, Japan sought to reprivatize industries which
are now some of the largest enterprises in Japan:
telecommunications, railroads, salt and alcohol production, and .
cigarette and tobacco production. Shares of the telecommunications
company were sold on the stock market. However, insufficient
response to the price of shares was determined through & valuation
by the Ministry of Industry and Trade, necessitated a lowering of
the price of stocks by 30% in order to realize privatization of the
company. The whole privatization process took about three to four
years to complete.

The problems encountered in privatizing this company made both the
public and the government more critical and wary of privatization.
Shares of the other large public companies have conseguently not
been sold on the stock market.

There are no provincial governments in Japan and thus the federal
government is the owner of public enterprises.

Contacts, International Experiences:

Japanese investors have been very cautious in their approach to
undertaking projects in Poland and have preferred to focus their
attention on trade firms. Four or five large investors have had
bad experiences negotiating deals in Poland. Takahashi cited the
example of the Pilkington-Sandomierz negotiations where Asaki felt
its bid was not £fairly treated. This and similar situations
experienced by other Japanese businesses in Poland have been widely
publicized in Japan and have significantly discouraged most
potential investors.

Currently, Japanese products do not come to Poland directly.
Rather, they first pass through a European Community country before
arriving in Eastern Europe. These trade regulations aggravate
Japan’'s sense of extreme distance from Eastern Europe and have
reinforced preferences for pursuing economic activity closer to
home .

Furthermore, the Japanese are profoundly concerned about Poland’s
external debt. The Japanese found Poland’s actions at the Club of
Paris meeting to be particularly discouraging and as a result Japan
is highly critical of offering Poland any new credits. Japanese
companies cite these as reasons for their increasingly cautious and
skeptical attitudes towards investing in Poland.

Two Japanese institutions have offered credits to Poland: the Exim
Bank of Japan and the Overseas Economic Cooperation Fund (OECF).
However, these institutions and the Japanese government have beqgun
to perceive increasingly difficult macroeconomic conditions in
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Poland.

Japan has largely supported Hungary’s economic reforms and policies
and Japanese officjals were generally pleased with Hungary’s
negotiations at the Club of Paris meeting; Japanese investors have
been ten times as active in Hungary as they have been in Poland.
Czechoslovakia has not been as interested in Japanese investment as
Hungary and thus Japanese participation there has not been as
significant.

Japanese investors have been interested in all sectors of the
economy and all types of enterprises. The great distance between
Japan and Poland, however, has generally caused small or medium
sized Japanese companies to be considerably less active in Eastern
Europe than they are in Southeast Asia. However, even small and
medium Japanese investors have been extremely active in Hungary.

A lack of information about opportunities in Poland has posed a
serious obstacle to Japanese investment here. Takahashi feels that
German,” British and French investors have more information about
opportunities and conditions in Poland than Japanese groups have
been able to acquire.

Hungary, which has done a much better job of informing the Japanese
about investment opportunities and of establishing direct
communications with Japanese businesses, has reaped the profits of
these efforts in the amount of Japanese capital it has been able to
attract. Japanese businesses are active in small, medium and large
scale Hungarian enterprises in almost ali sectors including:
automobiles, cameras, and computer software and hardware.

Ireland has also been extremely successful in its campaign to
attract Japanese investment. Ireland has provided Japanese
companies with a great deal of information about investment
opportunities and has even established its own promotional agency
in Tokyo with a staff that speaks fluent Japanese.

Nine representatives of large Japanese interests have come to
Poland to investigate business conditions, but not necessarily
investment, opportunities. These representatives have relayed
their experiences and impressions back to Japan, influencing the
perceptions and opinions of many other potential investors.

Japanese investors are interested in whatever sectors Poland
decides that it would like to develop. The Japanese ambassador has
had conversations with Polish government officials in this regard
but has not yet received any firm or clear response to Japanese
offers. Japan might be interested in helping Poland to develop its
agricultural, telecommunications or transportation sectors, for
example.

Polish businessmen and vovoidship officials can communicate
directly with Jetro, the commercial counselor at the Japanese
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embassy in Warsaw.
telephone: 49 87 81.

His

address

is:

ul,

Willowa

7,

Warsaw;



SECTION FOUR

MARKETING ANALYSIS
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SECTION B

In section B, basic information has been provided on credit lines
and credit guarantees from several types of arganisstions, suah
as: Polish and foreign bankss international fFinancial
institutions; and investment Funds. The list should be utilize=d
#8s a reference only as not all ipnstitutions informed the
Information Centrs of their activiies. Furthermors, +thea
shwecifics of credit es, such as requirements,; inlsvest <2
gte., are apt *n ch 2. Contact irformation for bants and
relevant institulions cen be found in the last last secti
the booklet under "Adresy”. ’
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There are a number of organisations based in Poland able to
assist both Polish enterprises and gouvernment institutions in all
areas of businesz and economic development. Such assistance may
range from advice on how to encourage leocal sntrsprensurship in 2
given area to ths design and develoopmsnt of a restructuring plan
for a medium siszs company. Oncs  again, interssted partizs ae
encouraged to contect the organisstions themselves to learn more
appout their activitias and di=scuss potential ar=as of
cooperation.

M

"

Al af the asbove information will be updated monthly. However,
this does not mean that it will be all idinclusive, $©z2ncs
vovoidehips and entsrprises should endesvour o ptilise other

information sowrcss.

In summary, *t parstion of & company For nri
take place in & vacuus. Information orn marhk
company and available resources for ceneral Te
enterpriss development is indisparesibla te the p
Understanding and utilising such information is a
prerequisite to success in the marketplacs.
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DATA BANK ON POTENTIAL INVESTORS

INFORMATION CENTRE, MINISTRY OF PRIVATISATION

Republic of Poland
00-525, ul. Krucza 36, Warsaw
Fax (482) 6251114, tel.: (482) 6281190

Project Number: .

Nawme of Company:
Country: " Sector:
City:- Telgphone:
Street: Fax:
PO Box:
. Director:
INVESTMENT INTEREST —
éector:
Area of Poland:
- Type of Investment:
" Comsnents:
— PREVIOUS CONTACTS IN POLAND '—
' Comments: o

Yearly Sales: (min$) -min:

max:

Fixed Assets: (min $) -min:
max:

Exports: (min $) - min:
max:

Comments:

INFORMATION ON POTENTIAL INVESTORS I—
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CROANTOSTION (CESD)

I,

CESD jest organizacja skupiajacg 2000 Vanadyjshich ebspertdw

woluntariuszy, w znaczenisj misrze zsmeryviownvech, ktdorzy spelniajs
okreslom~2 wymagl profesjonalme i stuza swoim czasem, wiedzg i
dodwiadczenism pracujsc spolacznie dla zainterssowanych
pr-edsishiorstw.

taz 4 1.
Y&

Ceso . OWE d=-

i now  anadzie, ale me
swois przedsta

H
h Spiata,.

¥ ramach pomacy~ radu Yanadyiskiego dla Eurcpy £-odbowej
i Wschodniej LESD rozpoczeio doialalnosd w Polsce.

¥ pierwszym rotu dziaiclonngci fronsultanci CES0 pracowali na
rxecz popad 50 pelstich  przedsishbiorstw — duzvch 1 matych,
Zarftwng pafstwowych  jab nrywatnych, hkitdros ceenily korzvéel
piyngce z tego typu wspdipracy.

Tematyka i =za2kres pirs
paolsbkim w biurze CESC
wyszularis pdpowisdnisg
bordzo =ze=roki — CESO ¢
proemysiy i infrzestrubt
¥liznt polzti pokryws S
L wWyEywisnism.

ANNE JANMNTEWICT -~ Prr-edstawiciel w Polsce
ul, Wspdina 37/392 m 16

AN-—Z10 LIARSTLUN

tpl./fax 21-70-22

w godz,0%.30 ~ 1L4.35

FUNDACTA TNTERNATIMONAL EYECUTIVE SroyuTrnc ~nono

{ICsC), jest
irguwa udz 1ﬂla iqca
d-iedzinach
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Zﬁspﬁl Pomogy  Mensdis:
S

czonyoh  epssybtowasnych  s=h

toachnologisi produkcii, a
siuzb finansowyech, Skeperei (1 =}
Tin) dﬁﬂteran4 sa Jdo szezegdlnych zada
= przedsisbiorsiwa,
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produkcy jny.I ten rodoaj usiug jest w znscznej czadci finanzowany
przez US AID i innych sponsordw amerybadishich

8d 1990 coku ponad 100 ekspertdw pracowalo na raecz polskich
prrzedsighiorstw w  okresach od dwéct:  tygodni do  trzech

P

=giacy ,wvlkonano ponad 590 badad merketingowych.

Wer=lbzs informacje dotyczscyg pomocy moinz uzyskad w  Fundacji
S :

Trternstions] BEvecutivs Service Durps:
w Wzros-awie ’ w Mratowie
Bohdar J.Widniewski Eogeniusz Huczek
Jacel Andrrejewshi tel. (12) 12-15-97%
Waldemar Wierzbicki
tel.(2) 425-79-73 w GBdarnsku

Jerzy Madziar

(883} Z20-54G-=Z

Cedre—Ln n~ezl jest carejestrawans na lidgcie fitem
naeltin v H i Wspodlnoty Europeistizji.
= D w w calej Eurorie , gldwnym celem
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SECTION FIVE

FIRM VALUATION
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Module 2 -~ valuation

'Whgt i= the role of valuation in the
_privatization process?

What are Lhe information needs of each
valuation technigue?

What criteria can be used for 1udging the

appropriateness of each valuation technigue
uged in Peland?

What are the must critical ractors d

affecting vuluation results and price
ranges?

What 1a the relationship belween valuation
and negotiating price?




MODULE 2: VALUATION

INTRODUCTION: THE ROLE QF VALUATION IN THE PRIVATIZATION PROCESS

Bimply stated, if ownership of an enterprise is to be
transferred, then a value for Lhe transaction must be agreed upon
by the buyer and seller. Each assesses the financial and overall
bhuginegs condition of the company from hig own point of view and
entars into a negetiation process to arrive av not only a common
valua or price, but a set of conditions to ensure the viability
of the busineas and fairness to the employees.

In this module, we shall focus cur attention on the .
valuation procesas. The process beging with understanding the
financial condition of the company through the company's
financial statements. Because the basis for much of the
historical information is changing and does not present a
sultable framework from which to project future performance, the
focus should be on understanding the most recent statements.

Module 2 introduced to you the conceptg required to understand
these stataments.

Future performance of the company is dependent upon trends,
risks and opportunities which must be appraciated in order to
develop a realistic view of the range of possibilities for the
enterprise. Also important +o the issue of future performance of
the company is the management of the enterprige -- the goals and
objectives they set, and how well they execute relative to their
conpetition. For privatization to proceed effectively,
management and the new owners must be able to envision that theilr
excellent performance can be translated into a high long-term
return on investment for their shareholders.

The result of the valuationh process must be a well-conceived
range of values for the enterprise, It must allow an appropriste
balance to be struck in privatization between:

1) providing fuir returny for the investor/management

(returns proportionate with the risks involved)

and

2) sppropzlate price to the government and bencfits

to the enterprise, including:

a. new invastment
b. employment

¢. computent and responsible management
in the sectione which folluw we shall foous on various

techniques used in Poland to establish values for enterprises.
Blank spacegs which appear in the text or as part of examples will
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ba £filled in during Lhe workshop. The suuzce of information for
these sxamples have been included al the end of this module in
the form of financial statemeéenits for ABC, Inc.

VALUATICON TECHNIQUES

Variocus technigues may be used to estimatre the value ol 8
firm. “Ascet-Baged" technigues aie based on the value or the
firm's essets, independent of the flnancial psrformance of the
£irm. "Earnings-Based" technigues estimate fixm value baged on
the financial performance of the firm as an ongoing enterprise.
This section introduces six commonly-used valuation techniques,
three of which are Asset-Based, and three Earnings-Based. The
objegtive is to distill Lhese techniques to arrive at a market
value for the firm. Market value is defined as the price a
willing buycr will pay for Lhe firm, The quality of the results

ig a function of the accuracy of the inputs used and assumptions
made.

A, ASSET~BASED VALUATION TECHNIQUES

Tha three techniques discussed in this section --.book
value, liguidation value, and replacement value -- estimate the

value of a £irm as the value of the firm's total assets less the
value of total liabilities.

Pirm Value = Total Assets -~ Total Liabilities

The fundsmontal differcnce in the three techniques is the method
used for estimating the value of the firm's assets.

1. Boolke value

The book value of s firm is equal to the value of the firm's
total assets less total liabilities as represented on the balance
sheet, The book value, therefore, is based on the historical
cost of fixed assets and the depreciastion attributed to these
fixed asgets. Note: Book value may or may not approximate the

market value of the firm, depending on how closely the historical
cogt and depreciation of the assetse on the balance sheet

approximate the market value of assets. For example, if a
machine is completely depreciated on the balance sheet, then it
will be listed as having no net value, However, that same

machine may still be capeble of producing goods and therefore
have & positive market value, To summarize:

Although book value is a commonly usSed benchmark in

assessing firm value, book value is not a reliable indicator
of the true market value of a firm,



In eddition, as discussed in Module 2, eccountling cules ln
Poland differ significantly from thoss applisd in the West. This
maana that CSI'R balance sheets and income statements must first
be reorganized and adjusted to reflect Western accounting
standardes in order to arrive at o Waslern book v~lue. DEven so,

for the reasons we highlighted ln Module 2, they are of limited
use., .

The bocock value of our samplée company ABC, Inc. is calculaled
as follows:

[ rpea——————
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In sum, book value is relatively easy to calculate., The
raliability of the historical values used, however, is
queationable. Book value should therefore be considered
cautiously a3 a measure of the assets' worth.

2. Liguidation Value

The liguidaticon valuc of a firm estimates the value of the
firm'e asséta as the cash that could bLe gensrated by selling the
firm's asseis to the highest bidder (either together or
plecemeal ). "Ligquidity” refers to the ease with which assets can
be scld for cash. Certain assets, like flxed assets, are less
"ligquid", or harder to convert into Gash, than other assets like

accounts receivabla., The Ray assumption behind liquidation value
is that the enterprise will no continue to exist.

The liguidation value, in theory, accurately reflects the
markst value of the firm's assets because it uses current market
prices to estimate the value of assets rather than their

historiecal cost. Liguidation value can be extremely difficull to
ggtimate aceurately in emerging economles, however, due to the

lack of reliable market prices for land, buildings, machinery,
and other asgets.



Examplet

Agaumo we want to examine the liguidation value for ABC.
doing neme vesearch, we develuped the following guidelines:

Column 1

% To Be
Racovered

After

Column 2 Column 3
.
Balance Liguidation

Sheet Amounts value

Lt L

Col 1 % Ccol 2
———
Cash 59 59 AJ
Acoounta BD 10 8 )J
Recalvable
Inventory 20 20 4 E
Net Fixed 80 170 136 E
Agsets
pubtatal
Total 100 150 150
Liabilities
Total
femataLue
3. Rouplacoment Value

Tho replasement value of & £firm estimates the value of the
firm's assets as the cost that womld he ineurred Lo zcplace the

aggoto and prsduslive capacity of the firm.

et e

The replacemenl value,
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like the liquidation value, has the

advantage that it is based on current market prices.
unfortunately, it suffers from the same limitations: it can be

difficult to estimate due to the lack of reliable market prices.

This is particularly true in Poland for land and buildings

because of the lack of market activity.

value is a more useful measure of value for some assets (1.e.,
fixed assets) than others (i.e., inventory).

In addition, replacement
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In the example below, assume that the increase in Net Fixed
Assets in the "Replacement Value" column Ls due to revaluation of
machinery and egquipment. The accuracy of such a revaluallon is a
function of how well-developed the used egulpment market is for
the spacific models utilized by the enterprisza. Used sguilipment
research need not be limited to Poland so long asms appropriate
transporiallon and ianstallation factors are added to the
equipment value.

Exampla:®

Management of ABC, Inc. was asked to prepare a teble with
replacement values for ADC'a assets, which appears in the
following exhibit.

What 1ls the replacement volue ©f ADC, Inc.?

| Bopk Liguida=~ | Replacemant
Value tion value
S Value
Cash - 59 59 59
Accounliy 10 g8 -3
~ | Recaivable
H Inventory 20 4 15 l
ENet Fixed Assets 170 136 215
Sublotal 259 207 294
Liabilitias 150 - 1150 150 l
Total Value i . 4]




B. EARNINGS-BASFED VALUATION TECHNIQUES

Wa now tu:sn to the three "earnings-based” techniques to
estimate the value of the firm based on the historical and
projected financial performance of the firm as_an going concern.
These include discounted cash flow, comparable transaction
analysis and comparable company analysis, To repeat, the
fundamental difference between these three techniques and the
"asset-based” techniques just described is that "earnings-based"
techniges estimate the firm's value based on expected future
earnings. "Asset-based techniques," in contrast, estimate the

firm's value based on the value, today, of the firm's assets,
less its liabilities.

1. Discounied Cash Flow Analysis

The Di=counted Cash Flow ("PCr") technigque assumes that the
price an investor is willing to pay for an enterprise depends on
the amount of cagh that the enterprise is expected to generate in
the future, and the riskiness, or probability, of actually
receiving those cash flows. As mentioned in Module 2, cash flow
ig defined as: Net Income + Depreciation - Capital Investments,
DCr analysis requires projecting expected cash flows and
converting the cash flows inte thelr present values using a
digscount rate. The discount rate is a factor that adjusts these
cash flows to account for: 1) the time value of money, and 2)
the riskiness, or probability, that the expected flows will
materialize. The sum of the present valua of the cash flows 1s
the net present value {NFV)} of the enterprige. In other wordg,

the firm's NPV is what all its future earning power is worth toQ
us today.

The nat prescont value of Lulure cash flows is generzlly
regarded as an accurate measure of firm value becauge it is able
to incorporate s broad range of information into the analysis,
including the historical financial performance of the firm, the
internal factors affecting company performance discussed in
Module 2, and macroaconomic and political (external) factors
unique to a particular region., For example, cash flow
projections may be adjusted to reflect the strength of
competition and industry growth trends, and the discount rate can

be adjusted to reflect the risks of operating a business in an
emerging economy.,

Tha regults of DCF analysiy, however, are extremely
sensitive to the underlying assumptions of the analysis. The
critical factors that influence the results of a DCF analysis are

the cash flow projections, the discount rate, and the terminal
value,



a. Caah Flow Projectionsz

flow proiections sre commonly developed by epplying
expecizghgrowthpraies +o the current level of revenues and costs.
Even a moderate variation in these growth rates can have 2
gignificant impact on the estimated firm value when projected
into the future. Because of this, DCF analysis is generally
performed for several different cash flow scenarios in order to
identify a range of values that reflect the uncertainty of the
cash flow projection.

b. Discount Rate

The discount rate used to convert futuvre cash flows to their
prasent value is also highly influential on the results of the
DCF analysis. Due to the difficulty of accurately estimating
discount rates, particularly in an emerging economy, it is
important to estimate firm valua under a variety of discount rate
assumptions.

The discount rate is usad to compare cash flows, or monay,
received at different points in time. Discounting futura cash
flows is necessary because money received in the future ig not as
valuable as money received today. Becsuse the discount rate
allows you to estimate more accurately how much future cash flows
are worth to you today, it is a very important part of entarprisa
valuation.

The discount rate is typically broken down into two basic
components: the "time value" of money, and rigk, The riskiness
of cash flowg can in turn be separated into sub-componants.
Below 1s an exercise to illustrate the components which are used
to arrive al an estimate of a disocount rate:@

Discount Rate Components Poland

1. Real "Risak-Free" Return
2. Business Risk DPremium
3. Financial Risk Premium
4. Country Risk Pramium

1

Explanation

1) Resl "Rigk-Free® Ratc

The risk-free rate accounls for the time valua of money --
that 1s, the fact thal money is wozth moere to you today Lhan
tomorrow, even if there is no risk invelved. The ratuzis on
V.3, Treasury bonds, e virtually risk-froe investment, 1w
often used to estimate the risk-fiee rete. In December,

8



1991, it was appronlmately 4% above the rate of inflation.

2) PBusincgs Risk Premium

The businesg risgk premium accounts for the riskiness of the
firm's investment opportunities, To state it another way,
it adjust for risk particular to the firm that investors can
not diversify away by investing in other firms.

3) Financial Rlsk Pramium

Finengial risk invelves the risk to an investor of receiving
their funds in a timely fashion, and after all the claims of
the dcbt holders have been met. The more debt & company
has, the greater the risk to equity investors, and the
higher the financial risk premium.

2) Country Risk Premium

Tha ocountry risk promium accounts for risk such as national
maoroaconamic changes that are particular to Poland, and

that international investors would not face in other
environments.

Note: DCF anslysis is commonly conducted in real terms., This
means that cash flow projections are adjusted for thelr
purchasing power in the face of inflation. In resl DCF analysils

a real discount rate is used which excludes the effects of
inflation,

e. Terminal Value

Future cash flows are composed Of two porticons: the valua of
tha cash flowa over the projection period, typically five to ten
yvaarg, and tha "terminal value' of all cash flows after the
projection paricd. The terminal value of the firm cen constitute
4 substantial portion ¢of total firm value, particularly in an
encrging economy which ig expected to experience high levels of
economic growth after the five to ten year terxminal value
projection paricd., The terminal value of the firm is also
difficult to estimate accurately, however, and total firm values

should thereforc be estimated under a variety of terminal value
assumptions.

A rolipkle DCF analysis will provide a range of values for a
firm to reflect the sensitivity of £irm value to the factors
discugsed abova, This range may be wide or narrow, depending on
the consistency and relisbility of the information used to
conduct the analysis. In an emerging economy such as Poland, the
range should be axpected to be relatively wide.



Example:

The terminal value for ABC, Iuu,., is listed as 276, or 6 times
the Operating Cash Flow. (OCF 48)

How was the OCF computed?

what proportion of the total Net Prement Value (NPV) is
represented by the terminal value?

1. Cash Flow (NPV for o vears) -
2. Termlnal Value{NPV of & = OCF) - _____ ___
3. Total - —————

2 divided by 3 in & =

Notice the daiffarence between:
4 x terminal value at 18%

and
8 ¥ terminal valua at 14%

Difference

The DCF analysis for ABC, Inc. demonstrates the senaitivity
of the results to key assumptions. Varying tha texminal multiple
and discount rate results in a range of values from 171 to 201 --
approximately 25% above and below The midpoint. The DCF range
would be even broader if the underslying five-year cash flow
foracast was varied too.

2, Comparable Transactien Analysis

Comparable transaction analysis, the second of the thrae
earnings-based valuation technigues we will discuss, estimales
the value of a 2irm by examining the price that investozrs have
pald to acquire other firms similar to the firm undexr valuallion,
This valustion technigue is not widely used in Poland., Decauas
it is used freguenlly by weslecn analysts and is considered a
useful benchmark for f£firm valuation, however, we briefly review

the major steaps involved., Comparahle transantion analysis
invelvas: ’

a. Selection of transactions with target companies that

are in a similar line of business and are of a similar
size as the firm being valued.

b. Calculation of valuation multiples for the acquired
companies. Three communly used multlples are the rallo
of the prlce pald fu: Lhe cumpmay Lo sasles, uvpsratlay
cash £low, and net income of the targot company.For
example, agsume the price paid £or a ¢ompany ig 2Q0 and

iQ



the most recent annual sales for the company is 100.
This results in a valuation multiple of 2 times sales.

G, Calculation of the value of the firm implied by the
valuation multiples of the comparable transactions.
Fur wvrawple, the averaye prioe/sarnings mulilple of the
compazable tzasnsaclions is multiplied Limes Lhe cucrent
earnings of the firm being valued to arrive at the
implied value. '

The following Comparable Transactions Analysis for ABC, Inec.
illustrates this process. Tn this example, five transactiona are
selected that involve targel companlies considered Lo be similar
to ABC, Inc. Twe of the transactions arxe then eliminated from
the analysis based on their dissimilarities with ABC, Inc. with
regard to product line und size. average valuation multiples aze
then calculated for the remaining, transactions and Lhase
multiples are applied tu ABC, Inc,'s most recent sales, coperating

cash flow, ond nst lncome figures to arrive &t the implied value
Of ABC‘ Inco

The advantage of the comparabls transactions analysis is
that it reflacts the price investors have actually paid for other
companies that are gimilar to the firm being valued and is
thereforae gn accurate indiocator of market value. The reliocbility

of comparable transactions analysis, however, depends on several
factora:

S, The more similar the target companies are tc the fixm
bueing valued, the more reliabla the results will be.
Transactions involving terget companies that operate in
buslnesscs that are ouly vouguely similar or are much
larger (or ameller) in size than the £irm belny valued
may not be useful indicators of firm value.

b The more simllar the regionol econocmy of the target
companiae ic to the regional economy ©f the £irm being
valued, the more reliable the valuation multiples.
Valuation multiples for the acquisition of companies
that operate in stuble developed regions may not be
good lndicators of the value of firms that operate in
higher risk emerging economies. Valualloun multiples
will tend to be lower in higher risk economies,
although thia difference may be offsel 1f Lhe higher

rigk ecunomy ig expected to experience higher grouwlh
than the developed economy.

c. Tha move reliekle the sales, wash flow, and earnings
£iguras of the firm under valuation, the more reliable
the comparable transactions analysls. If sales, cesh
flow, and éarnings iigures fur the firm under valuation
ara highly volatile or include extraoxrdinary items, the

11



appllcation of the valuation multiples to these figurese
will not yileld rellable implied fizm values.

3. Comparable Company Analysis

The third and final of the eornings bapced wvaluation
techniques is "comparable company analyuis.” This technique is
slso not uzed frequently in Poland at present, Comparable
company analysls estimates the value of a firm by examining the
price that investors are willinyg Lo pay for shares in similaer
flrms that are traded con public stock exchanges.

Comparable company analysis involves the mame steps and
caveats as the comparable transactions analyslis. The iesulls of
the comparable company snalysis, however, do not reflect the 20%
to 40% prewium thal lnvestors commonly pay to purchase a
controlliing interest in a company. Thus, the resultz of tho
comparable company analysls tend to be lower than the results of
the comparable transactions analysis.

If a majority stake of the firm under valuation is expected
to be sold to a single investor, then the comparable transaction
analysis may belier reflect the market value., If, however,
ownership of the firm will be diffused, then the resulls ol the
comparable company analysisx may better reflect the market value
of the firm.

ADDITIONAL CONSIDERATIONS

The analytical methodologles described above are essentdal
for estimeting the value of an enterpriss. It iz also importent
to understand that additional considerations that may not be
fully captured in thesc valuation techniques above. Following
are two examples of addlllonal counniderallouns Lhai may affecl
firm value.

1, value of Nen-Productilve Assets

If the £Lizm possesscs asscts that are not nococesary for
production, then the DCF, comparable Lransaction, ond comparable
company analysis will not capluse Lhe value v these assels. The
buyaz ¢ould operate the Lirm, reallse Lhe eapeoled vash flowu,
and receaive & windlall from llguldalliy Lhe auva-productlve
assets, fThe _value of non-productive assets, therefore, will add
o _the value of the £irm.

2, Environmental Liabillities

The cost aszociated with environmental liabilities should be
included in the DCF analysis but may not be reflected in the

12



Nota:

results of the other techinigues, In addition, the cogts of
environmental compliance can be particularly difficult to
foracast, This is a very important issus for foreign investors,
88 the costs of complying with current or retroactive
environmental regulations can be extremely large.

EVALUATION CF RESULTS

Twp independent and vbhjective pacties can arrive at
significantly different estimates of firm value., In evaluating
the results of a valuation it is essential, therefore, to

identify and understand the factors that have the greatest
influence on the estimated value,

The techniques described ebove will yileld a set of estimated
values for the firm which may differ significantly and which may
Or may not be consistent with each othar, Thisz section discusses
the progess of using the results of the various technigues to
arriva at a sound range of estimated values for the firm.

A. EVALUATION OF ASSET-PASED RESULTS

1. Revicw the reliabllility of the asset-bpased techniques. In
particular, cxamine:

a. Congruity of depreciated book value of assets and

market value of asasts,

L. Reliabitity of pricer uged to estimate the liquidation

and replacement value of the firm,

The oritlcval factors for replacement and liquidation valueé are:

* age of pccounts reocivable and lucidence of bad debt expense,

* inventory of slow-moving items, for example, what portion of
the inventory has not moved (been sold) for greater then 1 year?

* land and buildings--to what extent have these been marked up
with inflation and carefully meintained to retain value?

* oguipment -oge of wyuipment, guality of maintenance,

technological obsolescence factor, and capacity of the industry
in general on all important factors,

* the valua of non-productive asuwts--how are these carried in
the books of account and, what is the appropriate way to receive

payment for them?

The liguidation value of a company is considered the

13



minimum value that the company should be swld for since an

luveslor can always liguidate the firm and receive the valus of
the a=set= in cas=h.

B. EVALUATION OF EARNINGS~BASED RESULTS

1. Review the reliability of the scarnings-based technigues
according te tha oriteria in the pravisus section and
fdentify the technigues that seem tc be the most reliable.

a. DCF Analysiy
i. Cash Flow Projection
14, piscount Rate
i1ii. Terminal Multiple

k. Comparsble Transactions and Companies
i. Similarity of Compazrable Transactions and
Companies
ii. S8imilarity of Economy in Which Comparable Firms
Oporate
1ii. Reliability of Firm Sales, Caah Flow, and Net
Income Figures

Compare the resulte of the various earnings-based techniques

for consistency and identify the valuation technigues Lhal
provide results within a reasonable range.

3. Identlfy a range of values for the firm suggested by the
earnings-based technlquue, plavliuy Lthe must emphasla on the
regults derived from technigues that are detvermined to be
the most reliable and the most cunslsluntl.

c. FINAL ESTIMATION OF FIRM VALUE

The finsl valuation range is Lhe range derived from the
earnings-based technigues to the extent that range lieg abuve the
aeset-baged results. This range can be wide in an emerging
economy such as Poland that is lecking in reliable market

information, A range that falls 25% above and below its midpolni
is quitc commen. . ’
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Vi. Advertising

This section will address some of the issues relating to the
advertising techniques used in selling SOEs. One of the
reasons for the poor performance of the fast track-auction
program presently in operation in Poland is the poor use of
advertising as a tool for attracting investor interest. The
vovoidships and the Ministry of Privatization prepared what
can be called a successful advertising campaign only in the
case of the first tranche of firms put up for privatization
through the auction program. Only in the case of this first
tranche, were all of the firms successfully privatized.

This section will also try to address a popular notion in the
vovoidships that selling SOEs to the local business community
makes greater sense and is preferable to sale to foreign
investors or Poles from more distant vovoidships.

A, Importance of an over-all privatization strategy for
marketing of SOE_divestitures

o the importance of a well-defined privatization
strategy for a successful advertising campaign: the
major and secondary goals of the government in
privatizing an SOE will have a major effect on the
marketing strategy, as it will often guide the
selection of investors. Uncertainty as to which
SOEs will be divested, and when this will take
place, will often hinder attracting buyers.

o implications of a well-defined privatization
strategy for the advertising technigques used by the
seller: the presence of such a strategy provides
marketers  responsible for divestiture with
information on which sectors should be advertised,
what kind of incentives can be provided for the
investor, what pool of potential investors should
be targeted in the advertising campaign.

B. Attracting Investors

Appendix A, located at the end of this Section, is a schematic
representation of the basic investor attracting process for
SOE marketing. This sub-section will discuss the fundamental
steps in the advertising process which are normally required



regardless of the divestiture methods chosen for a particular
SOE. Specific types of activities, materials, or personnel
which are specific to a particular form of divestiture will be
addressed under the individual headings of auctions and
tenders in sub-section "C.¥

1. Development of promotional materials and avenues

Appendix A to this section describes several different types
of media for communicating with the potential investors
regarding privatization investment opportunities. Regardless
of how the information is disseminated, such as print, audio-
video, direct mail, personal contacts and speeches, there are
a few key points which the marketer should keep in mind when
structuring or developing the program.

o] First, all information should be up-to-date and accurate.
This is true of both company and country-specific (in the
case of foreign investors), materials and discussions.
Presenting the SOE's or country's economic condition in
an exaggerated positive light will only serve to cause
investor suspicion and lack of confidence in the
integrity of the marketers.

o Second, if international marketing efforts are
undertaken, materials will have to be developed in the
languages of the targeted countries.. This requires a
careful and professional +translation of existing
material, and often necessitates modification of existing
materials to speak to the specific concerns of that
country's investment community. )

2. Follow=-up_on Investor Leads

Getting the initial attention of targeted investors is only
the first step in attracting serious interest in divested SOEs
targeted for privatization. Follow-up must be organized and
effective in carrying out several key tasks. These include:

o Informing the potential investor as to the specific
investment opportunities which exist and the procedures
which must be followed to pursue these opportunities;

o Qualifying the interested parties to determine if they
indeed have , or represent clients who have, the means to
make an investment in the divested SOE;

o Selling the serious, potential bidders on the profit
potential of investing in the country's divested SOEs,
and therefore the importance of pursuing the opportunity
further through a direct to the site of the SOE.
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While the last step may seem obvious, it is clearly the most
difficult task to accomplish, especially when one considers
that the individual assigned to marketing the SOE may be often
untrained in the art of selling.

Procedurally, the investor attraction task requires a clear
and relatively uniform structure of steps to be followed to
ensure that all leads are properly pursued and gqualified:

o Information Dissemination: this would include both brief
summaries and detailed description of the enterprise to
be divested, as well as any possible sector or industry-
specific and regional informatien. Also important is
information on the tax structure, customs, and any
appropriate investment incentives;

o Registration and Qualification of Investors: this
critical stage of the process includes first gathering

key information on the investor, such as his current line
of business, specific investment interests, financial
resources. Investor verification is discussed in detail
in Section VII - Investor Verification of the Vademecum.

A well developed database of investors can greatly
increase the efficiency and effectiveness of future
marketing efforts and also identify particular interests
or concerns of investors which can be addressed in
promoticnal materials. Information contained in the
database can also assist authorities in the selection
process of appropriate SOEs for divestiture. The use of
investor data bases in selecting SOE for divestiture is
discussed in Section IV - Marketing Analysis of the
Vadenmecum.

o Selling the Program: the basic principle of sales is to
follow a progression of informing, gqualifying and gaining
commitment from the potential client to move to the next
stage of the sales process. The goal at this stage of
the "buyer attraction process" is to get the investor to
make a further commitment to further action. The logical
goal would be a personal visit by the investor(s) to the
site where the SOEs are located for further information
transfer and to actually inspect the SOE he is interested
in purchasing.

3. Investor Visits

The format of an individual investment visits varies depending
on the specific needs of the interested parties. The key
point to be kept in mind when arranging for such a visit is
that the investor should be given maximum encouragement to
visit the enterprise by making it as easy as possible
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For a smaller investor, who may not have the capability or
desire to plan and carry out a thorough reconnaissance mission
individually, an investment mission can serve as a vehicle for
pooling several individuals for the purpose of direct sales.

The structure of an investment mission is typically aleng the
following lines:

A group of five to ten individuals who have a serious interest
in investment in a particular region of the country are
selected for the mission. The mission is often focused on a
particular sector of the economy, and led by a business person
or official thoroughly familiar with the business conditions
in that particular region. Meetings with appropriate
officials are arranged (representatives of the vovoidship,
founding body), as are visits to possible investment sites.
Most of the initial briefings are given to the whole group,
but one-on-one discussions are included to answer specific
questions or concerns. Missions tend to last no longer than
a week.

4, Regsons for failure of investment mission

Many of the investment missions held in other countries fail
to bring the type of results which are anticipated, or at
least hoped for, by the organizers. This is generally due to
a combination factors:

o overly optimistic expectations;

o lack of preparation or expertise on the part of mission
organizers;

o inadequate individualized follow-up and sales effort.

Avoiding these pitfalls by having individuals on the mission
who are capable of answering any and all guestions, and
possibly having decision-makers who can begin to negotiate a
sale on the spot, will generally result in a more successful
mission.

While it usually takes a few months to conclude a deal, the
first 90 days or so are critical to making or breaking
potential sales. This immediate post-mission time frame
regquires maximum responsiveness and updating of all Kkey
prospects to move the sales process along.

5. Detailed Information Exchange

As part of the investor wvisit and subsequent follow-up,
detailed information needs to be exchanged with serious
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investors. For a privatization program, this includes
assisting the investor in preparing his bid or tender offer,
and further qualifying the buyer in terms of his ability to
meet the requirements of investing.

Any specific pre-conditions, such as joint-venture
requirements, employment obligations, investment commitments,
need to be addressed with the investor and he should be given
adequate time to structure a proposal which meets or counter-
offers these conditions.

6. Investor Selection and Post-Sale Publicity

After the deal is finalized, the marketers need to effectively
exploit the sale by publicizing it to the investment
community. This is particularly true early on in the
privatization process. In this way, the promotional process
of divesting SOEs becomes a somewhat circular process, with
the latest sale becoming a major promotional tool in repeating
the successful "sales cycle.”

C. The use of advertising in public auctions and public
tenders

1. Public Auction

o The rational for selection of this privatization method
is discussed in Section II - Competitive Tenders in
Market Econcmies of the Vademecum.

o) Marketing and promotional vehicles: Publicity concerning
auctions is usually limited to newspaper advertisements,
direct mail and often direct contact with members of the
business community. This is relatively inexpensive,
especially since several small SOEs and possible assets
(equipment for example), may be auctioned at the sanme
time., As is the case with any privatization program,
organized publicity of the entire program via media and
regular briefings to a variety of business interests is
usually a Key factor in generating interest in the
overall process.

2. Public Tender

o The rational for selection of this privatization method
is discussed in Section II -~ Competitive Tenders in
Market Economies of the Vademecum.
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Marketing and promotional vehicles: The experience of
SOE marketers would appear to indicate  that
conditionality for sale of the enterprise, such as
employment requirements, restrictions, on certain buyer
groups, participation by 1local investors, should be
explicitly described in the request for tenders document
prepared by the SOE Founding Body. Given an adequate
length of time for response, serious investors will
structure their tenders to meet these regquirements. often
in a creative and innovative fashion. It is also
critical that the tender reguest specifically state that
the government:

"has the right to reject any or all of the proposals."

This ensures that the government will not be pressured
into accepting a less-than-optimal buyer offer, and also
strengthens its bargaining position if the top bidder is
asked to enter into negotiations with the government.

Preparation of "Request for Tenders Document" (tender
invitation): The following is an example of the
procedures involved in the tendering process, taken from
an actual privatization which took place in an emerging
market economy:

it was decided that an advertisement would run once a
week for four weeks in the two leading national news-
papers. In addition, one advertisement was to be placed
in the leading newspapers in large immigrant communities
abroad. Additionally, the country's embassies in major
investor~countries received copies of the advertisements
(see Appendix B for example).

a public annocuncement was drafted (see Appendix B) to be
placed in the newspapers;

interested parties were to submit letters of interest to
receive the tender invitation (see Appendix B);

offers containing information requested in the tender
document were to be submitted by a certain date,
accompanied by a bank cheque for 10% of the total offer;

the Tender Board opened offers in the presence of
witnesses and observers at a pre-determined time and
Place;

the Tender Board determined whether an offer met the
conditions of the tender dJocument. If not, the
privatization committee disqualified the offer. The
offers meeting these requirements were ranked based on
the price offered. The Tender Board reserved the right



to reject any offer;

- the Tender Board announced successful bidder at a public
meeting. Bank checks from those bids not accepted were
returned;

- if no offer were accepted, the process was to be repeated
again in 90 days, with efforts to distribute the public
announcement more widely;

- the privatization committee ensured that the selection
results were made known through newspaper announcement..

o Press and Public Relations

The reasons for press coverage and publicity in the tendering
process is twofold:

- there is a fundamental objective of offering the SOE to
every possible buyer. This both helps to ensure that the
"best buyer" will be captured as part of the audience and
that the process of divestiture remains as open and as
transparent as possible, affording maximum public
confidence in the fairness of the process;

- publicity helps to generate enthusiasm in the
privatization process which is necessary to facilitate
future interest in privatized SOEs among the investment
community. The publicity process should not end when the
tender is prepared. The identification of the buyer who
has been chosen should also be publicized, with regular
updates on the (hopefully favorable), performance of the
now private enterprise.

o Promotional Materials

The tender invitation (see Appendix B), is a very specific and
detailed description of the enterprise for sale and any
restrictions or special requirements which the buyer must
meet.

As a precursor to distribution of the actual tender invitation
or bidding document, several privatization programs have
employed preliminary promotional materials to facilitate the
dissemination of information on the enterprise to be divested
(see Appendix C for examples).

The primary purpose of these brief documents is to generate
initial interest. They are rather inexpensive to produce, and
therefore good models for use in virtually all cases of
competitive tenders.



Interested investors are instructed to contract specific
offices to obtain detailed tender invitations which include
corporate profiles. These materials greatly expand on the
information contained in the more costly information memoranda
which c¢ontain comprehensive descriptions of the physical
assets, financial condition and status of the enterprise.
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POSSIBLE SOE MARKETING VEHICLES

PROMOTIONAL VEHICLES

(Announce Program, Appointments
of Personnel, Offerings, & Completed
Transactions)

Meetings:

- Talks by Government Officials at
Meetings of Chambers of Commerce
and Cther Business/Banking Groups

- Video Presentations Describing
Enterprises Being Privatized

Articies

About Privatization or Enterprises
in Newspapers and Periodicals

Malllngs

Brief Company "Profiles” to Potential
Investors, as well as Banks, Brokers,
and other Organizations Which May
Know of, or Contain, Potential Investors

Direct Mail

To Embassies of the Privatizing Country,
International Banks, Venture Capital Groups,
Known Int'l. Investors, Associations of
Overseas Nationals

Videotapes

Shown at Meetings or Receptions Hosted
by Embassies in Key Foreign Countries

Special Bulletins

U.S. Foreign Commercial Officer in Each
U.S. Embassy has Access to Extensive
Network of Newsletters & Bulletins
Maintained by U.S. Dept. of Commerce &
OPIC. Networks of Potential Investors
are Mainained by Regional and Int'l.
Development Banks (Listing Attached)

JARGET AUDIENCE(S)
4
LOCAL
AND
REGIONAL
INVESTORS
\.
,
FOREIGN
INVESTORS
AND
OVERSEAS
NATIONALS )
\
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AND ADVERTISEMENT
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TENDERS B0ARD

PUBLIC TENDER
FCOD PROCESSING LABORATORY

The Government of Western Samoa appreved the privatisation of
the commercial operations of the Food Processing Laboratory. A
tender document has been propared «which prescribes the conditions of
tgnder. The tender document can be obtained from the Office of the
Director of Econcmic Development, Box 862, Apia, Western Samoa,
Requests for the document may be telexed to 233 Treasury SX or sent
by facsimile 21312. A charge of WSS10 will be made for each copy of
the tender document. All tenders should be addressed to the Tenders
Board, Treasury Ceparzmen:, Private 3ag, Apia, Western Samoa and
should be received by the Tencders Board on or before 4:00 p.m.,
Friday, 24th april >387.

The advertiseament of the tender as it appeared in the Samoa
Times: N

Pubtic Tender

FCOD _PROCESSING LABORATORY

The Government of Western Samoa
approved the privatisation of the
commercial operations of the Food
Processing Laboratory.

A tender document has been prepared
which prescribes the conditions of
tender., The tender document can be
obtained from the Office of the
Diractor of Eccnomic Development,
Box 862, Apia, Western Samoa.

Requests for the document may be
telexed to 233 Treasury SX or sent
by [facsimile 21312. A charge of
! WSS10 will be made for each copy
of the tender document. All tenders
should be addressed to the Tenders
Board, Treasury Department, Private
Bag, Apia, Western Samoa and should
be received by the Tenders Board on
or before 4.00p.m., Friday, 24cth April
1987. O/MN 17923




TENDER DOCUMENT JRAFT

FOOD PROCZISSING LA3BCRATORY

Cace : 24th March 1337

At its meeting held on 2ist January 1987, the Cabinet of the
Government of Western Samoa discussad paper CP (87)2 and approved
that:

1. The commercial operations of the Food Processing
Laooratory be privatised;

2. Tenders should be called £rcm all interested companies
and/or individuals tnat wish zo take over the activities
of the Foed Prccessing Laboractzsry:

3. A committee of oificials comprising the Financial
Secretary, the Director of Agriculture and tne Director of
Ecornom>c Develcpment =zo appoint and evaluace all tenders
to be received and subsequently submit their repcrs to
Gevernment.

To that end, the above-named Commiz=tee has prepared the
attached tender documen:z to provide interesteé parties with all
known and relevant infarmation of the Focd Precessing Laborazcry to
enable them 20 prepara offers for the Foed Precessing Laboratory.

All cffers must be submitted in a sealed eavelope £5 the Tender
Board, Treasury Deparctment before 4:00 p.m. within 30 days of the
édate of this tender decument.

In this tender dccument, you wili Zind =he following:
ancial statements

. The most recent, complete (unaudited) £in
nancial statements

£or the Fcod Processing Laberatory. F
more rcecent than 1984 are not availabl

. A list of equipmenz included in this cffer.

Food Processing Labcratory is located on land belonging to che
Government of Western Samoa. If the cfferor plans to @ccupy the
piant at Alafua, the =2fferor should stace a williagness to enter
into a long-term (25 yeazs) lease. The cfier should include the
amount the offeror is wi.ling to pay to lease this prcoperty.

If the offeror plans to dismantle cthe plant and move it to
another location in Western Samoa, that should be clearly stated in
the offer. No offer will be accepted wherein the eguipment would be
re-located cutside of Western Samoa.



T N O N I B BT AN N 9 D D O BN O e e

S s

The Government of Western Samoa currently employs 15 nersons ac
the Food Frocessing Laboratory. It is the desire of =he Governmen:
of Western Samoa that these employees continue to work a:z this plans
after its sale, at least for a period of six months, during waiecn
time each employee will be evaluated regarding ccntinuing
employment,

The Food Processing Laboratory is a going concern with the
following estimated annual sales:

Estimated
Annual
Quantity Value Sales
Passionfruit
Exports/tonne 8l WSsz,163 WSsl1l76,000
Fruit Juice
Carwons/litre 200,000 WSS..40 WS5280,000
Bulk/ilikre
Bananas
Pulp/tonne 50 WSs1,871 WS$134,000
Dried/tonne 25 WS3$4,053 WSs101,000
WSSE631,000

frozen passionfruit pulp and seeds, frozen banana pulp and
édried bananas are currencly exported to New Zealand and Auystralia.

The Food Processing Laboratory currently purchases from
approximately 30 passionfruit growers, The price paid per kilogram
is presently 28 sene. The bencamark valuation of this going concern
has been macde by the Government of Western Samca based upon a
payment to Zarmers of 32 sene per kilogram in Oc:zcder 1987, Unless
there are gross abuses, the Government of Western Samoa cdoes not
intend to exercise any price control over the operations of the Food
Processing Laboratory. It is believed that in order to increasa the
volume of the plant farmers will have to be paid for their
production in cash and advance contracts will be required. Sorme
agricultural extension services provided by the plant will also be
desirable.

The Food Processing Laboratory purchased 3,000 tonnes of
passionfruit in 1984, cffering a price of 35 sene per kilo.

The Food Processing Laboratory currently pucchases its bananas
from US?, Annandales, ané Phil Williams.

The benchmark price developed by the Government of Western
Sameca has been set so that the purchaser can make an adequate profit
without Investment Incent:ves or other proteczion from taxes.



An inspection of the business may be made by maxing an
appolntment with Mr. Clive Pedrana to visit the Food Processiag

Laboratory in Alafua, Apia, Western Samoa.
equipment for food technology cresearch, other than eguipment
specifically used for quality control of the above-named producs

Please ncte thars

-
-3,

will be moved to another location and do not constitute eguipment
offered for sale in thls tender document,

The Tenders 3card reserves the right to refuse all offa2rs and
-to re-advertise this tender.

Your offer should include the following:

Price offered for Food Processing Laboratory as a going
concern. A bank cheque amounting to 10% of this amount

should be attached to your offer

Willingness to enter inzo a long-term lease agreement with
tne Government of Western Samga, and the anncal lease
anount offered with aperopriate increases Ior inflation

Full disclosure as to owne:sship and management team

Assurance that the equipment will remain in Western Samca

Assurance that plant pecsonnel will be maintained for a §-
month period, after which time any or all may be dismissed

The offer is o be based on the understanding that the
business shall be subject %o ail taxes and fees reguired
of such a business operating in Western Samea.

Accordingly an assurance is reguired that no application
will be made to the Government of Wes:ern Samca for
incentives under the Enzerprise Incentives Act 1934, the
Indyscrial Free Zone "Act 1974 or otherwise, in the futyre,

The sales agreement will be between the Govarnmensz of Western
Samoa and the purchaser for the "business known as Focd Process.ing

Laboratory.”
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"~ . Company Profiles



BUSINESS OPPORTUNITIES

THE GOVERNMENT OF THE
CO-OPERATIVE REPUBLIC OF GUYANA

Announces the commencenent of divestment aulvibies wiselation (o a
mpnber ol Siale owned/controlled Emenpises i the Agnicaliugl
Secror (hshery, forestry, womal, it and vegetable producks) an the
tnanulac lwning sub seCtar {stocklveds, paimts, wic )

trerested parcies are wvited 10 apply loe 1elevan Corpotate Poshites
to the lollowsng adili vyses

The Chiel Exacutiva Officer,
Public Corporations Secretariat,
45.47 Water Steet, Georgatown,
GUYANA, SOUTH AMERICA.

Telephone: Q67016
G2/09476

Totex: Gy 2214
Presodt 2208

Fax: 8402 2 GA3UH

Mr. Joseph Tyndall, C.C.H,
Ministar

Teade and Invesiment
2490 Tracy Place WW,

AR Washington D.C. 20008
Telephone: 202 265 6900 (Olhice)
300 229 91926 (Huine)
Telex; 023 041 /0

Mr Phillip A. D. Alsopp, A A,
Deputy High Commissioner

3 Palaca Court

Rayswater Roud

Lcndon W2 ALP

Telephanas: 01229 144 G {Olhiee
Tolex: Oh1 2044

COMPANY PROFILE
NATIONAL PAINT COMPANY LIMITED
NATURE OF BUSINESS

The company i & wholly owned smbiidisty o) Guyans Pharmacautical Cotparation {GPC), & Raw
vwiied entotpri 1 nanutaciuras a wide angd ol pants as welt at aihyd resin and othar punt pro-
durg

BRIEF IISTORY
The campany was cugwdlly snabhshed jn 1955 a1 8 subsidary of Biinh Panus (UK} Liiwied In

1926, o1 was acprirad by the Goveenment of Guyans sud opsrated as a divikion ol Guyans Stues
Luoed umd 1929 whan 1t became » division of the Guyane Phaumacautical Corporstion From
Jatwaty 1, 0980, 1s stetus was clanged to shat of 3 private linuled babiily company with the nams ul
National Pant Cunpany Linnted and 10 a wholly owned subsidisy ol she Guyens Phacnacsuscal
Cutporstion,

OPEHAVING LOCATION
Ihe dectury i located a1 13704 ludustrial Envate, Ruimvaldt on the autikirts of Gaargetown,

CAPITAL STRUCTURE
The authuired shate capital ot the company 15 30,000 of dinaey shases with a par valus of G$100 00

wath, o whith 2450 have basn issusd 81 pa and are lully paidup.

Tt company cusins loan linancing of G35 499 million which it ustised las the scquisition of an
alhyd tabon plant cununissionad 1n 1360,

The estimated valua ol the finad assers a3 81 Dacember 1, 1988, was 636 515 million (Now.
WSSt 00 = G$33 00 trom Macch 31, 1983},

FRODUCTYION CAPACITY
The compuny Iws an bistakad capscity ol 350 000 US gat*vns bhout 13 mulion htresd of pant pa
annum Cugrent produchion capacty is 300,000 US gations (sbout 1.1 inithan Litres) end 1,000 100a0

latmus 984 youd pae annuni o gaints snd slkyd sasn sespectively,

PRODUCTS
The caompany produces & wides sangs of paint products as well as putty sud 1oya thyd 1san

MARKETS
Sals are curienlly Junited to tha local marhel of whith the company has s shais of sppronimatsly

10% of the cumul conmmption pes yesr,

MA 0N STRENGTYHS
The company possesses tachnical and sdmininrative shills 10 guaranies 13 conmnued gowth snd

dyvelopniant In addiion, the pachineiy ana squipmant &e (n sxcellent condiion snd well alain:
inad 1o guaraniae continuous praduction,

Tha racontly instalied Soya Alkyd RAetin plant produces miin which 1 one of the main ingiedunn
th tha manulscwie ol ol based pains Such rs1in can be readity masketed in the CARICOM ragion,

GOVERNMENT OF GUYANA
APHIL 6, 1989
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INVESTOR VERIFICATION
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VII. Investor Verification

This section will address the problem of investor verification
faced by the Founding Bodies. Following the publication of

- invitations to negotiate in the local and nation-wide press,

inquiries flow into the office of the Founding Body requesting
additional information and access to the SOE.

The Founding Body is then faced with the dilemma of
determining the credibility of various potential investors.

Some of the questions we will try to answer are: why is
investor verification important? What are the criteria for
evaluating the credibility of a potential investor? What type
of information should be requested from the investor prior to
entering into any contractual obligations? What are the
possible sources of information on the investor?

A. Why is investor verification important?

o To avoid unnecessary disruption at the enterprise
level: Presenting an SOE for privatization in
general and liquidation in particular creates a
significant amount of disturbance at the enterprise
level.

Below are listed some examples of the particular
turbulence that occurs at the enterprise level as a
result of anticipated negotiations.

Management Dbecomes focused on the upcoming
negotiations, considering the future of the
enterprise, the potential effect on the production

profile of the firm, employment, existing
contractual obligations. Very often, ownership
transfer implies change of management. As a

result, management's attention is largely shifted
from operations of <the enterprise to issues
relating to the upcoming negotiations. In summary,
management becomes increasingly absorbed with
planning strategy for the anticipated negotiations
rather than the day-to-day management of the
enterprise, the planning of investment projects,
expansion, upgrading and introducticn of new
production lines. The SOE increasingly enters into
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* PROFILE *

BUSINESS:  Processing plant for milk and milk by-products.
LOCATION: San Pedro Sula, Cortés, Honduras C.A.

OWNER: CONADI: 46%; BANDESA: 48% « RATE OF EXCHANGE USED:

Others: 8% L. 2.00 = US$1.00

YEARS IN OPERATION: Foundedin 1972. » ANNUAL SALES: US $19.8
million

EMPLOYEES: 340 (146 production) « QPERATING PROFIT: .

US $ 482.5 thousand

KEY DATA AS OF: 07/20/88 » BCOKVALUE CF FIXED ASSETS:

US $3.05 million

S W pE WY

FACILITIES: Milk processing plant, including pasteurizing facilities. The company
also owns equipment to dehydrate milk (100,000 litres/day) which was
purchased new in 1878 and has nevsr been in operation, Generally, the equipment
is in good condition. The company leases a second processing piant in Tegucigalpa.

PRODUCTION: The facilities produce pasteurized milk (70%), fruit juices {5%),
various types of cheeses (10%), plus cream and butter (15%). The plant uses
100% of its milk preduction capacity and 80% of its capacity for cream and
butter production. Maximum reception capacity is 85,000 litres of frash milk
per day.

MARKET: The company has a 43% market share of the total liquid milk market and
75% of the market for cheese. The main competitor is the LEYDE Company which
has 40% of the milk and 20% of the cheese markats. Delta Company has 8% of the
miik market.

OVERALL EVALUATION: The company needs to make administrative reforms and
production improvements as well as o devise an effective marketing program. Its
market appears to be a growing one, however, and the new dehydrating plant is a
very attractive investment in view of the scarcity of powdered milk in the
country.

FOR SALE: The 92% of the shares owned by CONADI and BANDESA.

SALE PRICE: To be set by the Boards of CONAD! and BANDESA in accordance with an
evaiuation performed by independent appraisers.
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* PROFILE *

ARERA CENTRAL, S.A DE C.V. (ACENSA

BUSINESS:  Cultivation and milling of sugar cane.

LOCATION: Marcovia, Choluteca, Honduras C.A.

OWNER: CONAD!: 59.95%; Inversicnes + RATE OF EXCHANGE USED:

del Sur: 0.01%; Others: 0.04% L. 2.00 = US$1.00

YEARS IN OPERATION: F;:unded in 1974; » ANNUAL SALES: US $15.85

Currently operating. miilion

EMPLOYEES: 1400 permanent and ’ - OPERATING PROFIT:

temporary. US $(5.45 miliion)

KEY DATA AS OF: Sept. 31, 1888 + BOOK VALUE OF FIXED ASSETS:
US $18.55 million

. FACILITIES: Owns 1828.98 ha. {4513.41 acres) of fand. Machinery and
equipment are in good condition, and are maintained with technical assistance from
the Schaefer Company. The process is integrated, ang the mill operates 5-8
months of the year.

. PRODUCTION: Produces raw and white sugar plus molasses. Milling capagity is
4,500-5,000 tons of cane per day equivalent to approximately 80 short tons of
sugar.

. MARKET: By arrangement with the 6 other mills, ACENSA participates in exports

to the U.S., under the latter's now reduced quota system. Its share of exporls
(50% of its sales), as well as its participation in the domastic market, is based on
a formula established by the Central de ingenios {CISA), which allocates shares o
each mill based on production achieved. The main producers of sugar are CAHSA,
which supplies 24% of the local market, followed by AZUNQSA with 22%, ACENSA
with 20%, and AYSA with 12.5%.

. OVERALL EVALUATION: World sugar prices will have much to do with the
company's future. Crop diversification, and the production of alcohol, are two
endeavors for which the company has good expectations.

. FOR SALE: 100% of the assets.

. SALE PRICE: Will be set by CONADI's Board upon receipt of a valuation by
independent appraisers.
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* PROFILE *

1A MENTERA HONDURENA, S A V. (INCEHSA

BUSINESS:  Manufacture of portland and puzzolana cement.

LOCATION: Piedras Azules, 6 kms. from Comayagua City, Honduras C.A.

OWNER: CONADI: 80%; Asland: 10%: RATE OF EXCHANGE USED:

Mali: 1%, Others: 8% L. 2.00 = US$1.00

YEARS IN OPERATION: Founded in 1976. ANNUAL SALES: US $28.75
million

EMPLOYEES: 308 (275 in production) « OPERATING PROFIT:

US $ 10.9 million

KEY DATA AS OF: Dec. 31, 1988 « BOOK VALUE OF FIXED ASSETS:

US $42.80 million

FACILITIES: The plant has one kiln with a production capacity of 1,200 MT per
day. It is a dry kiln process with a four stage gas pre-heater that uses the exhaust
gases to dry the raw materials. The machinery includes the processing equipment,
auxiliary and transport equipment. The plant has been in operation for 7 years.

PRODUCTION: Installed capacity is 392,000 metric tons of portland cement and
532,000 of puzolanic material. There is sufficient raw material for 40 years of
operation at full capacity. Presently the plant is operating at 55% of installed
capacity.

MARKET: It has one competitor in the local market, CEHSA, located on the North
Coast at a distance of approximately 250 kms. from INCEHSA. That firm has
installed capacity of approximately 700,000 MT per year of both types of cement.
In 1987, INCEHSA supplied about 2/3 of the local market. Total demand in that
time in the local market was 330,000 MT per year. There is one possibility that
Guatemala could be developed as an export market due to estimates that show
Guatemala running short in 5 years. Moreover, there is the potential to ship to
thew Caribbean, and possibly to ship clinker to the U.S. market.

OVERALL EVALUATION: The machinery and equipment of INCEHSA are in top
condition as a result of sophisticated and intensive maintenance programs
supervised by Asland of Spain and Kawasaki of Japan (the manufacturer of the
main equipment). There are raw material reserves for more than 40 years, and
as INCEHSA is a very well managed low cost producer with a good local market
share and export potential, its outlook is a positive one.

FOR SALE: CONADI's 80% equity investment.

SALE PRICE: To be set by the Board of CONADI upon receipt of a valuation by
independent appraisers.
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a phase which may be characterized as the state of
deep freeze: all important decisions considering
the operation of the enterprise are side-tracked
until the anticipated negotiations and ownership
transfer are concluded.

The workforce of the SOE becomes profoundly

affected by the “deep freeze" mentality
characteristic of the period preceding
negotiations. This may have a considerably

negative effect on the morale of the workforce as
the period of anticipation lengthens. Will the new
owner retain the workforce? If not, how extensive
will be the cuts? What effect will privatization
have on the working conditions at the enterprise,
on wages, on social benefits, on workers'
representation?

Finally, the announcement of an SOE's liquidation
can negatively impact the number of new orders
placed for the products and/or services of the
firm. Often, creditors of the SOE have also
increased pressure to accelerate repayment of
outstanding payables and obligations.

As a result of all of the above mentioned points, a
company should enter into negotiations with
investors who have presented serious bids for the
company in order to minimize the period of
uncertainty. Ownership transfer greatly disrupts
both management and the firm as a whole, and should
not ke initiated unless the Founding Body feels
confident that the potential investor is able to
seriously participate in the negotiations;

Need to conduct due-diligence of the buyer: within
the nascent Polish privatization market it is not
possible to adopt the Western maxim of "let the
buyer beware."

Should the new owner of the privatized enterprise
default on his payments, the enterprise is returned
to the Founding Body. As a result, the
responsibility of the selling agent for ensuring
the credibility of the investor 1lies with the
Founding Body.

Of particular importance is the need to protect the
SOE and its employees from investors with sources
of capital inadequate for continuing operation of
the firm following privatization. Discussion of
this 1issue is ©presented in the following
subsections.
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Even when it has nothing to hide, the Founding Body
of the SOE may not wish to disclose information
about the company's business operations, customers,
suppliers and trade secrets reveal financial
information until the potential buyer proves to be
a bona fide candidate.

fe) Final analysis/role of legal contract: even in a

perfect economy, in which well-developed legal
structures govern contractual agreements, the
credibility and honesty of the investor are the
factors which ensure the successful completion of
SOE divestiture. The role of the contract is to
clearly 1list the obligations of all parties
involved in the ownerships transfer and make known
the ©penalties of not complying with these

obligations. In the final analysis, the
fulfiliment of all contractual obligations in an
ownership transfer comes down to trust. The

initial choice of negotiation partners is therefore
extremely important.

In summary, it is important to obtain enough information, at
an early stage of the negotiations, to ensure that valuable
time and limited budgets are not expended on casual or non-
capitalized investors. It is important to point out, however,
that the verification process should not be so rigorous and
invasive during the initial contact as to discourage the
investor from further discussions.

B. What specific issues relating tco the investor need
verification?

o investor motivation: why is the investor
interested in the particular SOE at hand?

On the basis of rudimentary documentation on the
SOE presented by the Founding Body, contact with
the potential investor 1is initiated. This
rudimentary documentation can take the form of one-
page reports summarizing the most important facts
about the enterprise: production profile,
location, size of 1labor force, net book value,
total sales, total liabilities with distinction of
long-term  debt (for specific examples of
promotional materials see Section VI - Advertising
of the Vademecun). On the basis of this
information provided by the Founding Body the
investor should be able to specify why he is
interested in the particular enterprise.




investor qualifications: does the investor have
the qualifications or the necessary assistance of
qualified advisors to be able to implement the
proposed program?

It is important to develop a sense of the potential
investor's background and experience in a
particular field. Does the investor know what he
is getting himself into by purchasing the
enterprise? Does he understand the business in
general and the specific production profile of the
firm? Does he understand the technological base of
the enterprise? Does he have access to skilled
assistance who understand the mechanics of the
acquired firm?

As due diligence responsibilities rest with the
Founding Body of the SOE, the negotiating team must
take all the steps necessary to feel cpnfident that
the potential investor is qualified to
appropriately manage the firm following ownership
transfer. Signing and notarizing the contract of
sale do not end the relationship between the firm
and its Founding Body. This is especially true in
the case of a SOE-purchase on the basis of an
installment repayment scheme. Should the new owner
default on his payments, the enterprise reverts
back to the Founding Body.

Ownership transfer alone does not ensure enterprise
viability. The new management of the privatized
enterprise then faces two major tasks requiring
completion to realize a successful ownership
transfer:

- the drafting of an appropriate business
strategy for the enterprise covering issues
such as production profile, intended capital
expenditures and investments in the firm, work
force expansion or contraction;

- securing appropriate sources of financing for
the purchase of the SOE

The next two subsections will address these two issues:

Proposed strategic business plan: discovering
whether the investor has a viable strategic
business plan for the enterprise / verification of
the proposed business plan;

The strategic business plan proposed by the
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investor should:

Q.

define or redefine the company's mission
following ownership change. Some of the
topics covered should include:

- reason the organization exists;
- products and services offered;
- clientele served;

- nature and geographic marketing territory
of the business;

- areas of specialization (market niches).

fully and adeguately assess the current
situation. This section should identify and
analyze the company's key results areas. Most
companies have from 8-15 key results areas
where the firm must achieve success for it to
grow and prosper. The company's objectives
and tactics can be grouped into these key
areas, making it easier to process,
prioritized, allocate resources and coordinate
with other areas;

indicate what the business should look like in
3~5 years. It is important to make these
objectives as quantifiable as possible;

Examples: the proposed strategic

business plan should contain the following
type of information specifying operational
objectives:

- strategic objective: increase revenues;

propeosed strategy: increase revenues from
new customers, expand sales to existing
customers, acquire other related
businesses, open new branches, market new
products/services, invest in new
production 1lines to achieve projected
revenue increases (strategy should
preferably include specific projections
for the next 3-5 years);

- strategic objective: improve financial
condition of the firm;

proposed strategy: establish and maintain
the necessary financial condition to
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support planned growth by achieving
liquidity, solvency and profitability
(strategy would preferably include
specific projections in the three areas
listed above for the next 3-5 years);

d. map out a course to bring the company from
where it is now to where the investor would
like to see the firm (achieving the objectives
of the investor), recognizing its:

- strengths;

- weaknesses;

- opportunities;
- threats.

It is important to focus on the analysis of the
strengths, weaknesses, opportunities and threats of
the SOE. Does the investor fully understand the
relative strengths, weaknesses, opportunities and
threats facing an enterprise? Does the proposed
business plan reflect his understanding?

The degree to which the management understands the
relative strengths, weaknesses, opportunities and
threats facing an enterprise will have implications
for its ability to:

- increase revenues;
- improve the financial condition of the

enterprise (profitability, liguidity,
solvency, credit and collections policies);

- keep pace with competition;
- improve efficiency, productivity and services;
- capitalize on emerging trends in the market;

- improve labor relations, human resources
development and training;

- improve internal communications;

- improve distributor or supplier relationships;
- improve public relations, advertizing,
promotions;

- improve or enhance products and services;
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- capitalize on the firm's existing physical
facilities (location, capacity, layout);

- function at peak efficiency within the firm's
current organizational structures;

Strengths and opportunities can be exploited by
establishing tactics utilizing these comparative
advantages to obtain maximum productivity.

Weaknesses and threats can be reduced or eliminated
by establishing tactics which 1imit potential
problems.

Tactical objectives listed by the investor in the
business plan should aim to support the strategic
objectives such as revenue increase, increased
liguidity or improved collection policy in the
short-term. Examples of tactical objectives might
include:

- produce and market a new product (take
advantage of perceived opportunities);

- develop and market new services (take
advantage of perceived opportunities);

- identify a specific market (traditionally
covered by the firm), and develop a target
marketing plan to further penetrate that
market (capitalize on a strength);

- retain workforce or replace weak workforce
(correct a weakness);

- change salary program for workforce from fixed
salary to variable salary based on performance
(correct a weakness);

- change marketing or advertizing methods (take

advantage of an opportunity).

A successful strategic Dbusiness plan must
prioritize all of its objectives and propose
realistic time frames for achieving each objective.

The major reasons for failed strategic business
plans are:

- some plans are constructed around incorrectly
defined strategies;

- some plans do not state geoals in guantifiable
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terns;

Sources of funding: does the investor have viable means
of financing the purchase of the enterprise? Through
what means is he planning to finance the purchase?:

- future cash flow from operations of the privatized
SoE?

- sources of capital external to the acquired SOE?;

Should the investor indicate that he is planning to
service debt payments resulting from the acquisition with
cash flow from operations, the Founding Body should
guestion the feasibility of such an assumption. Will the
company reguire significant capital expenditures in order
to obtain positive cash flow from operations following
ownership transfer? If so, how much investment would be
necessary in the first year of operation as a private
enterprise to be able to introduce new production lines
or overhaul existing ones in order to improve or maintain
performance results?

In summary, good knowledge of the financial condition of
the enterprise is necessary to be able to verify the
investor's ability to meet payment obligations entailed
by the purchase of the enterprise.

It is essential that the Founding Body have access to
information about SOE performance. It is egually
important for the negotiating team to be able to analyze
the information provided about the company's financial
performance. Section VI of the Vademecum entitled Firm
Valuation addresses some of the important elements of
analyzing the performance of a company.

If the investor is planning to bring capital into the
firm from external sources, he should be able to present
the vovoidship with documentation indicating the
existence of such funds.

There are a number of commercial banks in Poland which
have begun to provide venture capital to local investors.
Funds denominated in zlotys, however, are available at
what are considered by most investors to be prohibitive
interest rates. As a result, most investors will
probably not be able to meet interest and principal
payments on zloty-denominated loans covering the
acquisition with internally generated funds. No
subsidized credits from the Polish government are
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available for privatization as of March 1992.

There are a number of funds and programs provided by
foreign banks, governments and multilateral organizations
which provide subsidized or market-rate venture capital
credits for the Polish private sector. The investor may
be able to secure access to such sources in order to
finance the purchase of an enterprise through the Fast
Track - Auction program. Competition for such credits is
intense, however, and the necessary application
procedures can take anywhere from two to six months. It
is therefore best to require that the investor indicate
specific sources of funding already available to him at
the time of negotiations. These sources can be verified
through a number of means discussed below. Section IV of
the Vademecum entitled Marketing 2nalysis covers
potential sources of venture capital in Poland.

The investor may also indicate his intention to create a
joint-venture with additional partners who will
contribute the necessary capital to service debt payments
and finance working capital and capital expenditures.
Such "possible" partners may not materialize due to
reasons totally beyond the investor's control.
Consequently, it is important that the Founding Body
require specific, well-documented contacts with other
investors who are interested in participating in any
shape or form in the newly acquired venture.

Methods of investor verification available to the
vovoidships:

o varicus information sources available to the
Founding Body include:

- Ministry of Privatization: the Founding Body
should contact the Ministry of Privatization
as a possible source of information on the
investor. The investor may have previously
expressed an interest in another privatized
enterprise. The Ministry is often the first
stop on an investor's search for possible
investment opportunities. The respective
department in the Ministry (Department of
Small and Medium Enterprises in the case of
the Fast Track - Auction program), should
assist the inquiring Founding Body in any way
possible. If no specific information is
available in the Department, Ministerial staff
may be aware of particular consulting firms
that have dealt with investors interested in a
specific sector.



N D
rd

- banks: the potential investor should be able
to indicate a bank he is dealing with or hopes
to deal with in the acquisition of the SOE.
The negotiation team representing the Founding
Body should be able to contact this bank in
order to obtain references on the investor.
Does the investor currently hold any accounts
with the bank? How long has he used this
particular financial institution? Has the
bank issued any guarantees or letters of
credit on behalf of the investor? Can the
investor count on the support of the bank in
the acquisition of the SOE? What 1is the
investor's history with the bank?

- consulting firms: in case the potential
investor is a legal entity, he should be able
to provide some financial information covering
his operations and financial performance. The
Founding Body may want to retain the
assistance of a consulting firm to conduct a
limited due-diligence on the investor based on
the information provided. What is the
investor's field of operation? Does the
investor carry obligations towards creditors
which may significantly effect his ability to
both manage the acquired SOE and, in a timely
manner, service any resulting payments to

creditors?
- embassies (commercial attaches): in the case
of foreign investors, offices of the

commercial attache in respective embassies may
be a potential source of information on the
investor. The commercial attache is often the
first person contacted by the foreign investor
upon his arrival in Warsaw. Should the
commercial attache be unfamiliar with the
particular investor, he may be able to
directly obtain the appropriate information
from the respective country or direct the
Founding Body to the appropriate organizations
in that country which may help in the process
of investor verification.

contracts and terms of agreement (described in
greater detail in Section IX - Legal Tssues of the
Vademecun) ;

Following a thorough verification of the investor,
the best means of insuring a successful and
trouble~free transfer of ownership is a well-
drafted contract of sale which clearly defines the
rights and obligations of all parties involved.
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Appropriate addendum to the contract should outline
any additional commitments on the part of the
investor «covering investment, enmployment and
profile of production. The negotiation teams
representing the Founding Body should be aware,
however, of the legal constrictions which limit the
investor's commitments and promises.

For a detailed commentary of this process please
see Section IX Legal Issues of the Vademecum.



VIII. Negotiations

This section will present the negotiation process in order to
help Founding Body staff prepare for upcoming negotiations
with potential buyers of small and medium size enterprise.
These negotiations can be part of a fast track - auction
program or a negotiated sale with an individual investor.

At the outset, it is important to put the topic of
negotiations in a theoretical framework. What is the purpose
of a negotiation process in a market economy? What are the
attitudes and expectations of various parties engaging in the
negotiation process?

After identifying the role of negotiations in ownership
transfer, this section will present the chronology of events
in a negotiation process in order to highlight the many stages
of the process and responsibilities of various participants.

A. NHegotiations in a market economy

The main purpose of negotiations is to establish the purchase
price for an acquisition.

It is important, however, to carefully consider some of the
other objectives the negotiating commission representing the
Founding Body may want to achieve through negotiation with
potential investors. Numbers representing final sale-price
may not be the most important factor to the Founding Body.
For example, investor commitments to such issues as employment
levels, additional investment in the firm in the form of
capital expenditures and training may be of equal or greater
significance to the legal owners and the community at large.

The Founding Body must prioritized the objectives it hopes to
achieve through the negotiations. By doing so, it prepares a
plan for the negotiations and a course of action for the
negotiators to follow.

Planning is the cornerstone of effective negotiation. The
best plan is never prepared while sitting at the bargaining
table. The negotiator and his organization must know what
they want and why before detailed tactics can be selected.
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Without such a plan, it is not an exaggeration to say the
negotiator is like a sailor without a course. He will be
driven wherever the winds blow, needing to expend most of his
energy just to stay afloat.

Planning has three dimensions: strategic, administrative and
tactical.

0 8trategic planning is concerned with the long-term goal.

o] Administrative planning involves getting men and
information where they are needed so that the
negotiations go smoothly.

o Tactical planning simply seeks to get the best possible
results at the bargaining table.

a. Strateqic planning

Problem: to select and negotiate with the source or sources
that optimize the Founding Body's overall
competitive position and objectives;

Nature of problem: decide which strategic goals are most
important, how much is wanted and how to
best achieve major objectives.

Factors: Fact-finding: although a negotiator can learn much
about an opponent at the table, the bulk of his
information should be researched ahead of time.

It does not do any good to plan for a negotiation that never
occurs. Therefore an important step in the seller's plan is
to assure that the negotiations do take place and that they
begin in a manner that creates the greatest chances of
success. The following suggestions are to the point:

- A proposal initially presented by an interested investor
is never the best that can possibly be attained for it
represents a compromise resulting from time and enerqgy
limitations.

The Founding Body should make it clear to the buyer how
the purchase price fits into the seller's strategic
plans. Section V of the Vademecum (Firm Valuation),
addresses the issue of deriving a sale price on the basis
of conducted valuation of an SOE. The buyer may learn
that the seller is less interested in immediate profit
than in some other long-range goals. Someone
representing the seller has to decide which strategic
goals are important and which are not.



It is important for the negotiating commission to
identify issues other than price that are of primary
significance to the Founding Body. These should be made
known to the potential investor at the very outset of the
negotiation process (at the time of tender invitation).
This is to ensure that the investor has a strong sense of
issues the Founding Body wants to see in the submitted
proposal.

- Changes to a proposal are perfectly proper. The seller
should feel free to ask the investor if the submitted
proposal is responsive and what can be done to clarify
its content.

- The Founding Body should identify potential "deal
brakers" at the outset of the negotiation process.
These issues should be addressed early on the negotiation
process in order to foster a feeling of mutual
understanding of priorities.

- A negotiated purchase is not the same as an advertized or
low-bidder purchase. In a negotiated procurement it is
permissible for a buyer to inform the seller that his
price is too high. It is also permissible for a seller
to change his proposal in response to information
developed at the negotiation.

b. Administrative planning

Problem: to organize people, power and informational
resources and to optimize negotiation performance;

Nature of problem: organization, acquisition and development
of people, power and informational
resources.

1. Organization of the negotiations: The negotiation process
does not take place in a vacuum. It is an integral part of
the entire process of divestiture of an SOE. As a result, it
is useful to analyze the negotiation process in the context of
the overall chronology of variocus steps comprising the
divestiture process.

Proper organization of the entire divestiture process by the
Founding Body including the period preceding, during and after
the negotiations is crucial for the success of the
negotiations.

Appropriate steps and necessary documentation in the
negotiation process are presented in sub-section C entitled
Procedural arrangements.
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2. Drafting of the negotiation team: Preparation of the
negotiation team is Jjust as important as developing a
negotiation strategy and procedural arrangements.

In general, people who negotiate the sale of a company should
know a good deal about that business. They should also know
how to buy, how to sell and how to conduct diplomacy.

According to many experienced negotiators, the following seven
traits of a negotiator are the most important:

- planning skill: goal-striving, initiative;

-  ability to think clearly under stress: problem-
solving; :

- general practical intelligence;

- verbal ability:;

- product knowledge;

- personal integrity / reliability;

- ability to perceive and exploit relative strengths.

In addition, the negotiator must think well of himself. This
feeling of self-worth should come from a history of getting
things done satisfactorily and faith in one's ability to
understand and resolve the fundamental values being
negotiated. The ideal negotiator should have a high tolerance
for ambiguity and uncertainty as well as the open-mindedness
to test his own assumptions and the opponent's intentions.

3. Use of available information: The negotiating team knows
more about the SOE than the buyer is ever likely to know.
This is an important source of power that should not be
forgotten or simply dismissed lightly. Information about the
enterprise should be used by the negotiating team not only to
analyze the ability of the potential investor to manage the
acquired firm (as discussed in Section VII - Investor
Verification), but also as a tactical maneuver to reduce the
opponent's level of aspiration and probability of success
while raising his satisfaction level.

c. Tactical planning (operational)

Problem: to optimize realization of negotiation potential;

Nature of problem: determining of sub-goals, persuasive



arguments and appropriate means of
reaching strategic goals; testing intent
of opponent.

1. Tactics: Tactics are at best but tools of strategy. The
unexperienced negotiator confuses one with another. The
skilled planner Xknows the difference and therefore
concentrates on strategy before he considers the details of
maneuvers and techniques. These he selects to fulfill the
main objective of the negotiators mission: to reduce the
opponent's level of aspiration and probability of success
while raising his satisfaction level.

Examples of tactics:

- timing maneuvers: are important because they are a
basic source of power. Events governing time may
be real or imaginary. In either case time 1limits
do not exist for practical bargaining purposes
unless they are thought to be credible;

- inspection: in negotiation, the guestion of truth
is always a factor. Both parties present arguments
that require substantiation. Credibility is
important and can be enhanced in a variety of ways.
For example, when the buyer is advised that he may
review a seller's books, the effect is to increase
his faith in the integrity of the seller's
position;

- third-party assistance: in a negotiation it makes
sense to find third parties who are friends.
Bargaining power can be strengthened by various
association maneuvers;

- amount (price): a negotiator can state his price in
terms of "take it or leave it," or he can show
certain degree of flexibility indicating
willingness to trade price for the SOE for other
commitments from the investor;

- flexibility: a negotiator should maintain a°
flexible attitude throughout the meeting by
questioning his tactics in a disciplined manner;

Conflicts need to be resolved through patient
bargaining and compromise rather than through
dramatic confrontation.

2. Techniques: Techniques are the fine-tuning mechanisms by
which goals are reached. Among the most familiar techniques
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are agenda, dgquestions, concessions, commitments, threats,
deadlock.

Examples of techniques:

Agenda: can be designed to play a significant role

on the negotiations. It can clarify or hide
motives. It can establish rules that are fair or
biased. It can keep negotiations on track or

permit easy digression. Problems should simply be
included in the agenda where they can best be
solved. - In general, those that can be solved
easily deserve priority, <for they generate a
climate of success around the negotiations.
Because problem-solving depends on open discussion
and value-sharing, the agenda should also consider
whether certain problems should be treated
separately and solved at a different place and time
than bitterly fought issues.

Concession and compromise: Concession is one area
of negotiations where good theory and good practice
emerge. Each concession has an effect on the
aspiration level of the opponent and is at the same
time a reflection of the negotiator's own resolve
to meet his objectives. The amount, the rate of
change of concessions are critical factors. One
should never compromise on any point without
thought of future consegquences.

Questions and answers: From the viewpoint of the
person who answers a question, the following
thoughts may be useful. :

First, not all questions need to be answered.
There are no possible answers to many of the
guestions posed; others are asked without
expectation of reply. The correct answer is one
that is related to the strategic plan and not to
the questioner's purpose. 2 negotiation conference
is not a classroom, nor is it a place to please the
other party by being accommodating.

Second, a negotiator should frame his answers as a
pelitician does. The wise politician is aware of
his party's platform and knows how to integrate the
needs of local constituents to the overall program.
Bargainers who do not have a clearly defined
strategic plan will find themselves in the
embarrassing position of providing answers that
violate their long-range objectives.
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Threats: by its very nature, negotiations involve
a degree of threat. The central question that
confronts the bargainer is not whether threat will
used as a tactic, but whether am emphasis on open
threat is beneficial. The answer depends on two
factors:

o strategic plan: +the use of threat should be
geared to strategic needs;

o relative ability +to punish: can the
negotiating party really obtain much from the
bidder by threatening to walk away from the
negotiating table?

Threat is a dangerous technigue because one may be
forced to 1inflict greater punishment than the
issues warrant. Danger to both sides may be
reduced 1if the threat is implied rather than
stated, mild rather than aggressive and rational
rather than emotional.

Deadlock: the possibility of deadlock is one of
the elements that lends excitement <to the
negotiation process. The utility of a deadlock in
negotiations depends to a great extent on the
alternatives available to the participants.

Place of negotiations: if possible, the company
should have the negotiations, or at least a
discussion of the important issues, take place on
its own premises. )

Time: time can be a powerful weapon in the
negotiator's arsenal of techniques. Time is the
common denominator by which the various techniques
discussed above can be integrated. Concessions can
be combined with threats; moves with commitments;
guestions with caucus; informal discussions with
trial balloons. There is a right time to commence
negotiations and to introduce issues.

The timing of a final commitment can contribute to
its credibility. A commitment made early in the
process may look like a bluff, but a lesser final
offer presented on the last day of negotiations can
be received with enthusiasm. Conversely a caucus
immediately after some insignificant point is
raised can give that point disproportionate weight.
A Jlong-distance telephone call or a well-timed
telegram heighten the opponent's tension during the
crisis phase. The replacement of a negotiator
after a concession can be viewed as a signal that
future concessions should not be expected.



Negotiating the terms of sale

When the appropriate buyer is located and an acceptable
price has either been agreed upon, or seems to be
feasible to obtain, the terms of sale need to be
negotiated.

A sale does not always imply that the buyer wants to buy
at the lowest possible price and the seller wants to sell
at the highest possible price.

Equally important in determining how much the buyer will
pay for a business is determining what the buyer is
buying. The buyer has the choice of purchasing either
the assets or stock of the enterprise. The seller
usually prefers to sell stock since the buyer thus
acquires all liabilities associated with the company and
its operations. The buyer, on the other hand, usually
prefers to buy assets. As a result, difficult
negotiations may center arocund and sometimes stall over
what appears to be a very simple issue.

Sometimes, the relative inexperience of government
negotiators, coupled with pressures to close the sale
guickly, may cause the government to make undue
concessions to a seasoned and tough buyer.

There are a variety of concerns which the government and
the potential buyer bring to the table.

Government concerns:

- displacement of employees;

- continuation of company as a going concern;

- investment commitments (new buyer  has
sufficient funds?)

Buyer concerns:

- freedom to manage the acquired enterprise;

- hidden liabilities;

- freedom to remit dividends (in case of foreign
investors) ;

- obtaining preferential tax and payment terms
and conditions.

Given the above scenario, it is not difficult to see how
some SOE divestitures actually result in a company which
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may technically be under private ownership, but in
reality continues to operate much as it was prior to
privatization, i.e. as an inefficient and protected
enterprise. In exchange for buyer concessions concerning
employment and provisions of services, the government
provides insulation from competition and/or highly
preferential tax and financial assistance. This need
not, and for the goals of privatization to be fully
realized, must not be the case. Sometimes, the relative
inexperience of government negotiators, coupled with
pressure to close the sale guickly, may cause the
government to make undue concessions to a seasoned and
tough buyer. Not only is this detrimental to the
specific sale in question, but it also raises the.
expectations of future SOE buyvers who might come to
expect similar concessions.

The following is a compilation of some typically common
concerns for both government and buyers and some possible
approaches to negotiations which seek to respond to these
issues:

a. Government Concerns

1. Displacement of Emplovees

Possible Approach: The government can develop a program
to terminate excess labor in a gradual and controlled
manner prior to the sale of the SOE. Alternatively, the
government can allow the new owner to terminate
employees, while itself taking the responsibility to
absorb the termination, pension, and possible retraining
obligations. It is highly undesirable in most cases to
reduce the price of the SOE in exchange for guarantees of
full workforce retention.

2. Continuation of Company Operations as a Going
Concern

Possible Approach: The government can hold some type of
forfeitable note or deposit (performance bond) from the
buyer which would become payable in the event that pre-
specified conditions are not met, such as failing to
continue to operate part of an operation, the parent
company charging the acquired enterprise exorbitant fees
or royalties, etc. Alternatively, the government can
retain a special class of stock which gives it a "veto
right" over certain decisions the company may make. An
increasing number of investors consider Poland to be a
politically unstable environment with a considerable
degree of risk exposure resulting from an investment
decision. As a result, the last option of government
participation may be difficult to implement in Poland.
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3. New Buyer has Sufficient Resources

Possible Approach: The terms of sale can explicitly
regquire that the buyer invest or retain a certain amount
of capital in the enterprise within a specified period of
time. Alternatively, the company's financial condition
can be set within specific parameters relating to the
debt to equity ratio, current ration, etc. Once again,
as in the case of maintaining the former SOE's production
profile, a form of performance bond can be used to ensure
that the investor fulfills his commitments.

b. Buyer Concerns

1. Freedom to Manage

Possible Approach: This set of issues covers a wide
variety of concerns, all of which relate to the ability
of new owners to operate the enterprise as a private
company with no ties to the government. Included in this
category are hiring/firing procedures, cost of labor and
having total control over pricing of the final product,
production and sales decisions. Clearly, the terms of
each sale regarding these issues will depend on the
specifics of each SOE. '

As was stated above, it is usually best to structure the
newly ©privatized company in as free-market and
entrepreneurial a fashion as possible, providing maximum
opportunity for the new owners to operate the enterprise
profitably and with minimal govermment assistance.
Whatever the eventual terms are, the government should
specifically commit to the buyer's freedom to manage the
enterprise. Any pre-conditions which 1limit the new
owner's freedom of operation should be definitely
expressed, including any contingencies for penalizing the
new owners for non-compliance.

2. Hidden Liabilities

Possible Approach: This category of concerns would
include any obligations for past payables, pension’
obligations, etc. Also included are assurance that the
current receivables are collectable, inventory is
saleable, there are no past liens on the property, etc.

All of these issues should have been addressed in the
pre-divestiture process and valuation. The government,
therefore, should be confident at this final stage of the
process that there are no "surprises" in store for the
new owners, and be willing to warrant the condition of
the enterprise accordingly. This requires that a full
and complete due diligence review of the SOE has taken
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place.

3. Freedom to Remit Dividends

Possible Approach: The conditions for remittance of
dividends should be formally addressed in the terms of
sale. As this is often a critical factor if the buyer is
a foreign investor, the government needs to be dquite
specific about any limitations, and may also use the
remittance allowance level as an incentive for superior
performance of the enterprise. 1In view of the liberal
Polish foreign investment law, it is not possible to use
repatriation or remittance levels as bargaining point
during the negotiations (tc obtain specific emplovment
levels, production or share distribution, for example).
The Founding Body should, however, point out to the
investor the comparative advantage of investing in a
market which permits 100% repatriation of profits (in
comparison to some of the countries in Eastern Europe).

4. Obtain Preferential Tax and Payment and Conditions

Possible Approach: The government should keep special
terms and conditions to a minimum when negotiating these
aspects of the sale. Clearly there are cases when the
enterprise is unattractive to all but one or two buyers,
and the bargaining strength of the government therefore
is not strong. However, it will usually be preferable to
keep tax holidays and financial assistance to a minimun,
even if this reduces the price received for the SOE.
Regquests for tax holidays should be limited to a specific
time and/or terms given to any new investment in the
country.

Concerning financial assistance, it is - generally
preferable for the government to minimize its role in
financing and to act only as a guarantor of part of the
investment. The buyer should use conventional commercial
channels as a source of financing the purchase in order
to ensure that the investor has a substantial and genuine
risk associated with purchasing the enterprise. It can
also eliminate ungualified or undercapitalized buyers who
may not be prepared to commit to operating the business
properly for the long-term. This does not apply to non-
traditional investors or employees under ESOP progranmns
for whom assistance programs can be specifically
developed.

How and in what order should these different key issues
be brought to the negotiating table? Should they be
discussed separately or bundled together? In the case of
the latter, which are the topics that can be matched up
for discussion?
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Procedural arrangements

The negotiation process should be seen as part of the
overall divestiture process.

The divestiture process can be divided into three major
periods: preceding the negotiations, the negotiations
themselves and closing.

Following is the list of the major steps preceding the
meeting with investor at the negotiation table:

* exploratory contact with target clients: in some
cases this is done concurrently with preparatory
work on the SOE such as discussions with SOE
management or government officials;

* implementation of business/legal restructuring of
the SOE if appropriate;

* implementation of financial/debt restructuring if
appropriate;
* preparation of information memorandum:

Information Memorandum: a typical Information Memorandum
should be brief and to the point, but well documented.
It should be very balanced, but presented the SOE in the
best possible light.

Typical Table of Contents:

Privatization environment for the SOE (in case of foreign
investors) ’

- country summary;

- legal and political environment;

- business environment;
The SOE
- prospects for the industry;

- company review:

a. company history;

b. legal elements/issues of the SOE and its shares;
c. organization and management;

d. key product and production features;

e. facilities and processes;

f. markets and marketing;
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g. financial history and performance

- key strengths of the enterprise;

- future prospects and potential -

* preparation of documentation for invitation to
negotiate

* publicizing invitation to negotiate in the media;

* candidate identification.

Chronology of the negotiation process.

Due diligence investigation: as discussed in Section VII
of the Vademecum (Investor Verification), it is important
for the Founding Body to establish the credibility of the
potential investor. The FPounding Body's investigation of
the buyer is particularly important if the ultimate terms
of sale call for some form of seller financing, requiring
the seller to take part of the purchase price as a
promnissory note.

nondisclosure statement: once the buyer's credentials
have been thoroughly researched and the Founding Body is
satisfied with the buyer's ability to buy the business,
the seller is free to disclose additional information
about the firm's financial condition, customers,
suppliers, patents and various other important details
about the company. Typically, in a market economy, the
seller requires the buyer to sign a nondisclosure
statement legally binding the buyer from disclosing any
information about the seller's company, before additional
information is provided.

If the buyer is a current or potential competitor, the
nondisclosure statement should alsc contain a provision
which requires the buyer to use the confidential
information only to evaluate the potential acquisition
and not for competitive purposes. The nondisclosure
statement often provides that certain key people in the
buyer's organization (e.g., the buyer's marketing
department personnel), be prohibited from reviewing any
of the confidential information. Another approach is to
specifically identify the people in the buyer's
organization who may review the confidential information.

In some acquisitions the nondisclosure agreement stands
alone. In other acquisitions, the nondisclosure
agreement is part of a larger document - the letter of
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intent. An overview of the SOE's facilities and a
general review of key corporate information is often
conducted prior to the execution of a letter of intent,
on-site visits to the firm's operation, detailed review
of the books, records, and legal contracts. The
development of financial projections, however, usually
does not occur until after a letter of intent is signed.

As a result of the need for transaction transparency in
a nascent market economy such as Poland's, the
negotiation process cannot remain secret from the public.
The Founding Body should, however, protect the SOE from
unnecessary public scrutiny by carefully screening
potential investors and insisting on preparation of
nondisclosure agreements.

During most negotiation in a market economy, it is
usually in the best interest of the seller to Xkeep
initial negotiations secret. This conviction is based on
the fact that public knowledge of the upcoming sale may
negatively affect employee morale and relations with
suppliers, and even hamper the collection of accounts
receivable. Announcement of the sale could adversely
affect the seller's bargaining ability.

negotiations: The purchase price and additional terms of
trade are determined by negotiation.

letter of intent: once a general agreement is reached in
a negotiated sale, a letter of intent is signed by both
parties. Drafted by the buyer's attorney, the letter of
intent simply evidences a serious mutual intent to go
forward with the negotiation process. The letter of
intent commits to writing the major terms of the sale,
such as the agreed-upon or approximate price, form of
consideration (i.e., cash, stock, debt or property).,
continued employment arrangements, non-compete covenants
and nondisclosure requirements. It also lists matters
that must be accomplished before the purchase agreement
is signed, for example, a due diligence investigation,
appraisals and assignment of leases and contracts.

While optional, buyers and sellers like to use letters of
intent for three primary reasons:

First, it eliminates "window-shoppers" from the process.
Drafting a letter of intent costs time and money. The
buyer who is willing to expend these resources usually is
serious about the proposed acquisition;

Second, it sets a time frame for the acquisition and
usually signals the beginning of more intense activity;

Finally, the letter of intent often uncovers key problems
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which the parties find unresolvable, thereby saving
everyone additional time and expense.

A letter of intent should expressly state that it is not
legally binding. Such a statement does not, however,
prohibit the other side from trying to enforce the letter
of intent or from saying that an oral agreement that may
be binding had been reached in the negotiations.

The following two provisions should be expressly
identified as legally binding in the letter of intent:

- nondisclosure: the buyer obligates not to disclose
to anyone any information learned about the SOE;

- shopping: the seller obligates not to solicit other
potential buyers within a fixed time frame, usually
a 90-day period. In the case of the fast track -
auction program, this provision could be applied
once the final investor is <chosen by the
negotiation commission.

* the acquisition timetable: after the buyer and seller
have signed the letter of intent, a timetable for the
transaction should be prepared. The acguisition

timetable helps establish deadlines and set priorities.

The acquisition timetable should allow for an
"investigation period" when the buyer is provided with
final time to review all issues relating to the acquired
enterprise. During this time, the buyer should be
provided with unlimited access to the enterprise and its
records: the end result of the investigation process is
the purchase agreement (detailed discussion of the
purchase agreement can be found in Section IX - Legal
Issues of the Vademecum).

E. Participants! expectations

When negotiating with potential investors, it is important to
keep in mind the expectations of various participants in the’
process.

What good does it do to understand and anticipate these
expectations?

For the Founding Body: The Founding BRody would like to
transfer the ownership of the enterprise to an investor who
will at 1least provide enough capital to pay off the
outstanding debts of the SOE and, in addition, provide some
compensation to the State Treasury. It would also like to
ensure that the ownership transfer produces certain non-
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monetary gains for the workforce of the enterprise and the
local community in general. This is especially important to
the vovoidship council (as the Founding Body), as no portion
of the monies raised by the sale of the SOE remains in that
vovoidship.

For the potential buyer: The potential investor stresses the
need for a transparent negotiation process where both sides
clearly state their objectives. From the outset, these
objectives should be presented in order of priority. It is
important for the negotiations to be conducted by a clearly
identified group of people representing the Founding Body.
With the passage of time, a rapport is developed between the
negotiating parties. Frequent staff changes might inspire a
sense of uncertainty about the competence of individuals
negotiating on behalf of the enterprise owner.

The potential investor is willing to concede certain issues if
he feels he is being compensated by concessions from the
negotiating commission representing the Founding Body. As a
result, it is important to address the various points of the
investor proposal on a point-by-point basis. The investor
proposal should not be rejected in its entirety. Rather, it
should be discussed and negotiated to highlight the specific
issues that the Founding Body finds unacceptable.

For the employees of the enterprise: To most employees of an
enterprise, privatization implies a change of management,
possible change of the production profile and an inevitable
loss of jobs. As a result, privatization initiative at the
enterprise level meets with considerable opposition from the
work force. During the negotiations, it is important to
remember this reaction. It can serve as an indicator of the
relative weight that should be attached by the negotiators to
employment in comparison to the sale price and investment
commitments by the investor.

By being aware of each others' expectations, participants in
the negotiation process may be able to create the
understanding necessary for obtaining a parieto optimal
conclusion to the negotiations. All sides believe they have
realized their intended objectives at acceptable cost. Both
sides thus succeed in achieving the mark of a successful
negotiation: reducing the opponent's level of aspiration while
raising his satisfaction level.
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PURCHASE AGREEMENT

VOIVQoD OF
acting on behalf of the
STATE TREASURY OF THE REPUBLIC OF POLAND

represented by:

hereinafter referred to as “Seller®
and

{name of Purchaser]

represented by:

hereinafter referred to as “"Purchaser®
and

{name of Guarantor]

represented by:

hereafter referred to as Y“Guarantor"

Dated

Prepared By:
WHITE & CASE

ul. Wilcza 8 m. 8
00-538 Warsaw, Poland
Tel/Fax: (48 22) 628-0186, 625-5099
(48 39) 12 19 06, 12 19 14
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THIS PURCHASE AND SALE AGREEMENT (hexeinafter
referred to as the "Agreement"), dated
among [name of Purchaser], a corporation organized and
existing under the laws of [country] (hereinafter
referred to as the "Purchaser"), [name of Guarantor], a
corporation organized and existing under the laws of
[country] (hereinafter referred to as the "Guarantor"),
and VOIVOD OF , acting on behalf of the
State Treasury of the Republic of Poland (hereinafter
referred to as the "Seller").

WITNESSUETH:

WHEREAS, [name of the Enterprise], a Polish
state-owned enterprise (hereinafter referred to as the
"Enterprise), is engaged in [insert scope of actiwvities
of the Enterprise];

WHEREAS, Seller owns and wishes to sell all of
the assets, subject to all of the liabilities, of the
Enterprise, and Purchaser wishes to purchase such assets
and to assume such liabilities;

WHEREAS, in consideration of the purchase and
sale of the Enterprise Assets (as hereinafter defined)
and the assumption of the Enterprise Liabilities (as
hereinafter defined), Purchaser and Seller wish to enter
into this agreement concerning the future operation of
the Enterprise Business (as hereinafter defined) and
Guarantor wishes to guaranty the financial and technical
assistance commitments of Purchaser herein.

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1
DEFINITIONS

For purposes of this Agreement, the following
terms shall have the following definitions:

vaffiliate™ shall mean, with respect to any
Person, any other Person which, directly or indirectly,
owns more than fifty percent (50%) of the voting
securities or partnership interests of, or controls, or
is owned or controlled by, or is under common control
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with, the specified Person. For purposes of this
definition, the term "control" as applied to any Person,
means the possession, directly or indirectly, of the
power to direct or cause the direction of the management
of that Person, whether through ownership of voting
securities or otherwise.

"Agreement" shall have the meaning set forth
in the preamble.

"Asset Purchase" shall have the meaning set
forth in Section 2.1.

*Assigned Contracts' shall have the meaning
set forth in Section 2.1.

"Enterprise" shall have the meaning set forth
in the preamble.

"Enterprise Assets® shall have the meaning set
forth in Section 2.1.

"Enterprise Business" shall mean [insert scope
of activities of the Enterprise].

"Enterprise Liabilities" shall have the
meaning set forth in Section 2.1.

"Covernment Designee" shall mean any agency or
instrumentality designated from time to time by the
Government of the Republic of Poland.

. "Guarantor" shall have the meaning set forth
in the preamble.

"Hazardous Substances" shall mean all
hazardous, toxic or polluting substances or wastes,
including, but not limited to, petroleum products and
radiocactive materials.

"ICC" shall mean the International Chamber of
Commerce.

"Permitted Encumbrances" shall mean all (i)
laws, ordinances, government regulations, rights of
utilities to maintain wires, lines, cables and other
facilities and equipment, easements or rights of way
which would not in the aggregate materially interfere
with or impair the use of the property affected thereby,
(1i) liens or encumbrances arising by operation of law
and (iii) liens or encumbrances which do not materially
adversely affect the operation of the Enterprise
Business.



"Person" shall mean any individual,
partnership, firm, trust, association, corporation,
joint venture, unincorporated organization or other
business entity.

"Purchaser" shall have the meaning set forth
in the preamble.

"Seller" shall have the meaning set forth in
the preamble.

"Pransfer" shall mean sell, redeem, transfer,
convey, assign, deliver or otherwise dispose of.

"Z1" shall mean Polish zlotys.

ARTICLE IT

THE TRANSACTION

2.1. Purchase and Sale of the Enterprise
Assets _and Assignment and Assumption of the Enterprise
Liabilities. Simultaneous with the execution of this
Agreement by all of the parties hereto, (a) Purchaser
shall purchase the Enterprise Assets from Seller and
Seller shall Transfer the Enterprise Assets, or cause
the Enterprise Assets to be Transferred, to Purchaser
and (b) Purchaser shall assume the Enterprise
Liabilities and Seller shall Transfer the Enterprise
Liabilities, or cause the Enterprise Liabilities to be
Transferred, to Purchaser {(collectively, the "Asset
Purchase"). Purchaser hereby assumes and agrees to pay,
perform, and discharge, in a timely manner, in
accordance with the terms thereof, and without recourse
of any kind or nature to Seller or any other branch,
department or representative of the Republic of Poland
except as may be specifically provided in this
Agreement, all of the Enterprise Liabilities.

"Enterprise Assets" means all of the assets
and property, including land, whether real, personal,
mixed, tangible or 1ntanqlble, which are owned by Seller
and which are used by the Enterprise in, or which are
owned or leased by the Enterprise or which are otherwise
used by the Enterprise in, and which in each case are
material to, the Enterprise Business as of the date of
this Agreement. The tangible Enterprise Assets with a
book value greater than [amount] are set forth on
Schedule . The Enterprise Assets include, but are
not limited to, the following categories of assets:



(a) all accounts receivable, inventory,
prepaid expenses, and advances to suppliers;

(b} all cash, cash equivalents, deposits,
funds, securities, letters of credit naming the
Enterprise as an account party, certificates of
deposit, notes, drafts, checks and similar
instruments;

(c) leases of vehicles to which the
Enterprise is a party which relate to the
Enterprise Business;

(d) real preoperty together with all
buildings, facilities, fixtures and other
improvements thereon and all easements, rights of
way, licenses (except for non-transferable licenses
set forth on Schedule and permits) and other
appurtenances thereto;

(e) plant, machinery, equipment, tools,
supplies, furniture, furnishings and other fixed
assets;

(£) the full benefit of all contracts,
comnitments, leases, purchase orders, contracts to
purchase raw materials, contracts for services and
supplies, contracts to sell products and all other
agreements (whether written or oral) to which the
Enterprise is a party, including, without
limitation, forward currency contracts, forward
currency options and any and all construction
contracts;

(g} 1licenses (except non-transferable
licenses set forth on Schedule ) and permits
(including, without limitation, registrations or
authorizations from or with regulatory authorities
with respect to the Enterprise Business),
proprietary information, methods, designs,
processes, manufacturing methods, procedures,
improvements thereon, refinements thereof and know-
how relating thereto transferred according to a
separate Assignment of Intellectual Property
Rights, Permits and Licenses Agreement;

(h) all books and records relating to the
Enterprise Business except for those that Seller is
required to retain pursuant to any statute, rule or
regulation;

(i) all computers and related software used
in the Enterprise Business:;
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(j) the Enterprise Business as a going
concern and goodwill, if any;

(k) any rights of the Enterprise pertaining
to any counterclaims, set-offs or defenses it may
have with respect to any of the Enterprise
Liabilities; and

(1) all the intangible rights, including any
trademarks, trademark applications and patents,
owned by and or registered in the name or in favor
of the Enterprise, as well as know-how relating to
the Enterprise Business.

The Enterprise Assets shall not include the
following:

{a) all cash and marketable securities;

(b) all insurance policies of Seller

pertaining to the Enterprise Business and all
rights of the Seller of every nature and
description under or arising out of such insurance
policies;

(c) the name "[name of the Enterprise]" or any
derivative thereof or the Enterprise logo;

(d) claims for refunds of taxes paid by Seller
imposed on property, income or payrolls arising
prior to the date of this Agreement; and

(e) all rights of Seller under this Agreement
and the agreements and instruments delivered to
Seller on the date of this Agreenment.

"Enterprise Liabilities"™ means all of the
liabilities and obligations of the Enterprise arising
out of or relating to the Enterprise or the Enterprise
Business of whatever kind and nature, whether contingent
or absolute, whether accrued or arising before, on or
after the date of this Agreement, whether or not arising
in the ordinary course of business, and whether or not
specifically referred to in this Agreement, excluding
any taxes with respect to the Enterprise Business
accrued or payable up to the date of this Agreement
[date], whether or not due and payable prior to the date
of this Agreement, and including, but not limited to,
the following categories of liabilities and obligations:

(a) accounts payable, accrued expenses and
vacation pay;
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(b) 1liabilities and obligations under
licenses, permits, contracts, commitments, leases,
purchase orders, contracts to purchase raw
materials, contracts for services and supplies,
agreements to sell materials, collective bargaining
agreements and any and all other agreements,
including, without limitation, forward currency
contracts, forward currency options and any and all
construction contracts (such liabilities and
obligations being assigned hereunder collectively,
the "Assigned Contracts"), to which the Enterprise
is a party or by which the Enterprise is otherwise
bound;

(c¢) 1liabilities and obligations with
respect to the preparation, negotiation, execution
and completion of this Agreement;

(d) 1liabilities and obligations with respect
to past and present employees of the Enterprise,
including but not limited to, any liabilities and
obligations arising out of the collective
bargaining agreement of the Enterprise attached
hereto as Schedule H

(e) 1liabilities and obligations under any
express warranties or warranties arising by
operation of law with respect to goods or products
sold or services provided by the Enterprise,
whenever they may have been produced, manufactured,
assembled, sold, leased or furnished; and

(f} except as specified herein, all personal
injury product liability claims, claims of
environmental damage (whether by generation,
ownership, treatment, storage, disposal, discharge
or any other action or inaction), claims of hazards
to health, enforcement proceedings, cleanup orders
and other similar actions or claims instituted by
private parties or governmental authorities with
respect to the Enterprise Assets or arising out of
the conduct of the Enterprise Business or with
respect to goods or products sold or leased or
services provided by the Enterprise, whenever they
may have been produced, manufactured, assembled,
so0ld, leased or furnished.

The Enterprise Liabilities do not include any

liabilities for taxes accrued or payable prior to the
date of this Agreement.

on or after the date of this Agreement, if

Seller has not obtained any written consent necessary to
convey to Purchaser the benefit of any Assigned Contract
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which is not by its terms assignable, Purchaser shall
use its best efforts to enter into a novation agreement
to remove the Enterprise from all obligations and
liabilities (whether primary or secondary) under such
Assigned Contract not assigned as of the date of this
Agreement. If Purchaser is unable to enter into a
novation agreement to remove the Enterprise from all
obligations and liabilities under any Assigned Contract
not assigned as of the date of this Agreement, then for
the remaining term of such Assigned Contract, Purchaser
shall act on behalf of Seller in the performance of all
obligations and liabilities under such Assigned Contract
and Seller shall act on behalf of Purchaser in the
receipt of any benefits, rights or interests which inure
to Seller under such Assigned Contract.

2.2. Purchase Price; Mode of Payment.

(a) The purchase price for the Enterprise
Assets and Enterprise Liabilities shall be {the
"Purchase Price').

(b} Simultaneous with the execution of this
Agreement, Purchaser shall pay to Seller the Purchase
Price by wire transfer of immediately available funds to
such account of Seller as shall be designated by Seller.

2.3. Simultaneous Actions. Simultaneous with
the execution of this Agreement, Seller shall deliver
such bills of sale, endorsements, deeds and other
instruments and documents, in form and substance
reasonably satisfactory to Purchaser, as shall be
effective to Transfer all right, title and interest in
and to and all benefits of the Enterprise Assets and to
Transfer all obligations and liabilities under and with
respect to the Enterprise Liabilities to Purchaser.

2.4. Additional Actions. From time to time,
at Purchaser’s, Guarantor’s or Seller’s request, whether
at or after the execution of this Agreement, and without
further consideration, Purchaser, Guarantor or Seller,
as the case may be, shall execute and deliver such
further instruments of Transfer and take such other
actions as Purchaser, Guarantor or Seller may reasonably
require of such other party or parties to Transfer more
effectively the Enterprise Assets, the Enterprise
Liabilities and the Enterprise Business, as the case may
be, as contemplated by this Agreement.
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ARTICLE ITI

COMMITMENTS OF Guarantor AND Purchaser

3.1. Conduct of Enterprise Business. To
induce Seller to enter intc the transactions

contemplated by this Agreement, Guarantor shall, and
shall cause Purchaser to, and Purchaser shall, undertake
the following from and after the date of this Agreement:

(a)} Enterprise Business. Purchaser shall
operate the Enterprise Business, without interruption
(except with regard to the application of Section 7.10
below), in substantially the same manner as it was
conducted prior to the execution of this Agreement, with
the addition of capital, technology and trademarks to be
invested in or licensed to Purchaser by Guarantor as
required by the terms of this Agreement and otherwise as
and when deemed advantageous by Purchaser’s management
and shareholders.

(b) Investment Program. Guarantor will
invest , or the Polish zloty equivalent at the time
of investment, in the Enterprise Business for the
purposes of (i) payment or satisfaction of certain of
the Enterprise Liabilitiesy (ii) training and
retraining of employees of the Enterprise Business and
the provision of Guarantor management know-how and
licenses; and (iii) [list specific tasks to be
undertaken by Purchaser}. Guarantor’s investment shall
be made according to the following timetable:

(y) within [periocd of time] after the date of
this Agreement to be used primarily for [indicate
investment purpose]; and

(z) an additional in accordance with a
business plan to be developed and periodically modified
by the management of Purchaser and which shall, among
other things, take into account investments in the areas
set forth in clauses (i), (ii) and (iii) above and,
otherwise, as soon as economically justifiable
investments and expenditures are approved by the Board
of Directors of Purchaser, but in any event no later
than years after the date of this Agreement.

{c) Conduct of the Enterprise Business. The
Enterprise Business shall be conducted by Purchaser in
accordance with present and future Polish laws,
including, without limitation, laws relating to
privatization, taxation, employment, environmental,
labor relations and state social security matters.
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(4} Emplovment Matters. For a period of
months following the date of this Agreement,
Purchaser will refrain from terminating employment
arrangements with any employee of the Enterprise
Business who satisfactorily fulfills the requirements of
his job.

buring the period from [date] until {date],
Purchaser will maintain an overall level of at least
full-time employees in the Enterprise Business.

If during the initial month period
following the date of this Agreement, an -employee is
terminated as a result of the elimination of the
employee’s job, Purchaser shall offer the employee the
option of accepting a different job within the
Enterprise Business or training for a new job.

The value of indirect compensation to
Purchaser employees in the Enterprise Business (for
example, housing and recreational facilities) will be
maintained for at least a period of years from the
date of this Agreement at a value per employee at least
equal to that maintained in the vear , which
equalled zlotys per year. Purchaser will engage
future employees (both management and non-management)
primarily from among Polish nationals.

(e) Technical and local Assistance.
Guarantor shall make available to Purchaser technical
assistance, technology, skills and other expertise
{including, but not limited to, its currently existing
and newly developed patented technologies in the areas
of [list relevant areas]) necessary for the conduct of
the Enterprise Business on terms and conditions to be
agreed separately between the applicable parties.

(f) Trademarks. Guarantor shall make
available to Purchaser its intellectual property for the
manufacture and distribution of products of the
Enterprise Business in the Republic of Poland.

Guarantor will use its best efforts to maintain the
continued registration of the intellectual property
licensed or sublicensed by Guarantor to Purchaser.
Guarantor shall not Transfer or otherwise alienate to
non~affiliated third parties in the Republic of Poland
any of the intellectual property licensed to Purchaser.

(g) Transfer Pricing. All transfer pricing
and terms for products and services sold by or to
Purchaser to or by Guarantor or its Affiliates,
including, without limitation, all ongoing and "“special
project" assistance, shall in all cases be "fair" and
determined on an "arm’s length" basis, but, in any

9



event, shall not be substantially less favorable than
the transfer pricing practices prevailing from time to
time between Guarantor and its Affiliates.

{h) Working Environment. Purchaser shall
provide a safe working environment for its employees in
accordance with applicable laws and regulations.

(i} Emplovee Training. Purchaser and its
Affiliates shall undertake to train employees of the
Enterprise Business with emphasis on the following
areas: (1) general management, strategic direction and
decision making systems; (ii) technical, manufacturing,
production and research and development; (iii)
marketing, selling and procurement; (iv) planning,
inventory and accounting systems; (v) quality control;
and (vi) study of languages.

{(J) Labor Agreement. Purchaser shall assume
the collective labor agreement of the Enterprise

attached hereto as Schedule . Purchaser further
acknowledges that it shall be the legal successor to the
Enterprise with respect to matters of employment,
including, without limitation, tenure, pension and other
benefits.

{k) Glohal Systems. Guarantor shall
incorporate Purchaser into its global systems in the
areas of marketing and selling, distribution, new
products, management information systems, procurement,
research and development, planning and strategy, working
capital and cash management.

(1) compliance Certificate. For a period of
five (5) years after the date of this Agreement,
Purchaser shall file with Seller each year within thirty
(30) days following the anniversary of the execution of
this Agreement a certificate certifying as to each of
Guarantor’s and Purchaser’s compliance with their
respective commitments in subsections 3.1(a), (b), (4)
and (g) hereunder and each of Guarantor’s and
Purchaser’s substantial compliance with their respective
commitments in subsections 3.1(c), (e), (f), (h), (1),
(i) and (k) hereunder; provided, however, that the
failure by Purchaser to file such compliance certificate
shall not excuse either Guarantor or Purchaser from
performing its obligations or commitments pursuant to
this Agreement and that each of Guarantor and Purchaser
shall be required to continue to perform its obligations
and commitments pursuant to this Agreement after
Purchaser’s obligation to file such compliance
certificate has terminated.

10
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3.2. Support. Guarantor undertakes and
agrees that it will provide sufficient financial
resources to Purchaser, or otherwise ensure that
Purchaser has available to it such financial resources,
as are necessary to enable Purchaser to fulfill its
obligations under this Agreement.

3.3. Transfer of Assets. Purchaser shall not
Transfer, and Purchaser shall not permit any of its
Affiliates to Transfer, all or a substantial portion of
the Enterprise Assets in one or more transactions to any
Person or Persons other than any Affiliate of Purchaser
for a period of years from the date of this
Agreement. Any permitted Transfer of any of the
Enterprise Assets shall be conditional upon the written
agreement of the Purchaser, assignee or other transferee
to be bound by the terms of this Agreement and upon the
Purchaser, assignee or other transferee entering into a
direct covenant with Seller to observe and perform the
covenants, conditions and other obligations of Purchaser
contained in this Agreement.

3.4. Transfer of Shares. Guarantor shall not
Transfer, and Purchaser shall not permit any of its
Affiliates to Transfer, all or any part of its shares in
Purchaser in one or more transactions to any Person or
Persons other than any Affiliate of Guarantor for a
period of years from the date of this Agreement.
Any permitted Transfer shall be conditional upon the
written agreement of the Purchaser, assignee or other
transferee to be bound by the terms of this Agreement
and upon the Purchaser, assignee or other transferee
entering into a direct covenant with Seller to observe
and perform the covenants, conditions and other
obligations of Guarantor contained in this Agreement.

3.5. Closedown. To induce Seller to enter
into the transactions contemplated by this Agreement,
Guarantor and Purchaser agree that Guarantor and
Purchaser shall not, and shall cause each of their
respective Affiliates (or permitted transferees) not to,
determine to cease the operation of the Enterprise
Business, or any substantial portion thereof, at any
time during the first years from and after the
date of this Agreement.

3.6. Conduct of the Enterprise Business.,
Purchaser shall conduct all aspects of the Enterprise

Business itself or through one or more wholly-owned

11
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subsidiaries established under the laws of the Republic
of Poland.

ARTICLE IV

REPRESENTATIONS AND WARRANTIES OF Seller

Seller hereby represents and warrants to, and
agrees with, Purchaser as follows:

4.1. Authorization; Due Execution. Seller
has the power and authority to execute and deliver this
Agreement and to perform its obligations hereunder,
including, without limitation, to Transfer the
Enterprise Assets and the Enterprise Liabilities. This
Agreement has been duly authorized, executed and
delivered by Seller, and constitutes the legal, valid
and binding obligation of Seller, enforceable against
Seller in accordance with its terms.

4.2. No Violation. Neither the execution nor
delivery by Seller of this Agreement, nor the
consummation of the transactions contemplated hereby,
will (i) vioclate any material agreement, commitment,
judgment or order to which the Enterprise or Seller is a
party or by which its property is bound, (ii) contravene
any law or regulation by which Seller or the Enterprise
may be bound or (iii} result in or require the creation
or imposition of any encumbrance of any nature upon, or
with respect to, any of the Enterprise Assets.

4.3. No Litigation. Except as indicated on
Schedule , there are no lawsuits, claims,
proceedings or investigations pending, or, to the best
knowledge of Seller (based on consultations with the
senior management of the Enterprise), threatened, by or
against the Enterprise, the Enterprise Business or the
Enterprise Assets which if adversely determined would
materially and adversely affect the Enterprise Business.
Except as indicated on Schedule , neither the
Enterprise, the Enterprise Business nor the Enterprise
Assets are subject to or in default under any judgment,
order or decree of any court, administrative agency,
commission or other governmental authority or
instrumentality, domestic or foreign, applicable to them
or the operations of the Enterprise Business.

12



4.4. Enterprise Assets. The Enterprise
Assets are owned by Seller free and clear of all liens
or encumbrances other than Permitted Encumbrances or
such liens and encumbrances as are listed on Schedule
. Upon completion of the Asset Purchase, Purchaser
shall have good and marketable title to the Enterprise
Assets.

4.5. Patents, Trademarks, etc. To the bhest
knowledge of Seller (based on consultations with the
senior management of the Enterprise), the registered
patents, trademarks or other intellectual property
rights owned by the Enterprise in the conduct of the
Enterprise Business are listed on Schedule
attached hereto.

4.6, Taxes. The Enterprise has filed all tax
and social security returns which it is required to file
by law or otherwise and such returns are correct and
complete. The Enterprise has paid all other applicable
taxes and social security charges imposed or levied on
it or its activities, except those listed on Schedule

attached hereto.

4.7. Authorizations., (a) Except as disclosed
in Schedule ; to the best knowledge of Seller
(based on consultations with senior management of the
Enterprise), the Enterprise has all permits, licenses
and other authorizations required to conduct its
business under applicable laws, and such permits,
licenses and other authorizations are in full force and
effect.

4.8. Labor Matters. The Enterprise is not
involved in any labor issues or disputes which have
resulted or are likely to result in work stoppages or
strikes of any nature. 2All employees are retained by
the Enterprise for an indefinite period of time (except
for the employees retained for a definite period of time

set forth in Schedule on the basis of a collective
bargaining agreement (a copy of which has been provided
to Purchaser as Schedule ) and no extraordinary

rights or privileges have been granted to any employee
or groups of employees with the exception of the
collective bargaining agreement.

4.9. Access to Information. Purchaser has
been given all reasonable access to the Enterprise and
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to all available information material to the Enterprise
Business.

ARTICLE V

REPRESENTATIONS AND WARRANTIES OF
Guarantor AND Purchaser

Guarantor, with respect to itself, and each of
Guarantor and Purchaser, jointly and severally, with
respect to Purchaser, hereby represents and warrants to,
and agrees with, Seller as follows:

5.1. Authorization; Due Execution. Guarantor
is a corporation duly organized, validly existing and in
good standing under the laws of [country]. Purchaser is
a corporation duly organized, validly existing and in
good standing under the laws of [country]. Each of
Guarantor and Purchaser has the regquisite corporate
power and authority to (a) own or lease its properties
and assets and to conduct its business as now being
conducted, (b) execute and deliver this Agreement and
(c) perform its obligations hereunder. This Agreement
has been duly authorized, executed and delivered by each
of Guarantor and Purchaser, and constitutes the legal,
valid and binding cbligation of each of Guarantor and
Purchaser, enforceable against each of Guarantor and
Purchaser in accordance with its terms.

5.2. No Violation. The execution and
delivery by each of Guarantor and Purchaser of this
Agreement, and the consummation of the Asset Purchase
and the other transactions contemplated by this
Agreement, will not (i) violate any material agreement,
commitment, judgment or order to which either of
Guarantor or Purchaser is party or by which any of its
or their property is bound, (ii) contravene any law or
regulation by which either Guarantor or Purchaser is
bound or (iii) result in or require the creation or
imposition of any encumbrance of any nature upon, or
with respect to, any properties or assets now owned or
hereafter acquired by either of Guarantor or Purchaser.

5.3. No Litigation. There is no pending or,
to the best of the knowledge of any of Guarantor,
Purchaser and their respective Affiliates, threatened
action, proceeding, or investigation affecting any of

14



Guarantor, Purchaser or their respective Affiliates
before any court, arbitrator or governmental body,
which, if adversely determined, would materially and
adversely affect (i) the financial condition or
operations of Guarantor or Purchaser or (ii) the ability
of Guarantor or Purchaser to perform its obligations
under this Agreement, including, without limitation, the
ability of Purchaser to consummate the Asset Purchase.

5.4, Financing. Purchaser has, and will at
all times have, sufficient funds available to it to
consummate the Asset Purchase and to perform its other
capital obligations under this Agreement, including,
without limitation, its investment obligations under
subsection 3.1(b) of this Agreement.

5.5. No Conflicts. The execution and
delivery by the Purchaser of this Agreement and the
Ancillary Agreements to which it is or is to become a
party and the consummation by it of the transactions
contemplated hereby and thereby (a) will not violate any
provision of the certificate of incorporation or by-laws
of Purchaser, (b) will not violate any statute, rule,
reqgulation, order or decree of any public body or
authority by which Purchaser or any of its subsidiaries
is a party or by which it or their respective properties
or assets are bound and (c¢) will not result in a
violation or breach of, or constitute a default under,
any material license, franchise, permit, indenture,
agreenent or other instrument to which Purchaser or any
of its subsidiaries is a party or by which it or their
respective properties or assets is bound.

5.6 Broker’s or Finder’s Fees. No broker,
finder or investment banker acting on behalf of
Purchaser is, or will be, entitled to any commission or
broker’s or finder’s fees from any of the parties
hereto, or from any Person controlling, controlled by or
under common control with any of the parties hereto, in
connection with any of the transactions contemplated
hereby [, except for , Wwhose fees and expenses
will be paid by Purchaser].

5.7 Investigation. Purchaser acknowledges
and agrees that it (i) has made its own inquiry and
investigation into, and based thereon has formed an
independent judgment concerning, the Enterprise
Business, the Enterprise Assets, the Enterprise
Liabilities and the employees of the Enterprise and (ii)
has been furnished with or given adequate access to such
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information about the Enterprise Business, the
Enterprise Assets, the Enterprise Liabilities and the
employees of the Enterprise as it has requested and
(iii) will not assert any claim against Seller or the
Enterprise or any of their respective officers,
employees, agents, stockholders, affiliates,
consultants, investment bankers or representatives, or
held Seller or any such other Persong liable, for any
inaccuracies, misstatements or omissions with respect to
any information furnished by Seller or any such other
Persons concerning the Enterprise Business, the
Enterprise Assets, the Enterprise Liabilities and the
employees of the Enterprise, other than, with respect to
Seller, the representations and warranties of Seller
contained in this Agreement.

ARTTICLE VI

MISCELLANEOUS

6.1. Conflicts of Interest.

(a) Seller shall be entitled to own or
otherwise hold, directly or indirectly, shares of any
Polish company or enterprise whose business may conpete
with the Enterprise Business as long as such company was
established or such shares are or were acquired as of
the date of this Agreement.

(b} Purchaser agrees that the Enterprise
Business shall constitute the principal platform on
which Purchaser and its Affiliates shall conduct all
business of a similar nature to the Enterprise Business
in the Republic of Poland. Purchaser further agrees
that Purchaser and its Affiliates shall not distribute,
market, promote or sell in the Republic of Poland any
product that is competitive with any part of the
Enterprise Business if and so long as the Enterprise
Business is operating with any spare or unutilized
operating capacity; provided, however, that Purchaser
and its Affiliates may own, acquire or establish any
other company in the Republic of Poland that
distributes, markets and sells products that are
competitive with a part of the Enterprise Business that
are produced by such company in the Republic of Poland.

6.2. Counterparts. This Agreement may be
executed in one or more counterparts, each of which
shall be deemed to be an original, but all of which
together shall constitute one and the same instrument.
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6.3. Entire Agreement. This Agreement, and
the Exhibits and Schedules attached hereto, supersedes
and replaces any and all agreements, understandings or
declarations of intent among the parties hereto and
embodies all of the agreements of the parties hereto as
of the date hereof.

6.4. Assignment; Successors and Assigns.
This Agreement may not be assigned by either party
hereto without the written consent of the other party
except as provided in this Section. This Agreement may
be assigned by Seller to any agency or instrumentality
of the Republic of Poland. This Agreement shall be
binding on and inure to the benefit of the parties
hereto and their successors and permitted assigns.

6.5. Waivers and Amendments. All amendments
and other modifications hereof shall be in writing and
signed by each of the parties hereto. Any party may by
written instrument (a) waive any inaccuracies in any of
the representations or warranties made to it by any
other party contained in this Agreement or in any
instruments or documents delivered to it pursuant to
this Agreement, (b) waive compliance by any other party
with, or modify, any of the covenants or agreements made
to it by any other party in this Agreement or (c) waive
or modify performance of any of the other acts of any of
the other parties hereto. The delay or failure by any
party to insist, in any one instance or more, upon
strict performance of any term or condition of this
Agreement, or to exercise any right or privilege herein
conferred, shall not be construed as a waliver of such
term, condition, right or privilege, but the same shall
continue and remain in full force and effect. All
rights and remedies are cumulative.

6.6. Expenses of the Parties. The parties
hereto agree that the legal, financial and accounting
advisors engaged by the Enterprise for the purposes of
the preparation of this Agreement and the consummation
of the transactions contemplated herein will invoice the
Enterprise for their respective fees and expenses and
that such fees and expenses will, to the extent not paid
by the Enterprise, constitute the Enterprise
Liabilities, and that the legal, financial and
accounting advisors of Purchaser or its Affiliates will
invoice Purchaser or its Affiliates for their respective
fees and expenses, in each case incurred in connection
with the transactions contemplated by this Agreement.

17



6.7. Notices. All notices, consents and
other communications under this Agreement shall be in
writing in the English and the Polish languages and
delivered in person or sent by telefax or by reputable
air courier, charges prepaid. Any notice given here-
under shall be deemed to be received and effective (i)
on the date of receipt of confirmation by answerback, in
the case of telefax, (ii) on the third day following the
day on which it is deposited with a reputable air
courier and (iii) in all other cases, on the day
received by the addressee as evidenced by the receipt by
the sender of confirmation of receipt; in each case to
the appropriate address or telefax number set forth
below (or teo such other address or telefax number as a
party may designate as to itself by notice to the other
parties):

If to Seller:
[name and address of Voivod]

with copies to:

[name and address of law firm of Voivod]

If to Guarantor

[name and address of Guarantor]

If to Purchaser:
[name and address of Purchaser]
with copies to:

[name and address of law firm of Purchaser]

6.8. Governing lLaw; Dispute Resolution. This
Agreement and (unless otherwise provided) any amendment
hereof and any waiver or consent hereunder shall be
governed by and interpreted and construed in accordance
with the laws of the Republic of Poland, without
reference to provisions of conflict of laws.

The parties shall attempt to resolve any
dispute under this Agreement amicably by mutual
agreement. Any such dispute which cannot be resolved by
agreement within a period of sixty (60) days following
the receipt of written notice from one party hereto to

18



- .-

R AN W ) EWm I B e B Ee

the other party hereto shall be finally resolved by
arbitration in accordance with the Rules of Conciliation
and Arbitration of the ICC by three arbitrators, one to
be appointed by each of Purchaser and Seller, and the
third by the first two. If either party fails to
appoint its arbitrator, or the two arbitrators fail to
agree on the choice of the third within thirty (30) days
after their respective appointments become effective,
the third arbitrator shall be appointed by the Court of
Arbitration of the ICC. The place of arbitration shall
be Vienna, Austria. The language to be used in the
arbitral proceeding shall be Polish. The decision and
award of the arbitral tribunal shall be final and
binding and shall deal with the question of the cost of
the arbitration and all matters related thereto.

6.9. Severability. The unenforceability or
invalidity of any article, section, subsection or
provision of this Agreement shall not affect the
enforceability or validity of the balance of this
Agreement. In the event that any such article, section,
subsection or provision should be or become invalid for
any reason (including, without limitation, inconsistency
with mandatory applicable provisions of Polish law), the
parties hereto will consult and agree on a legally
acceptable mammer of giving effect to the commercial
objectives contained in such invalidated article,
section, subsection or provision.

6.10. Force Majeure. Failure on the part of
any party to perform any of its obligations set forth in
this Agreement because of a force majeure will not give
the other party to this Agreement any claim against the
other party or be deemed to be a breach of this
Agreement. Any party failing to perform its obligations
under this Agreement in the event of a force majeure
shall give notice in writing of such force majeure as
soon as possible after the occurrence to the other
party. For the purposes of this Agreement, force
majeure shall mean any war, economic or political
upheaval in the current free market system in the
Republic of Poland, strike or lock out involving third
parties, accident or act of God, which affects the
ability of any party hereto to perform its obligations
hereunder and which is beyond the control of such party.

6.11. Due Diligence. Prior to the date of
this Agreement, Purchaser shall have completed a due
diligence study of the Enterprise.
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6.12. Section Headings. The section and
clause headings in this Agreement are for reference
purposes only and shall not affect in any way the
meaning or interpretation of this Agreement.

6.13. Langquages. This Agreement is executed
in the English and Polish languages. In the event of a
conflict between the English language and the Polish
langnage versions of this Agreement, the Polish language
version shall control.

IN WITNESS WHEREOF, the parties heretoc have
executed this Agreement as of the day and year above
first written.

(name of Guarantor]

By:

[name of Purchaser]

By:

By:

[name of Sellerj]

By:

By:
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NARODCGWY BANK POLSKI
00-950 WRRSZAWA
ul .swietokrzyska 11/21

POWSZECHNA KRASA O0OSZCZEDNOSCI
00-850 WARSZAWAR
ul.swietokrzyska 11/21

BANK GDANRSKI

w Gdarsku

80-958 GDANSK
ul.Targ Drzewny 1

BANK $LASKI
w Katowicach
40-950 KATOWICE
ul .Warszawska 1%

BANK PRZEMYSEOWO-HANDLOWY
w Krakowie

31-027 KRRKOW

ul.swietego Tomasza 43

BANK DEPOZYTOWO-KREDYTOWY
w Lublinie

20-328 LUBLIN

uL .Chopina 6

POWSZECHNY BANK GOSPODRRCZY
w kodzi

80-850 tODZ

ul .Roosvelta 15

WIELKOPOLSKI BRANK KREDYTOWY
w Poznaniu

60-967 POZNAN

PL.WoLnosci 415

POMORSKI BANK KREDYTOWY
w S5zczecinie

70-952 SZCZECIN
PL.Zotnierza 15

PANSTWOWY BANK KREDYTOWY
w Warszawie

00~950 WHRSZAWA

ul .Nowogrodzka 33/%1

BANK ZACHODNI

we Wrockawiu

50-950 WROCERW

ul.0fiar Oswiecimskich 41/43

BANK GOSPODRRSTWAR KRAJOWEGO
00-301 WARSZARWA
PL.Defilad 1 PKiN 11p.

BANK GOSPODRRKI ZYWNOSCICOWED
00-916 WARSZRAWAH
ulb.swietokrzysks 12

BANK HANDLOWY w Warszawie S.8H.
00-350 WARSZAWA
ul.Chatbinskiego 8

BANK POLSKA KASA OPIEKI 5.A
00-950 WRRSZAWA
ul.Traugutta 7/9

BANK ROZW0JU EKSPORTU S.A.
00-950 WARSZAWA
AL .Jerozolimskie 65/789

EODZKI BANK ROZW0OJU S.A.
90-950 4Dz
ul .Pioctrowska 173

BANK INICJIATYW GOSPODARCZYCH
"BIG"S.A.

00-950 WARSZAWA
AlL.Jderpzolimskie 44

BYDGOSKI BANK KOMUNRLNY S.AR.
w Bydgoszczy

B85-066 BYDGBOSZCZ
ut.Jagietoriska 3%

BANK ROZW0JU RZEMIOSLA,HANDLU
I PRZEMYStU "MRRKET"S.H

w Poznaniu

61-722 POZNAN

Stary Rynek 73/74

"SAVIM" BANK DEPOZYTOWO-
KREDYTOWY 5.A. w Warszawie
01-745 WARSZAWA
ul.Jasnodworska 5

BANK HANDLOWO-KREDYTOWY S .A.
£0-163 KATOWICE
PLac Gwarkow 1

BANK ROZW0OJU ROLNICTWA S.AH.
w Poznaniu

61-715 POZNAN

ul.Kosciuszki 80/R
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BANK "AGROBANK" S.AH.
w Warszawie

04-338 WARARSZAWR

ul .Grochowska 2862

WARSZBWSKI BANK ZACHODNI S5.8.
w Warszawie

00-511 WARSZAWR

ul .Nowogrodzka 22

BANK AMERYKANSKI W POLSCE S5.R

- AMERICPRN BANK IN POLAND INC.

00-950 WARSZAWR
ulL.Krucza 6/14&

BANK KOMERCYJNY “PRIVAT™ S.AH.
w Poznaniu

60-783 POZNAN

ul .Grunwaldzka 21

SPOLDZIELCZY BRANK ROZWOJU
w Katowicach

£0-002 KRATOWICE

ut .Pocztowa 8

BANK ZIEMSKI S.A.
w Warszawie
02-088 WARSZAWA
ul .Batorego 16

BANK ROZWOJU ENERGETYKI
I OCHRONY SRODOWISKAR S.A
w Warszawie

01-625 WARSZAWA

ul .Mickiewicza 63

“"PROSPER BANK" 5.8,

w Krakowie

31-027 KRAKOW
ul.Swietego Tomasza 43

BANK BUDOWNICTWAR S.A
w Szczecinie

71-617 SZCZECIN

ul .Zubrdw 3

BANK TURYSTYKI S.R.

w Warszawie

00-030 WHRSZRAWA
PL.Powstanhcdw Warszawy 2

SOPOCKI BANK INICJIRTYW
GOSPODARCZYCH “"SOPOT-BRANK"S.A.
w Sopocie

81-8950 SO0POY
RL.Niepodlegtosci 764

BANK POCZTOWY S_RA.
w Bydgoszczy
85-001 BYDGOSZCZ
ul .JagiellofAska 17

BANK POZNANSKI “AG" S.A.
w Poznaniu

6§1-737 POZNAR

ul.27 Grudnia 15

BANK "SPOEEM"S.AH.
w Warszawie
02-548 WARSZAWA
ul .Grazyny 13/15

PRYWATNY BRNK KOMERCYJNY
“LEONARD” S.AR

w Zielonce k/W-wy

05-220 ZIELONKR

ul .Przylesie 2

BANK INICJRTYW
SPOLECZNC-EKONOMICZNYCH S_RA.
w Warszawie

00-054 WRRSZAWR

ul .Jasna 22

KRAKDWSKI BANK MIESZKRANIOWY
"INTERKRAKBANK" S5.A.w Krakowie
30-133 KRAKOW

ul.J.Lea 112

GLOGOWSKI BANK GOSPODARCZY SA.
w Gtogowie

67200 GLOGOW

ul.Galileusza 12

GLIWICKI BANK HANDLOWY S.AH.
w Gliwicach

&4-101 GLIWICE

ul . Zygmunta Starego 13

BANK ROZWO0JU

BUDOWNICTWA

MIESZKANIOWEGD w Warszawie
00-089 WARSZAWR

ul .Senatorska 29/31
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BRNK WEASNOSCI
PRACOWNIECZED S.A.
w Gdansku

80-958 GDANSK

vl .Na Ostrowiu 1

BANK ZIEMI RADOMSKIEJD S5.A.
w Radomiu

26-600 RADOM

ul .Zeromskiego 75

BANK ROZWOJU CUKROWNICTWA S_A.

w Poznaniu
60-959 POZNAN
ulL.Mickiewicza 35

PRYWATNY BANK "EL-GRZ™ S.A.
w Gdyni

81-028 GDYNIR

ul.Pdtnocna 8 A

BANK KOMUNARLNY S.A.
w Gdyni

81-364 GDYNIR

ul .3 Maja 27/31

BANK MORSKI S.AH

w Szczecinie

70-100 SZCZECIN

ul .Generata Dabrowskiego 38

WSCHODNI BANK CUKROWNICTWR S5A.

w LublLinie
20~-022 LUBLIN
ul .Okopowa 1

BANK CUKROWNICTWAR
"CUKROBANK" S5.A.
we Wroctawiu
50-873 WROCERW

ut _Supiniskiego 3

BANK DEPCZYTOWO-POWIERNICZY
"GLOB"S.A.w Warszawie
00-372 WARSZAWA

ul .Foksal 16

KREDYT BANK S.A.
w Warszawie

01-211 WARSZAWA
ul .Kasprzaka 22

POLSKI BRANK ROZWOJU S5.A.
w Warszawie

00-680 WHRSZAWAR
ul.Zurawia 47/49

BANK PRZEMYSEOWY S.A.
w todzi

893-590 EkODZ
ul.Politechniki 22/24%

BANK STARODPOLSKI S5.A.
w Poznaniu

61-840 POZNARN
ul.swietostawska 7

BANK OCHRONY SRODOWISKRA S.AR.
w Warszawie

00-034 WARRSZAWR

ul .Warecka 11AR

tODZKIE TOWRRZYSTWO
KREDYTOWE BRNK S.AR

w kodzi

90-063 t0ODZ
ul.Piotrowska 148/150

GORNDSLASKI BANK
GOSPODRRCZY S.AH.
w Katowicach
£0-006 KATOWICE
ul .Warszawska &

DOLNOSLASKI BRNK
GOSPODARCZY S.A.
we Wroctawiu
50-061 WROCERW
PLac Solny 13

KRAKOWSKIE TOWARZYSTWO
BANKOWE S.A.

w Krakowie

31-045 KRAKOW

ul .Kordylewskiego 11

D.E.G. BANK SECESYJNY S_A.
w Katowicach

40-123 KRTOWICE
ul.Czerwinskiego 6

RATFFETSEN-CENTROBANK S.AR.
w Warszawie

00-695 WARSZAWA

ul .Nowogrodzka 50
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BYDGOSKI BANK BUDOWNICTWH S5.H.

w Bydgoszczy
85-099 BYDGOSZCZ
ut.Powstancow WLk.26

GOSPODARCZY BANK
WIELKOPOLSKI 5.H

w Poznaniu

61-725 POZNAN

ul .Mielzynskiego 22

BANK WSCHODNI S.A.
w Biatymstoku
15-206 BIALYSTOK
ut .Krakowska 9

BANK CZESTOCHOWR S.R.
w Czestochowie
42-200 CZESTOCHOWA
ul .Dekabrystow &1

BANK REGIONRLNY S5.A.
w Rybniku

44-200 RYBNIK

ul.3 Maja 30



PRZEDSTAWICIELSTWA BANKOW ZAGRANICZNYCH NA OBSZARZE RP.

BANECAR COMERCIALE CENTRO INTERNATIONARLE

ITALIANA MEDIOLAN HRNDELSBANK AG-Wieden

ul.Stawki 2,Intraco 37p. ul .Chatubinskiego 8 p.481

00-1383 WARSZRAWA - 00-950 WARSZRWA

tel .635-14-02 tel.30-01-06
635-66-17 fax.30-31-34

tbkx. 81-27-48 tlx.81-48-11

SOCIETE GENERRLE-PARYZ DEUTSCHE BANK ARG

ul.Stawki 2,Intraco 21p. Frankfurt n/Menem

00-193 WARSZAWR Al .Jeroczolimskie 51

Tel .635-74-12 01-697 WARSZAWA

fax.635-87-92 tel .628-02-05

tlx. 81-27-17 fax.628-58-25

tlx. 81-62-32
PEKAO TRADING

CORPBRATION Nowy Jork DRESDNER BRANK ARG
ul.E.M.Malinowskiego 5 Frankfurt n/Menem
02-776 WARSZARWA Al .Jerozolimskie B65/79
Tel .641-27-28 Hotel Marriot
fax.641-27-38 00-697 WRRSZAWA
tlx. 81-68-31 tel .630-68-37

fax. 21-12-390
MITTELEURODPAISCHE HANDELSBANK tlx. 81-65-15
RG.
Frankfurt n/Menem NMB BANK WRRSAW
ul .Nowogrodzka 50 . Al .Niepodlegtadci 177
00~-695 WARSZAWA 02-569 WARSZAWA
tel. 28-34-11 . tel .25-25-88

28-64~-71/75

fax.625-19-28 CREDIT INDUSTRIEL ET
tlx. 81-38-27 COMMERCIAL DE PHRIS

BEANQUE DE L‘UNION
AMERICAN EXPRES (POLAND>Ltd. EUROPEENNE (CIC-BUE)
w Warszawie ul.Stawki 2,Intrace 13 p.
ul.Krakowskie Przedmiescie 11 00-193 WARSZAWR
skr.pocztowa 159 tel .635-55-32
00-950 WARSZAWAR tlx 81-22-90

tel .635-20-02
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BANKI W FORMIE SPOREK Z UDZIREEM KRPITALU ZAGRANICZNEGD

RAIFFEISEN-CENTRO BRANK S.R MIEDZYNARODOWY BANK
w Warszawie w Polsce 5.8
ul _.Nowogrodzka 50 PL.Bankowy 2 p.18
00-685 WARSZAWA 00-950 WRRSZAWA
tel. 29-46-71 tel .637-23-80/84/86
fax.628-20-97 fax.263-54-500
391-21-083
tilx. 82-42-91
82-42-92
BANK CREDITANSALT S.A CITY BANK (POLANDIS .A
gyl .Nowy Swiat 6/12 uk.Senatorska 12
00-400 WARSZAWA 00~-082 WARSZAWA
tel .625-23-00 tel .635-81-156
26-70-70 635-55-27
fax. 26-51-10 fax.635-52-78
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Center for Export Promoticn
28, ru= de Ghandi

1000 Tunis

tel. {1} 350043, 250344
faw, (1} 353633

Elx. 14 716 Tn

AMERICAN CHAMBER 0OF COMMERCE TW POLAND
Amervkanska Izba Handlows w Polsce

ul. Wiejska 20 ;

00490 Warszawa

/o US Trade Development Center

tel. 2i1Lbi15

fax. 2146327

FOREIGN INVESTORE CHAMBER OF INDUSTRY AND COMMERCE
Izba Przemyslowo-Handlowa Inwestordw Zagranicznych
ul. Krakowskie Przedmisdcie &b

O0—-32E Uarsr-aus

tel. 263201

tlx. &17105

TWIG-TOWARZYSTWO WSPIERNIA INIC3IATYW GEDPODARCIZYCRH
ul. kruca 25

Q0—582 Yarszawa

tel. 2904652

fax. 219945

+Ix. 814739
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SOCIEDPAD RURAL SREENTING
Fiprids L&O

Capital Federal
Argentina

tel. 3223431

ARGENTINE—PLLTEH CHAMBER 0OF COWMMERCE
Camerz de Comercic Argentino—Polecs
fordoha &32

&n 1054

Capitzal Feder=l

fax. (541) 112924

tlx. 23516

INVESTMENT C&NADA
PO Bax 28030
Station "D"
Dttawa, Ontario
Canada K1P A&S5

INDUSTRIAL DEVELOPMENT AaSSGOCIATION
OF CANADA (IDAD)

1545 Pierre Place

Missassauga Ontario

L 53 364

tel. 4146 822 9771

CONFEDERATION OF IRISH INDUSTPRY
Confederation Houss

Fildare Strest

Dubliin 2

tel. (Di) 7792401

Fax. Q1Y 777823

t1x. 73502

EHAMBER OF COMMERCE OF IRELAND
7 Clare Strest

Dublin 2

tel. (1) 412888

fax. {(Q1) 7656043

tix. FO7i6

INDUSTRIAL DEVELOPMENT AUTHORITY
Wilton Park Housse
Wilton Place
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ORGANTIZACIT MIEDIYNARDDOWE

BANF sUIATOWY
ul Stawki 2
Q0~193 Waroay
tel. 435055Z
Fax. 4359857
tlw. &1750L4L

MIEDZYNARPDDOWA HDORPORACIA FINSMNECWANIA
3l1. Jderozolimskie &5/779

O350 Warszwaw

tel. 63007558, &300949

fax. &£30075%9

MIEDTYNARODOWA FUNDUSTY WALUTOWY
ul. Stawki 2

O0—193 Warszawa

tel. AZBALNS

UNITED NATIGNS DEVELOPMENT PROBRAMME
£1. Nispodleglodsel 184

Warsrawa, 00-4068

t=3. 2550560, 250317

fax. Z254FR4

UNTTED NATIONS INDUSTRIAL DEVELOPMENT ORGAMISATION



PRZEDSTAWICIELSTWA RADCY HANDLOWEGD W WARSZAWIE

AMBASDA ARGENTYNY
Carlos J. Albisetti
Radca Handlaowy

ul. Jana Styki 17,
Warszawa

tel. 174028/9

fax. 177162

AMBASADA AUSTRALII
Tony Clegg

ul. Estoiiska 3/5
Warszawa
tel.l17-650—-841/6
fax.17-67-5&
tlx.{63) 813032

AMBASADA KANADY
Lynda Watson
ul.Jana Matejki 1/5
00-481 Warszawa

tel .29-80-51

fax .279-64—-57
tix.81-34-24 CAA PL

AMBASADA CHILE
dr.Alfredo Lastra Norambuena
Doradca Handlowy
ul.Morszyriska 71B
02—-932 Warszawa
tel.842-63~-73

EO—-F0-41
tlx. 81-45-42 emnch

AMBASADA FINLANDII
Juha Metsantahti
ul.Fr.Chopina L/8
Q0—-55%9 Warszawa
tel.29-40-91
fax.21-60—-10
t1x.81-37-31 fintr pl,
&1-42-84 £finl pl.

AMBASADA WEGIER
dr. Gabor Siklosi
ul.Swolezerdw 10
00-4EL Warszawa
tel.u4i-17-91
§1-52-01
fax.4l1-43-64
L41-30-24

AMBASADA INDONEZJIX
Soetito

Radca Handlowy
ul.Wachocka 7
Warszawa
tel.17-51-79

AMBASADA WIEILKIEJ BRYTANII
I IRLANDIT

Michael A. Corbett

fileja Réz 1

Warszawa

tel.28-00-01/5
tax.21-71-61

£1x.81-356-94%4 Prod Pl.

AMBASADA KOREII
Jang-Kyun Kim
Radeca Handlowy
ul.Mokotowska 4/6
00-641 Warszawa
tel.25-35-34

25-35-47
fax.25~29-35%
t1x.81-34—-88 kontra pl.

AMBASADA HOLANDII
Bert VYan Der Lingesn
Il sekretarz
ul.Chocimska &
00-721 Warszawa
tel WP-23-51/2
fax.48-83-15
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AMBASADA NORWEGII
Lars Chr.Lindstad
Radca Handlowy
ul.Fr.Chopina 2 A
G0-559 Warszawa
tel.29-09-36
fax.28-0%9-38
t1x.51-37-38 noura pl.

AMBASADA FILIPIN
Charlie Pacana Manangan
IIY sekretarz i z-ca konsula
ul .Garnoslaska 22 m.5
g0-L4aL4 Warszawa
tel.&25~-13-57

&25-13-03
fax.39-12-05-47

AMBASADA PORTUGALII
Ernesto Martins

Radca Handlowy

ul .gdwigtokrzyska 30 m.149
00-116 Warszawa
tel.2u—-95-11
t1x.61-43-30 icep pl.

AMBASADA HISZPANII

Emilio Lépez Vinuela

Radca Ekonomiczny i Handlowy
ul .8wietokrzyska 36 m.10
tel.20-42-82

fax.20-21-67

tix.81-44-49 ofiwa pl.

AMBASADA TAJLANDIT
Charnvit Buathongchan
I Sekretarz
ul.Starosciriska 1 B m.2-3
02-514 Warszawa
tel.y9-26—-55

L&—6ah—1L

y9—-47-30

yP—-14-06&

AMBASADO POLUDNIOWEI AFRYKI
Riaan Le Roux
I Sekretarz
ul .Belwederska 18 A
C0-7462 Warszawa
tel.k1-55-01
L4i-&87-26
L4L1—-49-61
fax.41-99-45

AMBASADA SZWECIT
Bo Emthen
Radca Handlowy
ul.Pytlasiriskiego 13 A
Q0-777 Warszawa
tel. .4b0-31-03

LO-5&-97
fax.4i-79-92
tix.81-79-60

AMBASADA SZWAJCARII
Josef Arreger

Urs Schmid

Radca Handlowy

Al . Ujazdowskie 27
G0-540 Warszawa
tel.b28-04—51/2

AMBASADA TUNEZJIL
Amel Ben Abdallah
Radca Handlowy
ul.MySliwiecka ih
Warszawa
tel.628—-63-30

AMBASADA AUSTRII
dr.Rudolf Orisich

-Radea Handlowy

Al.Ujazdowskie 22/4
Yarszawa
tel.29-59-13
29-6L-74
fax.z29-32-47

AMBASADA

STANDOW ZJIEDNOCZONYCH
AMERYKI

Dale N.Tasharski
Radeca Handlowy
ul.Wiejska 20

00-490 Warszawa
tel.21-45-15
faxk.21—-63-27
tlx.81-39-34 ustdo pl



